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Who we are

Fresnillo ple 15 the world's leading primary siiver
producer and Mexico's second largest gold producer
Headquartered in Mexico City, our shares trade on the
London and Mexican Stock Exchanges

What we do

Our business spans the full mining value chain
exploration, development and mining operations We
focus on high potential silver and gold projects that
can be developed into low-cost, world-ciass mines

We currently operate four mines, have two advanced
development projects and an extensive portfolio of
high-quality exploration projects and prospects, along
with the largest precious metals land reserve In Mexico

How we operate

Our license to operate I1s dependent upon

the safety and health of our employees, good
environmental stewardship, the weil-being of the
communities where we operate, and adherence to
best governance practices Therefore responstble
and sustainable business practices are core to the
business strategy of the Group and Iintegrated into
every aspect of our operations

Our goal

We seek to create value for our stakeholders across
precious metals cycles Our goal 1s to produce 65
millian ounces of silver per year and over 400,000
ounces of gold per year by 2018

“Exceptional performance in 2010
affirms our leadership position in
primary silver and growing profile
ingold ”
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The Directors Report of Fresniilo pic for the year ended

31 Decemnber 2010 1s set out on pages 106 to 1101
accordance with the Companies Act 2004 and ncludes the
Busmess Review The Directors Report also ncorporates
the Management Report required by the Disclosure and
Transparency Rules

The Busmness Review and other sections of this Annual Report
contam forward looking statements The extent to which the
Company s sharehoiders or anyone may rely on these forwarg
feoking statements is set out nside the back cover of this
Annual Report




FRESNILLO PLC AT A GLANCE
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OUR BUSINESS MODEL

See pages 10 11

MANAGEMENT
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OPERATING MINES

See pages 34-47

Operations are supported by extenswe invest-
ment in technology that enhances productivity
and efficiency When coupled with high-quality
assets selectively adced n the exploration and
development phase, we remain competitively po-
sitioned In cash cost performance

1 Fresnillo
Underground siver mine, world’s largest pri-
mary silver ming, in operation Smee 1554
2 Ciénega
Underground gold mine, in operation singe 1992
3 Herradura
Open pit gold mine, in operation since 1997
4 Soledad-Dipolos
Open pit gold mine, in operation since 2010

DEVELOPMENT PROJECTS

See pages 48-49

Projects must meet stnngent critena regarding the
volume of siver/gold contained and embedded
cost Because of our focus on district consolidation,
we evaluate potential growth In geographic regions
that may create synergies for new future mines.

5 Saucito
Underground siver mine, 361 5 miflon ounces
of siver resources
Start up expected in 1H 2011

6 Noche Buena
Open pit gold mine, 481,000 ounces of gold
reserves
Construction begins in 2011

EXPLORATION PROSPECTS

See pages 50-55
Exploration 1S the key drver of growth for the

Group Our portfolio includes projects that extend
across the multiple stages of exploration (detec-
tion, discovery and definition) resulting tn a strong
pipeline of growth

Advanced exploration prospects
7 Juanicipio

8 SanJuhan

9 San Ramén

10 Orisyvo

11 Centauro Deep

12 Las Casas

Target definition exploration prospects

San Juan, San Nicolas del Oro, Otzumatldn, laralillo,
Tatos, Carg Marizanillas, Lucento, Lecnes, Guanajuato,
Tocayos




STRATEGY

See pages 12-17

The Fresnillo Group seeks to create value for stakeholders across precious metais cycies
through ongoing investment in exploration and mine development, operational excellence,
and a strong commitment to disciplined and sustainabte growth. The four components of our
strategy are:

Maximise the potential of existing operations

Deliver growth through development projects

Extend thé growth pipeline

Reinforce the sustainability of the Group

2010 ADJUSTED REVENUES BY MINE 2010 ADSUSTED REVENUES BY METAL

@ FRESNILLO 53% @ SILVER 51%
@ HERRADURA 25% @ GOLD 44%
® CIENEGA 13% ® ZINC 3%
@ SOLEDAD-DIPOLOS 9% ® LEAD 2%




2010
HIGHLIGHTS

Operational highlights

» Record attributable production of silver (38 6 million ounces) and gold (368,995 ounces)

e First year of commercial operations at Soledad-Dipolos exceeded production budget

e Cienega expansion and Saucito development on track for start up in 1H 2011

« Pre-feasibility study at Noche Buena concluded, construction commencing in 2011

* Positive drilling results obtained at several exploration projects and prospects, including sizeable
new ore shoot at Saucito

« Total resources base increased by more than 15%, with the aggregate reserves replenished at
existing mines

Financial highlights

» Adjusted revenue' up 56 1% to US$1,473 9 million

* EBITDA? up 90 3% to US$945 0 million

» EBITDA margin increases to 67 0%, from 58 4% In 2009

« Cost controls and efficiency measures mamntain the Group's competitive position among global peers

¢ Robust balance sheet carnes no debt and strong cash position

» Operating profit? up 94 4% to US$833 4 million

« Profit attributable to equity shareholders of the Company, excluding the Silverstream revaluation
effects up 72 3% to US$530 8 mitlion (post-tax Silverstream revaluation effects US$134 3 million)

s Adjusted EPS*Up 72 1% to US$0 740 per share, EPS up 106 5% to USS0 927 per share

» Final dwvidend of 35 6 US cents per ordinary share

46.8% 5B4% 470
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CHAIRMAN'S
STATEMENT

Dear Shareholders,

| am pleased to report a year of solid performance
far Fresnillo ple. Record levels of suver and gold pro-
duction, the start-up of a new mine, and substantial
progress at development and exploration sites attest
to the Group’s operational execution and robust re-
source base Combined with high siiver and gold pric-
es Fresnillo plc defivered the best year in its hustory

This performance comes In the context of a com-
plex global economic recovery, ongoing market
volatiity, debt crisis in Europe, large fiscal deficits in
several developed countries, foose monetary policy
In the USA and the continued ascendancy of Chmna,
factors that contributed to the exceptional rise In
precious metal prices

Netwithstanding the important benefit of favour-
able pnces, the Group s production and cost profile,
growth platform and mining expertise contributed to
the positive performance With an average cash cost
of US$3 3 per ounce of silver and US3309 1 per ounce
of gold, the Fresnillo Group should be able to pro-
duce profitably well below current prices, and do so0
for years to come given the 147 billion silver ounces
and 20 08 milion gold ounces n resources. Further-
more, Fresnillo pic has the know-how to dentify high
potential resources and develop them economically,
establishing a good pipeline for growth

As such, | believe we are on course to meet the am-
bittous target set out at the tme of our inmal public
offering in 2008 that by 2018, Fresniflo plc will be
able o produce 45 million ounces of silver and over
400,000 ounces of golg annually Furthermore, the
Group shoutd be in a position 1o maintain that level
of production for the subsequent 10 years at least,
based on the project delivery schedule that has
been set out In our Review of Operations.

Investing across metal price cydes to extend the
growth pipeline will continue 10 be a hallmark of
our value-creation strategy We also seek to deliver
growth through development projects and maxm-
1se the potential of existing operations, Underlying
this strategy are two fundamental pillars prudent
financtal discipline to ensure sufficient Investment
capital even under unfavourable price scenanos,
and most importantly, a profound and unwavering
commitment to long-term sustamnable development

The Fresnillo Board regards the Group's perfor-
mance In health, safety, environmental and com-
munity 1ssues as Integral to its operattonal perfor-
mance This year we engaged in discussions about
the strategic framewerk for corporate social re-
sponsibility the impact of the Group § social invest-
ments, and broader industry benchmarks n this
regard Our focus remains squarely on priontising
the health and safety of employees above all else,
minmising the Group’s environmental impact, and
engaging constructively with communities to create
lasting econommic and social value

It 15 thus with great sadness that I report the death
of two employees this year We hold ourselves to
the highest standard 1n which no fatality I1s ever ac-
ceptable Additional traiming and monitoring across
the orgarisation are being :mplemented to enforce
adherence to safety measures

Furthermore and as part of the Company’s adoption
of the Principles of the UK Corporate Governance
Code, the Board has intiated a process to expliciily
define the nature and extent of the nsks we are will-
Ing 10 take 10 achieve our strategic objectives. We
believe the Company already has a comprehensive
approach to managing nsks, and this process wilt
enhance our framework and ensure full alignment
of Board-and executive-level practices

Like all of my board colleagues, | am firmly com-
mitted to ensuring that we collectively oversee
Fresnillo pic with transparency and in the mterest
of all shareholders. We are fully committed to the
best possible practices in corporate governance
and take our adherence to the principles and pro-
wvisions of the new UK Code con Corporate Govern-
ance very seriously In particular we recognise that
the shareholding structure of Fresniflo plc reguires
us to ensure, as we have done, that the interests
of all shareholders are well represented in the pro-
ceedings of the Board In our reporung this year, we
have sought to demonstrate the steps put In place
to achieve this.

Based on the Group's 2010 performance, the Direc-
tors have recommended a final dwvdend of 35 6 US
cents per Ordinary Share, which will be pad on 20
May 2011 to shareholders on the register on 3 May
2011 The dwvidend will be paid in UK pounds sterling
unless shareholders elect to be paid in US dollars.
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The Company s dvidend policy takes into account |nvest|ng across metal price m
the profitabty of the business and underiying CYC|ES deliver ng growth =

growth 1n earnings of the Company, as well as its
capital requirements and cashflows, whilst main-
taining an appropriate level of dmdend cover

through development projects
and maximising the potential of
existing operations will continue
For2011 despite the uncertain outlook for econcm- to be a hallmark of our value-

Ic ang metal pnce performarnce, we expect that our creation strategy
high quality resource base and low-cost production

profile will enable Fresnillo ple to delver growth

Siver and gold production volumes will reflect the

start-up of commercial operations at Saucito, a sig-

nificant property with 361 5 million ounces of sitver

resources. Gold production will benefit from ex-

panded milling capacity at Cienega and the expan-

sion of Soledad-Dipolos.

AD3LVYHLS

The Board has authonised a 151 1% increase in the
2011 exploration budget, to US$251 4 million The
favourable exploration results obtained i 2010, In-
cluding signicant new resources identfied at ex-
tsting projects that will warrant mine expansion in
the near term, reinforce our confidence that such
expenditures are vital to the long-term growth of the
Group The focus will rernain on consolidating min-
Ing distrncis in Mexico and Peru

JINVYWYOIH3d

I'would ike to thank rmy fellow Board members for
ther service and contributions i the year it s a
pleasure to work together towards a common mis-
sion, and Fresnillo plc benefits from the wealth of
experience and perspectives that our outstanding
Board members bring | would also like to commend
the Group's executives and employees for deliver-
Ing great pericrmance that affirms Fresnillo plcs
leadership positicn in primary silver and our grow-
ing profile in gold

\7%}“ / q/o%:% )
Alberto Bailléres
NON-EXECUTIVE CH
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MARKET
REVIEW

PART |. THE SILVER AND
GOLD INDUSTRY

Jaime Lomelin, Chief Executive
Officer of Fresnillo plc shares
some thoughts on the siiver and
gold market

What are the prospects for the sector in the
near future®

| am fairly positive about the market Fears of infla-
tion and geopohtical tensions tend to encourage
investment 1N precious metals as a safe haven
Expectations for economic growth are improving,
particularly in Asia, but the US and Europe remain
weak Sitver actually has a dual role in which its
value can be driven both by investment as a safe
haven and by industrial applications, so It benefits
from both scenaros.

Industrial usage of silver has been growing quickly
Because of Its properties, It 15 a versatile metal 1t s
the matenial of chaice for a wide range of applica-
tions and Its future does not depend on one mdusiry
as was the case In the past, when the photographic
industry was the dominant consurmer

Tell us a bit more about those afternative
applications

Siver has unique properties such as electrical and
thermal conductmty, strength, reflectvity, itsuse as a
catalyst, and of course In photography There are few
alternative metals in most of the applicatrons where
it's being used today Given the number of patents
subrmitted for products and applications reguiring sil-
ver, you might even say It 1s a “miracle metal "

For example, silver 15 beng used in cell phones, and
a range of consumer electronics The usage of sil-
ver zinc rechargeable batteries is growing rapidly
because of fewer contamination risks compared
other types of batteries. Silver I1s also employed as
a bactencide and algaecide 1 an ever InNcreasing
number of apphcatrons including water punfication,
silver impregnated clothing and paints for hospitals.

The omamental uses of silver remain strong, such
as Jewellery silverware and in mirrors. That's to say
nothing of s investment properues as small bars,
coms, medals and ETFs.




Isn’t the latter more appiicable to gold?

Yes, absolutely — the gold market has benefited
from being a safg haven investment for centunes.
This has been the driving force for the gold market
— which has obwviously helped Fresnillo The sitver
market has benefited in a similar fashion but 1t 1s
balanced by the wider applications | touched on
Gold's other principal use 15 1n Jewellery, although 1t
also has many of the same properties as silver, but
consumption in these areas {alls as the price nses.
In fact, the broader silver market has benefited as
the cost of gold becomes prohibitive for jewellery
and industral applcations.

What about activity in the mimmng sector?
How is that ltkely to impact the market and
Fresmiflo’s prospects?

There are three sources of siver mining, recycling
of scrap and government sales, although the lat-
ter 1s insignificant at the moment The high prce 1s
bringing more scrap to market but the main growth
N supply 15 mMining Most silver comes as a by-prod-
uct of copper, lead, zinc and gold mining, but pro-
duction from this route depends on demand for the
primary metal This 1s where the pure silver mines
like Fresnillo become important, and this 1s where
substantial growth in silver supply will come from

However, the great maonty of exploratton invest-
ment worldwide 15 gomng to two other cormmodi-
ties copper and gold There are a lot of small new
gold mines coming into production globally Many of
these are not efficient, and are low grade and high
cost, but are easy to mine with the tugh price of
gold, they can still make their margins. Silver explo-
ration and mining 1s more expensive so the Jumor
exploration companies are more focused on gold or
on small and medium size silver mines. When the
prices for these metals go down then maigins wilt
decrease and some of these companies and opera-
tions wr!l have to close That 1s why the strategy for
Fresnillo pic 1s to maintain a strong pipelne of high
guality exploration projects, to have an efficient op-
eration low cost mines ana to consolidate districts.

WORLD SILVER SUPPLY AND DEMAND, 2010E

Millon ounces

2010
SUPPLY
Mine producuon 7389
Net Governrnent Sales 193
Net producer hedging 29 5
Scrap 1801
Implied net disinvestment | -
Total Supply 967 9
DEMAND
Fabrication
Industriat 442 5
Photographic 721
lewellery 1659
Siiverware 536
Coins & Medals 988
Total Fabrication 8328
Net producer de-hedging -
Implied net Investment 1350
Total Demand 967 9
© GFMS Limited 2011
SILVER ETF HOLDINGS
Milixar ounces
Tonnes
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© GFMS Limited 2011
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MARKET
REVIEW continued

WORLD GOLD INVESTMENT
Tornes

PART I} MEXICO,

A COUNTRY OVERVIEW

Fresnillo plc 1s headquartered (in Mexico, as are the
Group's operating assets and the majonity of its ex-
ploration properties

Government and economy

Mexico 1s a federal republic with a stable democrat-
Ic political environment National elections wall next
take place 1n July 2012

The country has a free market economy with a
trade regime bullt upon agreements with the Uniteg
States, Canada, the European Union, and 44 other
countries. Mexico's sovereign debt carnies invest-
ment grade ratings and a stable outlook

Security

President Felipe Calderon has made combating organ-
1sed cnme a priorty of his administration and has de-
ployed the Mexican military to several Mexican states
where Fresnitlo pic has operations including Zacatecas,
Durango and Sonora, to assist or replace local and state
police. Miltary and police have been increasingly suc-
cessful in carrying out operations to remove top cartel
leaders Nonetheless, the Group has enhanced secunity
measures at all facihes and 1s taking additional precau-
tions to safeguard its personnel, who are the top prionity

Infrastructure

Mexico's land transport network 1s one of the most
extensive in Latn Amenca with approximately
365,000 kilometres of paved roads and 27,000 kilo-
metres of ralroads. Mexico has seven major com-
mercial container mantme ports and numerous
international arrknes serve the country

The miming industry

Mexico has a mining hustory extending almost 500
years and 15 among the world's Iargest metal pro-
ducers, Although best known for its production of
silver-over 10 hillion aunces have teen produced to
date, and 1t was the second largest silver producer
in the world In 2010-the country also mines signifi-
cant guantities of copper, gold, leadt and zinc

The geological potential remains strong The coun-
try's terrain 1s one of the most tectonically active
and complex In the world Orogenests has pushed
up mountain chains alt across Mexico, ncluding
the Sierra Madre Criental Sierra Madre Occiden-
tal and Sierra Madre del Sur These three regions
have formed some of the key metallogenic areas.
Gold and silver mineralisation 1S commaonty linked
to the two belts of hydrothermal vains and gaps
that stretch out underneath both sides of the Sierra
Madre Occidental

That potental has attracted more than 250 private
exploration companies to Mexico, with operations
concentrated in the northern states of Sonora, Za-
catecas and Chihuahua

Because mining Is an wnportant contributor to the
country's economy - according to recent government
figures 1 6% of GDP 4 2% of exports and 283,000 direct
jobs - the industry benefits from a well-structured and
supportive regulatory framework

The concession system

Under the Mexican constitution minerals are part of
the national patrimony Exploration, explostation and
beneficiation of minerals have preference over any

07Q1 07Q2 07Q3 07Q4 08Q1 08Q2 08Q3 08Q4 09Q1 09Q2 09Q3 09Q4 10Q1 10Q2 10Q2 10 Qle
Official Cains 373 382 374 217 284 360 604 624 689 556 495 549 436 682 SEML 425
Medals & Imitation Coins 204 256 183 84 107 145 250 154 39 139 178 213 2914 130 173 255
Bar Hoarting 666 807 07 314 494 922 1264 1178 (231) 748 937 7071155 968 1418 14275
Implied Investment {144) (174 8) %1 2760 1874 516 (1234) 2168 78146 2870 1019 2284 | 433 3634 1196 3191
World Investment 1099 -304 1954 3375 2759 1944 884 4163 8313 4313 2628 3752|2438 5414 3292 5146

© GFMS Limited 2011




Mexico provides a favourable environment for mining flexible and
wel-structured mining and environmental legislation, political support,
strong mining tradition and expertise, a skilled workforce, and ample
access to good Infrastructure Mexico was the second largest sitver

producer in the world in 2010

other use of the land The law permits up to 100%
private ownership in exploration development and
productton of mineral substances.

Concessions are required to explore for and exploit
mineral potental Concession holders are required
to negotiate with the surface land owner to access
the land under which the concession 1s located

Exploration concessions are granted for siX years
and are not renewable There are no himits for mining
concessions Production concesstons are awarded
for 50 years and are renewable for a similar penod
All concessions may specify required levels of capi-
tal expenditure and minimum environmental, health
and safety standards.

Regulanon for the mining sector ts gverseen by the
Secretania de Econormia, while environmental per-
mithing responsibility resides with the Secretaria de
Medio Ambrente y Recursos Naturales (SEMARNAT)

Enwironmental laws

Mexican environmental regulations have become
ncreasingly stringent over the last decade as a re-
sult of nternational agreements that Mexico has
ratified, including the North Amencan Agreement on
Environmental Cooperation {paralle! to NAFTA), the
United Nations Framework Convention on Climate
Change and the Convention on Biological Diversity

Minmg companies must obtain environmenial im-
pact permits from SEMARNAT prior t0 any mining
and exploratton actmties, and such activities are
subsequently subject to several environmental
permits from different offices within SEMARNAT, In-

WORLD GOLD MINE PRODUCTION
Tonnes

2700
2500
2300

2,100

1,900

cluding water extraction wastewater discharge and
tailings disposal

The fiscal regime )
There are no taxes or lewies imposed specifically
on the mining industry Companies are subject to
standard caorporate income tax rates, which are
determined by the federal government The rate
for 2010 was 30% Based on the Tax Reform Bill ap-
proved in December 2009, this rate will decrease 1o
29% 1n 2013 and 28% 1n 2014 and beyond The 2010
Fraser Institute of Canada report places Mexico fifth
among 72 countries as a mming destination due to
its favourable fiscal and regutatory regime

Workforce

Mexico’s long history of mining and an extensive
natural resources sector provide a skilled workforce,
although the grawth of the miming industry 1n recent
years has led to some scarcity of trained workers.
Under Mexican law, It 1s permussible for unionised
employees to engage 1n work stoppages and other
industrial actions for disputes with therr own em-
ployers or In sympathy with umionised employees
of other compames who are engaged In a dispute,
despite the absence of any dispute with their own
employer Fresnillo Group workers did not support
any such actions in 2010

ﬂ information for this section was compiied from a nurnber
of sources, ncluding Mexico s Secretaniat of Economy
and Secretaniat of Communncations and Transportation
Globel infoMine, Pro Mexico, US Department of State

95 26 97 98 » 00 01

© GFMS Limited 2011
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BUSINESS
MODEL

Fresnillo plc 1s a siiver and gold mining company that seeks to create value for stakeholders
throughout price cycles What differentiates us 1s how we execute our strategy across our value
chatn of exploration, mine development and operations

MANAGEMENT

© Operanonal excelience
©Low costproduction

© Mine life mantenance through
resqurce replenishment

Operate

&
Q\'%

© Disciplined execution ta @6\
DeVEIOp evaluate design develop é
Q
=)
-~

and b 1d new mines

© Balanced pipeline
across muttiple stages
of exploration
© Investmeant n
exptor ation thy ougn price cycles
© District consohgdaton
> Early stage aguistions
and partnerships

PROSPECTS

Explore

STRONG GROWTH PIPELINE
HIGH QUALITY
PRO  YECTS

value Chal n

sustainabilit Strategic Financial
ustatnability relationships strength & control

Technology

-- * &
Our peopl e

StAtegIc Resouices




Our business mode! 15 comprised of the follow-
INg components

THE VALUE CHAIN

Explore The key growth driver for the Group Is
locating mineral deposits that extend cur resource
base, with a focus on consolidating mining districts
N Mexico and Latin Amenca We do this through
continuous tnvestment in exploration irrespective
of price cycles, and cngoing acquisition of mining
concessions and surface land Our geologists have
significant technical expertise and a proven track
record of new discovenies. We also look for oppor-
tunities 1o acquire early-stage projects with strong
growth potential or to partner with other groups
through agreements that allow us to share the in-
herent benefits and nsks of prospect exploration

This comprehensive approach results in a pipeline
of projects that extend across the muttiple stages of
exploration (detectton, discovery and defimtion) and
ensure long-term organic growth

Develop Projects must meet stringent criteria
regarding the volume of sifver/gold contained and
embedded cost Economic vigbilty 15 determined
by evaluating factors such as optimal mine design,
Irvestment reguirememnts, sustaining capital expen-
ditures and rates of return Furthermore, because
of our focus on district consolidation, we evaluate
potential growth in the same geographic region that
may create synergies for new future mines. During
development and construction stages, we maintain
tight disciplne 10 ensure adherence to approved
schedules and budget Additionally, engineering and
construction teams work closely with the team that
will operate the mine, ensusing smooth transition
from construction to commissioning

Operate Our formula to extract value from opera-
tions reflects the experience and skills of our people
who seek and apply optimal mining methods in
accordance with the changing charactenstics of
each mine and develop initiatives to Increase re-
coverigs, operational efficiencies and reduce costs.
Operations are supported by extensive investment
n technology that enhances productmty and effi-
ciency When coupled with high-quality assets se-
lectively added in the explaration and development
phase, we remain competitively positioned in cash
cost performance among industry peers.

We are committed to replenishing reserves every year
The exploration team identifies new resources aleng
with the operating team, who then convert those re-
sources Into reserves by narrowing the drilling pattern
and mining works. 1t 15 the combination of hoth efforts
that enables the Group to achieve this goal

Experience
Skills
Optimal mining methods

Technology

L+

High quality assets

Operational value

STRATEGIC RESOURCES
Sustamabiity Innatives are implemented from
the earliest stages of exploration until mine closure
that seek to develop and benefit local econories
and achieve exemplary results 1n ervironmental,
safety and health performance

Strategic relationships Sound and mutually ben-
eficial relationships with federat state and municipal
authonities regutatory and governmental agencies,
suppliers, labour umons, customers commurities,
partners and shareholders.

Financial strength and controf Careful man-
agement of all assets and cash while maintaining a
range of capital funding options.

Technology Use of tools and processes that sup-
port expleration, Increase productimty, reinforce
sustainability, and enhance accountability, decision-
making and financial planning processes.

Our people The most fundamental resource upon
which the successful execution of our strategy relies.

RISK MANAGEMENT FRAMEWORK
As with any company, our strategy and business
model are subject to a range of risks. Fresnillo plc's
Board assesses and evaluates the principle risks
that could affect the Company's ability t0 execute
its strategy and deliver on its commtmeants, A rigor-
ous risk management framework IS an integral part
of our mocel to effectively manage and mitigate
these nisks. We are working toward integrating this
framewark into the day-to-day operations

MIIAHIAD dNOYD

w
=
=]
-
=0
m
(3]
-

JINVNYIADY JONVYIWH0443d

SIYIONVYNIL

Fresmiltc plc
210

Annual Report




STRATEGY
AND KPIS

The Fresnillo Group seeks to create value for stake-  and a top Mexican praducer of gold, producing 65
holders across precious metals cycles through  mullion ounces of silver per year and over 400,000
ongoing investiment in exploration and mine devel-  ounces of gold per year by 2018, and supporting
opment, operational excellence, ang a strong com-  that tevel of production for at least 10 years.
mizment to discipined and sustainable growth

The four components of our strategy are outhned
Our goal I1s to consolidate and maintain the Group’s  herein, along with the key performance indicators that
position as the world’s leading producer of silver  monitor the effectiveness of each strategy over tme

Maximise the potential of existing operations

OPERATE

How we do it

By aiming to run operations at full capacity, replacing reserves, generating continuous
Improvements In productivity and cost controls, utiising technology and leveraging
expansion opportunities

2010 progress

Record sitver and gold production Successful implementation of Six Sigma, a statis-
tics-driven methodology for improving operational performance by eliminating vari-
ability and waste, resulted in improved recovery rates and/or increased miling capac-
Ity at all operating mines

2011 priorities

» Conclude construction of the $an Carlos shaft at Fresnillo to reduce haulage costs

» Evaluate a future expansion at Fresnillo to compensate for the expected lower ore
grades in order to maintain stable silver production

* Commission the shaft at Ciénega to gain access to deeper ore reserves

» Complete expansion of milling capacity from 755,000 to 930,000 tonnes per year at
Clenega to maintain stable gold production

+ Expansion to produce 130,000 total ounces of gold per year at Soledad-Dipolos

KEY PERFORMANCE INDICATORS

Attnbutable production

Sum of ounces produced multiplied by ownership
interest at each mine Monitors total production
levels at aur mines and contributtons from advance
development projects

348
379
386
2636
276 &

Comment

Increased ore volumes milled at Fresmillo and silver
extracted from development works at Saucito
resulted in record silver production Record gold
production was achieved mainly due to the start- {mctons
up of Soledad-Dipolos, and to a lesser extent, (0

the good performances at Herradura and Cienega

2]
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=1 ]
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8
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Productivity

Ounces of silver produced at operating mines,

plus ounces of gold produced at operating mines
mudtiphied by 61, which 1s the 2010 spot ratio of the
gold price to siver price (US$1,224 7 per ounce of
gald / US$20 2 per ounce of silver), dvided by the
total number of union and non-union employees and
contractors. Figures for 2008 and 2009 were adjusted
using the same ratio for comparative purposes.

Comment

Equivalent ounces of silver decreased slightly, by

1 3%, due to new employees hured and trained at
Herradura, some of whom were sent to Scledad-
Dipolos and others who will be transferred to
Noche Buena These non-operating trainees
shadow current employees for the first few months
of their employment

Cost per tonne

Adjusted production costs (total production costs®
less depreciation, profit shanng and exchange

rate hedging effects) divided by total volume of
tonnes milled or deposited at the leaching pads.
Monitors variations of costs directly related to the
production process, the analysis of such variations
Improves management's decision-making

Comment

Adjusted production costs were negatively
impacted by the strengthening of the peso

against the dollar, bugher electricity and diesel
prices, Increased development and rock boliing
and shotcreting actvities to improve safety At
Herradura, the increase in volume deposited offset
the Increase In those Costs.

Proven and probable reserves (attributable)
A measure of the qualitty of the Group's operating assets
and our ability to extend the life of operating mines.

Comment

In the context of record 2010 siver production the
Group was abte 10 replenish and significantly Increase
siver reserves by 18 1%, reflecting the conversion

of resources at Fresnillo and Ciénega Total gold
reserves increased 5 9% as a result of new reserves
at Noche Buena and Saucito and an Increase at
Fresnillo and Herradura, offsetting a decrease at
Clénega and natural depletion at Soledad-Dipolos.

95
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STRATEGY
AND KPIs continued

Deliver growth through development projects

AR How we do it
Y Through disciplined advancement of our exploration projects towards mine develop-
ment, start-up and production

N 2010 progress
DEVELOP successful start-up in January 2010 of commercial production at Sotedad-Dipolos, with
first year production that exceeded full capacity estimates Construction of Saucito
advanced ahead of schedule and below budget

2011 priorities

« Start-up of Sauctto as a new mine in 1H 2011
» |nitiate construction at Noche Buena

= Conclude expansion of Soledad-Dipolos

KEY PERFORMANCE INDICATORS

Project delivery SOLEDAD-DIPOLOS
Ability to adhere to forecasted schedules and budgets Timeline early completion
This measures management's forecasting capabilities of construction, on target for

and execution strengm COI';:;&;:;&L?‘::%(;%OH
SAUCITO
Timeline construction on target
Budget more than 10%
below budget




Extend the growth pipeline

EXPLORE

s

How we do It

By deploying personnel with significant expertise and allocating a healthy in-
vestment budget for exploration and technology, and continuously securing
mining concessions and accompanying surface land rights when results war-
rant This ensures an exploration pipeline of organic growth projects We also
pursue early stage joint ventures and make selective acquisitions in Mexico
and potentially elsewhere in Latin America

2010 progress

Replermshed reserves and generated a double-digit increase in gold and sil-
ver resources Concluded pre-feasibility study at Noche Buena Conducted
underground development at Saucito, Juanicipio and San lulan Completed
scoping studies at San Julian and Orisyvo Conducted early stage drilhing at 11
exploration prospects and continued regional exploration efforts to identify
new prospects with high potential Signed opticn agreements at Candamena,
Cebadillas and Yesca properties

2011 priorities

» Conclude pre-feasibility study at Juanicipio in lanuary

« Conduct pre-feasibility study at San Jullan and San Raman

« Complete exploration adit, update scoping study and conduct metallurgical
tests at Onsyvo

KEY PERFORMANCE INDICATORS

Total resources (attnbutable) A~ S 2 5
Quantifies measured, indicated and inferred = 8 F - "
resources at projects and prospects, an indicator 8 8
of the Group's growth poteritial and our ability to

discover and develop new ore bodies.

Comment

Silver resources rose mamly due to increases

at Fresnillo and Saucito Gold resources rose oa o) os oo
primarily due o increases at Onsyvo, Cerkauro ATTRIBUTABLE ATTRIBUTABLE
Deep Saucito and Herragura Rmcﬁj;ﬂm “Em‘:fﬂ;ﬁ?

Fiestitio plc
2010
Annual Report
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STRATEGY
AND KPIs continued

Reinforce the sustainability of the Group

~N
\\
L

STRATEGIC RESQURCES

How we do it

By putting our pecple first in terms of health and safety, training, development and
long-term apportunities, iImplementing strong environmental management practices,
partnering with the communities where we operate, and adhering to a broad range of
sustainability guidelines

2010 progress

while the accident rate decreased due to ongoing safety training and management
efforts, two fatal accidents prevented us from maintaining our Zero Fatalities target
Strict action plans were taken to prevent further fatal accidents

Unit consumption of water and energy declined 1SO 14001 2004 and Clean Industry
certifications from PROFEPA (Mexican Federal Environmental Protection Agency) were
maintained at all mine units Cyanide certification audrt process was completed at Her-
radura and continued at Ciénega

2011 priorities

» Zero fatalities and continued improvements In other safety indicators

» Obtain OHSAS 18001 2008 certification at Fresnillo and 50% advance in remaining mines

» Complete Cyanide Code certification process at Cienega, become a signatory at
Soledad-Dipolos

« Obtain first level of the Safe Enterprise Certificate from STPS (Secretanat of Labour
and Social welfare) at Fresnillo, Herradura and Cienega, and integrate Soledad-Dipo-
los into the programme
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KEY PERFORMANCE INDICATORS
A wide range of indicators 1s used to measure sustainability performance. The heatth, safety, environment and
community relations (HSECR) framework includes specific metrics for each aspect of the programme

w
O sce the sustanable Devetoprment Report for ful detals. =
=
Fatalities e e =~ Py
Lass of Iife of any of the Group's employees — full or =
part-time, direct or subcontracted, union or non-urkorn
—dunng ary work related actmbies
Comment
After two years with no fatalities, we suffered
two faial accidents in 2010 1n August, a carbon
rmonoxide paIsoning at Cienega, in Novemnber a m @ -
scoop tram accident at Fresnillo FATALITIES Y
3
Lost work days rate 2B &8 32 =
Total number of days lost due to disabl:ng and non- T T z
disabling accidents divided by the total number of n
union and non-union employees and contractors
comment
while certain safety indicators such as the accident
rate decreased, the Increase m lost work days
mainly reflects the two fatal accidents in the year m @ @
€ scc the sustanaie Develooment Report pages 6061 ST WORK DAYS RATE
o
=}
<
m
e
=
>
=
O
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STRATEGY
AND KPIs continued

STRATEGIC RESOURCES

FINANCIAL KPIs

Cash cost per ounce

Total cash cost {cost of sales plus treatment

and refining charges, tess depreciation) less
revenues from by-products dmvided by ounces of
sibver or gold sold Used to compare operational
performance among peers as well as gross profit
margin performance

Comment

Cash costs benefited from higher by-product
credits and increased sales volume of silver

and gold, fully offsetiing the adverse effect of
higher production cost per tonne at Fresnillo and
Herradura, and partially offsetting that effect at
Ciénega The continued upward trend of silver and
gold prices has led to higher gross profit margins

{represented in the graphs by the double arrows) at

all our operating mines.
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EBITDA, EBITDA margmin and Cash flow aEE SEa%6rO%

« L. (-] o 0 9
from operating activittes before changes in 5 2 9 g § 2
working capital °oov 2 ¥ p
EBITDA 15 gross profit plus depreciation mcluded - -
within cost of sales less administrative expenses
and exploration expenses. EBITDA margin 1s EBITDA
diwvided by total revenue Both EBITDA and tash flow
from operating activiies before changes in working '
capital measures the Group's ability to generate cash @ 5] os s

from its core business. EBIDAANDEBITDAMargn  CASH FLOW FROM GPERATING ACTIVITIES

tn mdbons SfUSS) BEFORE CHANGES IN WORKING CAPITAL
i muthions O USE)

Comment

Strong operating performance combined with higher

average realised prices resulted In & significant

increase in the gross profit This was partially offset by

higher exploration expenses.

Earmings per share excluding post-tax
Siverstream revaluation effects
Attnbutable profit available to equity shareholders, —
excluding the revaluation effects of the Suverstream

Centract dwided by the weighted average number of

shares In 1ssue during the period Monitors net profit

levels generated for equity sharehalders.

0186
0740

0430

]
comment m @

EARNINGS PER SHARE EXCLUDING POST-TAX
EPS increased with higher net profit levels divided SILVERSTREAM REVALUATION EFFECTS

across an unchanged number of Issued shares, fuss)
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STRATEGIC

RESOURCES
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STRATEGIC RESOURCES

SUSTAINABILITY
The Group's sustainability requires a balance be-
tween economic development and the social Ii-
cence to operate which reflects corporate responsi-
hility Iin the areas of health, safety, environment and
community relations. To ensure that the needs of alt
stakeholders are met the Group relies on Board-
level HSECR oversight, sustainability measures em-
bedded 1n management compensation schermes,
an organisational chart that includes health, safety,
environment and community relattons programme
managers In each business unit, and clearly defined
strategic and operational policies and procedures
across the full value chain
0Furtner detais an our sustamnability programme are in-
cluded 1 the Sustanable Development Report pages
56-69

STRATEGIC RELATIONSHIPS

The Group maintains a number of relationships that
may directly or ndirectly influence the performance
of the business and its value

Government / regulators We are required to se-
cure mining concessions from the federal govern-
ment to explore for and explot mineral depasits,
and to comply with the statutes and regulations
that govern all companies, and those for natural
resources and mining companies in particular, that
are promulgated by various branches of the gov-
ernment We are alsc subject to state and municr-
pal laws and ordinances In the specific localities
where we operate As a publicly traded company,
we are also subject to financial and regulatory
aversight from securities bodies and the stock ex-
changes in London and Mexico where Fresnillo plc
shares are traded

Supphers We maintain close relations with our
supphers and contractors, whom we consider
strategic partners, and seek to secure high qual-
ity products and services at a fair price As such
we consider them strategic partners. To align their
practices and performance with our strategic ob-
jectives, we prowide them with training on Group
safety policies and procedures We sign purchase
agreements with a number of suppliers in order to
secure better pricing and ensure timely availability
of key equipment and materials Contractors are
integrated into the Group’s employee manage-
ment systems and training programmes.

We contract Servicios Admunistrativos Pefioles,
SA de CV (SAPSA), a Pefoles subsidiary, for ad-
mimistrative services. The relationship 1s regulated
by a Sennices Agreement (NSA, or New Services
Agreement), ensunng that all services are deliv-
ered on arm’s length and on normal commercial
terms as per the Relationshup Agreement with the
Pefoles Group

OFUH detatls of the Relationship Agreement are pravided

in the Directors’ Report page 107

Partners Under an agreement with Newmont USA
Limited, we hold 54% of Minera Penmont S de R L
de CV (Minera Penmont) The Herradura and Sole-
dad-Dipolos mines and the Noche Buena project
are held within Minera Penmont The Group has a
56% Interest In the Juanicipio project, while MAG Sil-
ver Corporation (MAG Silver} has a 44% interest The
agreement with MAG Silver was entered into for the
development of the Juaniciplo concession We also
partner with a number of jJunior exploration compa-
nies to conduct early stage prospecting

in December 2007 the Fresnillo Group entered into
long-term arrangements with the Pefioles Group
In relation to the by-product siver output from the
Pefioles-owned Sabinas polymetallic mine n Za-
catecas, Mexico Under the Silverstream Contract,
we are entitled to all of the proceeds {before deduc-
tion of treatment and refimng charges) in respect of
the payable silver produced by Sabinas guring Its
mine ife The Silverstream Contract s accounted for
as a dervative financial Instrument (asset)
0 Further information can be found in note 15 of the Finan-
cial Statements page 141

Customers In 2010 substantially all of the pnmary
products from our mines were sold to Met-Mex
Pendles, S.A de CV {Met-Mex), a refining and smelt-
Ing facility at Torreon, under a series of supply agree-
ments (the Met-Mex Arrangements) that enable the
Group to benefit from relatively low transport costs
associated with the proximity of their operations.
The terms of the supply agreements with Met-Mex
are set on an arm's length basis based on interna-
tional benchmarks, with revenue being determined
by the amount of metal contents and the average
market prices over a defined reference penod net of
treatment and refining charges. However, the Group
has sold to other refiners and smelters in the past
and may do so 1n the future if conditions warrant




Commumities Healthy community relations re-
quire a deep knowledge of, and respect for, cus-
toms, cultures, needs and expectations. Our com-
munity engagement efforts begin in parallel with
the earliest phases of the exploration process, and
extend throughout the life of a concesston from
the advanced prospect phase, to development, to
operating mine, to closure Every year we invest
directly and through mulu-stakeholder partner-
ships In a range of initiatives that aim to enhance
the qualty of life and long-term sustainability of
the communities where we operate Focus areas
include environmental culture, education, health
and social integration, seli-sustaining capacity, and
social infrastructure

o Further information is included in the Sustamnable Devel-

opment Report pages 66-69

FINANCIAL STRENGTH

AND CONTROL

We have 3 strong balance sheet that ensures suf-
ficrent flexibility with US$559 5 million (i cash at 31
December 2010 and no debt The Group mairtains
strict contral of cash, management of assets, and
containment of costs and expenses in order to max-
imise value creation and retain our competitive posi-
tion as a low cash-cost producer in the ndustry We
maintain a range of capital funding options should
our growth strategy require additional finanang In
accordance with our investors’ expectations, it con-
tinues to be the Group’s policy not to hedge price
exposure on silver and gold realisations.

TECHNOLOGY

We continuously invest s new and current tech-
nology At the operational level we utilse the most
advanced tools to identify ore bodies analyse min-
eralisation and conduct metaflurgical tests. Mine de-
velopment and operations benefit from equipment
and automated systems that increase productivity
and efficiency At the corporate level, IT infrastruc-
ture including enterpnse resource planning (ERP)
systems have enhanced transparency and iImproved
the quality of our internal audit, accountability, and
financial planning processes, enabling ihe Group
to make more rap:d and informed decisions in our
sustanability efforts, technology has supported our
activities to measure and control emisstons, rein-
force safety, and mondor the progress of a range
of initiatives. i

OUR PEOPLE

Our abilty to find, select, tran and retain personnel
with the requisite knowledge, skills and experience
15 fundamental to the Group’s success. To ensure
that ocur people are trained ang commiited, we pro-
vide extensive personal and professicnal develop-
ment opportunities, competitive wages and com-
pensaticn packages and a workplace culture that
fosters teamwork We are committed to providing
a safe, equitable and fair work environment, with a
Board-level commitment to HSECR

We strive to maintain mutually respectful relaiions
with the local labour unions through continuous
dialogue and collaboration, inctuding yearly con-
tract negotiations with that part of the workforce
that 13 unionised Fresnillo plc has never expe-
nenced a work stoppage or industrial action as a
consequence of labour disputes with the Company
While it 1s permissible under Mexican law for union
members to stnke in sympathy with unionised em-
ployees of other companies who are engaged in a
dispute with their employer, despite the absence of
any dispute with their own, Fresnillo Group workers
did not support any such actions in 2010

OFurther information on our employees can be found n

the Sustainable Development Report pages 58-59
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RISK MANAGEMENT
FRAMEWORK

RISK MANAGEMENT
FRAMEWORK

The Fresnillo plc Board of Directors has overall re-
sponsibility for the Group’s systemn of internal con-
trol, which includes risk management Responsibility
for reviewing the effectiveness of this control has
been delegated to the Audit Committee, which re-
views these systermns on an ongoing basis. Internal
Audit supports the Audit Committee through regular
reviews of internal controls. Operational responsibil-
ity for managing nsk and mantaining the Groups
systemn of nternal control 1s assumed by executive
management, and carried out at the corparate and
operations level by the risk owners.

The Group has established a process for 1dentify-
ng evaluating and managing the significant nsks
faced by the Group in accordance with the Turnbull
Guidance Because of the imitations inherent in any
systemn of internal control, this system 1s designed
to meet the Group's particular needs and the risks
to which we are exposed It is designed to manage
and mitigate nsk Consequently tt can only provide
reasonable and not absolute assurance against ma-
terial misstatement or loss.

Our risk assessment process 1s dynamic and ongo-
Ing as the macro envirgnment changes and coun-
try- and industry-specific ciIrcLmstances evolve, new
risks may anse and others recede Similarly, the rank-
ing of these risks, based on probability and severity,
may fluctuate For the 2010 assessment the Compa-
ny's execuiives and operations managers identified
a universe of 115 nsks through a survey From these,
we narrowed down the top 15 nsks across a number
of categories based on likelihood and impact

While the top nisks drd not change in 2010, some of
thew rankings did

Speaifically, gold and silver prices have trended up-
wards for nine years and in 2010 reached their high-
est level In 30 years. Given the cyclical nature of pre-
clous metal prices we believe that the associated nsk
of downward pncing pressure has increased This 1s
particularly relevant given the Group's policy not to
hedge price exposure on silver and gold realisations.

With higher metal prices, profit marging in the min-
ing indusiry have also expanded, increasing the hke-
hhood of a new mining royalty or tax

Secunity nsk also increased as a result of escalating
viclence, including robbery and kidnapping in the
central and northern states of the country where
the Group has cperations. This nsk has simultane-
ously affected the controls associated with the use,
transportation and storage of explosives, which are
overseen very closely by the defence authorities

To support the expansion of the exploration prograsmme
and new mining projects under construction, the Group
has added addiicnal contractors some of whom do
not have expenence with the Group's operations. This
raises the nisk of safety and envronmental 1ssues due to
insufficient training or adherence to Group procedures

Conversely, the nsk associated with nternal union
conflicts decreased fcllowing elections held in De-
cember 2010 which allowed workers for the first
time to select the union of their choice

Among the remaining nsks in the full nsk uriverse,
certain rankings and assessments were also modified
due to changes In the business environment and/or
the implementation of controls and mitigation

In anticipation of reporting requirements for 2011
(UK Corporate Governance Code), the Board has
nitiated a process {0 quantify 1ts risk tolerance
and nisk appetite in pursuit of the Group’s stiate-
gic objectives. Furthermore, 1 advance of Bribery
Act compliance requirements, the Group tdentified
those risks directly related to bnbery and corruption,
while they 1s not among the top 15 nsks described
below, specific control and mitigation measures are
In the process of development and iImplementation

While the nature of the nsks and uncertainties the
Group faces 1S likely t0 remamn similar from year
to year, mitigatton and control measures will be
mapped against the Board's nisk statement to en-
sure full alignment at the operations level

VR
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PRINCIPAL RISKS
AND UNCERTAINTIES

STRATEGIC

RISK MITIGATION / CONTROL

Depletion of reserves at existing mines,
combined with no new mineral deposits
identrfied, which would impact the Group's growth
projections and procuction capabilities

Delays in securing land access for performing
exploration/mining activities, caused by complex or
unsuccessful negotiations with ejidos {cooperative

landowners) that could delay or interrupt the « Purchases of surface land at and near our
exploration activities projects at an early stage
Secunty related risks such as cartel actvity, + Enhanced security and survedllance measures =2
kidnapping and theft, which continued to increase * Greater prudence regarding ground a
In Mextco over the past year, could cause business transportation arrangements for people g
interruptions resulung from their Impact on and goods %
personnel and property, while the Group, its §
employees, contractors and facilities are not
necessarily specific targets, securty 1ssues have
hecome pervasive (n many parts of the country
Fmding and/or retaiming personnel with the « Benchmarking informaticn on compensaton and
requisite knowledge, skilts and expenences for key employment supplied annually by external advisors
positions, particularly when competition for such = Competitive remuneration structure sought
personnel increases durng periods of expansion in against domestic and international peer group o
the mining mdustry « Talent identification plan deployed, training linked 2
to a succession plan and career development g
= Qngoing recrurtment strategy z
(9]
m
Internal umon conflicts at the national level may  » Close communication with union leaders at both
cause temporary stoppages or disrupt operations, the local and nationa! level
even when the source of those confiicts 1s not « Efforts to broaden the base of support among
related to local labour contracts and/or working unionised warkers, including outreach to key
conditions at the Company influencers
« Annual contract negohiations approached
In cooperative manner with am of retaining
mutually beneficial contract terms g
5
0
P
(V4]

= Highly trained and experienced exploration team
« Investrment i the Group's exploration
programme almost doubled In 2010 and will
continue to increase for regional properties and
areas of influence

Use of technology to enhance probabihity of
finding resources

Pipeline of projects across mulliple stages

of exploration

Engagement with government agencies
and communities
Retaining specialised negotiators
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PRINCIPAL RISKS

AND UNCERTAINTIES continued

OPERATIONAL

Lower ore grade associated with the natural ife

of the mines could impact production programmes

Difficutty 1n obtaining permits from Mexco's
Secretanat of Naticnal Defence for the use of
explosives, due to the aforementioned security
risks that have increased the military’s control and
management of explosives, which could impact
operational continuity

Sourcing cnitical equipment and strategic
spare parts t0 meet operational needs, due to
long productron and delivery timeframes, as well
as shortages caused by competition for such parts
could affect operational continuity

Pnice escalation of key operating matenals due
to competitive demand and reliance on third party
suppliers could impact cash costs and profitability

Expensive or insufficient energy supplied

by CFE, the state-run electnc utility, to meet
demands of rmining operations, which could impact
operational continuity, cash costs and profitability

Accidents or unintended events caused by
the Company that may disrupt operations from
a cwvil or legal perspective or have negative
reputational effects

RISK MITIGATICN / CONTROL

Expand capacity 5o that production volumes
offset lower grades, for example by adding
flotation areas, optrmusing milling capacity and
constructing new leaching pads

Implement efficency measure that enhance
production volume, such as optimising
recoveries at plants and dilution controt efforts
Increase in-mine exploration

Engagement with the military, close communication
with authoribies and trairing of fire bngades
Complance with procedures for reception, storage,
transportaticn, delvery and use of explosives,
enhanced inventcry audits

Rigorous onsite discipline to comply wath regulations

Strategic stocking programme maintains key
parts In Inventory

Long term cantracts with key equipment
suppliers, including efforts in 2010 to negotiate
three-year agreements

Maintenance planning

ongoing focus on productwvity and efficiency
{lower per urit consumtion)

Long term procurement contracts with key
operating matenals suppliers

Ongoing focus on energy efficiency

Close communication with CFE

Directly or indirectly participating i energy seli-
supply programs

Systems, equipment and procedures to enforce
controls for the Group’s HSECR Systern, backed
by Internal Audit reviews

Live tramning dnills for emergencies and
contingencies, including annual parucipation in the
nattonal Mine Rescue Team Competition organised
by CAMIMEX (Mexican Mining Chamber) and fire
brigade training in the Umted States.

Liability insurance




FINANCIAL

RISK MITIGATION / CONTROL

volatility in silver and gold prices that could .
impact the realised prices of the Group's

production output, and in exchange rates that

could impact peso-cdenominated production Costs .
when converted into dollars

Changes in tax law and/or mining royalty .
schemes at the state and federal leve! that

could impact the Group's financial performance,

N 2010 there was increased mnterest 1n such

measures due 1o record metal pnices and
governmental budget constraints

COMPLIANCE

RISK MITIGATION / CONTROL

Fallure to comply with environmental, health  »
and safety regulations that could disrupt

operations, lead to financial and legal penatties .
and/or terminate the Group s mining licences

External pressure {from NGOs, poliical groups
and others} for more regulation to the mining
industry in Mexico, which could increase our
regulatory burden

The Group has commited to a policy of not
hedging exposure to silver and gold realisations
to allow investors full exposure to prices
Selective hedging in MXN/USS exchange rates

Leveraging our leadership positicn within
CAMIMEX to promote a fair balance between
fiscal abligations and investments in growth

Systemns, equipment and procedures to enforce
controls for the Group's HSECR System

In 2010 enhanced infrastructure for the storage
and signage of hazardous matenals was developed
Zero tolerance programme for dangerous
conditions

ongoing training and investment, including
specighsed onsite workshops following the
2010 fatalities

Leveraging our leadership position within
CAMIMEX to promote fair regufations
Promote pro-mining NGOs
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CHIEF EXECUTIVE'S

REPORT

Dear Shareholders,

| am pleased to report a year of exceptional perfor-
mance Silver and gold production reached record
levels, Soledad-Dipolos started operations as our
fourth operating mine and contributed importantly
to the resulis, significant progress was made at the
Saucito development project, and the Ciénega and
Soledad-Dipolos expansions are on track, and ex-
ploration efforts increased minerahisation at all ma-
jor prospects and led to a substartial increase in the
total resource hase

Our operational performance was enhanced by the
considerabie increase i metal prices over the pe-
rnod, which enabled us to deliver record financial re-
sults to Fresmillo shareholders. We begin 2011 with
a robust operational profile, extensive growth pipe-
line strong cash posthion and zero debt

A sterling performance

Total attrbutable silver production shightily exceeded
our forecasts, rising 1 7% over 2009 to 38 6 million
ounces. This reflected stable production at Fresnillo,
higher ore throughput from development works at
Saucito, and higher ore grades and ore deposited at
Herradura In addition, we accrued 3 4 mitkon ounc-
es of siver under the Silverstrearn Contract, above
the amount received in 2009

Attributable gold production increased by 33 4%
{0 a record 368,995 ounces with the start of com-

mercial production at Soledad-Dipolos in January, as
well as greater volumes deposited at Herradura and
ore milled at Ciénega

The Group's precious metals production profile con-
solidates our global leadership position in primary
silver and highlights the growing importance of gold
1N our portfolio

Production of 2inc and lead, which are by-products
of the Group’s operations at Fresnillo and Ciénega,
increased by 15 1% and 9 9% respectively, mainly as
a result of higher volumes of ore milled and better
ore grades.

Our Group along with much of the precious metals
industry, benefited from the nise in prices this year
Continued uncertanty about the global econgmic
recovery, market volatlity and weakness of the US
dollar contributed to sustained wvestor interest In
gold while higher silver prices reflected bath inves-
tor interest and recovering demand for silver as an in-
dustnal metal Average realised gold and silver prices
for the Group iricreased by 26 6% and 40 0% respec-
tively, helping drive the significant growth in earmings.

Adjusted revenues which exclude treatment and
refining charges and hedging results, rose 56 1%
in the year Tota! revenues increased to USS1,409 6
million, 65 8% higher than at 31 December 2009
EBITDA rose to US$945 0 milion with a significant
Increase In the EBITDA margin from 58 4% in 2009 to

INVESTING IN PRODUCTIVITY

Operating mines

CIENEGA US$65 1 muillion
Sinking of shaft to gain access to deeper ore reserves. Expansion of milling ca-
pacity to stabilise annual producton

@ FRESNILLO US$60 7 million
construction of new shaft to extract mineral from the western zone of the San
Carlos vein and reguce haulage costs. Ramp at San Julian project

& HERRADURA US554 4 mithon
conclusion of eighth leaching pad canstruction of minth Purchase of Noche
BuEMa's CONCESSIONS

@® SOLEDAD-DIPOLOS US$36 8 mitlion

construction of second leaching pad Engineenng for thurd fourth and fifth
leaching pads as part of expansion plan

Projects and prospects

2010 capex

SAUCITO USS$118 7 milhon
Mine construction ingluding beneficiation plant shaft mining warks etc

US$340 3 million

® OTHER US$4 6 million




67 0% In 2010 Net profit attnbutable to sharehold-
ers, prior to Silverstream revaluation effects, was
1JS$530 B million, 72 3% higher than in 2009

There were a number of vanables that led to an in-
crease In production costs this year, including the
revaluation effect of the Mexican peso-US dollar ex-
change rate and higher electricity and diesel prices
Further contributing to the nse in production costs
were Increased mine development and rock bolting
and shetcreting activities to enhance safety

Nonetheless, higher volumes, Strict cost controls,
ongoing efficlency efforts and higher by-product
credits resulted in lower cash costs and enabled us
to remain in the lowest quartite of the cost curve
relative to our peers. Our low cost production profile
Is a key competitive advantage because It provides
downside protection in a cychcal environment

Fresnillo ple carries no bank debt, and as of 31 De-
cember 2010 had a cash position of U$S$559 5 mil-
lion, 79 2% above the 2009 figure Qur policy 1s to
nvest In the future growth of the business. Capital
expenditures totalled US$340 3 million in 2010, and
total exploration investment, including capnatised
expenses was US$100 1 mullion

An exceptional growth profile

These results are the outcome of a strategy de-
signed to create value across precious metals cy-
cles afocus both on operational excellence in max-

WHAT WE EXPECTED TO ACHIEVE IN LAST YEAR'S
ANNUAL REPORT

Sibver production i fingé wath 2009

Imising current assets, and on delivering long-term
growth through reserve replacement and expansion
INtD NEW projects

while we consider ourselves conservative In that
we maintain strict and consistent investment pa-
rameters, we have a broad portfolio of high guality
exploration projects and prospects. Our strategy 1S
to consolidate mining distnicts with world-class po-
tential, and prospects must meet our tonnage, ore
grade and low-cost extraction cnteria We advance
projecis towards start-up through a disciplined de-
velopment process.

Resuits from exploration activities in 2010 were very
encouraging We undertock an extensive dnlling
pregramme employing 75 exploration ngs at our
mines, advanced projects and prospects. Total at-
tributable resources rose from 1 3 billion ounces of
silver at 31 December 2009 to 1 5 bilion cunices, and
139 million ocunces of gold to 20 1 milhon ounces

Of particular nate 15 the discovery of a new ore
shoot at Saucito that added over 76 million ounces
of silver and 300 000 ounces of gold to resources.
Resources at Orisyvo rose significantly At Noche
Buena, we confirmed the resource estimate, com-
pleted the pre-feasibility study and secured all land
requirements (o INitiate construction of a new mine
In 2011 Scopng studies were completed at San Ju-
l1idn and Orisyvo, as was the pre-feasibility study at
Juanicipio In January 2011

HOW WE
PERFORMED

Achieved record production

GOId production up 20%

33 4% nse due to the successiul start-up of Soledad-Cipolos

Comptetion of expansion at Ciénega and plant infrastructure
at saucio

Ciénega leaching circuit compteted, milling capacity
aavanced on schedule Saucito on schedule for 1H 2011
ComMISSIoNINg

Exploration budget up 58% to
US577 6 mill:on

Exptoration expenses totalled US$82 1 million a 67 4%
increase over 2069

Decision on conducting pre-feastoiity
gt Noche Buena

Positve decision made pre-feasibality study concluded in
2010 ang mine developmient to begin i 2311

Stabie ore grades

Stable gold ore grades at Ciénega and Herradura, controlled
siver gre grade &t Fresnillo

Improvement in safety Indices

Two fatalities set back our targeis

625
56 5
1001

{

D20

EXPLORATION INVESTMENT
2008 2010
uss mAon
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CHIEF EXECUTIVE'S
REPORT continued

The Group mamntains the largest land position for
precious metals exploration and mining n Mexico
and we continued to acquire surface righis in 2010
We signed exploration option agreements o ex-
plare the gold properties Candameria in Chihuahua,
and Cebadillas and Yesca i Nayant, wath drilling
planned for 2011 We are also expanding our dis-
trict exploration efforts in Guerrero, Durango Gua-
najuato and Zacatecas, as well as in Peru, where we
acquired concessions this year

We are on track to meet our goal of producing 65
milion ounces of silver per year and over 400,000
ounces of gold per year by 2018

By mugd-2011, the expanded capacily at Clenega Is
expected to become operational, which will stabi-
Iise gold production at 110,000 ounces per year and
maintain mine hife at over 10 years. By the end of
2011, we expect to commission the shaft, gving us
access to deeper ore reserves and reduce costs.

We are also on track In expanding capacity at Sole-
dad-Dipolos from 100,000 ounces of gold per year
to 130,000 by increasing the number of leaching
pads and mobile equipment at the mine

The new world-¢lass Saucito mine 1s aiso on track to
start commercial operations In 1H 2011 Furst year
production levels are expected to reach 4 7 milhon
ounces of silver and 22,500 ounces of gold, then
ramping up to mcre than ¢ 0 milllon ounces of silver
and 45,000 ounces of gold per year by 2013 1n 2010,
we agvanced the development of the mine and con-
struction of the beneficiation plant During the year
1 2 milhon ounces of sibver and 6,323 cunces of gold
were obtained from the development works at Sau-
cito, which were processed at the Fresnillo mdl n
addition, 91,043 tonnes of ore from Saucito were
stockpiled in preparation for the commussioning of
the Saucito mil

Renewed focus on safety

While we are proud of our operationat and financial
success this year, | regret 10 report we have not per-
formed as wefl on safety We suffered two fatalities in
2010 as a result of failure to follow company safety

procedures. We have a responsibility to improve
our employees’ and contractors’ decision-making
capabilities when it comes to workplace safety, and
as such we are reinforcing the ngorous procedures
and programmes already in place with supplemental
training and spot dnlls, and have enhanced the moni-
toring procedures across the Group to ensure that
our policies are adhered to A zero fatality tolerance is
the only acceptable standard, and | am joined by the
Board and management team in extending our deep
condolences to the families and colleagues.

Sustamnable development

Our business model 1s dependent upon sound envi-
ronmental management practices and community
and labour relations Sustainable development Is thus
deeply Integrated into every aspect of our operations.

Along with 150 14001 certifications at all mines and
exploration offices, we are signatories to the inter-
national Cyanide Management Code Herradura
completed the audit process to obtain certification
In 2010, and the process 15 underway at Ciénega
where we expect to obtain certification in 2011
Soledac-Drpolos will begin the process in the com-
Ing year

Employees recewved a greater number of train-
Ing hours on average 1n 2010 and we continued
to invest 1N a range of professional development
Initigtives and workplace enhancements, including
housing and recreational facilities. Annual labour
negotiattons concluded with the agreement of a
& 5% wage Increase and a 1% bonus on base salary

Our community relabons were strengthened this
year with the first full year of cperations at the sew-
age water treatment plant at Fresnillo In a region of
water scarcity, the plant has contnbuted to preserv-
ing aquifers and reducing a potential source of con-
tamination for the city, while lowering our produc-
tion costs and fresh water consumption At Ciénega
we worked with the municipality to pave the main
streets of the town, improving the community’s
transpcrtation and air quahity We are pleased that
our developmert projects are pramoting job crea-
tion 1n the Herradura and Fresnillo districts, as we




have a preference to utiise the services and prod-
ucts of local contractors ang vendors. In every com-
munity where we operate we continued to actively
participate in education, healthcare and infrastruc-
ture projects.
OA full descnptron of our sustamabiity programmes, ob-
jectives and performance may be found in the Sustam-
able Development Report on pages 56-6%

Thus annual report compnises our second Commu-
mication on Progress (CoP) in cempliance with the
Global Compact of the United Nations.

Outlook

Continued market volatility and uncertainty regard-
Ing the pace of the economic recovery will undoubt-
edly be reflected n metal prices. | am confident that
our focus on Increasing productvty, containng
costs, expanding the resource and reserve base, and
strengthening our growth pipeline will create cngoing
and sustainable value to all our stakeholders.

Looking ahead at 2011, we expect

» Improved safety performance

= Commissioning of Saucito

s Commissioning of expanded milling capacity
and deeper shaft at Cienega

« Completion of Soledad-Dipolos expansion

+ Construction at Noche Buena under way

« Pre-feasibility study at San Juhdn

« Determination of next steps for development
of Juamcipio

« Silver production to rise 5%

* Gold production tc rise 5-6%

= Exploration budget to increase to US$251 4 million

On behaif of the Company’s personnel and the man-
agement team, | would like to extend my apprecia-
1ion to our Chairman and members of the Board for
ther valuable support and guidance during 2010 |
would zalso ke to thank my fellow executives and
employees for their enduring comrmitment to qual-
ity and sustainable growth \ A

. 3 S
laime Lomelin g — /
CHIEF EXECUTIVE OFFIC

31

Fresniio plc
2010
Annual Report

MIIAYIAO dNOUD

ADILVHLS

o
m
El
T
[
)
=
p o
=
O
m

FONVYNYIA09

SIVIONVNIL



32

REVIEW OF

OPERATIONS

¥ includes US$13 & mihon related
o employee profit sharng ("PTU")
payments

2 Inciudes US§6 5 milkion refated to PTU
payments

3 includes US$2 7 mullion refated to PTU
payments

* Inciudes taxable come expense
fla! business expense, social securly
expenses, employee housimg contnbuton
and water and rwneral right payments

5 Inciudes USS0 4 miifion related 1o PTU
payments

THE YEAR IN REVIEW

Operational performance reflected positive resuits
across the entire value chain Operating mines In
total delivered record attnbutable production in the
year Attributable siver production in the year in-
creased 1 7% to 38 6 millhon ounces. inaddition, 35
million ounces of silver were produced at Penoles’
Sabinas mene under the Silverstream Contract be-
tween Fresnillo and Pefioles. Attributable gold pro-
duction for 2010 reached a new record of 368,995
ounces, surpassing our expectations. The 33 4%
increase resulted from the start-up of commercial
production at Soledad-Dipolos and strong perfor-
mance at Herradura and Ciengga achieved through
the implementatron of several efficiency initiatives,
ncluding the Six Sigma methodology

Saucito s on track to start commercial production in
the first half of 2011 The Noche Buena gold project
entered the development phase and construction
has begun in 2011

At the earliest stages of the pipeling, our land po-

' sition mereased by 86% and measured mdicated

and Iinferred resources expanded Dy 14 2% for sil-
ver and 44 4% for gold Intensive exploration efforts
resulted In three projects progressmng towards the
advanced exploration phase

PRODUCTION AND SALES
FRESNILLO PLC ATTRIBUTABLE PRODUCTION R
2009 % change

2010

siver production (Koz)  [<aRIGTR| 37 916 17
Siverstream production (Kaz) 424 3359 54
Total sitver produttion {Koz) B27akidt 41,275 20
Gold production {0z) BASK0S | 276,584 334
Lead production {t) W 17 254 99
Zinc production {t) 2}4':% 19 526 151
SALES VOLUME

(Year ended 31 December) 2010 2009 % change
Fresnilic R 32,921 14
Clénega a4 4453 (26 7)
Herradura SR 302 262
Soledad-Oipolos § A - N/A
Silver (Koz} S3ABE3 | 34,676 06
Fresnillo Piork) 20488 43)
Ciénega A 96821 96
Herradura 2 a2 245,696 173
Soledad Dipolos MO/% &6 - N/A
Gold {02) 52;1‘,:7&9“ 363,205 436

Sl

Fresnillo 100y 9,156 17
Cienega IR0 5409 78
Lead (t) ‘6057 14,565 102
Fresnillo g 952 71
Ciengga L TREa9 6613 276
Zinc (1) V18633 | 16,134 155

ECONOMIC IMPACT

To measure the economic contribution we make at
the local level, we sum total wages and salaries, pay-
ments to local contractors and suppliers, and pay-
ment of municipal and state taxes. We also evaluate
the number of jobs supported by our operations.

ECONOMIC IMPACT ECONOMIC CONTRIBUTION DIRECT JOBS INDIRECT JOBS FEDERAL TAXES*
2010 BY BUSINESS UNIT tmonthly average) (USS) (average) faverage) {monthly average)
Minera Fresnillo? 81 miflion 897 635 36 6 million
Minera Saucito 34 miflion 15 543 -
Minera Penmont ? 14 9 mithon 942 227 53 8 million
Miners Mexicana La Ciénega 4 5million 440 329 $1 1 mifhion
Exploraciones Mineras Parrena 25 million 9% 238 -
Others (SAFSA and Juanicipio) $ 874,300 59 Q 228,673
Total 34 3 milion 2,449 1,972 $11 7 million




The Fresnillo plc value chain

Fresnillo!
Herradura®

Ciénega’®
Soledad - Dipolos?

Saucito®
Naoche Buena?

Juanicipio® San Julian'

San Ramdi Centauro Deep? Las Casas®
Tocayns®

Leones®

Otzumatlan®
Manzanillas®

Jaralillo® Guanajuato*
San Nicolas del Oro®  Lucerito®

Jsanjuant
Guachichit®

El Carmen#

Atotenilco® Urite®
La Choya®

Cebadilias La Yesca®

Huacravilca’

Candamena®

Rosarig® Amata” San Javier*

SYSTEMATIC

PROJECT
GENERATION

"Minera Fresnillo SA deCV

2Minera Penmont S deRL deCV

I Minera Mexicana La Ciénega, SA deCV

* Minera Saucito, SA deCV

SMinera Juanicipio, SA deCv

¢ Exploraciones Mineras Parrefia, SA deCV
7 Fresrullo Peru SAC

MINE OPERATIONS

DEVELOPMENT
PROYECTS

ADVANCED EXPLORATION
PROSPECTS

TARGET DEFINITION
EXPLORATION PROSPECTS

EARLY EXPLORATION
PROSPECTS

33

Fresmlic plc
2010
Annual Report

MIIAHIAOD dNOUD

ADILVHLS

o
m
=
=
o
e
=
I>
=
O
m

JONVNYIACO

STIVIONVYNIA




34

REVIEW OF

OPERATIONS continued

Mines In operation

OPERATE

FRESNILLO

Ownership 100% Fresnillo plc

Location Zacatecas

Faciliies Underground mine, flotation plant
2010 milhing capacity 8,000 tpd

In operation since 1554

Waorkforce 896 employees, 635 cantractors
Avg ore grade in reserves 324 g/t of silver
Total reserves 355 4 million ounces of silver
746,000 ounces of gold

Mine life 137 years

FRESNILLO MINE PRODUCTION 2010 2009 % CHANGE
Silver (Koz) [ 35:906 35420 14
Gold (0z) 24:979 . 24,684 12
Lead (t) 125236 11,058 107
Zinc () 121212 11,510 61




Fresnillo 1s the world’s largest primary silver mine
It 1s located 60 kilometres northwest of Zacatecas,
the capital of the state, which has a long tradibion
of sifver mining The local municipality of Fresnillo
1S an established city with a population of 213 145
(2010 census)

Total annual silver production at Fresnilto reached
a record 359 miflion ounces as a result of a 3 3%
Increase n ore milled, which partially offset a 2 5%
decrease In siver ore grade from 486 & gA in 2009
to 474 4 g/t in 2010, the result of natural mine Iife
changes. Given the age of this mine, a further 4 7%
decrease In siver gre grade, 1o an average of 452
g/t 15 expected for 2011 we will evaluate an expan-
sion of miling capacity due to the farge avallabibty
of lower grade resources, and In order to mamtain
produciaon levels,

As silver ore grades decline at Fresmillo over time,
lead and zinc ore grades are increasing Production
of these hy-product metals in 2010 rose by 107%
and 6 1% respectively as a result of this trend

Production figures for Fresmllo ¢o not include ore
from the development works at Saucito which are
progessed at the Fresnillo mill

SAUCITO DEVELOPMENT PRODUCTION
2010 2009 % change

Silves (Koz) 1,222 736 660
Gold (0) %6:323 | 2830 1195
Lead t] L k273 88 2102
Zinc %147 65 1261

Over the course of the year, reserves at the Fresnillo
mine increased 11 2% to 35 1 milhon tonnes at 324
g/twith silver content up 6 8% to 365 4 million ounc-
es. Based on proven and probable reserves, the ex-
pected fe of the mine 15 137 years, compared to
12 8 years in 2009

In 2010, resources at Fresnillo increased by 12 3%
from 52 7 million tonnes at 374 g/t 1n 2009 to 592
mifion tonnes at 383 g/, whilst silver contained tn
these resources increased by 14 9% to 728 million
ounces, These results were gbtained through an ex-
ploration programme comprising 89,229 metres of
diamond drilling and 36,582 metres of development

FINANCIAL HIGHLIGHTS — FRESNILLO MINE
2010 2009 % change

Adjusted revenues (USEM}) 157835, 5573 406
Gross profit (USSm) 62208 4077 538
Capital expenditure (USSm) | K60 44 754

Adjusted revenues rose 40 6% to US$783 5 milhion
1IN 2010, primarily as a result of higher silver prices

Adjusted production cost increased 158% over
2009 to US$104 6 million We evaluate performance
0N a cost per tonne basis as It excludes the effects
of changes in absolute values related to changes
in production volumes. In 2010 this mdicator rose
12 0%, to US341 7 per tonne milled The main fac-
tors contributing to the increase were
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REVIEW OF
QOPERATIONS continued

« the 65% strengthening of the MXN/USS ex-
change rate, which affected costs denominated
in Mexican pesos when converted to US dollars,
higher energy costs reflecting an increase in elec-
tricity and diesel prices, and higher consurnption
of electnoty due 1o the expansion of the San Car-
los vein that required more power for ventilation
and pumping systems,
= higher contractor and operating matenals costs
from increased rock bolting and shotcreting ac-
tivities to improve safety conditions, and road
maintenance work, and
« addimonal costs related to instalment or repair of
equipment, and increased consumption of rea-
gents due to different charactenstics of the min-
eral processed and locomotive maintenance

The above factors were miugated by the 33% in-
crease In ore milled Gross profit totalled US$627 O,
a 53 8% mncrease compared to 2009, while gross
margin increased from 81 5% t0 85 5%

Productivity and cost reduction initiatives
Capital expenditures at this mine reached US$60 7
million 1n 2010, a 75 4% Increase over 2009 Funds
were allocated o the preparation of new stopes,
mining works at the San Julian project, construc-
fion of the San Carlos shaft, acquisition of surface
land, and acquisiion of in-mine equipment, spare
parts and technology tools to ensure continuity of
operations, such as ventilation equipment, pumping
systems, instrumentation and control systems. We
also remodelled employee faciities and administra-
tive offices.

In 1ts first full year of gperation the water treatment
plant operated by the Group, which processes sew-
age from the city of Fresnillo and provides treated
water for use In Fresnillo’s milling process, helped
lower production costs by US$1 0 million and elimi-
nated fresh water usage 1IN a region where 1t 1S a
scarce resource

Construction of the San Carlos shaft remained
on track to become operational In 2H 2011 This
Us$1% 1 million project will facihtaie extraction of
minetal from the highly productive western zone of
the San Carlos vein, thus reducing haulage distance
and cost The installation of the hoist and civil works
of the concrete head frame were completed The
sinking of the shaft reached 470 metres of a planned

557 metres, while the construction of ramps and
drifts remained on track A second stage of the pro-
ject wall be developed within seven years after the
shaft 1s operational In order tO access ore resources
at deeper levels.

At the beneficiation plant, millng capacity was in-
creased to 8,000 tpd through the implementation
of Six Sigma quality control methodology and the
nstallatton of a new expert gnnding system to op-
timise the size of the ore fed to the mill These Ini-
tiatives helped achieve 2 5 million tonnes milled in
2010, a 3 3% increase over last year The work teams
responsible for leading these projects were recog-
nised for their contributions to enhancing proguctiv-
ity and efficiency

2011 pnorities

« Complete construction of the San Carlos shaft

« |nitiate evaluation for a future expansion of milling
capacity to process lower ore grade and maintam
silver production
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REVIEW OF
OPERATIONS continued
A - CIENEGA
4 > Oownership 100% Fresnillo plc
7 . Location Durango
“ / . Facilities Underground mine, flotation and leaching plant
\ 7 2010 milling capacity 2,500 tpd
In operation since 1992
OPERATE

Workforce 439 employees, 329 contraciors

Avg ore grade in reserves 2 51 g/t of gold, 128 g/t of silver
Total reserves 840,000 ounces of gold

43 3 rrullion ounces of siver

Mine life 11 3years

CIENEGA PRODUCTION 2010 2009 % CHANGE
Silver (Kaz) 2998 1,589 (24 6)
Gold (02) A23%354; 103,510 95
Lead () | 67468 6,118 57
nc ) 205132, 7,950 272




Ciénega s located near the small community of
Nuestra Sefiora de la Crénega, population 2,700 The
nearest town of Santizgo Papasquiaro, population
45,000 (2010 census), 1S 153 kilometres away which
itself 1s 172 kilometres from Durango, the capital of
the state Because the community 15 entirely de-
penident on the mine, community engagement ef-
forts Include access to basic services

Tetal annual gold production increased by 9 5%
compared to 2009 prnimarily as a result of higher
volumes of ore milled Gold recovery increased
through the commssioning of the gravimetric con-
centrator, producing 197 tonnes from which 24 548
ounces of gold were recovered The average gold
grade in 2010 remained steady at 4 3 g/, however
we expect a 12% decrease for 2011 as a result of
natural rmine trends.

Annual silver production significantly decreased as
a result of lower ore grade, while lead production
increased due to the higher volumes of ore miked
Zinc production rose as a resutt of higher ore milled
and better ore grades and recovery rates.

The expansion of miling capacity from 755,000 tpy
10 930,000 tpy continued to progress and 1S expect-
ed to be completed in 1H 2011 Intial investment
for the project 15 US%24 2 million, while sustaming
capital expenditures of USS0 5 mullion per annum
will be incurred from 2012 to 2019 This expansion,
along with ditution conirol through the use of min-
INg methods for narrow vens and improved recov-
ery rates, will contribute to stabiising production at
110,000 ounces of gold per year

The exploration programme at this mine included
56,119 metres of diamond drilling Resources de-
creased from 2 3 millon ounces of gold i 2009 to
1 7 millign in 2010 as a resuit of the lower average
ore grade, while reserves decreased from 1 2 million
ounces of gold in 2009 to 840000 In 2010 The de-
crease in proven and probable reserves, combined
with expanded miling capacity, puts mine life at
11 3 years, compared to 13 5 years in 2009

In hine with our strategy to consolidate mining dis-

tricts, exploration at areas of influence was con-

ducted at San Ramon and Las Casas.

ﬂFurther information on these projects 1s incivded on
pages 52 53

FINANCIAL HIGHLIGHTS - CIENEGA MINE _
2010 2009 % change

Adjusted revenues (USSm) [‘18&%* [ 1402 329
Gross profit (US$m) Ga16e.| 805 448
Capal expendrture (USSm} %is.;%ii 417 561

Adjusted revenues Increased from US$1402 mil-
ltory n 2009 to US$186 4 million in 2010, reflecting
increased volumes and higher prices of gotd, lead
and zinc

Adpsted production costs increased by 18 1% to
USs56 7 million, while cost per tonne’ rose by 7 2%
to US$45 9 In addiion to the exchange rate effects,
the main factors Impacting cost per tonne were

7 2010 Cost per tornie Methodology consKders market experses 5 part of the freght
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REVIEW OF
OPERATIONS continued

= higher coniractor Costs as a result of the ap-
proximate 6,000 metres increase In develop-
ment works,

« higher umit costs of electncity and diesel, al-
though energy efficiency ratios remained stable,

+ higher consumption of explosives for develop-
ment activities which increased the cost of oper-
ating matenals, and

« Increase n wages and bonuses paid to workers
for reaching efficiency goals.

The above effects were partially offset by a 10 2%
increase In volume of ore milled, lower maintenance
costs due to suppler discounis, and optimised con-
sumption of certain operaling matenials such as
steel balls. This reflected improved control of the
size of mineral fed to the mill resulung from the Six
Sigrma project In addition, costs benefited from low-
er consumption of tyres due to their higher guality

Gross profit at Ciénega increased from US$80 5 mil-
lion 1n 2009 to US$116 6 million in 2010, while the
gross margin increased from 62 6% 10 67 3%

Productivity and cost reduction imtiatives
Capital expenditures rose by 56 1% from USS41 7
mullion 1n 2009 to US$65 1 millon in 2010 Resources
were allocated to the sinking of the shaft, expansion
of miling capacity, development and mining works,
acquisiion of mining concessions and surface fand
replacement of In-mine equipment and construc-
hion of additional employee housing

The project to sink the shaft a further 300 metres, to
a total depth of 720 metres in order to gain access
to deeper ore reserves remains on track The sink-
Ing was completed at year-end and additional min-
Ing works, crusher installation and a change of hoist
cables tn early 2011 will allow the commussioning of
the shaft to take place in 2H 2011 as expected This
U5$13 3 milhon project will iIncrease hoisting capac-
1ty from 2,400 to 3,000 tonnes per day once it Is fully
integrated with the existing shaft

We concluded the implementation of the Six Sigma
quality controf methodology with the support of an
interdisciplinary team compnsed of mine-planning
professionals and maintenance personnel This
methodology optirmises drilling patierns and the ug-
Iisation of explosives, resulting in smaller-s1ze mate-
rial for the mill Combined with better mamntenance

turnaround times, this resulted in 840,500 tonnes of
ore milled in the year, a 10 2% increase year on year

Following the opumisation of the leaching circurt ex-
pansion In 2009, Six Sigma methodology was also
applied at the leaching process to further increase
recovery rates. Utiisation of several reagents was
optmised through this methodology and action
plans were established to maintain these vanables
within an optimal level

The work-tearns responsible for ieading these pro-
jects received a one-time bonus as recogmition for
ther contributions to enhancing productiaty and
efficiency

2011 pniorities

* Complete expansion of milkng capacity to
930,000 tonnes per year

* Commission the deeper shaft
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REVIEW OF

OPERATIONS continued

OPERATE

HERRADURA

ownership Minera Penmont v (56% Fresnillo plc, 44%
Newmont USA Limited)

Location Sonora

In operation since 1997

Facihties Open pit mine, Mernil-Crowe plant
Workforce 619 employees, 128 contractors

Avg ore grade In reserves 083 g/t of gold

Total reserves 19 million ounces of gold

Mine life 100 years

HERRADURA

ATTRIBUTABLE PRODUCTION 2010 2009 % CHANGE

Silver {Ko2) i 3206, 171 263
120

Gold (0z) 162;984 145,510




Herradura 1s located 125 kilometres northwest from
the nearest large town of Caborca in the State of
Sonora, with a population of 81,000 (2010 ¢census)
Workers from area villages are provided dailty trans-
portation to the mine site

Attnbutable gold production at Herradura achieved
record levels in 2010 rising 12 0% as a result of in-
creased ore volumes deposited at the leaching pads
with the benefit of additional trucks and loaders.
Higher ore grade and higher average recovery rates
also contributed to the increase n production Sil-
ver production rose 26 3% due to higher ore grades
and ore deposited Gold ore grade at this mune 1s
expected to be maintained at 0 70-0 80 g/t well be-
yond 2011

The eighth leaching pad was completed In the third
quarter of 2010 Construction of the minth leach-
ing pad began immediately thereafter This prgject,
which will ensure stable production at the mine, wilt
require a US$16 7 million investment in two phases,
the first will be completed in 2H 2011 and the sec-
ond In1Q 2012

Exploration at Herradura inctuded $6,065 metres of
reverse circulation and diamond dnling Resources
rose by 49 5% to 3 8 million ounces of gold Praven
and probable reserves were replenished In 2010,
and based on higher production volumes and audit-
ed figures the expected life of the mene 15 10 years,
compared to 11 9 years in 2009

Exploration at the Centauro Deep target continued
with 63 diamond drill holes totalling 27,379 metres.
As a result, resources at this project located below
the main pit at the Herradura mine reached 1 3 mil-
lion ounces of gold Construction of the ramp to
conduct additional exploration and to extract ma-
tenial for metallurgical tests began with 460 metres
developed in 2010, out of a planned 2,000 metres.
Further analysis will be carned out to define a pos-
sible underground mine with a dynamic cyanidation
plant that will immwally process high grade ore from
the pit

FINANCIAL HIGHLIGHTS - HERRADURA MINE
2010 2009 % change

Adsted revenues (USSM) [;364°8 2465 438
Grass profit (JSSm) 268 ?’ 1599 682
Capital expendiure (US$M) [“54%4" 648 1160}

The Herradura mine achieved adjusted revenues
of US$346 8 muliton, a 48 8% increase over 2009 re-
flecting record gold prices and production

Adjusted production costs totalled US$93 6 mullion,
a 34 4% increase compared to 2009% Cost per tonng
rose by 9 1% compared to 2005 to US$5 & per tonne
deposited n addition to the negative exchange rate
effects, this was mainly dnven by

¥ 2008 and 2007 igures were moditied 10 FEfiet 80 INOORpany eIMINaHON retsed
o equpment faased by Minera EI Bermesd! 1o Hermadurd
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REVIEW QOF
OPERATIONS continued

the fact that we are no longer capitalising certan
Strpping costs, Including diesel consumption, at
the Valles pit, as the lower stripping ratio of 2010
requires that such costs now be charged to the
ncome statement,

tugher diese! and electricity prices, and greater
diesel consumption as a result of longer haulage
distances and deeper pits,

greater consumption of explosives, asthe average
size of the ore deposited at the pads has been re-
duced to opumise the leaching process, and
Increase in wages and bonuses paid to workers
for reaching efficiency goals.

The 23 2% Increase In ore deposited mitigated these
factors. Gross profit reached a record US$268 9 mil-
lion, 68 2% higher than in 2009, and with a 73 5%
gross margin

Productivity and cost reduction initiatives
Capital expenditures totalled US354 4 milion, de-
creasing 14 0% from 2009 Funds were allocated to
the acquisition of Noche Buena's mineral nights and
royalties consiruction of leaching pads purchase of
equipment, effictency projects, and process equip-
ment related 10 obtaining certification under the
Cyanide Managemertt Code

Construction of an automated diesel dispatch cen-
tre began In 2H 2010 to optimise equipment utihsa-
tion rates and ensure continuity of operations This
facihty will comprise two large fuel storage tanks
and 1s expected to become fully operational in 1H
2011 Technology investment included the imple-
mentation of Mine Star software that enhances
productivity by optimising the utiisation of trucks
and loaders

At the laboratory, In parallel with the automated
sampler system, US$2 4 million was invested to au-
tomate the assay process, which will be concluded
by 3Q 2011 and 1s expected to increase the volume
of samples analysed per day from Herradura and
Soledad-Dipolos.

A new system was installed to add hme evenly to
the ore before depositing it in the pads, part of an
Intiative to optimise sodium cyanide consumption
In the feaching process that will ultimately improve
gold recovery and reduce costs.

Caterpillar awarded Operators Certification to Her-
radura truck operators 1n recogrition of their skills
and technical experise Those certified in 2010 had
provided training to other employees in accident
prevention and fostered proper use of the trucks,
thereby reducing maintenance and Increasing pro-
ductivity tn 2011 we will pursue certification for
shovels operators

2011 pnorities

+ Continue exploration at Centauro Deep and areas
of influence

« Conduct pre-feasibility study for a dynamic cyani-
datton plant to treat higher grade ore from the pit
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OPERATE

SOLEDAD -DIPOLOS

ownership Minera Penmont JV {56% Fresnillo ple, 44% Newmont USA Limited)

Lacation Sonora

In operation since 2010

Facththies Open pit mine, Merrill-Crowe plant
Workforce 323 employees, 9% contractors
Avg ore grade in reserves 0 62 g/ of gold
Total reserves 590,000 ounces of gold
Mine life 63years

SOLEDAD-DIPOLOS

ATTRIBUTABLE PRODUCTION 2010 2009 % CHANGE
Silver {(Koz) 29 - N/A
Gold (02} 461,358 - N/A




Located mne kilometres northwest of the Herradura
ming, Soledad-Dipolos relies on the same villages as
Herradura for workers, for whom daily transporta-
t1on 1s provided to the mine site

Commercial production at Soledad-Dipotos com-
menced 1n 2010 following construction and devel-
opment work completed n December 2009 As a
result of the increase i resources reported 1n 2009,
an expansion project was approved by the Execu-
tive Committee n early 2010 to produce 130,000
total ounces of gold per annum during the hife of the
mine The total additional investment for this expan-
s1on 15 USE34 0 mithon, of which US$22 0 milion was
invested In 2010, US$6 G million budgeted for 2012
and the remaining US$6 0 millicn for 2013

Attributable gold production for the full year sur-
passed our expectations, totalling 61,358 ounces.
This was the result of increased stripping and the
acquisition of additional equipment 1N anuicipation
of the expansion Gold ore grade at this mine was
061 g/t and 18 expected to be mainiained through-
out the Iife of the mine

Exploration contnued with 49,208 metres drilled,
resulting in 770,000 ounces of gold resources and
590,000 milhon ounces of gold reserves.

Construction of the second leaching pad was con-
cluded in 1H 2010 In ine with the budget Construc-
tion of the third, fourth and fifth leaching pads be-

gan in the 2H 2010 with advanced purchase orders
placed for iners and pumping systems, the US$180
million investment 1s part of the Soledad-Dipalos
expansion and 1s expected to be completed by the
end of 2011

FINANCIAL HIGHLIGHTS - SOLEDAD-DIPOLOS MINE
2010 2009 % change

Adjusted revenues USIm) 513752 - N/A
Gross Profit (USSm) 0 /37, - N/A
Capital expenditure (US3M) ‘3'.6 éf 577 {36.2)

In its first year of commercial operaticn, Soledad-Di-
polos recorded adjusted revenues of Us$137 2 mil-
lhon Adjusted production cost was US$55 1 million,
In ine with the Company's budget, while cost per
tonne was US$571 Gross profit at this mine was
Us$97 7 millron with a gross margin of 71 4%

Capital expenditures totalled US$36 8 million and In-
cluded stripping activibies, construction of leaching
pads and acouisition of equipment

2011 prionties
e Conclude expansion to produce 130,000 total
ounces of gold per year
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REVIEW OF
OPERATIONS continued

Mines in development

PO
' 7 -
AN

N

DEVELOP

SAUCITO

ownership 100% Fresnillo plc

Location Zacatecas 8 km SW of the

Fresnillo mine

Facibties Underground mine, flotation plant
Commerctal start-up 1H 2011

Anticipated production 4 7 million ounces of
silver and 22,500 ounces of gold gradually ramping
up to approximatety 9 0 million ounces of silver
and 45,000 ounces of gold from the third year of
operations onwards

Saucito 15 8km southwest of the Fresmilo mine The
Group 1s developing basic infrastructure for the lo-
cal gjido of Saucito, population of 317 (2010 census)

The Saucitc project compises a system of epithei-
mal veins containing sitver, gold, lead and zinc. The
first stage of the mining plan includes the develop-
ment of the Saucitg, Jarllas and Mezquite veins, the
latter added to this stage based on positive results
1 2010 The Santa Natalia and Jarillas West veins will
continue to be explored and integrated In the sec-
ond stage of the project

The Saucito shaft was commissioned in 1Q 2010 and
began operations successfully The Jarillas shaft ad-
vanced t0 a depth of 365 metres, out of the total 645
metres planned, and remained on schedule for start-
up In late 2012 Construction of ramps and develop-

ment works reached 33,695 metres. Construction
of the beneficlabon plant progressed according to
schedule, with commissioning of the mill in 1Q 2011

Total investment at Saucito was originally budgeted
at Us$309 0 mithon, of which US$118 4 mifion was in-
curred in 2010 for equipment, beneficiation plant and
tallings dam construction and mining works. Given
progress In the year, we now expect to complete the
development of Saucito under the onginal budget

Proceeds of US$25 6 million realised from the sale
of metal content in ore extracted as part of develop-
ment works were credited to the capitalised costs
of the project Over the course of the year, 12 mil-
lion ounces of silver and 6,323 ounces of gold were
recovered from the development works at Saucito
and processed at the Fresnillo mill Since November
2010, 91,043 tonnes of cre were stockplled in prepa-
ration for the start-up of the Saucito mill




The Fresnillo Group delivers growth through the disciplined advancement
of development projects towards start up and commercial production

NOCHE BUENA

ownership Minera Penmont IV (56% Fresnillo plc,
44% Newmont USA Limited)

Location Sonora, 23 km from Herradura
Facibties Open pit mine Mernil-Crowe plant
commercial start-up 2012

Anticipated production Annual average
production of 42,000 attributable ounces

of gold

The future Noche Buena mine will be supported by
the same communities as Herradura and Sofedad-Di-
polos, with training for new workers to begin in 2011

Noche Buena 1s a disseminated gold depesit ac-
quired from Seabridge Gold Inc 1n 2008 n early
2010, 58,612 metres of diamond and reverse cir-
culation dnilhng (210 holes) was completed o up-
grade the mineral resource and to select sites for
construction of the leachung pads and mine facih-
ties. Low grade mineralisation was extended to the
east of the ore body and included in the preliminary
mine plan Construction of the mine was approved
In 2H 2010, following the results abtained from the
pre-feasibility study

The ming will be an open pit heap leach operation
similar to the existing Herradura and Soledad-Dipo-
lcs rrines with a Merrill-Crowe plant and will require
estimated pre-operative capex of US$63 0 million

The expected tatal production at this mine will be
376 000 ounces of gold over the inibial five year mine
life The average ore grade will be 05 g/t An inde-
pendent mining consultancy confirmed reserves of
481,000 ounces of gold

Engineering for the project was completed and all
permits have been filed to commence pre-strippiNg
actvities in 2Q 2011

The Noche Buena purchase agreement included a
US$5 milhion payment on commencement of pro-
duction and a 1 5% royaity fee tn December 2010,
Minera Penmont bought out the royalty and cash
payment for a total consideration of US$10 12 mil-
licn in cash
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REVIEW OF
OPERATIONS continued

Exploration

EXPLORE

Exploration 1s the key driver of growth for the Group,
and we maintain a policy of continuous Invest-
ment across price cycles. Qur exploration portfolio
includes projects that extend across the muthiple
stages of exploration (detection, discavery and defi-
nition), resulting in a strong pipeline of growth

The Group’s exploration programme i1s carefully de-
signad and executed with continued focus on con-
solidating our presence n the principal silver and
gold districts of Mexico, and in selected properties
acquired In Pery where work has been initiated In
2010 our team of exploration geologists and engt-
neers was increased from 55 to 70 professionals,
and the land position increased from 17 t0 19 mul-
lion hectares, including the Candamefna {Chinua-
hua), and Cebadillas and La Yesca (Nayart) proper-
ties optioned from therd parties

The Group has four Exploration Offtces — In Zacate-
cas Toluca, Chinuahua and Hermoslillo Each has an
HSECR programme focused on health safety envi-
ronmental management systems angd community
engagement iniiatives that allow us to build positive
relattonships from the earliest interactions

In 2010, the Group's exploration programrne com-
prised 341,265 metres of driling, mapping, geochermu-
cal sampling, and geophysical surveys. Approximately
half of the budget was invested in dnlling which re-
sufted in a substantial ncrease to the resource base




Underground

MINERA SAUCITO EXPANSION
ownership 100% Fresnillo pic

Location Zacatecas, 8 km SW of the

Frasnillo ming

Indicated & inferred resources 361 5million
ounces of silver

15 millign ounces of gold

Diamond driling (23,066 metres) was carned out
from the surface on the Santa Natala and lanllas
Wwest veins, and underground drlling carried out
on the Jarillas, Mezquite, and Saucito veins. A new
ore-shoot was discovered west of the Janllas shaft,
adding over 76 million ounces of silver and 300,000
ounces of gold to the resources.

MINERA JUANICIPIO

ownership 56% Fresnillo plc 44% MAG Silver
Location Zacatecas, 8 km SW of the

Fresnillo mine

Indicated & inferred resources
(attnibutable) 90 % million ounces of silver
332,000 ounces of gold

40 holes totalling 28,402 metres of infill drilling on
the Valdecanas vein converted approximately 57%
of the resources to the \ndicated catagory, and a
pre-feasibility study was concluded it fanuary
2011 Silver-gotd values were also intercepted on
the east segment of the Juanicipio vein where drill-
Ing continues
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OPERATIONS continued

EXPLORE

Underground

SAN JULIAN

Ownership Minera Fresnillo, S A de CV (100%
Fresnillo plc)

Location Chihuahua/Durango border
Indicated & inferred resources 143 8 million
ounces of silver

487,500 ounces of gold

We conducted 61,163 metres of dnlling in 181 holes. Infill
drilling on the IM disseminated ore body with siver-lead-
Zinc values corverted 101 milkon ounces of siver to the
Indicated category In awide ore body amenable to low
cost bulk underground mining. Silver-gold resources
were also added to the San Julidn and San Atanasio veins.
The San Julian and San Roberto ramps were extended to
5,826 and 805 metres respectively, and underground ex-
ploration has been Inbiated from both workings.

Results of the scoping study completed at year end
recommend first developing the disserminated ore
body and then the gold vein system This sequential
development plan (s expected to maximise the pre-
sent value of the project Additional exploration ac-
tivities and metallurgical tests are being conducted
to develop a definitive mine plan

The positive exploration results and scoping study led
to an increase In the exploration budget for both 2010
and 2011, which will allow for ramp construction and
development of mining works that will enable the
Company to further validate the economic viability of
the project Investment in San Jubdn comprises ap-
proximately 40% of the total 2011 exploration budget

SAN RAMON

Ownership Minera La Clenega, S A de C.V (100%
Fresnillo plc)

Location Durango

Indicated & inferred resources 21 8 million
ounces of silver

132,000 ounces of gold

Expioration at this project in the Ciénega district
Included 23,681 metres of driling, which converted
46% of resources to the indicated category How-
ever decreasing grade and block reclassification
led to a 67% reduction In total resources Explora-
tion continues along the San Ramaon vein where an
additional 2 million tonnes of are has been recently
dehneated, and along the neighbouring Candelar-
ta, Republicana, and Perefia veins. The San Ramén
adit has now reached 805 metres along the main
vein Preparation of a pre-feasibility study will be-
gmnin 2011

Ore extracted at San Ramén will be trucked and
milled at Clenega




LAS CASAS

Ownership Minera La Ctenega SA deCV
{100% Fresnillo plc)

Location Durango

Indicated & inferred resources 33 8 million
ounces of sitver 308,000 ounces of gotd

We conducted 34,541 metres of driling In 2010
exploring the wide silver-lead-zin¢ veins in the Las
Casas area, also in the Clenega district The vein has
been recognised along a 12 km strike A scoping
study will be carned out in 2011 to evaluate the eco-
nomic potential of this resource

The potential size of Las Casas would warrant con-
struction of a new rmilt at Ciénega

CENTAURO DEEP

Ownership Minera Penmont JV (56% Fresnillo plc,
44% Newmont USA Limited)

Location Sonora, below the Centauro main pit at
Herradura

Indicated & inferred resources

(attnhutable) 1 3 million ounces of gold

At Centauro Deep, 63 holes totalling 27,379 metres
were dnlled, delineating six gold mineralised shear
zones along a 1 5km strike, gold grades could sup-
port an underground operation Potential from this
zone 1s estimated at 6 million ounces cf gold and
the structures remain open at depth
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OPERATIONS continued

EXPLORE

Open pit

ORISYVO

ownership Minera Fresnillo, SA de CV {(100%
Fresnillo plc)

Location Chihuahua

Indicated & inferred resources 272 million
ounces of gold In oxides

& 51 milllon ounces of gold In sulphides

This large gold-hearing porphyry system 18 situated
In a remote area of the Sierra Madre, where the ter-
rain 1s rugged and a challenge for operations Dis-
seminated gold values have been delineated over
a 1 by 15km area, and through 400 metres vert-
cal extent, with grades ranging from 05 to 25 g/t
gcld The site for an expleration adit was selected
and permitting 1S i process to intiate underground
explorationin 1H 2011 Metallurgical testing on core
samples 15 n progress and pilot plant testing of gold
bearing materal from the adit will be undertaken
during 2011 Because of the additional resources
identified, the scoping study will also be updated in
the year

EXPLORACIONES MINERAS
PARRENA — OTHER PROSPECTS

Ownership 100% Fresnillo plc

Deifling 1S 1N progress at 11 early stage prospects

* Guanajuato (Guangjuato)

« Leones (Chihuahua)

= Lucerito, El Cairg, Manzanillas, San Juan {Durango)
« Otzumatlan (Michoacan)

+ San Nicolas del Oro (Guerrero)

= Tocayos, Jaralillo (Zacatecas)

Dnlling on these properties I1s delivernng promising
results. Ten additsonal properties were evaluated 1n
the year and ment drill testing in 2011 Candame-
fia (Chihuahua), Cebadillas and La Yesca {Nayarit),
Guachichil, Atotonilco, Unte (Zacatecas), La Choya
(Sonora), Rosario ($tnaloa), and Huacravilca and
Amata (Peru)

Prospecting teams are evaluating areas of potential
in the nerth Facific, Sierra Madre, and Mesa Central
silver and gold belts of Mexico and n the scuthern
Andes region of Peru




n 2H 2010, options were taken out on three green-
field projects Candameria, In the Onsyvo distnct
In the state of Chihuahua covers 5,185 hectares
and contains the Nuevo Dolores disseminated
gold prospect, and Cebadillas and Yesca 1n Nayarit,
which host epithermal vein systerms over 9,100 hec-
tares with a combined exploration potential of three
milhon ounces of gold The Group has the option to
acguire 100% of these three concessions

2011 prionties

Conclude pre-feasibiity study at Juamicipio n
January

Continue exploration at San Julidn and San Ramon
to prepare pre-feasibility study

Complete exploration adit and update scoping
study at Onsyvo, conduct exploration and rmetal-
lurgical studies

Continue expleration activities at Las Casas to
conduct scoping study

Acquire land at targeted prospects and projects
Intensify exploration activities to increase the to-
tal resource base and upgrade its category
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SUSTAINABLE
DEVELOPMENT REPORT

Sustainability 1S core to Fresnillo plc's philosophy,
strategy and cperations, underpinning our sacial -
cense tooperate Our policies are focused on health
and safety in the workplace, environmental pro-
tection, and sound relations with the communities
where we operate

We seek to ensure that our operations are fully in
compliance with government regulabens and n-
dustry best practices, and to foster a culture of sus-
tanable development, teamwork and continuous
improvement An important aspect of this culture 1S
ongoing outreach and dialogue with our stakehold-
ers through a varety of channels.

OUR SUSTAINABILITY
FRAMEWORK

Heafth, Safety, Environment and Community
Relations System

The Group's sustainability efforts are managed
through its Health, Safety, Environment and Com-
munity Relations (HSECR) System

At the Board level, an HSECR Comimittee that in-
cludes the Chief Executive 1s responsible for for-
mulating HSECR policies, reviewing investigations
of any accidents and evaluating independent per-
formance audits and action plans Key sustainabiity
1ssues are idenufied through the nsk management
process, which includes an analysis of hkelihood
and impact
OFurther detans are included in the rRisk Managernent
Framework and Principal Risks and Uncertainties on
pages 22 25

At the operations level, each business unit has
Separate programme managers spectfically re-
sponsible for aspects of health, safety, environ-
ment and community relations who report to the
business unit manager and to an HSECR corporate
coordinatar Each mine also has a Comision (e Se-
gunidad e Higiene - Hygiene and Safety Commis-
ston — comprised of representatives from the umon
and non-union employees, as well as contractors,
who momitor and review periormance on an ongo-
Ing basis. The HSECR team reports to the Execu-
tive Committee every three months. In 2010 the
Sustainable Development Manager position was
Created to advise on global best practices in cor-
porate social responsibility and coordinate Board-
and gperations-level Initiatives

The HSECR team met three times in 2010, including
a sesston to Integrate 59 key contractors m our sup-
ply chain into the HSECR System An average of 27
hours per person of HSECR traming was provided
to employees and contractors duning the year and
we rolled out a six-month campatgn and provided a
Module on Sustainable Development to ensure that
all personnel across the organisation understand the
Group’s sustainability guidelines and procedures in
place to fight corruption and promaote human rights

international, national and industry
gudelines and certifications

A core responsibility of the HSECR Systern 1s compliance
with regulations issued by governmental authonties such
as the Mexican Secretaniat of Labour (STPS) and the Mex-
ican Secretanat of the Emaronment and Natural Resourc-
es (SEMARNAT) We also seek to adhere to guidelines
on workplace policies and programimes established by
international Institubons such as the OECD, International
Labour Organisaton and World Health Organisation

For best practices in our industry, we follow the
framework and recommendations of the Interna-
tional Council on Miming and Metals ICMM) and the
Global Reporting initiative {GRI) We also participate
n various global and national emaronmental initia-
tives such as the Corporate Commutment on Wilder-
ness and the Mexican Greenhouse Gas Programme

The certifications we seek to obiain and mantain are

» OHSAS 180012008, an internaticnal occupational

health and safety management system specification

Safe Enterprise Certificate from the STPS

ISO 14001 2004 for Enviwonmental Manage-

ment Systems

+ Clean Industry Certrficate from the Mexican Envi-
ronmental Authonty (PROFEPA)

« Cyamide Management Certificate from the Inter-
national Cyande Management Insitute

We are signatories to the United Nations Global Com-
pact and track awards and distinctions such as the
Socially Responsible Company Award from the Mexi-
can Centre of Philanthropy (CEMEFD and the Ethics
and Values n the Industry Award from the Mexican
Confederation of Industrial Chambers (CONCAMINY
We sent cur second Communication on Progress
{CoP) In 2010 and participated for the first time in the
Carbon Disclosure Project (CDP), annitiative aimed at
quantifying and mivgating greenhouse gas emissions.




Memberships, partnerships and awards
We understand the importance of parucipating in international and domestic industry groups and orgarisations related to sus-
tainability and corporate social responsibility, as well as in seeking partnerships with non-profit and public sector organisations.

RELATIONSHIP TYPE

Membership
or participation

Partnership
or project

NAME

CAMIMEX (Mexican Mining Chamber)
CESPEDES (Sustanable Development
Studies Commussion, Private Coordinator

Council CCE)

CONCAMIN (Confederation of Industrial
Chambers)

CEMEFI {Mexican Centre for
Phitanthropy)

United Nations Global Compact
INIFAP (National Institute for Forestry,
Agricutture and Livestock Research)

The Carbon Disclosure Project

The Wild Feundation

STPS (Mexican Secretanat of Labour)

SEMARNAT (Mexican Secretanat of the

Environment) /CESPEDES

CEDES (Ecology and Sustainable
Development Cormrmission of Sonora State)

PROFEPA (Mexican Environmental
Authority}

International Cyanide Management
Institute

UK Prince of Wales & Cambridge
University

OUR ROLE

Active member

Active member of the Directive Coundil

Representation through CAMIMEX and recipient of
the Ethics and Values Award

Recipient of the Secially Responsible Company
(ESR) Award

Subscriber to the 10 Principles, annual submission
of Communication on Progress

Partnership for reforestation and research at
Ciénega and Fresnillo

Partrcipant in the FTSE 350 category through disclosure
on cmate change nsks and mitigaton efforts

Subscriber to the Corporate Commitment on
Wilderness to promote biodiversity conservation

Participant in the Safety Seli-Management
Programme

Participant in the Mexican Greenhouse Gas
Pragramme, a public-private partnership

Partnership to protect the Songran Pronghorn

Participant in the Clean Industry Programme

Participant in the Cyanide Management

Programme

Subscriber to the Copenhagen and Cancun

Communiqués to promote international
commitiments 1o cimate change
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SUSTAINABLE

DEVELOPMENT REPORT continued

Strategic priorities

EMPLOYEES

Objective

Provide professional development opportunities and workplace satisfaction for our personnel

PERFORMANCE INDICATOR

Professional
development training
Average hours / person

HSECR training
Average hours / person

Turnover rate

Number of union and non-union
employees who left the company
divided by the total number

of employees

Employee satisfaction survey
Survey of union and non-union
workers and contractors

Labour relations
Total number of days Inwhich

operations were compromised due 1o
disagreements with local unions and/

or contract negotiations

2009

92

23

556

N/A

2008

92

18

890

49

COMMENT

Focus on leadership,
teamwaork, process
improvement, productivity and
management skills

Increased training on Health,
Safety, Environment and
Community Relations 1ssues.
Incorporated a Module on
Sustanable Development

Reflects improved employee
profit sharing and efforts to
Improve quahty of life

The study 1s conducted every two
years by an independent third
party, higher satisfaction reflects
actions taken on comments from
previous surveys

All collective and contract
negotiations were successfully
conducted




Priortties, policies and programmes

The wellbeing of our people directly correlates to
the wellbeing of the Group The quahty of life of our
personnel and ther farmilies can be a competitive
differentiator, thus we place significant emphasis o
fair labour agreements with both umon and non-un-
ion workers and competitive wages and benefits for
all in the areas where we operate and particularly
tn geographically 1solated regions, we provide basic
services such as housing, medical services, educa-
tion and transportation, as well as other benefits
like access to communications and recreational and
sport facilities.

This year we invested US$1 2 milfion in professional
development training programmes. These primarily
focus on creating a result-oriented culture through
leadership, process improvemnent, Innovation, pro-
ductmity and management skills. To ensure person-
nel alignment with our health, safety, ervironmen-
tal and community relations standards, more than
US$215,000 was allocated specifically to HSECR train-
Ing Personnel recruitment efforts included ntermship
programmes for engineers to ensure a next genera-
tion of skilled mining and exploration professionals.

Contractors are seen as strategic partners and we
continue to integrate them mto our management
systems and training programmes. Development
of mines and new projects in 2010 required us to
hire a significant number of new contractors While
HSECR 1ssues are coverad within our contractual ar-
rangements, we Iintend to strengthen traiming and
supervision in this particular area

Labour environment
The Fresniflo Group fully complies with Mexican leg-
1slatron regarding respect for human nghts. Through
its Code of Conduct and Fresnillo Plays Fair pro-
gramme, the Group &lso promotes gender equality,
and freedom of thought and association, and pro-
hibits slavery, compulsory labour, child labour, and
actions that discririnate or viglaie other groups’
customs and culture
O vore nomanon sbout the Code of Conduct and the
Fresnillo Piays Fair programime ridy be found on page 96-97

Teamwork 1S central t0 the Fresnillo work culture In
2010, for example, we recognised 12 working teams
for developing specific efficiency improvement pro-
|ects. We also implemented Performance Evaluation

Planning dunng the vear, which aligns employees’
performance with the Company's strategic objectives.

Total 2010 wages and salanes were $20 7 million,
3 16 9% increase from 2009 Collective labour ne-
geotiations with unions concluded successfully in all
urits, with @ 6 5% wage Increase and a 1 0% bonus
on base salary

2011 prionties

= Launch the Techmcal Mining Schoal at Fresnilo
to improve operational skills and train new opera-
tors for several projects in the pipeline

= Develop the Institutional Traimng Programme for
skills Development

= Monitor and strengthen personnel security meas-
ures as needed in ight of drug-related violence
In Mexico

2010 WORKFORCE OVERVIEW

* 2449 emnployees and 1,972 contractors
{annual average), 57 geological techmicians at the
Exploration division (monthly average)

« 930% men and 7 0% women (including 48

women as heavy equipment operators)

80 6% uniomsed and 20 0% non-umomsed

* 16 0% between 18-25 years, 67 0% between
26-45, 17 0% ovar 46

* 52 0% between 0-5 years at Company, 16 0%
between 6-10, 32 0% moie than 11

« 200% at exacutive level

* 269 new fures

30 engineers in training annual average)

accepted 77 trainees pius 20 in the Fresnillo ming
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SUSTAINABLE

DEVELOPMENT REPORT continued ’

HEALTH AND SAFETY
Ohjective

Health Control occupational ilinesses and improve general health through prevertive care
Safety Zero fatal accidents through the elimination of dangerous workplace conditions and behaviours

PERFORMANCE INDICATOR 2010 2009 2008

Fatalites

Accudent rate

Number of disabling accidents that
require absence from work for more
than three days, divided by the total
number of union and non-union
employees, as well as contractors,
multiphed by 100

310 363

Lost work days rate

The number of days lost due to
disabling and nor-disabling acaidents
dnaded by the total number of union
and non-union employees, as well

as contractors

COMMENT

We have a Zero Tolerance Policy
i which no fatality 1s ever
acceptable After two years with
no fatalities, we suffered two
such accidents n 2010 1IN August,
a carbon monoxide poisoning at
Ciénega, In November a fall of a
scoop tram at Fresnillo

Accident rate was reduced as a
result of our safety programmes

Increase 1s mainly explained by
the two fatal accidents




Priorities, policies and programmes

Group policy 1sto put the life of our personnel above
all else We have zero tolerance rules that absclutely
prohibit any deviation from the Group's safety rules
and procedures.

In order to maintain the wellbeing of our personnel,
we provide a range of medical services for umon
and non-uron employees and contractors. Health
programmes itclude annual examinatians, routine
vacanations, health seminars and comprehensive
medical care for those in need This enables us to
monitor occupational 1linesses, implement preven-
tlon programmes and monitor the general health of
our personnel to reduce common conditions such
as diabetes hypertension and obesity

workplace safety measures are specific to the na-
ture of each mine unit 1n underground mires we
install ventidation systems, provide refuge stations
and reinforce mine works with a roof support sys-
tern based in anchor bolts and shotcrete At open
pit operations we maintain mobile equipment in op-
timal condition to ensure driver safety and promote
off-road trucks and shovels trasming to cperators
through a simulator that virtually exposes workers
to harsh operational situations

All hazardous materials are contained, stored and
labelled properly at every worksite

7o encourage a cutture of health and safety, we
provide ongoing traning through programmes such
as Occupational llinesses Prevention Programme,
Safety Conduct Programme, Safety Programme for
Faciltators Hazardous Materials Management and
First Aid

2010 highhghts

* US$6 0 million mvested in health and safety infra-
structure, INtiatives and traming

Group safety advisors certified by the Bntish Stand-
ards Institution as OHSAS 18001 Leader Auditors
Enrolled our medical doctors i a two-year occu-
pational health master’s programme at Unnersi-
dad Autdnoma de Coahutla (UAC)

Trained 15 rescue teams, the Fresnillo mine team
placed third in the Mining Rescue category at the
12th Mine Rescue Team Competition organised
by CAMIMEX

» Conducted 133 medical scans of employees
waorking in higher nsk operational areas
e Reduced absenteeism at Ciénega by 20%
through periodrc wisits from medical specialists to
the ming
Reduced lost work days at the Fresnillo mine by
21 0% through a Health Integration Programme
implemented in partnership with the Mexican In-
stitute for Social Secunty (IMSS} In 2009
Achieved 80 0% advance in QHSAS 18001 2008 cer-
tification at Fresnillo, mibiated the process at Herra-
dura, Soledad-Dipolos and Ciénega at year end
For the Safe Enterprise Certificate (granted by the
Mexican Secretanat of Labour) certfication i1s ob-
tained following completion of three levels of the
Safety Self-Management Programime Herradura
completed the First Level programme n 2010
and 1s awalting the Secretariat's report Fresnillo
and Clenega, due to the fatal accidents, were put
on stand-by until the recommended preventive
reasures are reviewed, Saucito 1S awalting review

2011 pnorities

« Zero fatal accidents and a 20 0% improvement in
other safety indtces

= A 10 0% reduction in lost work days rate for gen-
eral ilinesses

¢ OHSAS 18001 2008 certification at Fresnillo and

50 0% progress at all cther operating mines

First level of the Safe Enterprise Certificate at all

operating mines, integration of Soledad-bipolcs

Into the programme

Creation of an internal health team and ergonom-

Ics committee at Herradura

TWO FATALITIES IN 2010

We deeply regret the loss of two employees i un-
derground rmines this year, the first at Cienega by
carbon monoxide poisoning, and the second at
Fresnillo by a fall of 3 scoop tram

The HSECR Committee maitains Its SHICt Comimit-
ment to a Zero Fatality Rate, and following thorough
nvestigations of these incidents the Commttee has
requested additional training be provided to extend
awareness about the fatal consequences of disre-
garding safety procedures
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SUSTAINABLE

DEVELOPMENT REPORT continued

ENVIRONMENT

Objective

Environmental performance Miruimise environmental impact of alt operations and throughout the hifecycle

of a mine

Environmental management Comply with legal and regulatory requirements and align our operations with |

international best practices

PERFORMANCE INDICATOR

Energy consumption
Gigajoules per tonne of product

Fresh water consumption
Cubic meters per tonne of product

Greenhouse gas emission
CO,e tonnes per tonne of product

Environmental incident lost
days rate

Total number of days in which
Qperations were compromised due
to environmental incidents

2008

0157

0137

0015

COMMENT

Eco-efficiency projects

Eco-efficiency projects

Eco efficiency projects

Environmental incidents refer to
tailing dam leakages, teaching
pad contamination, fires within
mines and facilities, and spillage
of hazardous materials




Environmental impact, polcles

and programmes

Our aperational philosophy 1S {0 Manage environ-
mental nsk and mitigate our impact over the hfecy-
cle of a mine The Group’s environmental manage-
ment systems extend from the exploration phase,
to mine development and operation, {0 closure
and restoration This year, we invested US$2 é mil-
lion In environmental efforts, including infrastruc-
ture and programmes

Through our long-term experience I the mining
sector, we have identrified five main environmental
aspects on which our operations have an impact
and therefare require control and mitigation (see
following page for detailed informatton)

e Water

* Energy

« Dust and Greenhouse Gases

* Waste and Hazardous Maternals
= land/Biodiversity

There were no reportable environmental ncidents
In 2010

2010 certification highlights

= 15014001 2004 re-certffication at all Group mines
and the Exploration Divtsion

¢ Clean Industry (PROFEPA) re-certification at all
Group mines

= International Cyanide Code Certification audit
completed at Herradura, and implementation
process advanced by 62 0% at Cienega

* Obtained Mexican Greenhouse Gas Programme
{GHG) membership for self-reporting of GHG
emisstons at the corporate level

« Registered in the Carbon Disclosure Project in the
FTSE 350 category for self-reporting on Climate
Change nsks and strategles

2011 pniortties

+ Maintam all existing cerbificattons

+ Obtain Cyanide Code Certificate at Ciénega, im-
plement inival evaluation at Soledad-Dipolos

= Coach four contractors at the Fresnillo mine so
they may participate 1n the Clean Industry Certifi-
cation process

Water treatment plant at Fresnillo

The 150 htre/second facility started operations and
is treating more than 35% of the city's sewage for
reuse in the mine’s processes

Chimate change

We participated in the Carbon Disclosure Praject for
the first time i 2010, a nhon-profit orgarisation that
promotes chmate change reporting for risk assess-
ment and mitigation efforts We endorsed the Can-
cun Commumgué at the COP 16 seeking action by
governments globally on chmate change

Biodiversity conservation

We are a founding member of The Corporate Com-
mitment on Wilderness, a conservation partner-
ship between the Mexican private sector and The
Wild Foundation Qur three mamn projects are the
Sustanable Forest at Ciénega, which now covers
close to 500 hectares of reforested land the Sus-
tainable Complex at Fresnilio, an arwmal care facility
and ecoiogical park that welcomed 35,665 visttors
i1 2010, and the Sonoran Pronghorn Conservation
Programime at Herradura, designed to pratect and
mormitor pronghorn populations

We participated n a profect with the Comision
Nacional de Areas Naturales Protegidas (CONANE,
Mexican public entity that supports land conserva-
tion) to 1ssue a catalogue of photos about the Mexi-
¢an species under threat of extinction
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SUSTAINABLE

DEVELOPMENT REPORT continued

ASPECT

Water

Energy

Dust and
Greenhouse
Gases

Waste and
Hazardous
Matenals

Land/
Brodiversity

IMPACT

High water consumer
but most of the needed
water 1S reprocessed
Fresh water 1S sourced
from within the mines
at Fresnillo and Cienega
and through wells at
Herradura Mirumal
water discharges

High energy consumer,
mainly electricity for the
beneficiation plant and
diesel to operate mobile
equipment

Medium impact from air
€missions. The Company
1S ot a major emitter of
CO, Our main emissions
from operations are
fugitive emissions at
open pit mines caused
hy vehicle traffic.

High waste producer
The most significant
waste product
generated by our
processes Is talings. we
also handle hazardous
materials and waste

High local impact on
ecosystems. Areas
where we impact the
most are the tailing
dam terrains and
frontier fand where we
perform exploration and
prospecting

OBIJECTIVES AND
PROCEDURES

Reduce urit consumption

of fresh water through
recircilation, control residual
water discharges We limit
consumption of fresh water

to replacement of evaporated
water from tailing dams, we have
no residual water discharges.

Redluce unit conisumption of
energy We implement energy
efficiency projects and seek
renewsable sources of energy to
the extent possible

Contain fugitive dust,
rmirimise unit CO, emissions
We water down mine roads
and use extractors to ventilate
underground mines.

Maxirruse the rate of reuse

of industnal and hazardous
waste, if needed, ensure their
proper containment

We have a range of recycling
and waste management
iniatives, such as the recycling
of spent all, tyres, copper,
paper and cardboard Tallings
dams fully comply with national
and international standards and
we maintain strct controls over
hazardous matenals used

Minimise disruptions to

flora and fauna on land,
mitigate any impact through
conservation efforts,
relocation and reforestation
We participate 1n conservation
projects in partnership

with public agenctes and
commumities. In exploration
projects, we reforest previously
forested areas where dnlling
has been performed

2010 HIGHLIGHTS

Consumed a total of 2 8 mullion m?
of fresh water, a 20 0% reduction
from the previous year The start-up
of the water treatment plant at
Fresnillo meant a reduction of 95 0%
at the mine unit

Consumed a total of 37 milion of GJ
(70 7% diesel, 26 2% electncity, 1 6%
gasoline, 1 5% LP gas), during the year
efficiency projects generated savings
of 5,672 Gl compared to the prior year
equivalent to 2 8% of total consumption

Tested a new product on dust
control at Herradura, using less
water As per the Mexican GHG
Programme, we emitted 205,539
tonnes of CO, from direct sources
n 2010 and 126 788 tonnes from
Indirect sources.

92 0% of reusable material was sold

to third parties as input for other
processes. At Herradura, 835,790 litres
of spent lube il were used for blasting,
representing 47 0% of total waste
generated by the mine unit, at Fresnillo,
99,573 Itres were sold for secondary
usage in agnculture Atthoughwe

are \in complance with regulations
related to the use of hazardous
matenals we began to renforce our
internal controls due to INcreasing
nisks, legal requirements by the
Secretanat of National Defence, and
recormmendations by Internal Audit

All mines and the Exploration Dmsion
have nursenes, with combined
annual capacity of 186,000 trees.
Relocated plant specimens cover an
area of 375 & acres, with an average
survival rate of 83 0% At Fresnillo
the Bicentenrial Nursery was built
with a capacity of 80,000 trees We
also built 3 nursery at Herradura and
have monitored 480 pronghorns as
compared to 250 In 1993 when the
conservaton programme began At
Crénega 84,500 additional trees were
planted in the Sustainable Forest and
the nursery has 100,000 additional
specimens. Nurserles bullt at Noche
Buena and San Julian

2041 TARGETS

Zerd fresh water
consumption at Fresnillo
and Saucito through the
water treatment plant
Evaluate the use of
seawater at Herradura
and Soledad-Dipolos io
wet down roads.

Reduce energy
intensity through
eco-efficiency projects
{motors and fighting)

Reduce GHG emissions
intensity through eco-
efficiency projects

Maintain the rate

of reuse of spent

oll, launch a waste
management
programme at Clenega

Plant 128,000 trees.
Continue bullding
nurseries n all our
expansion projects,
Onisyvo being the next
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SUSTAINABLE
DEVELOPMENT REPORT contmnued

COMMUNITY RELATIONS
Objective

Enhance the perception of Fresnillo plc as a responsible mining company in the communities where we operate

PERFORMANCE INDICATOR

Community perception index
Average perception of four
components —iabour, environmental,
Institutional and social - from three
different sources — household
surveys anthropological
ohservations and personal intervews

2010

2008

85

2006

85

COMMENT

The study 1s conducted every
two years by an independent
third party, thus far the index
has shown the highest possible
ranking score, indicating a “very
positive” perception from the
commurity




Socral impact management,

policies and programmes

We recognise the high social impact of miming op-
erations at the local level Given that our success
depends on the paratlel success of surrounding
communities, we are committed to free, pnor and
informed ¢onsent, far and open negotiations, re-
spect for the customs and culture of local communi-
ties and cooperative landowner groups (endos), and
to being & good neighbour

Community cittzenship begins at the exploration
phase of our work with outreach efforts and robust
baseline studies. Agreements with landowners of-
ten include guaranteed investments 1n the devel-
opment of basic infrastructure such as roads and
water works. Efforts at operating mines depend
upon the type of community and its specific needs,
distance to the cperation and available services
and infrastructure

Sustainability requires that our communities devel-
op a level of seli-sufficiency that will enable them
to thrive for generations beyond the Ife of a given
mine Most of our engagement efforts rely on part-
nerships with local pubkc agencies and NGOs and
are implemented through Welfare and Community
Centres. Agreements can provide a means of secur-
INg long-term access to resources, lowering trans-
action costs and uncertainty, and reducing exposure
to disputes and legal action

In 2010 we invested US$41 milbon in our com-
munity outreach programme, including more than
LUS§97,000 at development and expansion projects.
we also encourage philanthropy on a personal level
and 682 employees contributed to the United Way, a
ron-profit social services organisation

We launched a comprehensive evatuation of the to-
tal impact of our community investments this year
based on feedback from the bienmial perception
study conducted on our behalf by an independent
third party

The framework that guides our community relations
efforts incorporates five areas of impact (see follow-
Ing page for detailed information)

« Environmental cutture

Education

Health and social welfare

» Self-sustaining capacity

» Social infrastructure

L

»

2011 priorities )

* Remnforce the family visits programime and com-
munications at all mine urits

= Complete the impact analysis of our community
investments to determine alignment with com-
munities’ needs and expectations
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SUSTAINABLE

DEVELOPMENT REPORT continued

SOCIAL ASPECT OBJECTIVES AND PROCEDURES 2010 HIGHLIGHTS

Environmentatl
culture

Education

Health
and social
Integration

Self-sustaiming
capacity

Social
infrastructure

Go beyond our environmental
mitigation efforts and have
impact on a wider scale

We sponsor environmental

tnvestment US$54,800

Community celebrations of world Environment Day, World Water Day, Earth Day, World
Tree Day, and Natienal Conservation Week, with total participation of 5,940 people
Donated and planted almost 117 500 trees for reforestation campaigns at all mine units,

campaigns and promote actvities  Received close to 41,250 visitors at the Fresaillo Sustainability Complex, which was

such as water conservation,
recycling efforts reforestation
and clean public areas.

Promote local development
we fund local schools, support
cultural festivities and promote
the study of sciences and
respect for values and customs
through teacher traiming and
student workshops.

Promote health and positive
interactions that bring together
employees, farmilies and
commumty members We
extend wellness programmes
into the community stch

as nutritan counselling,
hygiene habits, athletics and
recreational activities

Ensure the commumity’s long-
term self-development Tnrough
volunteer actmvities of the Fresnillo
Ladies Committee chaired by the
wives of the Company’s Charrman
and CEQ, and n Welfare Centres,
training and development in
alternative sources of Income and
promoting local enterprises.

Satisfy the basic needs of
our communities Through
partnerships, support public
works and services such as
electncity, sewage, housing,
schiools, chmces, roads and
telecommunications.

awarded certification for quality in environment management Supplied 700 trashcans
for garbage separation at Herradura Organised monthly cleaning campaigns at the
Saucito project

Investment US$926,200

Cultural and civic celebrations such as the Bicentennial festvines. Facititated values
workshops for 120 teachers and 598 women Donated teaching matenals to various
educational centres. Executed children summer campaigns focusing on values

and confidence promotion Implemented the INNCVEC programme at Fresnillo
benefiing 2 271 children in science Innovation At Cienega, bullt a high school wath

the Durango State Science & Technotogy Studies College (CECYTED) At Fresnillo
restored a kindergarten and built a dome at the Gonzalez Ortega school established for
employees' families. Donated material to a hbrary and a schocl at Saucito Opened a
dining room at the elementary school at Orisyvo

Investment US$2 5 million

Celebration of Miners , Mothers', Children’s and Christmas Days. Cffered vaccination

and health campaigns through partnerships with local heglth offices and the Mexican
Secretanat of Health Organised sports and recreational actmtes for 4,930 persons.
Events included suppart for Health Weelks {through tests such as bone density and
glucose), triathlon in Fresnillo with 300 athletes, Uruguayan football tournament 1n
Cienega with 400 children, Baseball & Foothall Academy at Herradura for 70 children, and
two 5 km races at Saucito, among cther activities. We provide major medical coverage for
families at Fresnillo and Herradura, and at Ciénega ran an onsite clinic for all personnel
and dependents. This year we completed construction of 35 houses for union workers at
Ciénega, restored a public gym at Fresnillo, purchased 8 2 acres of land for a sport facility
for workers, and supphed egquipment for the fire rescue team at Herradura

Investment U$%$26,700

Offered 27 courses at our Welfare Centres with the participation of 1 297 people from
surrounding communities. e offered a special course on women's Development at all
mine units.

Investment US$2 6 million

AtCiénega completed the second stage of the main street paving through a partnership
with the Mexican Secretanat of Social Development {(SEDESOL} Other projects underway
construction of a gym, football yard, public library and fresh water well At Fresnillo,
underwrote the paving of 3,700 metres of road At Herradura, completed the second

stage of the Costa Caborca Community Centre that benefits 14 communities and funded
restoration of the community church At Saucsto, paved a path and built two meeting rooms
for the gridos In Onisyvo, donated cisterns that will prowide water to 30 families.
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FINANCIAL
REVIEW

The Consoldated Financial Statements of Fresnillo pic are prepared in accordance with International Fi-
nanclal Reporting Standards (IFRS) This Financial Review IS intended to convey the mam factors affecting
performance and to provide a detailed analysis of the financial results i crder t0 enhance understanding
of the Group's financial statements.

0 The full Financial Statements and their accompanymng notes can be found on pages 114-158

COMMENTARY ON FINANCIAL PERFORMANCE

In 2010, the Fresnillo Group generated strong financial results driven by the ralty in precious metal prices, the
contnbution of Soledad-Dipolos and the robust operational performance of the Group munes. These were
somewhat mitigated by 1) higher exploraton expenses and by higher depreciatton expense resulting from
recent capital Investmenis, both n support of the Group’s organic growth strategy, and 1) higher adjusted
production costs reflecting a stronger peso, nsing electricity and diesel prices and an increase In activities
to ensure continuous operations, as well as higher taxes and profit sharing As a result, attributable profit
n the year, excluding the effect of the Siverstream revaluation rose 72 3% from US$308 0 milion in 2009 to
US$530 8 million in 2010

INCOME STATEMENT

Key Items of the income Statement are shown below

INCOME STATEMENT KEY LINE ITEMS (LS$ /mufions)

2010 2009 % Change
Revenues A0S 84994 458
Cost of sales 435 {321 63) 353
(Gross profit &) 528 31 B44
Exptoration expenses 2 4% 06 674
EBITDA 4! 496 62 903
Profit before income tax 022 457 42 1235
Income tax expense 9915 1753
Profit for the year 2 35827 1092
Profit for the year, excluding post-tax Siverstream revaluauon effects 344 30 87
Attributable profit EY 32209 106 6
Attributable profit excluding post-tax Sitverstrearn revaluation effects } ¥ 308 04 723
Basic and diluted earnings per share (US$/share) 7 0 443 1065
Basic end diluted earnings per share excluding post-tax Siverstream
revaluation effects (USS/share) ;Eié ) 0430 721

' The weighted average number of ordinary shares for 2010 and 2009 was 717 160 159

Fresniflo plc's financial performance I1s determined by the level of efficiency m executing the Group's strat-
egy and the impact of several external factors. The quality of our asset base, the ability to maxumise its
potential, and personnel and management’s skills are among the most Important internal drivers underlying
our financial results, The external vanables with material impact on Group performance are dependent on
market conditions and are thus outside of Fresnillo plc's control These include

Precious metal pnces

volatiity 1n the global economy and the sovereign debt cnsis in Europe fostered safe-haven mnvestment
demand, resulting In gold and silver prices reaching record levels.in 2010 the average realised price of sitver
Increased 40 0% to US$21 39 per ounce, while the average gold price reached US$1,252 05 per ounce, a
24 6% Increase year-gver-year The Group's Income Statement 1S considerably impacted by these varnables,
as 95% of our revenues come from these metals. in addition, the strengthening of forward sitver prices in
2010 significantly impacted the valuaticn of the Silverstream contract, considerad to be a derivative Instru-
ment under IFRS, which resulted in an unreahised pre-tax gain of US$191 8 million recogmised in the income




statement Expectations of future sitver price 1s one of the key assumptons underlying the valuation of this
coniract and analys!s of the impact on the contract’s vatue of changes in the price of sibver 1s provided in
Note 32 to the Financial Statements. We maintain a policy not to hedge silver and gold price exposure and
therefore provide shareholders with full exposure to fluctuations in sitver and gold prices.

Foreign exchange rates

The average spot exchange rate of the Mexican peso to the US dollar was revalued from MXN13 52 per US
dollar in 2009 to MXN12 &4 per US doilar in 2010 This variable had an adverse effect on the Group’s pro-
duction costs, as costs denominated 1IN Mexican pesos (approximately 70% of total costs) increased when
converted to US dollars. The negative impact of the 6 5% average revaluation within the costs was estimated
at Us§2 s rmillion

The spot exchange rate at 31 December 2010 was MXN12 36 per US dollar, representing a 5 4% revaluation
when compared to the MXN13 06 per US dollar at the beginning of the year The Group’s taxable profits are
determined under Mexican GAAP In pesos and this revaluation had an adverse effect on the peso value
of US dollar-denominated net monetary asset position, with the Silverstream Contract and cash and cash
equivalents being the most important As a resuli, a foreign exchange loss under Mexican GAAP was gener-
ated, lowenng the Group's taxable profits ’

Inflation of key operating matertals
YEAR OVER YEAR CHANGE

Steel for driling {0 1%
Explosives 48%
Tyres {13%)
Sodium cyanide (24 4%}
Other reagents 113%
Olls and ather lubricants 104%
Weighted Average 19%

The net increase In the weighted average input cost over the year was 19% The average unit price of
several operating matenals fluctuated In 2010, reflecting prevailing economic conditions. Reagents such as
zinc and copper sulphates increased sigmificantly over the course of the year reflecting the hugher pnces of
those metals. Average prices for sodium cyanide however, an important reagent used in the gold leaching
process, declined

Further ncreases \n the unit prices of all inputs are expected for 2011 reflecting the increase in demand 1o
support expansion plans within the broader mining industry

Electnicity

Fresnillo plc’s weighted average cost of electricity increased by 24 6% when compared 10 2009

This followed the expected rate increase from the Cormiston Federal de Electricidad (CFE}, the national utility,
with recovering economic conditions prompting the Mexican government to reverse its policy of reducing
electricity pnces to control inflauon  The unit price of electricity for 2011 1s expected to move In line with
CFE’s average generating cost

Diesel

The weighted average cost of diesel in Mexican pesos increased by 19 6% year-on-year reflecting the Mexi-
can government’s decision to align fuel and diesel prices with international rates In accordance with this
policy, a similar increase 1s anticipated for 2011
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FINANCIAL
REVIEW continued

Treatment and refiring charges

Treatment and refining charges (TRCS), which are deducted from adjusted revenues for the purposes of
revenues as disclosed in the income statement, are reviewed annually in accordance with international
benchmarks. The treatment charge per tonne of lead concentrate, including the escalator, remained steady,
while treatment charge per tonne of zinc concentrate increased by 3 2% when compared to 2009 However,
this increase was completely offset by a 29 7% decrease tn the refining charge per ounce of silver, which
represented 42% of total treatment and refining charges. As a result, total TRC charges decreased by 6 9%
year-on-year, despite the increase in volumes of product sold

The effects of the internal and external factors impacting each of the stems of the Income Statement are
further descnbed below

REVENUES
CONSOLIDATED REVENUES (US$ miliions)
Change

2010 2009 Amount %
Adjusted revenue ? AFATR07 943 96 52994 561
Treatment and refining charges 3 (6923) 486 (70
Hedging losses (Pre-IPO) * (2502) 2502 (100
Hedging gans % 023 {023 (100
Revenues 1940095 84994 559 41 858

2 Adhusted Revenue is revenue as disclosed 1 the Income staternent adyusted to exclude hedging effecis and treatment and refinmg charges
3 Dervatves terminated pror (0 the 1PO 0 2008

Total revenues for the full year rose to a record US$1,409 5 million, a 65 8% increase when compared to
2009 The main contributor to this significant increase was adjusted revenue which rose 56 1% to US$1,473 9
milion Higher average realised meta! prices accounted for &5 6% of the total US$530 0 million increase in
adjusted revenues The remaining 34 4% of the favourable effect reflected the additional volumes of gold
ounces sold from Soledad-Dipolos, Cienega and Herradusa

The Fresnillo Group has not entered mto any silver and gold hedging contracts since 1its lritial Pubhic Offer-
ing {IP0O) In 2008 and does not intend to do so, thus providing full exposure to fluctuations in siver and gold
prices. In 2010, Fresnillo plc did not enter any new denvative contracts to hedge the price of lead and zinc
hy-products

However, prior to the IPQ, the Group used derivatives 1o reduce commadity price risks arising from the
volatiity of silver and gold prices. In 2009, a final non-cash charge of US$250 million was reflected aganst
adjusted revenues as a result of the hedging instruments that were terminated in 2007, but for which cumu-
latve losses were recycled to the income statement at the time of the occurrence of the hedge transaction
to which they related

ADJUSTED REVENUES* BY METAL (Year ended 31 December, US$ miihons}
Volume  Pnce

2010 2009 Varance Vanance Total %
Sitver 74615 51% 52963 56% 16 2129 2165 409
Goid B3| % 3917 3% w2z @9 4y 819
Lead g 2% 2698 3% 29 a5 74 274
Zing "4 3% 2818 % ay 72 19 422
Total Adjusted Revenues 1,413“91; 100% 94396 100% 182 4 3475 5299 561
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Gold share of total adusted revenues increased from 38% in 2009 to 44% In 2010 as a result of the start-up
of commercial production at Soledad-Dipolos. Silver share thus declined to 51% in 2010

MIIAYIAQ dNOYUD

ADJUSTED REVENUE BY METAL ADJUSTED REVENUE BY MINE
ﬁ SILVER  57% FRESNILLO 52%
GOLD 44% HERRADURA 25%
@ ZINC 3% @ CIENEGA 14%

@ LEAD 2% ® SOLEDAD-DIPOLOS 9%

ADILVYLS

VOLUMES OF METAL SOLD (Year endad 31 Decemnber}

2010 2009 % Change
Sitver (Koz) ;ia;_ség 24,676 06
Golg {0z) 527780 363205 437
Lead (t e 14 565 102
Zinc {t) 1§63 16,134 155

COST OF SALES

Change

2010 2009 Amount %
Agdjusted production costs® 34,2 209 80 10217 487
Depreciation 05392 6723 7w 565
Change in work In progress }1‘@;@)’;; 1294 {2971) N/A
Profit shaning j.azzés? 2458 1310 533
Hedging {of exchange rate) ﬂi@ 02) 708 101Q) N/A
Cost of sales 43.’::‘08 32163 113 45 353

SCalculated as totai production costs less depreciation profit shanng and exchange rate hedging effecrs

b
m
o
o
o
o
=
b
=
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The main factors affecting the sncrease in cost of sales were

« Adjusted production costs increased to US$312 0 millon a 48 7% increase when compared to 2009
Of the US$102 2 increase, US$55 1 miflion, or 53 9%, related to production costs incurred at the new
Soledad-Dipolos rmine inits first year of commercial production [n addition the revaluation of the average
spot exchange rate resulted in a WSS9 5 million adverse effect when converting peso-denominated Costs
to US dollars. The discussion below factors out the impact of foreign exchange movements in the peso
denominated costs for each category in order to reflect the underlying operasional unit cost changes

JONVNYIAOD

» Contractor costs rose by US$12 7 million as a result of 1) stnpping cost of the Valles pit recorded in the in-
come statement, while (n 2007 these costs were caprtalised, 1} the increase in development works to ensure
continuous operations, i) shotcreting and rock botting actvties carned out mamndy at the Fresnilo mine to
secure personnel safety; M increased mine senaces which are typically conducted by contractors such
as road maintenance and pumping. v) additional volurnes of ore ant waste matenal hauled over tonger
distances at all our mines, and vi) higher urit fees charged by contractors, which include the annual nse in
labour costs, depreciation of the contractors” equipment, operating matenals and fuel and lubricants.

STVIONVNIA

« The cost of energy rose by US310 7 million as a result of ncreases in electricity and diesel prices of
24 6% and 19 6% respectively Additional consumption of energy was assocCiated mainly with higher
production volumes at our mings, and to a lesser extent, to the longer haulage distances affecting
censumption of dieset
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REVIEW continued

-

Operating materials increased by US$4 O million due to increased consumption of explosives, anchors,
steel and lubricants related to the additional volumes of ore produced at the mines. These Increases
were mitigated by operating efficiencies achieved through the Six Sigma methodology anc other cost
control Intiatives.

The ¢ost of personnet increased by US$2 4 million s a result of 1) additional personnel hired at Her-
radura 1) a 6 5% Increase In wages plus a 1% bonus in base salary, 1) bonuses associated with the
implementation of efficiency projects, and v training to improve safety indices.

The cost of maintenance rose by US$2 3 millicn due to 1) maintenance and repaw of locomotives at the
Fresnillo mine, and 1) intensified use of equipment to load and haul ore and waste at the mines.

¢ Other costs ncreased by US$3 5 milhon as a result of additional equipment mnsured, survelllance,
freight and IT expenses.

Depreciation increased by US$38 0 millon manly due te the larger asset base following the completion
of Soledad-Dipolos, higher production volumes which affected the depletion factor, and the purchase of
addrional high-capacity trucks and loaders

The current year Increase in work in progress as compared to the decrease in 2009 benefited the move-
ment in COS by US329 7 million In 2010, ore deposited at Soledad-Dipolos Increased inventontes of ore at
this mine, while 1n 2002 a charge of US$12 ¢ million was recogrised as a result of the decrease of mineral
and concentrate inventories at Herradura

Proftt sharing rose by US$13 1 millon due to higher profits at our operating mines.

The Fresnillo Group enters into certain exchange rate derivative Instruments as part of 8 programme to
mutigate 1ts exposure to foreign exchange risk assoctated with costs incurred in Mexican pesos. The for-
ward sales position that matured throughout 2010 was for US877 5 million at an average rate of MXN13 17
per US dollar Forward contracts which matured throughout the year resulted in a USS2 9 million gain
recognised In the income statement The outstanding net forward position as of 31 December 2010 was
US$51 0 millton with maturity dates throughout 2011

Additionally the Group entered into a ¢combination of put and call options structured at zero cost (collars)
During the year collars hedging US$14 5 rmillion of costs denominated in Mexican pesos matured Result-
INg N a US$0 2 milhon gain recognised in the income statement Collars hedging costs denominated in
Mexican pesos equivalent to US$36 0 milhon will mature 1n 2011 with an average floor exchange rate of
MXN13 03 per US dollar and cap of MXN14 23 per US dollar These instruments guarantee a minmum
exchange rate should the market fall below the floor exchange rate Between the floor and cap exchange
rates the Group sells US dollars at the market rate, and when the Mexican peso per US dollar exchange
rate goes above the cap rate, the Company 15 obliged to sell US dollars at the contract rate




COST PER TONNE AND CASH COST PER OUNCE

Cost per tonne milled across our operating mines increased when compared to 2009 as shown in the
table below

COST PER TONNE {year ended 31 December)

2010 2009 % Change
Fresnillo Uss/tonne milled ] ETET 121%
Ciénega Usssonne milled i 65351 6145 72%
Herradura USS/tonne deposited 517 1%
Soledad-Dipotos uss/Aonne deposited i g ;.; N/A N/A

& Thig indicator 15 calculated as total production costs less depreciztion profit sharng and exchange rate hedging effects. 0 2010 however
freight costs associated with ore transported from Fresnillo pic's mines to Met Mex faciities, wiich are usually prasented as a deduction to
Adusted Revenues, were reclassihed and added to the cost of freight of inputs under production cosls, thus dusirating the full impact of
freight costs
Cost per tonne figures preserted within the 2009 Annual Report excluded freight charges agamst revenues, thus those higures are shown
with a pro forma reclassification in order ta be comparable with 2010 calcilations. The main variables explaining these Increases ont a mine

by mirie basis can be found m the Review of Operations on pages 32 55

CASH COST PER OUNCE?’ (rear ended 31 Decernber)

2010 2009 % Change
Fresnillo USS per sitver ounce o Te0, 337 © 9%)
Ciénega US$ per gold ounce 19T B6E 190 61 1 7%
Herradura 1SS per gold ounce :%gfsl} 34290 (5 4%)
Soledad-Dipolos USS per gold ounce “38345 N/A N/A

TCash cost per ounce is calculated as total cash cost (cost of sales plus treatment and refimng charges less depreciation) less revenues from
by products divided by the siver or gold ounces sold

Cash cost per silver ounce at Fresnillo reflected a modest decrease (see table below) due to higher gold,
lead and zinc by-product revenues (resulting from increased sales volumes and higher metal prices) In
addition, the slight increase in volumes of siver produced and sold also mitigated the adverse effect of
the higher adjusted production costs.

Cash cost per gold cunce at Cienega shghtly increased reflecting the higher adjusted production costs
associated with the development works at the mine and the 24 6% decrease in silver by-product produc-
tion, partially offset by the higher zinc and lead by-product sales and the increased gold ounces sold

Cash cost per ounce at Herradura decreased by 5 5% as a result of the higher gold ounces produced anc
sold at this open mit mine Cash cost per gold ounce at Soledad-Dipolos was US$383 15, higher than Her-
radura’s cash cost due to the natural lower ore grade impacting total gold ounces sold
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FINANCIAL
REVIEW continued

GROSS PROFIT
Gross profit, before hedging gans and losses, 1s an important financial indicator to measure the profitabthity
at each mine and at the Fresnillo Group as a whole

CONTRIBUTION BY MINE TO THE GROUP’S GROSS PROFIT EXCLUDING HEDGING GAINS AND LOSSES (USS miions)

Change

2010 2009 Amount %
Fresnillo 7 R0 592% 366 17 65 4% 208 63 50 8% 570
Ciénega = Oha 97% 65 30 11 7% 28 83 7 0% 141
Herradura pi 22 4% 12838 22 9% 88 7 217% 692
Soledad-Cipolos AT BAN IO 87% 8409 205% N/A
Total for operating mines 1970837 100 0% 559 85 1000% 41046 1000% 733
Other subsidharies [k 033 082 N/A
Metal hedging fosses) and gains | " ,:“ (24 79) 2479 (100)
MXP/USD exchange rate hedging [+ z8eees
(lcsses) and gains tﬁé‘%@ﬁ (7 08) 1010 N/A
Total Fresnillo plc 922:3";@5} 528 31 446 17 844

In 2010, total gross profit for operating mines, adjusted to exciude hedging gains and losses, increased by
US$410 5 million a 73 3% Increase over 2009

This indicator considerably benefited from the higher precious metal prices, contributing US$327 ¢ million,
of which 64 9% corresponded to the price of sitver, 31 4% to the price of gold and the remaining 3 7% to the
prices of lead and zinc by-progucts.

Operating perfarmance was also an important contributor to Gross Profit excluding hedging effects The
maost iImportant tactor in the 2010 increase was the contribution of the new Soledad-Dipolos gold mine
(US$84 1 million), with higher production volumes at Herradura, Fresnillo and Ciénega also benefiting
gross profit In total, the favourable effect generated by higher sales volumes at these three mines was
uss$sd 9 milhon

Cther favourable efiects were lower treatment and refining charges and changes in work In progress due to
the increase in Soledad-Dipolos inventories.

The benefits described above were sormewhat rmitigated by 1) the adverse effect of the US$37 7 million
Increase In adjusted production cost, 1) the US$27 2 negative iImpact of the higher depreciation expense, 1)
higher profit sharing, and Iv) the adverse impact of the revaluation of the Mexican peso agamnst the US doltar
impacting peso-denominated costs.

The contribution by mine to the Group's Gross Profit, excluding hedging, changed this year due to the incor-
poration of Soledad-Dipolos which comprised 8 7% of the total, dduting the participation of the other three
rmines. Fresnillp continues to be the biggest contnibutor with 59 2%, foliowed by Herradura and Ciénega with
22 4% and 9 7% respectively

ADMINISTRATIVE EXPENSES

Administrative expenses of US$52 é million increased by 5 5% compared to 2009, and include administra-
tive fees paid {0 Servicios Administrativos Pefioles, SA de CV (SAPSA} under the New Services Agree-
ment {NSA), legal and adwisory fees, and expeanses associated with administrative personnel working at the
Group’s corporate offices. The Increase was mainly related to additional administrative services provided by
SAPSA related to the new Soledad-Dipolos mine and to the construction of Saucito




EXPLORATION EXPENSES

BUSINESS UNIT / PROJECT (LISS rinihons}

Exploration expenses Capitalised expenses
Herradura B3 Qo
Soledad-Dipolos 23 oo
Fresnillo x| Q0
Ciénega 54 00
~Noche Buena 60 00
Herradura corndor 57 00
San Ramon a7 ao
saucito 0o 42
luanicipio 00 53
San uban 75 BS
onsyve &1 0a
San Juan 18 00
Ciénega (area of influgnce) 64 0o
Centauro Deep 21 00
Lucerito 14 00
Candameda 11 00
San Nicolas 07 00
Guanajuato 09 00
Leones 08 00
Others 121 040
TOTAL 821 180

Exploration expenses for the year totalled US$82 1 million, a 67 4% ncrease over the previous year An ad-
diional US$18 0 million related to the development of the Saucito mine and for the San Julidn and Juanicipio
advanced exploration projects was capitalised These projects have sufficient geotogical and technical in-
formation that ailows for a reasonable expectation of becoming operating mines in the future Exploration
expenses, Including those capitalised, totalled US$100 1 mullion, representing a 77 2% increase over 2009

As anticipated, Fresnillo plc conducted an intensive programme ¢f exploration and mining works over the
course of the year aming to expand the resource and reserve base and confirm resources estimates. This
expenditure also included the Noche Buena pre-feasibility study San Jubén and Onsyvo scoping studies and
the pre-feasibility study at Juanicipio As part of our crganic growth programme, the exploration budget for
2011 has been increased to US$251 4 millton, of which US$100 ruillion 1s expected to be capitalised

EBITDA
EBITDA & EBITDA MARGIN (Year ended 31 December US$ milfions)

2010 2009 % Change
Gross Profit STA, 528 32 84 4%
+ Depreciation (7 67 23 56 5%
- Administrative Expenses i {49 87) 55%
- Exploration Expenses i {49 06) 67 4%
EBITDA '945 00 496 62 20 3%
EBITDA Margin B710% 58 4%

EBITDA, which is calculated as gross profit as reflected in the income statement plus depreciation less ad-
ministrative and exploration expenses, achieved a new record level of US$945 0 rmillion in 2010, 2 90 3% In-
crease year-on-year This Key financial indicator benefited from the higher gross profit levels, partially offset
by the increase in exploration expenses. Similarty, EBITDA margin rose from 58 4% n 2009 to 67 0% in 2010
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FINANCIAL
REVIEW contined

SILVERSTREAM REVALUATION EFFECTS
The Silverstream Contract 1S accounted for as a derivative financial instrument carrnied at far value in 2010,
the Increase in fair value of the Silverstream asset was US$191 8 million, which represents a significant in-
crease of 64 2% compared 10 the value as at 31 December 2009 As a result, a corresponding nen-cash gain
was recognised in the Income statement This unrealised gain comprised 18 8% of the Group's profit before
tax, highlighting the increased impact of this instrument In the income statement Since the IPQ, unrealised,
non-cash profits associated with the Siiverstream Contract have totalled US$211 2 milion As silver pnces
are likely to move cyclicalty, any unrealised future losses would also be recognised in the income staterment
For example, the Group estimates that a 25% increase/decrease in the expected future prices of silver as
used In the valuation at 31 Decermnber 2010, would resuit in an unrealised gain/loss respectively of US$120 2
million recognised In the Income statement

0 Further information related to the Sifverstream Contract 15 provided in the Balance Sheet section below and notes 15, 31

and 32 to the Consolidated Financial Staterments

FOREIGN EXCHANGE

The foreign exchange result 15 caused by the conversion of monetary assets and babilitties denominated in
foreign currencies to US dollars. In 2010 a USS3 3 million foreign exchange loss arose mainly as a result of
) the devaluation of the UK pound sterling against the US doliar on the dwvdends paid in pounds and the
conversion of the pound sterling position held in treasury to US doilars, and ) the revaluation of the MXN/
US dollar exchange rate which affected the value of peso-denominated net labilities when converted to
US dollars. This loss adversely compared with US$9 S million foreign exchange gain recogmised in the 2009
Income Statement, following the devaluation of the US dollar agamnst the UK pound sterling, which affected
the cash positton denominated in sterling

TAXATION

Increased profit levels drove the income tax expense up to US$273 0 million, a 175 3% increase compared
to the previous year Nevertheless the effective tax rate under IFRS was 26 7%, which 1S lower than the
statutory 30% tax rate The main factors in the differential were a) the revaluation of the MXN/US dollar
exchange rate which generated 1) a foreign exchange loss registered under Mexican GAAP, lowering the
Group's taxable profits, and n) movements in the US dollar equivalent tax value of assets that were onginally
valued In MXN and are not subsequently revalued for tax purposes with fluctuations in the Mexican peso/
US dollar exchange rate under Mexican GAAP, and b) certain inflation adjustments for Mexican tax purposes
that have no accounting effect

PROFIT FOR THE YEAR

Profit for the year increased by 109 2% from US$358 3 mullion in 2009 to US$749 4 million in 2010 Profits due
to non-controfing interests (mingrity shareholders) rose to US$84 3 muflion in 2010, a 132 4% 1nCrease, as a
result of the higher profits recorded at Herradura, profits generated by Soledad-Dipolos and the unrealised
gain resulting from the Silverstream revaluation Both mines belong to Penmont, a company jointly owned
by Fresnillo plc (56%) and Newmont (44%)

Despite the 132 4% increase n non-controlling interests, profit attnbutable to Group shareholders increased
by 106 6% to US$665 1 milllion in 2010

Profit for the year, excluding the effects of the revaluation of the Silverstream Contract, increased by 78 7%
from US$344 3 1n 2009 to US$615 1 milion in 2010 Similarly, profit attributable to Group shareholders, ex-
cluding the Silverstream effects, rose by 72 3% to US$530 & milhon in 2010




CASH FLOW

A summary of the key items impacting the Group’s cash flow 15 set cut below

CASH FLOW KEY ITEMS Year ended 31 December, USS mulions)

2010 2009 % change
Cash generated by operations before changes in working capital P 548 8 792
{increase} / decraase N working capital )G (37 8) 3392
Net cash from gperating zctvities 3907 793
Siverstream Contract 90 428
Proceeds from development works at Saucito 107 7393
Purchase ¢f property, plant & eguipment i 261 2) 303
Dwidends paid Lo shareholders of the Company 827 (938) 951
Dividends paid 10 non-controlling interest BI5) . - N/A
Net increase In cash during the year g 926 1700
Cash at 31 December hopg* 3122 792

The 79 2% \ncrease In cash generated by operations before changes in working capital was a result of
record profits generated at the mines. However, this effect was mitigated by a US$166 0 million increase In

working capital, which 1s mainly explained by

Trade and other receivables rose by US$116 7 mithlon The main factor underlying this was the US$99 1

milhion increase In accounts recevables due from Met-Mex, of which 55% 1s attributable to the higher
metal prices, 27% to the higher volumes of are sold to Met-Mex and 18% by modifications in the payment
conditions between Herradura and Met-Mex associated with the doré production Loans granted to con-
tractors for the purchase of equipment further increased other recevables These lpans are consistent

with our strategy of supporting contractors

¢ Inventones increased as a result of the higher volumes of ore deposited at the Soledad-Dipolos pads and
ore from development waorks at $aucito, which were stacked in preparation for commercial production in
1H 2011 Inaddon, the inventory of spare parts, Including tyres, increased in accordance waik our policy

to secure critical Inputs subjact to scarcity

Despite the ncrease in working capital, cash flows from operating activities tncreased by 79 3% to US$700 7

million in 2010

Other important sources of funds were USS55 & millicn received in proceeds under the Silverstream Con-
tract and US$25 6 million in proceeds generated from the sales of ore from the development works at Sau-
cito and processed at the Fresnullo mine, the latter was credited to the cost of the project

The Group Invested US$340 3 milkon 1n the purchase of property, plant and equipment, a 30 3% Increase
when compared to spend In 2009 Investments in these 1tems In 2010 are further described below
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FINANCIAL
REVIEW continuec

PURCHASE OF PROPERTY, PLANT AND EQUIPMENT (USS milhons)

2010
Fresnillo mine <3 Ze07 | Mine develcpment and construction of the San Carlos shait Construction
Z of ramps and mring works at San lidn project (USS22 9 millon)

Herradura ming &5 Purchase of high-volume trucks and loaders construction of leaching pads
and acquisition of surface land Noche Buena's payment for muneral nghts
and rayalties acquisition (US$10 & million)

Cienega ming & Mine develgpment, mining works expansicn of milling capacity, sinking of
the shaft and purchase of land

Soledad & Dipolos 3] Strnpping actvbies and consiruction of lkaching pads

Saucito project il Mining works and equipment for shafts and beneficiation plant

Other 43 Juanicipry Exploraciones Mineras Parreta and SAFSA

Total purchase of property, i

plant and equipment ff;@%ﬁgﬁ:@

Dividends paid in 2010 totalted US$191 1 million, almost doubling those paid in 2009 The 2010 dividend
payments reflected 1) the final 2009 dividend of US$116 2 million and the 2010 interim dividend of US$66 4
million paid to Fresnillo plc shareholders, and 1) US$8 5 million paid to Newmont, the minority shareholder
Iin Penmont

The sources and uses of funds described above resulted In a net increase of US$250 1 million 1n cash and
cash equivalents during the year The combination of this increase with the US$312 2 milhion balance at the
beginning of the year and the unfavourable effect of exchange rate movements on cash of US$2 7 mullion,
resulted In a net cash position of USS559 5 million as at 31 December 2010

BALANCE SHEET

In 2010, the Group mainiaimed a solid financial position with no bank debt

Cash and cash equivalents as of 31 December 2010 were US$55% S mullion, a 79 2% increase compared
to year-end 2009 The main factors driving the significant increase in cash and cash equivalents were de-
scribed In the cash flow section

Trade and other receivables of US$225 0 million rose as a result of the increase in metal prices and higher
volumes sold Additionally, turnover of accounts recervables increased from 30 days In 2009 to 34 days in
2010 mainly as a result of extended payment terms on doré sold by Minera Penmont from 5 to 15 days after
product delivery In addition, other accounts recevables increased as a result of loans granted to contrac-
10rs 1o purchase equipment

These increases were partially offset by the decrease in income tax refunds due, foliowing the recovery of
excess Income tax paid in provisional payments during 2009 over the final Income-tax return

Inaccordance with the Silverstream Contract, Fresnillo pic 1s entitled to receve all of the proceeds in respect
of the payable silver produced at the Sabinas mine owned and operated by the Pefioles Group This contract
i$ accounted for as a dervatve financial instrument, with all payments received being credited against the
carrying value of the related asset The change in the value of the Silverstream derivative from US$298 6
mithon at the beginning of the year to 153427 7 million at the year-end reflects proceeds of US$62 8 million
(US$S5 6 million in cash and US$7 2 million recevable) offset by a revaluation effect of $191 8 millign which
IS @ non-cash gain reflected In the Group INncome statement Given the cyciical movements of silver prices,
the value of the Silverstream asset could increase or decline 1n line with the mavements of the silver price




The net book value of property. plant and equipment was US$895 8 miliion at 31 December 2010, an n-
crease of 300% when compared to 2009, reflecting capital expendifure dunng the year on new devel-
opment projects and ongong investments to optimise gur operations. The main additions undertying the
US$207 1 million increase were the construction of the Saucito project, acquisition of new equipment mainly
at Minera Penmont, construction of the San Carlos shaft at Fresnitlo, purchase of land, and the sinking of the
shaft and expansion of milling capacity at Ciénega
OA more detaled explanation regarding the Company’s investment can be found i the Review of Operations on pages 32-55

Fresnillo pic’s total equity was US$1,919 3 million as of 31 December 2010, a 47 3% Increase when com-
pared to the balance at 31 December 2009 The total number of Issued shares remained at 717,160,159 and
their corresponding nghts and obligations are Set in the Group's Articles of Association

The main factor increasing total equity was the higher profits achieved dunng the year Equiy attnibutable
to minority shareholders rose from US$127 O mulhion to US$205 5 million as of 31 December 2010, reflecting
the increased asset value atiributable to the minonty shareholders

Diwidends of US$191 1 millicn were paid n the year, from retained earnings generated In previous years.
Fresnilto plc's dividend policy takes ito account the profitability of the business, undertying growth in earn-
ings and the capital and cash flow requirements to support future production and expansicns

DIVIDEND

In September 2010 an tntenm dadend of 9 2 US cents per Ordinary Share was declared and pad for a total
of US$éé 4 million Based on the Group's 2010 perfarmance, the Directors have recommended 2 final diwi-
dend of 35 6 US cents per Ordinary Share which will be pard cn 20 May 2011 to shareholders on the register
on 3 May 2011 The dwmdend will be paid in UK pounds sterling unless shareholders elect to be paid in US
dollars The Company s dividend policy takes into account the profitability of the business and underlying
growth in earnings of the Company, as well as its capital requirements and cashflows, whilst maintaiming an
appropriate level of dvidend cover
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BOARD OF
DIRECTORS

Alberto Bailléres

NON-EXECUTIVE CHAIRMAN, ;" years cld

Charrman, Nominations Comimittee

Remuneration Committee .
Mr Ballleres has been on the board of Industrias
Penoles since 1962 and has served as Chawrman
since 1967 The Bailleres family first acquired an in-
terest In Perioles 1n 1962 and Mr Ballléres 1S current-
ly the conitrofling shareholder tn addition to Peficles,
as part of the BAL group of companies, Mr Ballléres
nas Interests In Grupo Palacio de Hierro, a chain of
department stores mainly located in Mexico City,
Grupc Nacional Provincial, a feading Mexican insur-
ance company, Grupo Profuiuro, a pensions and an-
nuities business, and other businesses relaung 1o
financial services and agriculture

Mr Bailleres became non-independent Non-gxecu-
tive Charrman on 15 April 2008 Mr Baiitéres holds
numerous other board appontments, being the
Chairman of the Board of Directors of Grupo Na-
cional Provincial, Grupo Profuturo, Valores Mexi-
canos Casa de Bolsa, Crédito Afianzador, Grupo
Palacio de Hierro, and a member of the Board of
Fomento Econdmico Mexicano (FEMSA), a leading
international beverage producer and distnbutor,
Grupo Telewisa, Grupo Kuo/Dine and BBVA Bancom-
er Mr Bailléres s also currently President of Grupo
BAL and President of the Board of Trustees of Aso-
clacién Mexicana de Cultura, A C and Institute Tec-
nologico Autdnomo de México (ITAM) In addition,
Mr Ballleres 1s a member of the Consejo Mexicano
de Hombres de Negocios and also of Fundacion
para las Letras Mexicanas AC

Jaime Lomelin,

CHIEF EXECUTIVE OFFICER, /o vE3 50Id

HSECR Committee

Mr Lomelin spent 36 years at Pefioles where he
served as Group Vice President of the metals and
chermicals dvision for four years and subsequentty
held the position of CEQ for 21 years. Upon the IPO
of Fresnillo plc in May 2008, Mr Lomelin became its
Chief Executive Officer Mr Lomelin holds a bachelor
of science degree in chemical engineenng from the
Universidad Nacional Autdnoma de Mexico (UNAM)
and undertook business adrmirustration studies at the
University of wisconsin (1958-1959) as well as the
AD2 program at the Instituto Panamericano de Alta
Direccién de Empresas (PADE) In 1975 and also the
Stanford Executive Program at Stanford University
{1984) Mr Lomelin is a member of the Board of Trus-
tees of ITAM and an alternate director of Palacio de
Hierro, Grupo Nacional Provingial, valores Mexicanos
Casa de Bolsa and s also Chawman of the Board of
Trustees of the Chemistry Schoal at the Umversidad
Nacional Autonoma de México (UNAM) as well as a
member of the Fundacion UNAM

Lord Cairns

SENIOR INDEPENDENT

NON-EXECUTIVE DIRECTOR, 71 y2a15 olg

Chairman, Remuneration Comimittee -
Lord Cairns was appointed to the Board on 15 Apnl
2008 He previously served as Chairman of the
Chanibies Aaid Foundation and 1s a board member of
the Mo Ibrahim Foundation He also has previously
served as Charrman of Zain Africa BV (formerly
Celtel international BV), Actis LLP CDC Group, Al-
lied zurich and BAT Industrtes after a career with $G
Warburg where he had been Deputy Chairman and
CEOQ He graduated from Tnirmty College Cambridge




Fernando Ruiz

NON-EXECUTIVE DIRECTOR, &~ y22rs ¢l

Audit, Remuneration and Nominations Cormmuttees _
Mr Ruiz was appointed to the Board on 15 April
2008 He s a former managing partner of Chevez,
Ruiz, Zamarripa y Cia , S C , tax agvisers and consult-
ants. He 1s @ member of the Asociacién Mexicana
de Contadores Publicos, He 15 currently Chairman
of the tax committee of the Consejo Mexicano de
Hombres de Negocios. Mr Ruiz holds nurmerous
board appointments, including Kimberly Clark de
México, Mexichem, Grupo Cementos de Chihuzhua,
Grupo México, Empresas ICA and the Mexican Stock
Exchange MrRuiz graduated fram the UNAM with a
degree in public accounting

Javier Fernandez

NON-EXECUTIVE DIRECTOR, 55 years ol

Norminations and HSECR Comimittees

Mr Fernandez was appointed to the Board on 15
Aprl 2008 He 15 Chairman of the Board of Prime-
ro Fianzas, a private surety company, since March
2007 He has been engaged as a consuttant for
public and private investment transactions and has
been an active wealth management advisor since
2002 For the past 29 years Mr Fernandez has held
Senior executive positions at leading Mexican com-
panies, including 14 years of experience in financial
services. He jotned Grupo BBVA Bancomer, Mexico's
largest financial services company in 1991 as Exec-
utive Vice President Strategic Planning and succes-
sively served as Deputy President for Systems and
Operations and Chief Information Officer, Deputy
President and Chief Financial Officer, and 1n 1999
was named President Mr Fernandez 1s a member
of the Board of Directors of FEMSA a leading Latin
American beverage company, of Grupo Aeroportu-
arg del Pacifico, Mexico's largest aiport operator,
of VISA, Inc, the world's largest electronic payment
network and of ALFA a Mexican hsted conglomerate
with interests in petrochemicals, telecommunica-
tions, autoparts and processed foods. Mr Fernan-
dez has a degree in Mechanical and Electrical engi-
neening from the Instituto Tecnoldgico y de Estudios
Superiores de Monterrey {(ITESM) and an MBA from
Harvard Business School

Rafael MacGregor

NON-EXECUTIVE DIRECTOR, 53 ye3 5 oi2

Chairman, HSECR Cormruttee .
Mr MacGregor was appointed to the Board on 11
January 2008 He has been a corporate director in
Técnica Administrativa BAL since 1999 He Is a mem-
ber of both the Board of Directors and the Executive
Committee of Industnas Pefioles, Grupo Nacional
Provinciat, Grupo Palacio de Hierro, Grupo Profuturo,
Valores Mexicanos Casa de Bolsa, Crédito Afianza-
dor, Profuiuro GNP Afare, Profuturo GNP Pensiones,
Medica Integral, Bal-Ondeo and a member of the
Board of Trustees of ITAM Previous positions held
by Mr MacGregor include CEQ of Valores Mexicanos
Casa de Bolsa (1994-199%) vanous positions, inclug-
INg corporate director, managing director and vice
president of mutual funds at Grupo Financiero In-
verlat (1985-1994), manager of investment strategies
of Operadora de Bolsa, and investment assistant at
Casa de Bolsa Banamex (1982-1983) Since 1999, Mr
MacGregor has been a member of the Board of the
Mexican Stock Exchange and is a former Vice Chair-
man of Mercado Mexcano de Dervados (MexDer)
Mr MacGregor holds a bachelor of science in busi-
ness administration from ITAM and attended the
Stanford Executive Program at Stanford University

Juan Bordes

NON-EXECUTIVE DIRECTOR, o3 years alo i
Mr Bordes was apponted to the Board on 11 January
2008 Mr Bordes has been corporate director in Téc-
nica Administrativa BAL since 1979 He was the CEO
of Artes Graficas Unidas from 1984-1986 and CEO of
Fabncas de Papel Loreto y Pefia Pobre from 1986~
1989 Since 1989, Mr Bordes has been a member
of both the Board of Direciors and the Executive
Commuttee of Industrias Pefoles, Grupo Nacional
Provincial, Grupo Palacio de Hierro, Grupo Profuturo,
valores Mexicancs Casa de Bolsa, Credito Afianza-
dor, Profuturo GNP Afore, Profuturg GNP Pensiones,
Médica Integral, Bal-Ondeo, Albacor and a member
of the Board of Trustees of ITAM Mr Bordes holds
a bachelor of science in chemical engineenng from
UNAM and attended the Stanford Executive Program
at Stanford University He also attended the Business
Management Course ai the Instituto Panamencano
de Alta Direccién de Empresas (PADE)
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BOARD OF
DIRECTORS continued

Arturo Ferndndez

NON-EXECUTIVE DIRECTOR, 5/ vears 0lg )
Mr Fernadndez was appointed to the Beard on 15
Apri 2008 He 1s a member of both the Board of Di-
rectors and the Executive Committee of Industnas
Perioles, Grupo Nacional Provincial, Grupo Profu-
turo, El Palacio de Hierrg, Valores Mexicanos Casa
de Bolsa and Crédito Afianzador Mr Fernandez 1s
alsc @ member of the Board of Dwectars of Grupo
Bimbo, Minera Penmant, Quimica del Rey and Tec-
nologia del Agua (TECSA) and an alternate director
of FEMSA and BBVA Bancomer Mr Ferndndez has
been the rector of ITAM, an independent not-for-
profit tugher education institution, for 17 years. He
also previousty served as the head of the tax pohicy
office at the Mexican Ministry of Finance and as
head of the economic deregulation office at the
Mexican Ministry of Trade Mr Fernandez holds a
bachelor of economics from ITAM as well as a PhD
In economics from the University of Chicago

Guy Wilson

NON-EXECUTIVE DIRECTOR, &7 vears 010

Charrman, Audit Comrmittee

Guy Wilson joined the Board on 1 July 2008 follow-
Ing hus retirement from Ernst & Young LLP He joined
Ernst & Young in 1967 and became a partner in
1979 Since 1972, he has specialised In corporate
transactions covening IPOS, public fund raisings,
acquisitions, disposals and defences against hostile
bids From 1989 to 1991, he was seconded to HM
Treasury to assist with the privabisations of the UK
water and electricity industries and Scottish elec-
tcity From 2000, he primartly, but not exclusively,
concentrated on transactions in the financial ser-
VICES Sector

Fermando Solana

NON-EXECUTIVE DIRECTOR, 80 yea's old

Audit Commuttee .
Mr Sclana was appointed to the Board on 18 Feb-
ruary 2009 He 1s currently President of Solana
consultores, Charrman of the Mexican Council on
Foreign Relations and Chairman of the Mexican
Fund for Educatcn and Development He 1s also an
associate consultant of Analitica Consultores Aso-
ciados as well as a member of the Boards of the
Euroamerica Foundation in Madnd and the Institute
of the Americas at the University of California in San
Diego He 1s 8 member of the Adwvisory Board of the
tatin Amerncan Parliament Previously, Mr Sclana
served n the Mexican government as Minister of
Trade (1976-1977), Minister of Education (1977-
1982) and Minister of Foreign Affairs (1988-1993),
and as a senator In the Parhament (1994-2000) Mr
Solana was President and CEO of Banco Nacional
de Mexico (1982-1988), and served as Chawman of
the Mexican Banking Association (19846-1987) Mr
Solana studied cvil engineering, philosophy, public
policy and administration at the National University
of Mexico




EXECUTIVE
MANAGEM

ENT

Jaime Lomelin

CHIEF EXECUTIVE OFFICER,

Mr Lomehn’s brographical details can be found on
page 84 of this Annual Report

Mario Arreguin

CHIEF FINANCIAL QFFICER, 53 \e4rs pld

Mr Arreguin joned Fresnillo ptc from Industnas
Pefioles, where he was Chief Financial Officer for
11 years and Group Treasurer for the six years pnor
Before joimng Pefoles Mr Arreguin worked in in-
vestment banking at valores Finamex and in Project
Management at Dupont México. Mr Arreguin holds a
bachelor of chemucal engineering with honours and
recewed his MBA from the University of Chicago He
also completed the Stanford Executive Program at
Stanford University

Manuel Luévanos

CHIEF OPERATING OFFICER, 6o vears 0d

Mr Luévanos spent over 35 years at Industrias
Pefioles, Including Executive Vice President of Met-
als, Executive Vice President of Mining and a varl-
ety of senior management positions. Mr Luévanos
holds a bachelor of chemical engineering from the
University of Guanajuato and has a post-graduate
degree In international business from ITAM, he also
studied the Stanford Executive Program at Stan-
ford University

David Giles

VICE PRESIDENT, EXPLORATION, 40 /=ars & G

Mr Glles was previously employed by Pefioles where
he worked for 30 years and had undertaken a num-
ber of senior management positions including vice
President of Exploration Before joning Pefioles,
he warked for AMAX, Corona Gold and Tormex Mr
Giles has a hachelor of applied science and engi-
neenng degree In geology from the University of
Toronto, and holds an MBA from ITESM University In
Mexico He Is an officer of the Society of Economic
Geologists and the Mexican Association of Mining,
Metallurgical and Geglogical Engineers.
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CORPORATE
GOVERNANCE REPORT

Corporate Governance Qverview

“Like all of my board colleagues, | am firmly committed to ensuring that we collectively oversee
Fresnillo plc transparently and in the interest of all shareholders We are fully committed to

the best possible practice in corporate governance, and take our adherence to the principles

and prowvisions of the new UK Code on Corporate Governance very seriously In particular, we
recognise that the shareholding structure of Fresnillo plc requires us to ensure that the Interests
of all shareholders are well represented in the proceedings of the Board In our reporting this year,
we have sought to demonstrate the steps that we have put In place to achieve this”

Alberto Bailleres, Chairrnan, Fresrifio pic

The Governance Structure of Fresnillo plc

onts  FiNANCIR o

Responsibilities retained
by the Board

NOMINATIONS
COMMITTEE

REMUNERATION
COMMITTEE

Responsibilites delegated to
Board Committees
(}0
%
€ Retenuod

\ueuld
s"q’\e
Q

Responsibiiities delegated to
Management

* Only Independent Directors




BOARD DIRECTORS COMMITTEES
AUDIT HSECR NOMINATIONS REMUNERATICN

INDEPENDENT NON-EXECUTIVE DIRECTORS

Lord Carrns iSenior Independent Director) X(Ch)
Javier Fernandez X X

Fernando Ruz X x X
Fernando Solana X

Guy wilson X {Ch)

NON-EXECUTIVE DIRECTORS

APPOINTED BY PENOLES

Alberto Bailléres {Chawman) XiCh) X
Juan Bordes

Arturo Fernandez

Rafael MacGragor X {Ch}
EXECUTIVE DIRECTOR

laime Lomelin X

PENOLES AND FRESNILLO

The Relationship Agreement ams to ensure that the Fresnillo Group can carry on its business indepen-
dentty of the Pefncles Group, and that transactions and relatronships with the Pefioles Group are at arm’s
length and on normal commercial terms. Since IPO the Board has refined the process by which transactions
hetween Pefioles and the Company are approved and the approach taken to ensure that the Relationship
Agreement s fully implemented The key elements of this process are

Governance of Transactions with Pefoles

PROCESS RESPONSIBILITY

\Verfication]

—
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CORPORATE

GOVERNANCE REPORT continued

CORPORATE GOVERNANCE REPORT

Introduction

As a company with a Premium Listing on the London Stock Exchange, Fresnillo 1s required under the FSA
uisting Rules to comply with the 2008 Combined Code on Corporate Governance (2 copy of which may be
found on the website of the Financial Reporting Council www fre.org uk) or explain 1ts reasans for non-
compliance, In respect of the year ended 31 December 2010 The following statement 1s therefore made
in compliance with such requirement, and the sections thereafter explain how the principles n the 2008
Combined Code on Corporate Governance were applied A detailed report on Directors’ remuneration can
be found on pages 100 to 105

Combined Code Compliance Statement

The 2008 Comhingd Code on Corporate Governance {the Cade) establishes, in Section 1, seventeen main
principles of good governance in four areas Directors, Directors’ Remuneration Accountabihity and Audtt,
and Relations with Shareholders. For the financial year ended 31 December 2010, the Company has com-
plied with Section 1 of the Code, save In the following two respects

» Code Proviston A 2 2 The Code states that the chairman should on appointment meet the independence
critena set out within the Code The Chairman was not independent at the time of his appointment Al-
berto Batiéres has been a board member of Industrias Pefioles, 5A B de CV (Pefloles) since 1962 and its
chairman since 1967 Pefioles retains a 77 1% holding In the Company Mr Ballléres has been responsible
for overseeing the successful development of Fresnitlo over the many years before Fresnillo was listed
and, therefore, the Board considers that Mr Ballléres’ continued involvement as Chawman IS very Impor-
tant tc the Company at the present stage of its development Furthermore a transparent governance sys-
tern has been established primarily through the Relationship Agreement between Fresnillo and Penoles,
which ensures that the Company benefits from Mr Ballléres leadership and experience whilst being able
to dermonstrate to other shareholders that the Fresnillo Group ts capable of carrying on 1tS business inde-
pendently In particular, the Relationship Agreement ensures that transactions and relationships between
the Fresnillo Group and its major shareholder are at arm's length and on normal commercial terms.

» Code Provision B2 1 The Code provides that the Board should establish a remuneration committee of
at least three Independent Non-executive Directors. The composition of the Fresnillo Remuneration Com-
mittee 15 made up of three members including two Independent Non-executive Directors one of whom,
Lorg Cairns, Is the Chairman of the Commuttee Fhe Charrman of the Company Mr Ballleres, who was
not iIndependent at the time of his appointment, 1s also a member The Board believes that Mr Bailleres’
experience and knowledge of the Group and the Mexican rnarket and his considerable contribution 1o
the Remuneration Committee's deliberations justifies his membership of the Remuneration Committee
Mr Bailleres 1s not involved In matters concerrung his own remuneration

HOW THE BOARD MANAGES ITS BUSINESS

Board Membership

Throughout the year, the Board consisted of ten Directors - the Non-executive Chairman, Alberto Bailléres,
the Chief Executive Officer, Jaime Lomelin, and eight Non-executive Directors. There were no changes to
the Board during the year to 31 December 2010 The names and biographies of the current Directors of the
Company are et out on pages 84-86




The Board Structure

The structure and busingss of the Board 1s designed 1o ensure that the Board focuses on strategy, supemsing
governance, risk and control 1ssues. Certain aspects of the Board's responsibilives have been delegated to
appropriate commitiees to ensure compliance with the UK Companies Act, FSA Listing Rules and the Code

The Board has delegated authority to the following committees to facilitate the routine business of the Company

* Audit Committee

¢ Executive Commitiee

» HSECR Committee

+ Nominations Committee
« Remuneration Committee

The terms of reference for each of the Audit, Remuneration Nominations and Health, Safety, Environment
and Community Relations Committees are avallable on the Company's website (www fresnilloplc com)

The Executive Committee 1s led by the Chief Executive and 1s responsible for the management of the Com-
pany’s businesses including the implementation of decistons agreed in principle by the Board and all execu-
tive management of the operations of the Group within the strategy and budget approved by the Board

The Report of the Remuneration Committee (the Directors Remuneration Report) sets out the responstbili-
ties and actvities of the Remuneration Comrmitiee during the year

Board Process

The Board meets at least four imes a year and has an established programme of meetings At these meet-
INgs the Board takes responsibility for the Group's long-term objectives and commercial strategy and moni-
tors the management of the Group’s activities. There 15 a formal schedule of matters reserved for the Board's
decision which includes approvals of major expenditure and investments and key polictes. All mestings of
the Board are held in Mexico

FEBRUARY/MARCH APRIL JULY/AUGUST OCTOBER
Key Activity Full year results and report Strategy tntenm results Business plan and budget

A table of attendance of members of the Board and Board committees at meetings for the financial year
ended 31 December 2010 is set out below

AUDIT REMUNERATION NOMINATIONS HSECR
BOARD COMMITTEE COMMITTEE COMMITTEE COMMITTEE
(4 meetings) (4 meetings) (2 meetings} (T meetng: (1 meeting}
Alberto Balltéres 474 2/2 171
Jaime Lomelin a/4 11
Lord Cairns 4/4 212
Fernardo Ruiz 4/4 4/4 2/2 111
Javier Fernandez 34 171 01
Rafael MacGregor A4 i1l
luan Bordes A4/4
Ariuro Fernandez 4/4
Guy Wilson a/4 Afd
Fernando Solana 4/4 414
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CORPORATE

GOVERNANCE REPQORT contued

The Company Secretary Is responsible for preparing a draft agenda for each Board meeting in conjuncuon
with Chief Executive Officer and the Chief Financial Officer The Chairman approves the final version of the
agenda Members of the Executive Committee are responsible for preparing papers in respect of strategic
planning, policies and investment proposals for each Board meeting Papers are normally circulated five
days before the Board meetng concerned

All propesals presented to the Board for Its consideration under the Schedule of Reserved Matters are first
considered and approved by the Executive Commuttee In so doing, the Executive Commuittee aims to ensure
that any such proposals take nto consideration those factors set out in section 172, Companies Act 2006
Matters that purely reguie Executive Committee approval are reported to the Board

All Directors have received briefings from the Company’s adwisers, including presentations to familianse
them with their duties and responsibilities as Directors of a UK listed company The Chairman ensures that
the induction and traiming processes for new Directors continues to be developed The Company Secretary
and Carlos Ortiz Mena, the Head of Legal, supported by the Group's UK legal advisers ensure that the Board
are fully briefed on all of therr legal and regulatory responsibilities. Directors are encouraged to wisit the
Company's mines to famiianse themselves with the Fresnillo Group’s operations and most of the Non-
executive Directors have now visited at least one of the Group’s locations.

The Directors may raise concerns at meetings of the Board and, if necessary, ask for such concerns to be re-
corded in the Board minutes. Directors also have access to the adwvice and senaces of the Company Secretary
(whose appointment and removal Is amatter reserved to the Board} A procedure has been established to en-
able Directors to obtain Independent professional advice at the Company’s expense in relevant circumstances.

Performance Evaluation

Duning the year an evaluauon of performance of the mdmdual Directors and the Board was carried out by
way of anonymous questionnaires that were collated by the Company Secretary and then reviewed and
discussed by the Board in October 2010 This questionnaire focussed on 1ssues raised by the previous evalu-
ation exercise conducted 1n 2009 (in respect to the consideration of strategy and risk) and the Company's
approach to adapting its corporate governance approach to reflect the imptementation of the UK Corporate
Governance Code The Board continues to consider how 1t may devote more time to the discussion of
strategic considerations and subseguent planming In this regard 1t plans to change the normal format of
Board meetings to facilitate this in 2011 The Board has also commissioned adwvisers to assist it to develop
a framewark for the identification and management of nsk in [ine with the requirements of the new UK
Corporate Governance Code

The Chairman meets with the Non-executive Directors informally from time to tme without the executives
present The performance of the Chief Executive Officer of the Company, being the sole Executive Director,
Is reviewed by the Remuneration Committee (in connection with his annual bonus) The Independent Non-
executive Directors met to evaluate the performance of the Chairman in October 2010

Drrectors’ and Officers’ Liability Insurance

Directors’ and Cfficers’ Liability Insurance cover s in place and a review of the cover, particularly by reference
to the mining peer group among the London-listed compantes, was carred out in July 2009 The Board remain
satsfied that an appropnate level of cover s in place and a review of cover will take place on an annuzl basis.




NOMINATIONS COMMITTEE REPORT

The Nominations Committee 1S responsible for making recommendations to the Board on the structure, size
and composition of the Board and its committees and succession planning for the Directors and other senior
executives Before making appointments of new Directors, the Committee 15 responsible for evaluating the
balance of skilts, knowledge and experience on the Board and /dentifying and nominating suitable candidates.
The terms of reference of the Nominations Committee are avallable for inspection on the Company’s website
at www fresnilloplc.com

The members of the Nominations Commitiee are Alberto Ballleres (Chairman of the Committee), Javier
Fernandez and Fernando Ruiz The majonty of the members of the Norminations Committee are, therefore,
Independent Non-executive Directors

The Nominations Committee met once during the year and considered the current membership of the
Board and Board Commitiees. it reviewed the Group's succession planning, the trme comrmitment required
from each director and undertook a brief self-evaluation exercise The Nominations Committee has not
retained any exiernal consultants to assist 11N its work

The Nominations Commuitiee intends to review Its Board apponiments policy, taking into account the guid-
ance set out In the UK Corporate Governance Code on diversity Issues, when it meets in the first half of 2011

AUDIT COMMITTEE REPORT

The Audit Committee has responsibility for monitorning the integnty of the Fresnillo Group's financial state-
ments. It oversees the Group’s relabonship with the external auditors and reviews the effectiveness of the
external audit process. It also monitors the activity of the Internal Audit Department and reviews the effec-
tiveness of the Group’s system of internal controls and risk management systems

The members of the Audit Committee at 31 December 2010 were Guy Wilson {Chairman of the Commit-
tee), Fernando Ruiz and Fernando Solana Guy Wilson was a partner at Ernst & Young prior to his retire-
ment on 30 June 2008 He 1s therefore considered to have recent and relevant financial, auditing and
accounting experience

The Audit Committee met four times 1n the year to deal with the following business
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CORPORATE
GOVERNANCE REPORT continued

AUDIT
COMMITTEE MEETING  MAIN BUSINESS OF THE MEETING
Fetruary 2010 » Review of Financial Statements for 31 December 2010
= GOINg concern assessment
« Review of the report of the extemal auditor
« Reviews of nsk matrix internal audit findings the system of internal controf and
compliance with mining licences
+  Meeting with the external auditor without management present
July 2070 « Review of External Audror Letter to Management

* Review of Interim Results and External Auditor report

« Update on risk and internal audit reviews (including internal audit findings)

« Review of financial aspects of related party transactions prior to appraval by the Board
= Reviews of reserves data and the nsurance programme

October 2010 « External auditor terms of engagement ang year-end audit plan
« Review of non-audit fees incurred with Ernst & Young and other gudit firms
= Presentation on Board-level review of nsk and embedding risk culture within operations
« internal audit findings report and internal audit plan for 2011
« Review of Audit Committee Charter
Cecember 2010 = Year end Audit Progress Review and report from Emst & Young on the October

» Hard-close audit

» Independence and objectvity of the externa! auditor

= Review of internal audit findings

» Update on the review of the system of internal controls

* Meetng with Internal audit without management present

« Evaluation of internal audit

* Review of the whustleblowing Procedure

= Review of financial aspects of related party transacuons prior to approval by the Board
«  Audit Committee evaluation feedback

The terms of reference of the Audit Committee were amended in February 2010 to extend its duties to
nclude reviews of the financial and commercial arrangements of any transaction requiring the approval of
the Independent Directors of the Company under the Relationship Agreement The terms of reference of the
Audit Committee may be found on the Company’s website (www fresnillople com)

Financial Reporting

The Audit Committee reviewed the 2010 intenm financial results before recommending them to the Board
for approval, likewise it has reviewed the 2010 Annual Report and Accounts and associated prebminary re-
sults announcement before recommending their approval by the Board As part of these reviews, the Audit
Committee reviewed the accounting pohicies, the clarity of disclosure, compliance with the Listing Rules and
Disclosure & Transparency Rules of the London Stock Exchange and other legal and regulatory reguirements
and all material information presented in the intenm financial results and the Financial Statements.

External Auditor

The Audit Committee oversees the relationship with the external auditors and reviewed the terms of en-
gagement of Ernst & Young LLF the external auditor and approved audit plans and tmescales prior to the
year-end audit As part of its review of the financial statements prepared by the Company, the Audit Com-
mittee has reviewed the findings of the exiernal auditor, reviewed management representation letters and
considered recommendations made by the external auditor In the course of their wark Gurning the year, the
Audit Commiitee has noted an increasing level of collaboration between Efmst & Young LLP and the Com-
pany’s Internat Audit Department in orger to improve the respective efficiency of the external and internal
audit processes.




The Audit Compmuttee has reviewed, and 1s satisfied with, the independznce of Ernst & Young LLP as the
external auditor The Audit Commuttee has a policy in place in respect of the provision of non-aucht ser-
vices to the Fresnillo Group by the external auditor The engagement of the external auditor to prowde
statutory audit assurance, taxation and certain adwisory senvices Is pre-approved Any engagement of
the external augitor to provide permitied services above US$150,000 1s subject to the specific approval
of the Audit Committee

The Audit Committee considers the re-appointment of the external auditor, Ernst & Young LLP. prior to the
Company’s annual general meeting taking into account the results of the auditor assessment process, the
quality of the work and communication by the external auditor and the level of audit fees The Audit Com-
mittee considers that the rotation of the audit partner in line with ICAEW guidelings 1S appropriate The Audit
Committee also perodically considers the need to invite tenders for the external audit Details of the fees
paid to Ernst & Young LLP during the year are shown in note 29 to the Financial Statements

The effectiveness of the external auditor was reviewed prior to the Board proposing their re-appomntment at
the forthcoming Annual General Meeting

Internal Controls and Risk Management

The Group has In place mternal controls and sk management systems In relation to the Group's financial
reporting system process and the Group's pracess for preparning consolidated accounts. These systems
include policies and procedures to ensure that adequate accounting records are maintained and transac-
tions are recorded accurately and farly to¢ permit the preparatron of financral statements in accordance
with IFRS The Board has overall responsibility for the Group s system of internal control, which includes
risk management, and reviewing its effectiveness The system of internal control 18 designed to identify,
evaluate and manage sigmficant nsks associated with the achievement of the Group’s ohjectives. Because
of the limitations inherent in any system of internal control, the Company’s system 1s designed to meet #S
particular needs and the nsks to which 1t 1s exposed it s designed to manage risk rather than eliminate
sk altogether Consequently it can only provide reascnable and not absolute assurance against material
misstatement or loss.

The Board has delegated to the Audit Cormmittee 1ts responsibility for reviewing the effectiveness of these
controls The Audit Cormmittee reviews the system of internal control on an annual basis. The day to-day
responsibility for managing nsk and the maintenance of the Group’s system of internal contrcl is collectively
assumed by the Executive Committee The Executive Committee 1S supported in this task by the Internal
Audit Department

The process for identifying evaluating and managing the signdficant risks faced by the Group has been
established i accordance with the Turnbull Guidance and 1s described more fully on page 22 The Audit
Committee reviews the Group’s major risks and uncertainties prior to publication of the interim and annwal
financial statements. Based on the risk categories set out In the nisk matrix, the Audit Committee, through
the Internal Audit Department, has soughit letters of representation from the Executive Committee and the
executive management on the Group's system of internal control

There are a number of companents ta the system of internal controls withun the Company detalled below
and assurance concermng the system of internal controls focuses on these components
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CORPORATE
GOVERNANCE REPORT continued

COMPONENT OF THE SYSTEM OF INTERNAL CONTROL BASIS FOR ASSURANCE

+  The Group nsk matrix * Updated twice a year by the Executive Committee
and Internal Audt Department
s A framework of transaction and entity level « Reviews undertaken by the Internal Audit Department
controls to prevent and detect matenal error
and loss
» Adgdocumented structure of delegated authonities = Monitored and revewed by the Intemal Audit Department

and approvals for transaction and investment
decisions including any with related parties

= Operating policies and proceduras = Annual written representations obtained from operational
and functional management

» A budget with penodic reporting = Review process performed by the Executive Committee

= Controls and procedures set out In the Company’s « Monitored and reviewed by the Intemal Audit Depariment

Accounting Policies and Procedures Manual

» A programme of intemal audit reviews conducted » Reports prepared by the internal Audit Department are
by the Group's Intemal Audit Depantment discussed with managemenit pricr to finahisanon and

reviewed by the Audit Commitiee

The Board has, through the Executive Coemmitiee and the Audit Committee, reviewed the effectiveness
of the Group's system of internal controls taking account of the matters noted above On the basis of this
review, the Board considers that the measures that have been implemented to create an appropriate risk
management framework are appropriate to the Group’s trrcumstances The Board and the Audit Committee
have rece:ved and approved plans presented by management settng out a8 number of improvements to
the internal contro! envirgnment 10 take account of the expansion of the Group's actvities in exploration
and mine development These inbiatives are being included in the development of related embedded risk
management and assurance processes The Board 1s committed to the contnued development of iIts inter-
nak control regime with a view to achiewing and maintaining best practice levels of nsk management and
internal control for international mining companies listed on the London Stock Exchange

Internal Audit

The Audit Committee has receved presentations and updates from the Group Internal Audit Department
throughout the year concermng their workplan for the year A warkplan far 2011-12 has also been presented
and approved by the Audit Committee Regular update reports on the internal audit reviews conducted by
the Internal Audit Department are also received by the Audit Committeg Where necessary, the Audit Com-
mittee will seek assurance that any serious weaknesses have been addressed During the year, the Audrt
Committee has been briefed on internal audits conducted duning that penod and 11 1s satisfied that the ac-
tions agreed between management and Internal Audit are appropriate and have been implemented

Whistleblowing Arrangements

The Fresnillo Group strives t0 fight corruption and promote ethical business behaviour among all of its
stakeholders. The Board Is In the process of reviewing the Group’s policies inlight of evolving anti-corruption
legislation, including a review of the Code of Conduct, to which every employee must reaffirm adherence
each year The Fresnillo Group shares this Code with shareholders, chents, suppliers and community leaders
and hold everyone accountable for the processes in which they participate

The Fresnilio “Plays Fair” whistleblower hotline allows stakeholders to anonymously report violations to
the Code of Conduct The results are audited by an independent third party and classtfied in 25 different
categonies high-nsk conditions, violence, fraud, inappropriate use of confidential informaton, accounting I-
regulanties, confhict of interest, client complaints, theft, unethical treatment of clients, unethical treatment of
suppliers discnmination, falsification of company records, Improper use of assets, bribery and sexual harass-
ment, among others. An Honour Commussion, comprised of the Chief Executive, Chief Financial Officer and




Vice President of Operations adjudicates any complaints filed Four reports were received on the hotline in
2010 The Honour Commission asked for corrective actions In two cases and the other two were declared
“not applicable”

The Audit Commitiee Is responstble for reviewing these arrangements which 1t did at its meeting in Decem-
ber 2010 and it 1s satisfied with the adequacy of those arrangements

Transactions with Related Parties

The Audit Committee reviews the financal and commerctal aspects of any transaction proposed between
the Fresmille Group and the Pefioles Group prior to such matters being considered by the Independent Non-
executive Directors under the terms of the Relationship Agreement or in comphance with Chapter 11 of the
Listing Rules. During the year the Audit Committee has considered the propased charges in respect of the
Met-Mex Arrangements for 2010 and the terms on which some minor exploration hicences were transferred
from Pericles to Fresnillo durning the year The Audit Committee also reviews a schedule of the Company’s
related party transactions once a year

HSECR COMMITTEE REPORT

Health, Safety, Environment and Community Relations (HSECR) System

The Group develops executes and monitors a broad range of policies and practices related to health, safety,
sustainahiity and corporate social responsibility through 1ts Health, Safety, Emwronment and Community
Relations System

At the Board level, the Health, Safety Environment and Community Relations (HSECR) Committee 1S re-
sponsible for formutating and recommending HSECR policies to the full Board, reviewing management’s
investigation of incidents or acaidents, and evaluating the results of the Group’s independent performance
audits and action plans. The members of the HSECR Commitiee are Rafael MacGregor {Chairman of the
Committee}, Javier Ferndndez and Jame Lometin

The terms of reference of the HSECR Committee are avatlable for nspection on the Company’s website at
www fresnilloplc.com

Full details of the performance of the Company in matters of corporate and social responsibility and the activ-
ity of the HSECR Committee during the year are set out Iin the Sustamable Development Report 0n pages 56-69

HOW THE BOARD MANAGES ITS RELATIONS WITH SHAREHOLDERS
The Company has an office in London where the Head of Investor Relations 15 based The Group has imple-
mernited a strong Investor refations programme and aims to meet major shareholders and anatysts at least twice
a year to discuss the results of the Group and to respond to any quenes the shareholders may have. The Head
of Investor Relations In London maintains ongoing relations with analysts and magor shareholders through tel-
ephone calls and meetings. The Cormpany also uses a full programme of mining conferences to meetwath current
and prospective INVesiors. contact with investors in Mexico 1s maintained through the Investor Relauons Office
In Mexico City The Chuef Executive Officer, Chief Financial Officer, the Vice President of Explorationand the Chiet
Operating Officer participate in the major roadshows 10 meet with anatysts and shareholders. The Head of Inves-
tor Relations, supported by the Chief Executive Officer, gives a report at each Board meeting on communications
and shareholder actvty

The Company’s third annual general meeting will be held onWednesday 17 May 2011 The business of the Annual
General Meeting will be conductedin accordance with the prowisions D2 1 and D 2 2 of the Coce. The Chairman of
the Board and the chairmen of each of the board committees will be avallable to answer questions put forward to
them by shareholders of the Company The Annual Report and Accounts and Notice of the Annual General Meet-
ing will be sent to sharehclders at least 20 working days prior to the date of the meeting
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CORPORATE

GOVERNANCE REPORT continued

HOW THE BCARD MAINTAINS INDEPENDENCE

Board Balance and independence

The composition of the Board and the roles of the Chairman, Chief Executive Director and the Senior Inde-
pendert Director have been structured to ensure that no one ndwidual can dominate the decision-making
processes of the Board

The separate roles of Chairman and of the Chief Executive Officer are recogrnised and the requirements for
these roles have been specified in wnting and agreed by the Board There have been no changes to these
roles since they were agreed by the Board Mr Bailléres is also the Chairman of Pefioles and other compa-
nies within the BAL Group

As Senior Independent Director Lord Cairns i1s avaslable to shareholders if they have concerns that have not
been resclved through the normal channels of Chairman, Chief Executive Officer Chief Financial Officer or
Head of Investor Relations.

Alberto Ballleres, Rafael MacGregor, Juan Bordes and Arturo Fernandez are each directors of Penales and
have been appointed to the Board by Pefioles pursuant to the Relatuonship Agreement Thus, the Chair-
fman was not independent at the time of his appointment However, Mr Bailleres has been responsible
for overseeng the successful development of the Fresnillo Group over many years and therefore the
Board considers that his continued involvement as its non-executive chairman 1s very impostant to the
Company Furthermore, a transparent governance system has been established, primarily through the
Retationship Agreement, which ensures that the Company benefits from Mr Bailleres’ leadershup and
expenence whist being able to demonstrate to other shareholders that the Fresnillo Group i1s capable
of carrying on its business independently in particular, the Relationship Agreement ensures that transac-
tions and relationships between the Fresniilo Group and 1ts major sharehelder are at arm's length and on
competitive commercial terms

Fernanda Ruiz 1$ a retired partner and consultant in the fum Chevez, Ruiz, Zamarnpa yCla SC, a firm pro-
viding professional services to the Company Mr Rui2 1s not invalved in providing any services o the Compa-
ny on behalf of Chevez, Ruiz, Zamarnpay Cia, $ C (the value of those services I1s not material to either party)

Guy Wilson retired as a partner of Ernst & Young LLP the Company's auditors on 30 June 2008 Mr Wilson
was not involved 1n the provision of audit or any other services to the Company by Ernst & Young LLP prior
to his retirement

The Board considers Lord Cairns, Fernando Ruiz, Fernando Solana, Javier Fernandez and Guy Wilson to
be independent

Relationship Agreement

On 8 May 2008, Pefoles and the Company entered into a relationship agreement to regulate the ongoing
relationship between the Company and Pefioles. The principal purpose of the Relationstup Agreement 15 to
ensure that the Fresnillo Group Is capable of carrying on its business independently of the Pefioles Group,
and that transactions and relationstups with the Pefioles Group are at arm’s length and on normal commer-
cizl terms. Pefloles has alsc undertaken not to exercise its voting rights to amend the Memerandum and
Articles of Association in a way which would be inconsistent with the prowisions of the agreemert It has
also agreed to abstain from voting on any resolution to approve a “related party transaction” (as defined in
paragraph 11 1 5 R of the Listing Rules) involving any member of the Pefioles Group

Since the IPQ the Board has refined the process by which transactions between Pefoles and the Company
are approved and the approach taken to ensure that the Relationship Agreement 1s fully implemented The
key elements of this process are




Governance of Transactions with Pefoles

PROCESS RESPONSIBILITY

[ContractiNezotiation]

\venfication)

Conflicts of interests

The duty to avoid potential conflicts and to disclose such situaticns for authorisation by the Board are the
personal responsibility of each Director Each Director ensures that they keep these duties under review
and inform the Company Secretary on an ongong basis of any change in their respective positions, such as
new directorships taken an

Each Drrector has completed a Directors List which set out details of siiuations where each director's in-
terests may conflict with those of the Company (“situationai confhicts”} The Directors Lists have been re-
submitted by each Director as at 30 June 2010 and 31 December 2010 and the Board has considered and
authorised new situational conflicts identified in these resubmitted lists. In addihion, Directors are reminded
at the beginming of each Board meeting to notify the Board of any further conflicts to the Board

Lord Cairns
SENIOR INDEPENDENT DIRECTOR ON BEHALF OF THE BOARD

28 Febru?)zo‘n
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DIRECTORS’
REMUNERATION REPORT

This Report of the Remuneration Committee is the Directors’ Remuneration Report of the Company and
has been prepared in accordance with Schedule 8 Of the Large and Medium-sized Comparies and Groups
tAccounts and Reports) Regulations 2008 (Regulations) The Report sets out information about the remu-
neration of the Directors and senior management of the Company for the year ended 31 December 2010 In
accordance with the Reguiations, the mformation provided m the section entitied “Directors’ Remuneration”
and accompanying notes has been audited by Emst & Young LLP This report will be subject to an adwisory
shareholder vote at the Company’s forthcorming Annual General Meeting

REMUNERATION COMMITTEE

The Remuneration Committee has responsibility for making recommendations to the Board on the Group's
remuneration policy for senior management (Chief Executive Officer and other members of the Executive
Comrmittee), and for determiming specific remuneration packages for senior management, including pen-
sion rights and any compensation packages, as well as remuneration of the Chairman within agreed terms
of reference

The Remuneration Committee consisted of the following Directors in the year ended 31 December 2010
» Lord Cairns (chairman) Ingependent Non-executive Director

* Mr Fernando Ruiz, Independent Non-executive Director

« Mr Alberto Batléres, Charrman of the Board, non-independent at the time of his appointment

The Board believes that Mr Bailléres experience and knowledge of the Group and the Mexican rmarket and
his considerable contribution to the Remuneration Committee’s deliberations justifies is membership of
the Remuneration Committee Terms of reference for the Remuneration Committee have been approved by
the Board and are available for inspectior: on the Company’s website at www fresnilloplc com

The Remuneration Committee met twice dunng the year The Chief Executive Officer usually attends meet-
ings of the Remuneration Committee at the invitation of its chairman and the Company Secretary acts as
secretary to this committee No Director 1s present when his own remuneration 1s being discussed in Octo-
ber 2010, the Remuneration Committee undertook an evaluation of its performance

REMUNERATION POLICY

The Group's remuneration policy seeks to ensure that the Company i1s able to aitract, retain, and motivate its
executives and senior management The retention of key management and the alignment of management
incentives with the creation of shareholder value are key objectives of this policy

In settng the basic levels of pay for senior executives, the Remuneration Committee seeks to ensure that
salaries are market competitive both within the Mexican context and 1n the internauonal context for gold
and siver producers. Total compensation 1s set around the median level Salanes are benchmarked annually
and total remuneration 15 benchmarked bienmially Pensions and other benefits are also set at levels that
are market competitive




The vanable compenent of remuneration 15 embodied within the short-term incentive plan which 1s avail-
able to the Chief Executive Officer, the Chief Financial Officer, the Chief Operating Officer and the Vice Presi-
dent of Exploration as well as other corporate managers. The achievement of annual performance targets is
rewarded through an annual performance related bonus. The performance targets upon which bonuses are
based include a mix of financial and operational performance measures. In 2008, the Remuneration Com-
mittee reviewed the remuneration policy and recommended that the upper hmut for short-term, cash-based
remuneration ncentives showld be increased from a maximum of four months’ salary to a maximum of six
months’ satary i future years. The Remuneration Committee has reviewed the impact of this change in
nolicy and 1s satisfied that it has helped to improve performance by senior management

It 15 the Company’s policy not to Use its equity 1o incentivise long-term performance

ADVISERS AND BENCHMARKING

Benchmarking information on pay and employment conditions 1s supplied annually to the Company by Mer-
cer Hay Group and Data Compensation The information provided 1s used across the Group in determining
salaries for all employee grades including senior management This approach seeks to maintain consistency
between Group executive and staff pay structures, and ensure that a competitive remuneration structure,
cormpared to the Company’s peer group within Mexico, 1S preserved

Before agreaing the salaries for the senior executives 1n April 2010, the Remuneration Commistee receved
a presentation from Mercer concerning approaches to executive remuneration in comparable countries
where gold and/or silver 1s mined, in order to validate the Company's policy towards shert-term and long-
term remuneratton and n order to ensure that it was globally as well as locally competitive In Mexico,
short-term, cash-based incentivisation s considered more appropriate in helping attract, retan and moti-
vate quality senior management, thus supporting the Company's policy not to use its equity to incentnise
long-term performance

CHAIRMAN AND NON-EXECUTIVE DIRECTORS

The remuneration of the Chairman of the Company and the Non-executive Directors consists of fees that
are paid quarterly in arrears The Chairman and Non-executive Directors do not participate in any long-term
incentive or annual honus schemes, nor do they accrue any pension entittement Neither the Chairman nor
any of the Non-executive Directors has a service contract with the Company however each has entered
nto a letter of appomntment wath the Company

LONG-TERM INCENTIVES

Fresniflo does not offer any share or cash-based long-term incentives to management
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DIRECTORS'

REMUNERATION REPORT continued

SHORT-TERM INCENTIVE PLAN

A cash-based short-term incentive plan 1s in place for the members of the Executive Committee, including
the Chief Executive Officer The Remuneration Committee approved a number of Key Performance Indica-
tors (KPIs} for each member of the Executive Committee, and KP) targets were set at which payments
equivalent to 0% to 50% of annual satary could be earned

A scoring system Is used whereby each objective set for the executive at the beginning of the year 1s al-
located a paints-rating which represents a median performance target for that objective Upper and lower
point thresholds are set to allow for outstanding performance and ensure that underperformance 1S not
rewarded For each member of the Executive Commuttee (including the Chief Executive Officer) a bonus Is
only payable If the aggregate performance eguals or exceeds 100 points. Bonus payments are paid for ag-
gregate performance against target at or above 100 points as follows

VARIABLE PAY VARIABLE PAY
POINTS (Month’s Salary} (% Annual Safary)
100-104 2 months 1667%
105-109 4 months 3333%
110-114 S months A1 67%
115+ & months 5000%

The Chief Executive Officer achieved in excess of 115 points for the year to 31 December 2010

The objectives, as apphed to the Chief Executive Officer's shost-term incentive payment, measures assocl-
ated with each objective, and the relative weighting between objectives, are detailed below

OBJECTIVE MEASURE WEIGHTING
Teamwork no measure 100
Stakeholder vanous 135
Frnancial net profit adjusted* 180
Exploration % INICTease IN reserves/resources 315
Praduction equivalent ounces produced 270

* Adjusted to ehminate currency fluctuation the effect of year on year changes in metals
pnces and to exclude any revaluation of the Siverstream Contract

SERVICE AGREEMENTS

The Chief Executive Cfficer, Jaime Lomelin, 1s employed under a contract of employment with Seracios
Administrativos Fresnillo SA de CV, a subsidiary of Fresnillo plc. Mr Lomeln's contract was entered mnto
on 9 May 2008 and s governed by Mexican Federal Labour Law It does not have a fixed terrn This means
that it may be terminated in wnting by either party on nctice in writing and there 1s no entitlement to ad-
ditional compensation for termination other than compensation payments required for terminaiion without
cause under Mexican labour laws. No benefits are payable under the serace agreement upon terriination
of employment

The salary payable under Mr Lomelin's service agreement is MXN$1,102,000 per month in addition, he
received other payments for holidays, company-paid savings contributions and other benefits. In 2010, his

total salary payments were MXN$17,094,433, US$1,352,761 (2009 MXN$16.417,772, US$1,215,776)

Under his service agreement Mr Lomelin is entitled to 25 working days’ paid holiday per year




BENEFITS-IN-KIND

Mr Lomelin 1s not entitled to profit-sharing He 1s entitled to hfe insurance the use of a company car, the
payment of medical expenses and medical benefits. He s also entitled to membership of the defined benefit
pension plan In respect of senace before 30 June 2007

PENSIONS

The Group operates two pension schemes () a defined benefit scheme which was closed to new members
on 1 fuly 2007 with benefits frozen at this date for existing members, subject to indexation with reference to
the Mexican National Consumer Price index, and {n) a defined contribution scheme (which was introduced
on 1 July 2007)

Membership of the latter scheme 1$ voluntary, contributions of between 5% and 8% are made to this plan by
Its members and contributions are matched by the Company

Mr Lomelin Is a deferred member of the defined benefit scherne but did not join the defined contribution
scheme when it was introduced in 2007

NON-EXECUTIVE DIRECTORS’ LETTERS OF APPOINTMENT

Each of the Non-executive Directors signed a letter of appointment with the Company;, for an initial penod
of three years. The fees payable to each Non-executive Director are set by the Board 1n accordance with
its Schedule of Reserved Matters, and have been set at a level to reflect the time commitment and level of
involvement they are reguired to make in the activities of the Board and its committees. Unless otherwise
determined, the Director concerned may give not less than three months’ notice of termination of the ap-
pointment There are no special provisions that have been agreed with the Non-executive Directors or the
Executive Director with regard to compensation for loss of office The key terms of the Non-executive Direc-
tors’ letters of appointment are as follows

DATE OF NOTICE DURATION UNEXPIRED FEES
DIRECTOR APPQINTMENT PERIOD OF TERM TERM* PER ANNUM
Alberto Ballléres 15 April 2008 3months 3years 45 days £30,000
Lord Cairns 15 April 2008 3months 3years 45 days £90,000
Juan Bordes 15 April 2008 3months 3years 45 days £30,000
lavier Fernandez 15 April 2008 3 months Jyears 45 days £30,000
Arturo Ferndndez 15 April 2008 3Imonths Jyears 45 days £30,000
Rafaet MacGregor 15 April 2008 3 months 3years 45 days £30,000
Fermandc Auiz 15 April 2008 3 months 3years 45 days £30,000
GuyWwilson 4 July 2008 3 months 3years 4 montas £50,000
Fernando Solana 18 February 2009 3 months 3Jyears 11 months 18 days £30000

*As 8t 1 March 2011

Copies of the Directors’ letters of appointment and service agreements are avatable for inspection at the
Company's registered office

EXTERNAL APPOINTMENTS

It 1s the Board's policy to allow the Executive Directors to accept directorships of other quoted and non-
quoted companies provided that they have obtained the consent of the Chairman of the Company Any such
directarships must be formally notified to the Board Nong of the Executive Directors holds any appoint-
ments to the board of any other FTSE100 quoted company
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DIRECTORS'
REMUNERATION REPORT continued

PERFORMANCE REVIEW
As required by the Regulations, the following graph sets out the performance of the Company’s share price
since 1ts isting compared to the FTSE 100 and FTSE 250 indices. These are deemed to be the most appropn-
ate indices for comparative purposes.

TOTAL SHAREHOLDER RETURN FROM 14 APRIL 2008 (DATE OF IPO) TO 31 DECEMBER 2010 FOR FRESNILLO PLC
(CRDINARY SHARES) COMPARED WITH THE FTSE 100 AND FTSE 250 INDICES, REBASED TO 100
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information subject to audit

DIRECTORS’ REMUNERATION -
1 JANUARY 2010 TO 31 DECEMBER 2010

SALARY, ANNUAL BONUS AND OTHER BENEFITS

US$000 SALARY/ FEES BENEFITS-IN-KIND** ANNUAL BONUS TOTAL 2010 TOTAL 2009
Chairman

Alberto Bailleres a5 0 0 46 a7
Executive Directors

Jaime Lomeln 1352 79 480 1,91 1,704
Non-executive Directors

Lord Cairns 138 0 G 138 141
Juan Bordes 45 0 o] 46 47
Javier Fermnandez 46 0 o] 46 47
Arturo Fernandez a5 0 0 45 47
Rafael MacGregor 46 0 8] 47
Hector Rangel* 0 0 Q o} 4
Fernando Ruiz 46 0 0 a5 47
Fernando Solana 46 0 0 46 41
Guy Wilson 138 0 0 138 id1
Totat 1,850 79 480 2,509 2,313

* Hector Rangel resigned as a Director On 30 January 2009

** Refer to page 103 for the nature of the “Benefits in Kind~




PENSION ENTITLEMENT

The pension entitlement of the Chief Executive Officer, being the only Executive Director, was as follows

INCREASE BEFORE TRANSFER
INCREASE INFLATION. VALUE OF
IN ACCRUED IN ACCRUED INCREASE BEFORE
ACCUMULATED BENEFITS DURING BENEFITS DURING INFLATION, LESS
US$°000 ACCRUED BEMEFITS THE YEAR THE YEAR DIRECTORS CONTRIBUTIONS
At 31Dec At 31 Dec
2010 2009 2010 2009 2010 2009 2010 2009
Jaime Lomehn 7.856 7,206 650 (188) 290 (188) o) 0

Note At 31 December 2009 and 2010 the accrued value of Mr Lomeiin s pension fund equated to the transfer value Mr Lomeln 1s no
longer accruing senace i the pension scheme The wicrease in the accurnulated accrued benefits 1s pnncipally due to inflation and foregn
exchange differences

This Report has been approved by the Board of Directors of Fresnillo pic

Signed on behalf of the Board

Lord Cairns

CHAIRMAN OF THE REMUNERATION COMMITTEE
28 February 2011

G|
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DIRECTORS’

REPORT

The Directors have the pleasure in presentng thewr Annual Report and the audited Financial Statements for
the year ending 31 December 2010

PRINCIPAL ACTIVITIES

The Fresnillo Group 1s a leading precious metals group with significant expenence and expertise in all as-
pects of mining, from exploration through 10 mine construction and operation It 1s the world's largest pri-
mary sliver producer and Mexico's second largest gold producer

RESULTS AND DIVIDENDS

Results for the year are set out In the Consolidated Income Staterment on page 114

An interm dividend of $ 20 US cents per share was paid on 14 September 2010 to shareholders on the
register on 20 August 2010 The Directors have recommended a final dividend for the year ended 31 De-
cember 2010 of 35 6 US cents per Crdinary Share, which will be paid on 20 May 2011 to shareholders on
the register on 3 May 2011 The dividend will be paid in UK pounds sterhing unless shareholders elect 1o
be paid in US dollars

BUSINESS REVIEW

A detailed Business Review for the Group as required by section 417, Companies Act 2006 can be found on
pages 6-81, In¢lusive, of this Annual Report The Business Review comments, among other things, on the
operation and development of the business and its future prospects along with detalls of the strategy, busi-
ness maodei, key performance indicators and the description of the principal nisks and uncertainties facing
the Group

This Business Review and other sections of this Annual Report contain forward looking statements, The
extent to which the Company’s shareholders or anyone else may rely on these forward looking statements
18 set out Inside the back cover of this Annual Report

CORPORATE GOVERNANCE
The Company Is required to comply with the 2008 Combined Code on Corporate Governance or explain its
reasons for non-comphance

A report on corporate governance and compliance with the provisions of the Combined Code 1S set out on
pages 88-9%

DIRECTORS

The names and biographies of the current Directors of the Company are set ot on pages 84-86

In accordance with the Articles of Assocratien, Directors may be appointed by the Company either by the
Board or by ordinary resolution of shareholders. If appainted by the Board, then & Director holds office until
the next annual general meeting If appointed by the annual general meeting, Directors shall retre at the
annual 'general meeting held in the third year following the year in which they were elected or last re-elected
by the Company's shareholders. Notwithstanding this, however in accordance with Code Provision B7 1 of
the UK Corporate Governance Code, the Company intends that all Directors will stand for re-election on an
annual basis commencing at the 2011 AGM

REMUNERATION OF DIRECTORS

Details of Directors’ remuneration can be found in the Directors’ Remuneration Report on pages 100-105




DIRECTORS’ INDEMNITIES AND INSURANCE

The Company has entered into deeds of indemnity with each Director in respect of procegdings brought
by third parties and pension scheme liabilities subject to the conditions set out in the Companies Act 2006
The Company has purchased Directors’ & Officers’ Liability insurance All of these arrangements remain in
place at the date of this report

SIGNIFICANT RELATIONSHIPS AND AGREEMENTS

Section 417(5) of the Companies Act 2004 requires the Company to disclose information on contractual or
other arrangements which are essential to the business of the Company

These ‘significant relationships’ are described in the Strategic Resources section of the Business Review on
pages 20-21 Details of the agreement between Penoles and the Company (the Relationship Agreement) can
be found on page 98 In the Corporate Governance Report

CHANGE OF CONTROL - SIGNIFICANT AGREEMENTS
As reguired by Section 992 of the Compantes Act 2006, the following represents the likely effect on signifi-
cant agreements with the Company were it to be subject to a change of control

» The Penmont (Herradura) and MAG Silver (Juanicipio) agreements each contam provisions ensunng that
the respective interests of the shareholders in these respective companies may be transferred in accord-
ance with their respective bye-laws subject to preferential nghts of existing shareholders.

= The New Services Agreement contains a discretionary provision for Servicios Administrativos Penoles, S A
de CV to terminate the agreement should they 50 wish if there was a change of control of Fresniflo plc.

= There are no formal “change of control” provisions within the Silverstream Contract or Met-Mex Arrangements.

+ The Group s mining concessions are held by several of its Mexican subsidiary comparnes. As long as the
companies holding the mining concessions remam Mexican resident comparies, there are no provisions
within the concesston agreements which would be tnggered by a change of control of the Company

The Company does not have any agreements with any Non-executive Director Executive Director or em-
ployee that woutd provide compensation for loss of office or employment resulting from a takeover

ARTICLES OF ASSOCIATION

Any amendments to the Articles of Association of the Company may be made by Specia! Resalution of
the shareholders.

SHARE CAPITAL - STRUCTURE, RIGHTS AND RESTRICTIONS

Details of the Company’s share capital are set out In note 20 to the Financial Statements on page 144

The Company has two classes of share capital 717,160,159 ordinary shares of US $0 50 (Crdinary Shares)
and 50,000 deferred shares of £1 00 each (Sterling Deferred Shares) The Orginary Shares are hsted on the
London Stock Exchange and the Mexican Stock Exchange The rights and obligations attaching to these
shares are governed by UK law and the Company's Articles of Association

Ordinary shareholders are entitled to recewe notice and to attend and speak at any general meeting of
the Company On a show of hands every shareholder present In person or by proxy (or being a corpora-
tion present by a duly authorised representative} shall have one vote, and on a poll every shareholder
who IS present in person or by proxy shall have one vote for every share of which he 15 the holder
The Notice of Annual General Meeting specifies deadlines for exercising voting rights and appointing a
ProXy or proxies.
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DIRECTORS’
REPORT continued

There are no restrictions on the transfer of the Ordinary Shares other than as set out th the Articles of As-
sociation and

= certain restrictions may from tme to time be imposed by laws and regulations (for example, insicer trad-
Ing laws), and

« pursuant to the Listing Rules of the Financial Services Authonty whereby certain Drrectors, officers and
employees of the Company require the approval of the Company to deal in the Ordinary Shares

No shareholder holds securities carrying special nghts as to the cont ol of the Company There are no imta-
tions on the holding of secunties. There are no restrictions on voting nghts or any arrangements by which,
with the Company's co-operation, financial nghts carned by securities are held by a person other than the
holder of the securities. There are no agreements between holders of securities that are known to the Com-
pany which may result in restrictions on the transfer of voting nghts.

The Sterling Deferred Shares only entitle the shareholder to payment of the amount paid up after repayment
to Ordinary Shareholders onwinding up or on a return of capital The Sterling Deferred Shares do not entitle
the holder to payment of any dividend, or to recelve notice or to attend and speak at any general meeting of
the Company The Company may also at its option redeem the Sterling Deferred Shares at a pnce of £1 00 o,
as custodian, purchase or cancel the Steriing Deferred Shares or reguire the holder 10 transfer the Sterling
Deferred Shares. Except at the option of the Company, the Sterling Deferred Shares are not transferrable

AUTHORITY TO PURCHASE OWN SHARES

The Company was authorised by a sharehotders resolution passed at the annual general meeting hetd m
May 2010 to purchase up to 10% of its 1ssued Ordinary Share capital Any shares which have been boughi
back may be held as treasury shares or, If not so held, must be cancelled immediately upon completion
of the purchase, thereby reducing the amount of the Company’s (ssued and authorised share capital This
authonity will expire at the forthcoming Annual General Meetng and a resolution to renew the authonty for
a further year will be proposed No shares were purchased by the Company dunng the year

DIRECTORS' INTERESTS

The number of Ordinary Shares of the Campany in which the Directors were beneficially interested at
1 lanuary 2010 and at 31 December 2010 was

1 JANUARY 2010 31 DECEMBER 2010

Alberio Ballléres See below* See below*

Lord Cairns 15,000 15,000
Fernando Ruiz - 30000

Javier Fernéndez - -

Guy Wilson 15,000 15,000

Juan Bordes 15,000 15000

Arturo Fernandez - -

Rafael MacGregor - R
Fernando Solana - -
Jaime Lomelin - -
* Alberto Baitldres holds an indirect interest m the Company Mr Balléres and comparies controtied by Mr Bailiéres hold i aggregate

41 .3 per cent of the issued share capital {and voung nghts) of Pefoles Pefioles holds 552 595 191 ordinary shares (77 1 per cenit of the
ssued share capitall n the Company

No Director had any dealings in the shares of the Company between 31 December 2010 and 28 February 2011




MAJOR INTERESTS IN SHARES

As at 28 February 2011, the Company had been advised, in accordance with the Disclosure and Transpar-
ency Rules of the Financial Services Authonty, of the following notifiable interests (whether directly or ind:-
rectly held) in its vouing nights

NOTIFICATION RECEIVED FROM NUMBER OF VOTING RIGHTS %
Perioles 552,571,902 7705
BlackRock, Inc” 57,226,182 7 %7

* ncludes nterests held by BlackRock Global Funds

EMPLOYEES
Infermation relating to employees 1s given in note § to the Financial Statements on page 134 and In the
Sustainabte Development Report on pages 58-59

CREDITOR PAYMENT POLICY

At 31 December 2010 the Company had no trade creditors (2009 nil) It 1s the Company’s policy to agree
terms of trading including payment terms, with all supplers. Provided suppliers perform in accordance with
the agreed terms, payment will be made 1n accordance with the terms.

MARKET VALUE OF LAND AND BUILDINGS

Land is carned in the balance sheet at deemed cost It 1s not practical to estimate the market value of land
and buitdings at each balance sheet date However, the Directors are confident that there 15 no matenal dif-
ference between the carrying value and the market value of land and buildings.

POLITICAL AND CHARITABLE DONATIONS

No donations were made to political organisations during the year (including in Mexico) The Group made
charitable donations of US$0 5 million (2009 US$0 & mullion) during the year

Further information concerming the community titiatives within the Fresnillo Group are included within the
Sustainable Development Report set out on pages 66-69

FINANCIAL RISK MANAGEMENT

The Company's objectives and pohcies on financial nsk management including nformation ¢n the Com-
pany’'s exposures to foreign currency, credit, commadity price hquidity and interest rate nsks can be found
In note 32 to the Financial Statements

DIRECTORS RESPONSIBILITIES

informatron about the Directors’ responsibibities in respect of the preparation of the Annual Report and
Financial Statements 1s provided on page 111

GOING CONCERN

The Comipany’s business activibies, together with the factors bikely to affect its future developriert, perfor-
mance and position are set out in the Business Review on pages 6-69 The financial position of the Company
IS specifically described in the Financial Review on pages 70-81

After making enquines, the Directors have a reasonable expectatton that the Company has adequate re-
sources to contnue in cperational existence for the foreseeable future In making this assessment they
have considered the Company and Group budget, the cashflow forecasts for the penod to December 2012
including exploration and camital expenditure plans and sensitvittes around those plans. They have also
considered the sensitivities of the cashflow forecasts to movements i metal prices and exchange rates.
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DIRECTORS’
REPORT centinued

The Company has considerable financial resources, negligible hgquidity risk and 1s gperating within a sector
that 1s experiencing increasing global demand for 1ts products The Qirectors therefore have a reasonable
expectation that the Company has adequate resources to continue n aperaticnal existence for the fore-
seeable future Thus, they continue to adopt the going concern basis of accounting in preparing the annual
financial statements.

AUDIT INFORMATION

Each of the Directors at the date of the approval of this report confirms that

» 50 far as he 1s aware, there 1S no relevant audit information of which the Company’s auditors are unaware, and

s he has taken all the reasonable steps that he ought to have taken as a Director to make himself aware of
any relevant audit information and to establish that the Company’s auditors are aware of the information

The confirmation 1s given and should be interpreted in accordance with the provisions of section 418 of the
Companies Act 2006

AUDITORS
The Auditors, Ernst & Young LLP. have indicated their willingness to continue in office and a resolution seek-
Ing to reappoint them will be proposed at the Annual General Meeting

ANNUAL GENERAL MEETING

The Company’s Annual Genera! Meeting wifl be held at Linklaters, One Silk Street, London, EC2Y 8HQ on
17 May 2011 at 12 noon Details of the meeting venue and the resolutions to be proposed are set out In a
separate Notice of Meeting which accompanies the Annual Report

For and on behalf of the Board .-
Presr~ Casaec bnadlial

Prism Cosec Limited

COMPANY SECRETARY

28 February 2011

Fresnillo plc
Registered Office

28 Grosvenor Street
London W1K 4QR

United Kingdom
Company No 6344120




STATEMENT OF DIRECTORS'
RESPONSIBILITIES

In relation to Group and Parent Company Financial Statements

The Directors are responsible for preparing the Annual Report and the Group and parent company financial
statements in accordance with applicable United Kingdom law and those International Financial Reporting
Standards (IFRS) adopted by the European Union

MIIAYIAO dNOYD

The Directors are required to prepare financial statements for each financial year which present a true and
fair view of the financial position of the Company and of the Group and the financial performance and cash
flows of the Company ang of the Group for that period

In prepanng those financial statements, the Directors are required to

select suitable accounting policies in accordance with IAS 8 “Accounting Policies, Changes in Accounting
Estimates and Errors’ and then apply them consistently,

present information, including accounting peolicies, in a manner that provides relevant, reliable, compara-
ble and understandable tnfermation,

provide additional disclosures when compliance with the specific requirements in IFRS 1s insufficient to
enable users to understand the impact of particular transactions, other events and conditions on the
Company and of the Group's financial position and financial performance,

state that the Company and the Group has complied with IFRS, subject to any matertal departures dis-
closed and explained In the financial statements and

prepare the accounts on a going concern basis unless, having assessad the ability of the Company and
the Group to continue as a going concern, management either intends to iguidate the entity or to cease
trading, or have no realistic alternative but to do so

L]
ADIALVHILS

The Directors are responsible for keeping proper accounting records which disclose with reasonable ac-
curacy at any time the financial position of the Company and of the Group and enable them to ensure that
the financial statements comply with the Companies Acts 2006 and Article 4 of the 1AS Regulation They are
also responsible for safeguarding the assets of the Company and the Group and hence for taking reasonable
steps for the prevention and detection of fraud and other rregulariites,

JONVWHO4H3d

Under applicable UK law and regulations, the Directors are responsible for the preparation of a Directors’ Report,
Directors’ Remuneration Report and Corparate Governance Report that comply with that law and regulations.

In agdition, the Directors are responsible for the maintenance and integnity of the corporate and financial
information included on the Company’s website Legislation in the UK governing the preparation and dis-
semination of financial statements may differ from legisiatron in other wrisdictions.
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Responsibiity Statement of the Directors in respect of the Annual Report and Accounts

I confirm on behalf of the Board that to the best of my knowledge

a) the financial staternents give a true and fair view of the assets, liabilities, financial position and profit and
loss of the Company and the Group taken as a whole, and

b) the management repert (entitled "Business Review™ includes a fair review of the development and per-
formance of the business, and the principal risks and uncertainties that they face

For and on behalf of the Board

STVIINYNIL

. e
Jaime Lomelin

CHiEF EXECUTIVE OEFICER
28 February 2011
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ndependent Audior’s Report
Conschdated Hnangial Statemerits
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INDEPENDENT
AUDITOR'S REPORT

to the members of Fresnillo pic

we have audited the group financial statements of Fresnillo plc for the year ended 31 December 2010 which comprise the Consoli-
dated Income Statement, the Consolidated Statement of Comprehensive Income, the Consolidated Batance Sheet, the Censolidated
Cash Flow Statement, the Consolidated Statement of Changes In Equity and the related notes 1 1¢ 32 The financial reporting framework
that has been applied In their preparation 1 applicable law and International Financial Reporting Standards (IFRSS) as adopted by the
European Uruon

This report 1s made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken so that we might state to the conmpany’s members those matters we are required to state to
them in an auditor’s report and for no other purpose  To the fullest extent permitted by law we do not accept or assume responsibility
t0 anyone other than the company and the company’s members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of directors and auditor

As explained more fully 1n the Directors’ Responsibilines Statement set ouit on page 111, the directors are responsible for the prepa-
raticn of the group financial staterments and for being satisfied that they give a true and fair view Our responsibility 1s to audit and
EXpress an opinion on the group financial statements in accordance with applicable law and International Standards on Audiing {UK
and Ireland) Those standards require us 1o comply with the Audibng Pract:ces Board’s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial staterments sufficient to give reasonable assur-
ance that the financial statements are free from matenal misstatement, whether caused by fraud or error This Includes an assessment
of whether the accounting policies are appropniate to the group's circumstances and have been consistently appled and adequately
disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall presentation of the financial
statemenis

Opinion on financial statements

In our opinion the group financial statements

« Give a true and fair view of the state of the group’s affairs as at 31 December 2030 and of its profit for the year then ended,
s Have been properly prepared in accordance with IFRSS as adopted by the European Union, and

= Have been prepared in accordance with the requirements of the Companies Act 2006 and Article 4 of the LAS Regulation

Opinions on other matter prescribed hy the Companies Act 2006
In our opinion the information given in the Directors Report for the financial year for which the financial statements are prepared 15
consistent with the financial staterments.

Matters on which we are required to report by exception

we have nothing to report in respect of the following

Under the Companies Act 2006 we are required 1o report to you If, in our opinion

« Certain disclosures of directors’ remunesation specified by law are not made, or

s We have not received all the information and explanations we require for our audit

under the Listing Rules we are required to review

+ The directors’ statement, set out on page 111, In relation to goINE congcern, and

» The part of the Corporate Governance Statement relating to the company's comphiance with the nine prowvisions of the fune 2008
Combined Code specified for our review; and

« Certain elements of the report to shareholders by the Board on directors’ remuneration

Cther matter
We have reported separately on the parent company financial statements of Fresnillo plc far the year ended 31 December 2010 and on
the information in the Directors” Remuneration Report that 1s descnbed as having been audited

-
G L el

Nick Gomer (Senior statutory auditor)

for and on behalf of Ernst & Young LLP Statutory Auditor

London
28 February 2011
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Fresnillo plc

CONSOLIDATED
INCOME STATEMENT

Year ended 31 December

Year ended 31 December

(USS thousands) Notes 2010 2009
Pre-Silverstream  Silverstream Pre-Silverstream  Silverstream
revaluation revaluation revaluation revaluation
effect effect Total effect effect Total
Continuing operations
Revenues 4 1,409,554 1,409,554 849,944 849,944
Cost of sales 5 (435,076} (435,076) (321,629) (321,629}
Gross profit 974,478 974,478 528,315 528,315
Administrative expenses 4 (52,594} (52,594) (49,847} (49,867
Exploration expenses 7 (82,113 {82,113) 49,063 (49,063)
Other income 9 4,583 4983 3,873 3873
Other expenses 9 (11,299} (11,299 (4,502 (4,502)
Profit from continuing operations
before net finance costs and
income tax 833,455 833,455 428,756 428,756
Finance incorme 10 3,887 3,887 1664 1,664
Finance costs 10 (3,483} 3,483) {1,900 (1,901)
Revaluation effects of
Silverstream contract 15 - 191,840 191,840 - 19 401 16 401
Foreign exchange (oss)/gain {3,332} 3,332) 9,458 G498
Profit from continuing operations
before income tax 830,527 191,840 1,022,367 438,017 19,401 457,418
Income tax expense 11 215,417) (57,552) (272,969 33,719 (5.432) (99,151
Profit for the year from
cohtinuing operations 615,110 134,288 749,398 344,298 13,969 358,267
Attnbutable to
Equity shareholders of the Company 530,838 134,288 665,126 308,042 13,969 322,011
Non-controlling interest 84,272 - 84,272 36,256 - 36,256
615,110 134,288 749,398 344,298 13,969 358,267
Eamings per share (US$)
Basic and diluted earnings per
ordinary share from
continuINg operations 12 - 0927 - 0449
Adjusted earnings per share (US$)
Adjusted basic and diluted earnings
per ordinary share from
CONtINUINE Operations 12 0720 - 0430 -
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Year ended 31 December g
2010 2009
(USS$ thousands)
Profit for the year 749,398 358,267
Net (gan)/loss on cash flow hedges recycled to income statement (2,102 34,038
Tax effect of cash flow hedges recycled to Income statement 631 {9,531)
Net unrealised gain on cash flow hedges 3927 3918
Tax effect of unrealised gain on cash flow hedges {1179) {1,122) “
=
>
Net effect of cash flow hedges 1,277 27,303 ‘g‘
Fair value gain on avallable-for-sale financial assets 73,342 22 880 ~<
Tax effect of far value gan on available-for-sale financial assets
{20,536) (6,407)
Net effect of available-for-sale financial assets 52,806 16,473
Foreign currency translation 540 292
Other comprehensive income for the penod, net of tax 54,623 44,068
Total comprehensive income for the pentod, net of tax 804,021 402,335 o
o
Attributable to S
Equity shareholders of the Company 718,749 366 079 2
Non-controlling interest 84,272 36 256 z
mn
804,021 402,335
)
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Fresnillo pic

CONSOLIDATED
BALANCE SHEET

As at 31 December

Notes 2010 2009
LSS thousands)
ASSETS
Non-current assets
Property, plant and equiprment 13 895,783 688,718
Avallable-for-sale financial assets 14 141,777 68,435
Sihverstream contract 15 351,530 256,059
Deferred tax asset 11 14,226 9,363
Other recevables 17 11,687 -
QOther assets 2503 504
1,417,506 1,023,079
Current assets
Inventones 16 63,092 33,783
Trade and other recevables 17 224984 108 242
Prepayments 18 2532 1,912
Derivative financial Instruments 3 4,056 1,373
Silverstream contract i5 76,151 42,400
income tax refunds due - 20,167
Cash and cash equivalents 19 __S595F% 312,192
930352 520269
Total assets 2,347,858 1,543,348
EQUITY AND LIABILITIES
Caprtal and reserves attributable to shareholders of the Company
Share capitat 20 358,680 358,680
Share premium 20 818,597 818,597
Capital reserve 20 {526,910) (526,910}
Net unrealised gains on cash flow hedges 20 2172 895
Net unrealised gains on avallable-for-sale financial assets 20 65,072 12,266
Foreign currency translation reserve 20 (555) (1095}
Retained eamings 20 996658 513,691
1,713,714 1,176 124
Non-contzolling interest 205,554 126,979
Total equity 1,919,268 1,303,103
Non-current liabilities
Prowision for mine closure cost 22 39,682 35,513
Prowsien for pensions and other post-employment benefit plans 23 6,420 5811
Cther liabilities - 4,811
Deferred tax hability 11 217,448 119,944
263,550 166,079
Current liabilities
Trade and other payables 24 70,789 48,286
Denvative finanoial instruments a1 152 95
income tax 54,480 -
Employee profit sharing 39619 25,785
165,040 74,166
Total liabilities 428,590 240,245
Total equity and liabilities 3,347,858 1,543,348

These financial statements were approved by the board of directors on 28 February 2011 and signed on its behalf by

Jaume Lomeln \ ‘
CHIEF EXECUTIVE OFFICEE ""—-‘-"d\

2B February 2011
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Fresnillo plc
CONSOLIDATED 0
pes )
o
CASH FLOW STATEMENT :
v
Q
L
m
=
S
Year ended 31 December m
Notes 2010 2009 z
(US$ thousanas)
Net cash from operating activities Kt 700,699 390,712
Cash flows from investing activittes
Purchase cf property plant and equipment (340,257) (261,200)
Purchase of avallable-for-sale financial assets - (25
Proceeds from the sale of property, plant and equipment and ather assets 72 1,044
Proceeds from mines under development 25,563 10,753 “
Loans granted to contractors 17 (14,504) - §
Repayments of loans granted to contractors 1,353 - =t
Siverstream contract 15 55,623 32.010 3
Interest recenved 2859 1,665
Other proceeds 723 3524
Net cash used in investing activities {262,090) {205,227)
Cash flows from financing activities
Capital contribution 2,807 891
Dividends paid to sharenolders of the Company (182,590) (93,623
Dmadends paid to non-controling interest (8,504) - -
Interest paid L) (105) o
=
Net cash used in financing activities {188,538) (92,837) %
=
Net increase In cash and cash equivalents dunng the year 250,071 92,648 ]z>
Effect of exchange rate on cash and cash equivalents 2,726) 7,959 b
Cash and cash equivalents at 1 January __312i92__ 211985
Cash and cash equivalents at 31 December 19 559,537 312,192
o
o
<
m
=
=z
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Fresnillo plc

CONSOLIDATED
STATEMENT OF CHANGES IN EQUITY

Attributable to equity holders of the Company

avr s o= w

Unrealised
Net unreafised gans/
gains/  {losses)on
(losses) on avallable Forelgn
revatuation of forsale  currency Norn-
Share Share  Capital cash flow financlal translation Retained controfling Total
Notes capital premium  reserve hedges assets reserve  eamings Total interest equity
(LSS thousands)
Balance at 1 January 2009 358,680 818597 (526,910) {26,408) (4,207) (1,387) 285195 903,560 89832 993,392 |
I
Profit for the year - - - - - - 32011 32011 36256 358,267 |
Other comprehensive income, ‘
net of tax - - - 27,303 16,473 292 - 44,048 - 44 048 i
Total comprehensive Income ‘
for the year - - - 27 303 16 473 292 3220M 366,079 36256 402335
Capital contnbubion - - - - - - - - 8N 2"
Divdends paid 21 - - - - - - (93 515) (93 515) - 93 515)
Balance at 31 December 2009 358,680 818,597 (526,910) 895 12,266 (1,095) 513,691 1,176,124 126,979 1,303,103 ‘
Balance at 1 January 2010 358,680 818597 (526910) 895 12,266 (1,095) 513691 1176124 126579 1,303,103
Profit for the year - - - - - - 645,126 665 126 84272 749,398
Other comprehensive Income,
net of tax - - - 1277 52 806 540 - 54,623 - 54,623 )
Total comprehensive income for the year - - - 1,277 52 806 540 665,126 719,749 84272 804021 ‘
Capital contribution - - - - - - - - 2,807 2 807
Dividends paid il - - - - - - (182159 {182,159) (8,504) (190663
Balance at 31 December 2010 358,680 818,597 (526,910) 2,172 65,072 {555) 996,658 1,713,714 205,554 1,919,268




Fresnillo plc

NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

1 CORPORATE INFORMATION

Fresnillo plc {*the Company™) 1s a public limited company registered in England and Wales and 1s the holding company for the Fresnilio subsidiaries
detaled below {“the Group™)

Industnas Pefoles $ A 8 de C v i("Pefiales™ currently owns 77 percent of the shares of the Company and the ulimate controling party of the Company
is the Ballléres family whose beneficial interest Is held through Perioles. Copies of Perioles accounts ¢an be obtained from www penoles.com mx

The consolidated financial statemenits of the Group for the year ended 31 December 2010, were zuthonsed for issue by the Board of Directors of
Frasnillo pl; an 28 Febryary 2011

The Group’s principal business 1s the mining and beneficiaticn of non-ferrous minerals and the sale of related production The primary contents of this
production are sitver, gold, lead and zinc. The Group has four fully developed operating mines Fresnillo Herradura Ciénega, and Soledad-Dipolos, the
latter startung production in January 2010

The principal activities of the entities Included in the consolidated financial statements are as follows

COUNTRY OF EQUITY
COMPANY PRINCIPAL ACTIVITY INCORPORATION INTEREST
%
‘ear ended 31 December
2010 2009
Minera Fresnillo, S.A de CV Production of lead/silver and zinc concentrates Mexico 100 100
Minera Penmont, S deRL de CV Production of doré bars {gold/silver) Mexico 56 56
ninera Mexicana La Cibnega SA de CV Production of lead and 2in¢ concentrates
and siiver precipitates MEXICO 100 100
Minera Saucito SA deCV Mining project Mexico 100 100
Minera Juaniciplo SA de Cv Mining project Mexico 56 56
Comercializadara de Metales Holds nights over silver production from Pefloles’

Fresnillo, SA de CV polymetallic Sabinas mine Mexico 100 100
Exploraciones Mineras Parrefia, SA de CV Exploration senaces Mexico 100 100
Minera £l Bermejal, S de RL de C.V Mining equipment leasing Mexico 56 55
Comparila Minera LasTorres SA deCv Closed mines(*} Mexico 100 100
Servicios Administiativos Fresniilo S.Ade Cv Administrative services Mexico 100 100
Fresniilo Management Services, Ltd Administrative services UK 100 100
Fresbal Investments Ltd Holding company for mining lrvestments Canada 100 100
Fresnillo Peru SAC Exploration services Peru 100 100

(*) Certain of the nunes of Compania Minera Las Torres, § A da C v are currently operated on a small scale by a third party under a leasing agreement

2 SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation and consofidation, and statement of compliance

The Group's consolidated financial statements have been prepared In accordance with International Financial Reporing Standards (FRS) as
adopled by the Eurepean Union as they apply to the financial statements of the Group for the years ended 31 December 2010 and 2009, and i
accordance with the provisions of the Companies Act 2006 The consolidated financial statements are also consistent with IFRS as 1ssued by the
Internatignal Accounting Standards Board

The consolidated financial statements have been prepared on a histonical cost basis, except for dervative financial Instruments avallable-for-sale
fingncral instruments and defined benefit pens:on scheme assets which have been measured at far value

The consolidated financial staternents are presented in dotlars of the Uniteg States of America (US doliars or US$) and alivalues are rounded to the
nearest thousand ($000) except when otherwise indicated

The Group Now Uses a columnar approach (o separately present the Sitverstream revaluation effect, inciuding related tax, i the iNcome statement
asn the Directors’ judgment this needs to be disclosed separately in this manner by virtue of its size and volatiity v order for users of the financial
statements to obtain a proper understanding of the financial Information and the underlying performance of the business

Basrs of consohdation

The consolidated financial statements set out the Group's financial position as of 31 December 2010 and 2009 and the results of operations and
cash flows for the years then ended
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NOTES TO THE CONSOUDATED
FINANCIAL STATEMENTS conunued

(b

-~

Enuties that constitute the Group are those enterpnses controlled by the Group regardless of the number of shares owned by the Group. Control
exists when the Group nas the power, directly or indirectly to govern the financial and operaiing palicies of an entity S0 as to obtain benefits from its
acivities Entities are consolidated fram the date on which control 1S transferred 1o the Group and cease to be consolidated from the date on which
control 1§ transferred out of the Group. The purchase method of accounting 1S Used to account for the acquisition of subsidianes by the Group.

The consolidated financial statements of the entities that constitute the Group have been prepared for the years ended 31 December 2010 and
2009 using consistent accounting policies. All intra-group balances transactions ncome and expenses and profits and losses, Including unrealised
profits ansing from intra-group transactions, nave deen elminated on consolidation Unrealised Josses are eliminated in the same way as unreal-
1sed gains except that they are only eliminated to the extent that there s no evidence of impaiment

Non-contralling Interests i the net assets of consolidated subsidiaries are identified separately from the Group's equity thergin These INterests
primarily represent the Interests In Mingra Penmont § de R L de CV, Minera EY Bermejal, S de RL de CV and Minera Juamicipio, S A de CV not
he'd by the Group. The interest of non-controling sharenolders may be imtially measured ether at fair value or at the non-controlling interest's
proportionate share of the acquiree’s identifigble net assets. The choice of measurement Basis 1S made on an acquisiktion by-acquisition basis.
Subsequent to acguISIon, non-controling INterests consist of the amount attributed to such Interests at nwial recognion and the non-controlling
terest’s share of changes In equity since the date of the combination Any losses of a subsidiary are attnbuted to the non-controlling interests
even if that results In a deficit balance

changes 1n accounting policies and presentation rules

The accounung policies apphed are consistent with those applied In the preparation of the consolidated financial statements for the year ended 31
December 2009 except for the adopuion of certain new standards, amendments ang \ntespretations to existing standards. Those that are applicable
0 the Group are as follows

« IFRS 3 (Revised) Business Compbinations’ andl 1AS 27 (Revised) 'Cansolidated and Separate Financial Statements’, (ssued in January 2008 IFRS
3R Introduces a number of changes In the accounting for business cambinNations accurnng IN aCcounting periods beginning on or after 1 July
2009 that will impact the amount of goodwill recognised, the reparted results in the perod that an acquisition occurs, and future reported re-
sults. 1AS 27R requices that a change in the ownership interest of a subsidiary {without loss of control) 15 accounted for as an equity transaction
Furthermore, the amended standard changes the accounting for losses incurred by partially-owned subsidiaries as well as the 1oss of control
of a subsichary Other consequential amendments were made to 1AS 7 Statement of Cash Flows' 1AS 12 'Income Taxes' IAS 21 The Effects
of Changes 1n Foreign Exchange Rates’ JAS 28 'Investment in Associates’ and LAS 31 ‘Interests in Jount Ventures' The changes introduced by
IFRS 3R and 1AS 27R will affect future acquisitions or loss of contro! and transactions with Non-controlling interests (previously referred to as
“minority nterests”)

Other new standards amendments and interpretations that are effective but not applicable to the Group are as follows

» IFRS 1 (Amendment) "First-time adoption of mternational financial reporting Standards-Cost of an lnvestment in & Subdisidiary Jointly con-
trofied Entity or Associate”

« IFRS 2 (Amendment) "Share-based Payment-Vesting Condiions and Cancellations”

- AS 39 (Amendment) “Fnancial mstruments Recognition and Measurement Eligibie hedged items”

= IFRIC 17 “Distributions of Non-Cash Assets to Owners”

Improvements to IFRSS

in April 2009 the Board issued its second omnibus of amendments to Its standards pnmanity with a view to removing iNCONSIStencies and clarifying
wording There are separate transitional provisions for each standard The adoption of the following amendments resulted in changes to accounting
policies but dig not have arty Impact on the financial position of performance of the Group

= {FRS § ‘Operating Segments clarifies that segment assets and liabilities need only be reported when those assets and labilities are n¢lugded

In measures that are used by the chief operating decision maker As the Group's chief operating decision maker does not review segment

assets and labilises the Group has not disclosed tms infarmation in note 3

IAS 7 “Statement of Cash Fiows' clanfies that anly expenditures that result in a recagnised asset can be classified asa cash flow from invest-

ing actmities. The amengment has no impact on the Group.

« IAS 17 ‘Leases’ clanfies the classdication of land and bulldings and the specific guidance on classifying land as a lease has been removed
{only the general guidance remains) The amendment has no IMpact on the Group financial statements as there are no property plant and
equipment under finance lease

- 14§ 36 Impament of Assets’ clanfies that the largest unit permutted for allocating goodwall, acquired In a business combinauon is the
operating segment as defimed in IFRS 8 before ageregatian for reporting purposes. The amendment has no impact on the Group as there
have been no business combinations.

Other amendments resulting from the 2009 Improvemnents to IFRS dig not have any mpact on the accountng policies financial posiion oF per-
formance of the Group

New and amended standards and interpretations

Standards and amendments 1Ssued but not yet effective up to the date of Issuance of the Group s financial statements are listed below This lising
15 of standards and interpretations 1ssued which the Group reasonably expects to be applicable at a future date The Group Intends to adopt those
standards when they become effective The Group has not early adopted arty standard Interpretation or amendment that was 1ssued but IS not
yet effective




()

In November 2009, the IASB 1ssued JFRS 9 Financial instruments Classiication and Measurement (subsequently amended i October 2010} This
new standard represents the first phase of the 1A$Bs work on the replacement of IAS 39 and applies to classification and measurement of financial
assets and financial labilivies as defined N 1AS 39 The standard is effective for annual penods beginning on or after 1 January 2013 In subsequent
phases, the 1ASB will address hedge accounting and derecognitron The completion of this project 15 expected in early 2011

The adoption of the first phase of #FRS 9 will have an effect on the classification and measurement of the Group s financial assets. The Group will
quantify the effect n conjunction with the other phases when issued, to present a comprehensive picture

In October 2010 the LASE issued arendments to IFRS 7 Fnancial instruments Disclosures - Transfers of Financial Assets which are applicable for
annual pertods beginning on o after 1 luly 2011 The Group intends to adopt this standard when it becomes effective.

The Group considers that the amendments to the following standards and interpretations which are relevant to the Group will not have any impact
on the accounting policies, financial position or perfarmance of the Group

1AS 24 Related Party Disclosires (Rewsed)
IFRIC 14 Prepayments of a Mummum Funding Requirement (Amendiment)

In May 2010 the 1ASB 1ssued improvements 10 IFRSS, a further omnibus of amendments to Its standards These amendments have not been
adopted as they become effective for annual perods on or after either 1 july 2010 or 1 January 2011 The Group however, expects no impact from
the adoption of the amendments on its financial position or performance

significant accounting judgments, estimates and assumptions

The preparation of the Group s corsalidated financial statements in conformity with IFRS requires management to make judgments, estmates and
assumptiens that affect the reported amounts of assets, labilities and contingent liabilities at the date of the consolidated financial statements
and reported amounts of revenues and expenses duning the reporting period These judgments and esumates are based on management's best
knowledge of the relevant facts and circumstances, with regard to prior experience but actual results may differ from the amounts included in
the consolidated financial statements Information about such jugdgments and estmates 1s contained n the accounting policies and/or the notes
to the consolidated financial statements.

Judgments

Areas of judgment, apart from those Involving estmatgns, that have the most significant effect on the amounts recognised in the consolidated
financial Information are

*  Determination of functional currencies - note 2(d)
The determination of functional currency requires management judgment, particularly where there may be several currencies in which trans-
actions are undertaken and which impact the econonic environment « which the entity operates.

«  Ewvaluation of projects status ~ note 2(e)
The evaluation of project status iImpacts the accounting for costs incurred and requires management judgment This ncludes the assessment
of whether there 1s sufficient evidence of the probability of the existence of economically recoverable minerals to justify the commencement
of capitalisation of costs the tming of the end of the exploration phase and the start of the development phase and the commencement of
the production phase

These judgments directly impact the treatment of costs incurred and praceeds from the sale of metals from ore produced
Estimates and assumptions
Significant areas of estimation uncertanty considered by management N preparing the consolidated financial information include

= Determination of useful lives of assets for depreciation and amortisation purposes ~ note 2(e) and note 13
Estimates are required to be made by management as to the useful lives of assets. For depreciation calculated under the unit-of-proguction
method estimated recoverable reserves are used (n determining the deprecrauon and/or amortisation of mine specific assets. This results in
a depreciation/amertisation charge proportional to the depletion of the anticimated remairung hfe of mine production £ach stem'’s kife, which s
assessed annually, has regard to both its physical ife imitations and to present assessments of economically recoverable reserves of the mine
property at which the asset Is located These calculations require the use of estimates and assumptions including the amount of recoverable
reserves. Changes are accounted for prospectively

« Eshmation of the amount and tming of mine closure costs ~ notes 2{)) and 22

The Group assesses Its ming closure cost provision annually Significant esimates and assumptions are made 10 determining the provision
for rine closure cost as there are numerous factors that will affect the ulimate liability payable These factors include estmates of the extent
and costs of rehabilitabon activities, technological changes regulatory changes cost increases, mine Wife and changes in discount rates Those
uncertainties may result in future actual expenditure differing from the amounts currently provided The prowision at the balance sheet date
represents management s best estimate of the present value of the future closure costs required Changes to estimated future costs are
recognised i the balance sheet by adjusting the mine closure cost liability and the related asset oniginally recognized If, for mature mines,
the revised ming assets net of mine closure Cost provisions exceed the recoverable value, that portion of the increase 1S charged directly to
expense For closed sites, changes to estmated costs are recognised immediately in the income statement
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

= income tax - notes 2(ut and 1
Judgrment 1s required In getermining whether deferred tax assets are recognised on the balance sheet Deferred tax assets including those
ansing from un-utilised tax losses require management ta assess the likelnood that the Group will generate taxable garnings in future periods
i order to utihse recognised deferred tax assets. Estimates of future taxable income are based on forecast cash flows from operations and the
apphcation of existing tax laws in each junsdiction To the extent that future cash flows and taxable income differ signdficantly from esumates,
the ability of the Growp 1o realise the net deferred tax assets recorded at the balance sheet date could be iImpacted

s Silverstream - note 15

The valuation of the Silversizeam contract as a dervative financial nstrument requires SIgnificant estmation by management The derivative
has a term of over 20 years and the value of this dervative 1s determined using a number of estimates including the ore reserves and mineral
resources and future production profite of the Sabinas mine, the estimated recoveries of silver from ore mined, estimates of the future price of
siver and the discount rate used to discount future cash flows, Expectations of future siver price 15 ore of the key assumptions underiying the
valuatiors of this contract and the strengtheming of farward siver prices in 2010 significantly impacted the valuation, resulting in an unrealised
pre-tax gan of US$191 § millign recognised In the Income Statement (2009 US$19 4 milion) The fair value of this contract (s $427 & mitlion
as at 31 December 2010 {2005 US$298 & mullion) and changes in the underlying assumptions may change this value For further detail of this
arrangement, see note 15 For further detall on the Inputs that have a significant effect on the fair valug of this derivative, see nate 31 The
impact of changes in siiver price assumptions foreign exchange, inflation angd the discount rate 1S included in note 32

*  Contingent habilities regarding claims from tax authorities — note 27(0)
By their nature, contingencies will anly be resolved when one or more future events occur or fail to occur The assessment of contingencies
inherently Involves the exercise of significant jJuggment and estimates of the outcome of future events.

(d) Foreign currency translation

(e)

The Group's consalidated financial statements are presented N US dollars which 1s the parent company s functional currency The functional
currency for each entity in the Group s determined by the currency of the primary economic envircnment in which (¢ operates For all operating
entries this is US dollars.

Transacuons denominated in currencies other than the functional currency of the entity are translated at the exchange rate ruling at the date of
the transaction Monetary assets and liabilities denominated in foreign currencies are re-translated at the rate of exchange ruting at the balance
sheet date All differences that anse are recorded In the ncome statement Non-monetary items that are measured in terms of historical costin a
foreign currency are translated using the exchange rates as at the dates of the Initial transactions Non-monetary items measured at fair value in a
foraign currency are translated into US dollars using the exchange rate at the date when the fair value 1s determined

For entities with funcuional cusrencies other than US dollars, as at the reporting date assets and liabilities are translated into the reporting currency
of the Group by applying the exchange rate at the balance sheet date and the income statement Is translated at the average exchange rate for
the year The resuiting difference on exchange 1s included as a curnulative translation adjustment In equity On disposal of an entity, the deferred
cumulative amount recognised In equity relating to that operation is recognised in the income statement

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and impatrment in value Cost comprises its purchase pnce and
any costs directly attnibutadle to brnging it iNto working condition for its intended use The cost of self constructed assets includes the cost of
matenais, direct 1abour and an appropriate propoertion of production overneads.

The cost less the residual value of each item of property, plant and equipment 1s depreciated over its useful life Each item s estimated useful life
has been assessed with regard to both its own physical ife imitations and the present assessment of economically recoverable reserves of the
ming property at which the item is located Estimates of remaining useful kives are made on a regutar basis for all mine buitdings, machinery and
equipment, with annual reassessments for major items. Depreciation 1s charged to cost of sales on a unut-of-production (UOP) basis for mine busd-
ngs and installations plant and equipment used in the mine production process or an a straight ine basis over the estimated useful Iife of the
indniduat asset when not related to the mine production process. Changes In estimates which mainly affect unit of production calculations, are
atcounted for prospectively Depreciation commences when assets are available for use Land 1s not depreciated

The expected useful ives are as follows

Years
Bulldings 512
Plant and equipment 4-11
Mining properyies and development Costs 314
Other assets 2-14

An item of property, plant and equipment 1s de-recognised upon dispesal or when no future economi¢ benefits are expected from s use or
disposal Any gain or l0ss anising at de-recogrition of the asset (calculated as the difference between the net disposal proceeds and the carrying
amount of the asset) s included In the income statement I the year that the asset 15 de-recognised

Non-current assets or disposal groups are classified as held for sale when it 1s expected that the carrying amount of the asset will be recovered
pnncipally thiough sale rather than through continuing use Assets are not depreciated when classified as held for sale




Disposal of assets

Gains or losses from the disposal of assets are recognised n the income statement when all significant nsks and rewards of ownership are trans-
ferred to the customer usually when utle has been passed

Mining properties and development costs

Payments for mining concessions are expeansed during the explorat:on phase of a prospect and capitalised duning the development of the project
when incurred

Purchased ore reserves and mineral resources are recognised as assets at thewr cost of acquisition or at far valug if purchased as part of a busi-
ness combination

Miring concessions when capitalised are amortised on a straight ine basis over the penod of ume In which benefits are expected to be obtained
from that specific concession

Mine development cost s capitalised as part of property plant and equipment Ming development actvities commence once a feasibility study has
been performed far the specific project

when an exploration prospect nas entered into the advanced exploration phase and sufficient evidence of the probability of the existence of
economically recoverable minerals has been obtained preoperative expenses relating to ming preparation works are also capualised as mine
development costs.

The initial cost of a miming property comprises Its construchion cost any costs directly attributable to bringing the mining property into operation
and the initial estimate of the prowision for mine closure cost

Revenues from metals recovered from ore mined in the mine developmenit phase prior to cormmercial production, are credited to mining proper-
ties and development costs. Upon commencement of production caprralised expenditure 15 depreciated using the unit of production method
based on the estimated economically proven and probable reserves to which they relate

Mining properties and mine development are stated at cost, less accumulated depreciation and smpairment in value
Construction in progress

Assets In the course of canstruction are capitalised as a separate component of property plant and equipment On completion, the cost of con-
struction is transferred to the appropriate category of property, plant and equipment Construction In progress I not depreciated

Subsequent expenditures

All subseguent expenditure on property plant and equipment 1s capitahised if it meets the recognition ¢ritena and the carrying amount of those
parts that are replaced 1s de-recognised All other expenditure including repairs and maintenance expenditure 1s recognised in the iIncome state-
ment as Incurred

Stnpping costs

In open pit mININg operations 1t 1S necessary to remove overburden and other waste in order to access the ore body During development and
pre-production phases these costs are capitalised as part of the initial mine investment and they are gepreciated based on the mune’s production
once commercial operations begins

Removal of waste matenal normally continues throughout the Ife of a ming This activity 1S referred to as production stripping and commences at
the ume that saleable matenal begins 10 be extracted from the mine The costs of production stripping are charged to the Income statement as
operating costs.

Further development of a mine may occur following initial extraction of saleable matenal and during the production phase Stripping costs associ-
ated with such development actwvities are capitalised and depreciated based on the refated production

Determuination of ore reserves

The Group estimates Its ore reserves and mineral resources based on information compiled by nternal competent persons in conformity with the
loint Ore Reserves Committee (JORC) code Reports to support these estimates are prepared each year and certified by an independent competent
person

The latest certfied ore reserves and mineral resources are used in the unit of production calculation of depreciation for the year 1n the determina-
tion of the timing of mine closure cost and for determining value in use for any impairment analysis.

There are nUMeErous uncerainties INkerent In estimating ore reserves and mineral resources. Assumphions that are vald at the tme of estmation
may change significantly when new information becomes avaitable Changes in the forecast prices of commodiiies exchange rates, production
CcOsts Or recovery rates may change the econom:c status of ore reserves and mineral resources and may, ultimately result In the ore reserves
being restated
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

(@) tmpaiment of non-financial assets

{h

-

The carrying amounts of assets are reviewed for tmpairment If events or ¢hanges In circumstances indicate that the carrying value may not be
recaverable At each reporting date an assessment 15 made to deterrmine whether there are any indications of impairment I there are indicators
of impairment, an exercise 1s undertaken to determing whether carrying values are (n excess of ther recoverable amount Such reviews are un-
dertaken on an asset by asset basis, except where such assets do not generate ¢ash flows independent of those from other assets or groups of
assets, and then the review 15 undertaken at the cash generating unig level

If the carrying amount of an asset or Its ¢ash generating unit exceeds the recoverable amount, & provision 1S recorded 16 reflect the asset at the
recoverable amount in the balance sheet Imparment 1osses are recognised in the income statement

The recoverable amount of an asset

The recoverable amount of an asset 1s the greater of its value 1n use and fair value fess costs to sell Farr value 1s based on an esumate of the
amount that the Group may obtain In a sale transaction on an arm s length basis. In assessing value in use, esumated future cash flows are dis-
counted to therr present value Lsing a pre-tax discount rate that reflects current market assessments of the time value of money and the rsks
specific 1o the asset For an gsset that does not generate cash inflows largely independently of those from other assets or groups of assets, the
recoverable amount IS determined for the cash generating unit to which the asset belongs. The Group s cash generating units are the smallest
identifiable groups of assets that generate cash inflows that are largely independent of the cash inflows from other assets oF groups of assets.

Reversal of impawrment

An assessment Is made each reporting date as to whether there 15 any indication that previousty recogrised impalrment losses may no longer exist
or may have gecreased If such an indication exists, the Group makes an estimate of the recoverable armount A previously recognised impairment
loss 15 reversed onby if there has been a change In estmates used to determine the asset’s recoverable amount since the impairment loss was
recognised If that s the case the carryng amount of the asset 1s increased to the recoverable amount That increased amount cannot exceed the
carrying amaount that would have been determined, net of depreciation, had no impairment loss been recognised in previous years. Such impai-
ment loss reversal 1s recogrised in the iIncome statement

Financial assets

Finangial assets are recognised when the Group begcomes party to contracts that give nise to themn and are classified as financial assets at fair
value through profit or loss, loans and recewables held to maturty investments, or avarlable-for-sale financial assets as appropriate The Group
determines the classiication of 11s financial assets at inibial recognition and re-evaluates this designation at each balance sheet date When financial
assets are recognised nibially, they are measured at fair value, plus i the case of financial assets not at fair velue through profit or loss, directly
attributable transaction costs

Financial assets and liabilities are offset and the net amount 1s reported in the batance sheet when there 15 a legally enforceable nght to set off the
recognised amounts and there is an Intention to settle on a net basis, or realise the asset and settle the labiity simultaneously

Financial assets at fair value through profit or loss

Financial assets classified as held-for-trading and cther assets designated as far value through profit of 10ss on inception are included in this
category Financial assets are classified as held-for-trading if they are acquired for sale In the short term Dervatives are also classified as held-for-
trading uniess they are designated as hedging instrumeants. FInancial assets at fair value through profit or 1oss are carred in the balance sheet at
fair value with gains or losses recognised in the income statement

Loans anhd recelvables

Loans and recenables are non-genvative financial assets with fixed or determinable payments that are not quoted In an actrve market, do not
Gualify as trading assets and have not been designated as either far value through profit and loss or available-for-sale

After Iniral measurement such assets are subsequently carned at amortised ¢ost using the effective Interest method less any allowance for
mpairment. Gaing ang iosses are recognised in Income when the loans and recevables are derecognised or impaired as well as through the
AMOrtsation process.

Current trade recevables are carried at the onginal mvoIce amount less provision made for imparrment of these recevables. Long-term recenvables
are stated at amortised cost

Avallable-for-sale financial assets

Avallable-for-sale financial assets are those non-dervative financial assets that are designated as such or are nat classified wy any of the preceding
categories and are not held to maturity investments.

Avallable-for-sale financial assets represent equity Investments that have a guoted market price in an actrve market, therefore a fair value can be
reliably measured After iniiak measuremnent avallable-for-sale financial assets are measured at fair value with mark-to-market unrealised gans or
losses recognised as other comprehensive income in the avadable-for-sale reserve until the financial asset 15 derecognised

Financial assets classified as avallable for-sate are de-recogrised when they are sold, and all the risks and rewards of ownership have been trans-
ferred when financial assets are sold the accumulated far value adjustments recognised v equity are included in the ncome statement within
other operating income or expense




n

o

(k)

Fair value

In detenmining estimatad far value investments in shares or portfolios of Isted secunties are valued at quoted bid prices. when quoted prices
on an active market are not available (and for ksted non-actvely traded securities), fair value 15 determined using a valuation technique Valuation
techriques include using a recent amn s length transaction, If available, reference to the cusent fair value of another nstrument that s substanyally
the same, discounted cash flow analysis and option pricing models. If the range of reasonable fair value 15 significant and the probabilwes of the
vanous estimates cannot be reliably assessed, the invastrnent 15 not re measured at far value

Impairment of financial assets
The Group assesses at each batance sheet date whether a financial asset or group of financial assets 15 impaired
Assets carnied at amortised cost

if there 1s objective evidence that an impairment loss on loans and recewvables carmed at amortised cost has been incurred the amount of the
loss 15 measured as the difference between the assets carrying amount and the present value of estimated future cash flows (excluding future
expected credit losses that have not been incurred) discounted at the financial asset s onginal effective interest rate (1 e, the effective interest
rate computed at initial recogrition} The carrying amount of the asset 1s reduced through use of an allowance account The amount of the loss 1
recognised in profit or l0ss.

The Group first assesses whether objective evidence of impairment exsts indiwdually for financial assets that are individually significant gnd
indnvidually or collectvely for financial assets that are not individually significant If it1s deterrmned that no objective ewidence of ImMpairment exists
for an indmdually assessed financial asset, whether significant or not the asset 15 Included 1n a group of financial assets with simiar credit nsk
characteristics and that group of financial assets Is collectively assessed for impairment Assets that are Individually assessed for impairment and
for which an impairment l0ss 1S or continues to be recognised are not included i a collective assessment of Impairment

If 1n a subsequent period, the amount of the iImpairment loss decreases and the decrease can be related objectively to an event occurnng after the
Impalrment was recognised, the previously recogrised impairment loss 1s reversed Any subsequent reversal of an impairment loss is recognised
In the Income statement to the extent that the carnang value of the asset goes not exceed 1tS amortised cost at the reversal date

in relation to trade receivables a prowision for IMparment 1S made when there 1s objective evidence (such as the probability of insofvency or sig-
nificant financial difficulties of the debtor) that the Group will not be able to collect alt of the amounts due under the onginal terms of the iInvoice
The carrying amount of the recevable I1s reduced through use of an allowance account Imparred recenvables are de-recognised when they are
assessed as uncollectible

Available-for-sale financial investments

If an avallable-for-sale asset Is impaired, an amount comprising the difference between its cost (net of any principal payment and amortisation) and
1ts current fair value less any impairment loss previously recognised in the Income staternent, 1s transferred from equity to the income statement
In assessing whether there 1s an impairment the Group considers whether a dechine in fair value 1s either significant or prolonged by consider-
Ing the size of the dechne I this value and the historic volatility in changes In farr value Reversals n respect of equuty nstruments classifiec as
available-for-sale are not recognised in the Income statement

inventones

Firushed goods and work in progress Inventones are measured at the lower of cost and net realisable value Cost 1$ determined using the welghted
average cost method based on cost of production which excludes borrowing costs.

Faor this purpose, the costs of production mclude

= personnel expenses which inciude employee profit shanng, matenals and contractor expenses which are directly attnbutable o the extrac-
tion and processing of ore,

= the deprectation of property ptant and equipment used in the extraction and processing of ore and
« related producton overheads (based on hormal operatkng capacity)

Operating materials and spare parts are valued at the ‘ower of cost or net realisable value Allowance for obsolete and slow-moving inventories
15 detersmuned by reference to specific tems of stock A regular review 1 undertaken by management to determine the extent of such allowance

Net realisable value 1s the esumated selling price in the ordinary course of business iess any further costs expected to be incurred to completion
and disposal

Cash and cash equivalents
For the purposes of the balance sheet cash and cash equivalents comprise cash at bank, cash on hand and short-term deposits held with banks
that are readily convertible INto knawn amounts of cash and which are subject 10 inssgnificant risk of changes in value Shert-term deposits earn

Interest at the respective short term deposit rates between one day and three months.

For the purposes of the cash flow statement cash and cash equivalents as defined above are shown net of outstanding Bank overdrafts.

125

Frasnilio pic
2010

Annual Report

MIIAYIAQ dNOYUD

ADILVHILS

JONVYIWHOJ4H3d

JINVYNYIA0D

I
Z
»
z
o
>
z
(%2}




126

NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

[}

Provisions

Provisions are recogrused when the Group has a present obligation {fegal or constructive) as a result of a past event, it is probable that an outflow
of resources will be reguired to settle the oblgation and a reliable estimate can be made of the amount of the obligation If the effect of the time
value of money ts matenal, provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the nsks specific to the liability Where discounting 15 used, the ncrease in the
provision due to the passage of time 1S recogrused as a finance cost

Mine closure cost

A provision for mine closure cost Is made 1n respect of the estimated future costs of closure and restoration and for environmental rehabuitation
£osts (which include the dismantling and demolition of infrastructure, removal of residual matenials and remedianon of disturbed areas) based on
a mine closure plan, in the accounting period when the related environmental disturbance occurs. The prowision is discounted and the unwinding
of the discount 1s Includad in finance costs. At the time of establishing the provision, a corresponding asset IS capitalised where it gives rise 1o a
future economic benefit and depreciated aver future production from the mine to which it relates. The prowision Is reviewed on an annual bass by
the Group for changes In cost estimates, discount rates or life of operations.

Other

Other provisions are accounied for when the Groug has a legal or constructive gbligation for which it 1s probable there will be an outflow of re-
sources far which the amount can be reliably estimated

{m) Financial labilities

(n)

The Group recogmses financial hatihties on s balance sheet when, and only when, it becomes a party to the contractual provisions of the nstru-
ment Financial habilites are imibally recogrused at the fair value of the consiceration receved, including any transaction costs incurred

Financial assets and habilities are offset and the net amount 1$ reported in the balance sheet when there 1s a legally enforceable right to set off the
recognised amounts and there 1s an Intention to settle on a net basis, or realise the asset and settle the lability simultaneously

Interest beanng loans and barrowings

All loans and borrowings are Intally recognised at the fair value of the consideration receved less directly attributable transaction Costs. After
nitial recognition, interest bearing loans and barrowings are subsequently measured at amorbised ¢ost using the effective interest method Gains
and losses are recognised in the income statement when the habihties are cerecognised as well as through the amortisation process.

Employee benefits
The Group cperates the foltowing plans
Defined benefit pension plan

This funded plan 15 based on each empioyee's earmnings and years of service This plan was open to all employees in Mexico and it 1s denominated
In Mexican Pesos. This plan was closed to new entrants an 1 july 2007 For members as at 30 june 2007, benefits were frozen at that date subject
to (Indexation with reference to the Mexican National Consumner Price Index (NCPI)

The cost of providing benefits unger the defined benefit plan 1s determined using the projected unit credit actuanal valuation method and prepared
by an independent actuanal firm as at each year end balance sheet date The discount rate 1S the yield on mxAAA (Standard & Poors) and AAA-mex
{Fitch Ibca) credit-rated bonds that have maturity dates approximating the terms of the Group s cbligatiens and that are denominated in the same
currency in which the benefits are expected to be paid Actuanial gans and losses are recognised as INCoOme or expense in the penod n which
they occur

Past service Costs are recognised as an expense on a straight line basis over the average penod until the benefits become vested If the benefits
have already vested following the introcuction of, or changes 1o, a pension plan the past service cost Is recognised immediately

The defined benefit asset or liabitity comprises the present value of the defined benefit obiigation less the fair value of plan assets out of which
the ohligations are to be settled directly The value of any asset s restncied to the present value of any economic benefits available in the forrm of
refunds from the plan or reductions in the future contributions to the plan

Defined contnbution pension plan

A gefined cantribution plan 15 a post-employment benefit plan under which the Group pays fixed contrbutions INto a separate entity and has no
tegal or constructive abligation to pay further amounts. Qbligations for contributions to defined contribution pension plans are recognised as an
employee benefit expense in profit of loss when they are due The contributions are based on the employee s salary

This plan started on 1 July 2007 and i 1s voluntary for all employees to join this scheme




—

0

m

tq}

Seruonty prermium for voluntary separation

This unfunded plan corresponds to an additionat payment over the tegal seniority premium equivalent to approximately 12 days of salary per year
for those unionised workers who have more than 15 years of service Non-unionised employees with mare than 15 years of serice have the nght
to a payment equivalent to 12 days for each year of service For both cases, the payment 15 based on the legal current minimum salary

The cost of providing benefits for the semority premium for voluntary separation 1§ determined using the projected unit credit actuanial valuation
method and prepared by an independent actuarial firm as at each year end balance sheet date Actuanial gains and losses are recognised as in-
come or expense In the penod i which they occur

Other

Benefits for death and disability are covered through insurance policies.

Termingtion payments for invoiuntary retirement {disrmissals) are charged to the income staterment, when incurred

Employee profit sharing

In gccordance with the Mexican legislation, companies in Mexico are subject to pay for employee profit shanng (PTU) equivalent to ten percent of
the taxable income of each fiscal year

PTy1s accounted for as employee benefits and 1s calcutated based on the services rendered by employees during the year, considenng their most
recent salaries. The liability is recognised as it accrues and is charged ta the income staterment PTU paid in each fiscal year, 1$ considered deduct-
ihle for ncome tax purposes

Leases

The determination of whether an arrangement Is, or contains a lease IS based on the substance of the arrangement at inception date including
whether the fulfilment of the arrangerment 1s dependent on the use of a specific asset or asseis or the arrangement conveys a nght 1o use the asset
A reassessment 15 made after inception of the lease only If ane of the following applies

a There s achange In contractual terms other than a renewal or extension of the arrangement,

b A renewal option IS exercised or extension granted unless the term of the renewal or extension was initizlly included in the lease term,

¢ Theres a change In the determination of whether fulfiment 1s dependent on a specified asset, or

d There s a substantal change to the asset

Group as a lessee

Finance teases which transter 10 the Group substantially alt the risks and benefits ncidental to ownership of the leased tem are caprtalised at the
inception of the fease at the fair value of the leased property or if lower, at the present value of the minimum lease payments. Lease payments are
apporugned betwaen the finance charges and reduction of the lease hability so a5 to achieve a constant rate of interest on the remairing balance

of the liabilty Finance charges are reflected in the sncome statement

Capialised leased assets are depreciated over the shorter of the estimated useful Iife of the asset and the lease term, If there Is no reasonable
certainty that the Group will obtain ownership by the end of the lease term

Operating lease payments are recognised as an expense in the income statement on a straight bne basis over the lease term

Group as a lessor

Leases where the Group does nct transfer substantiatly all the nsks and benefits of ownership of the asset are classified as operating leases. Initial
direct costs ncurred in negotiating an operating lease are added to the carrying amount of the leased asset and recognised over the lease term on

the same basis as rental income Contingent rents are recognised as revenue in the period in which they are eamned

where a reassessment Is made lease accounting commences or ceases from the date when the change in circumstances gave fise to the reas-
sessment for scenanos a), ¢) or d) and at the date of renewal or extension perod for scenano b} above

For arrangements entered into pnar 10 1 January 2005 the date of Inception 15 deemed to be 1 January 2007 n accordance with the transitional
requirements of IFRIC 4

Contingencies
Contingent labilities are not recogmised i the consolidated financial mformation and are disclosed in notes unless ther occurrence 1s remote

Contingent assets are not recogrised In the consolidated financial information but they are disciosed in notes if they are deemed probable
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NOTES TO THE CONSOQLIDATED
FINANCIAL STATEMENTS continued

n

(s)

Revenue recognition

Revenue Is recogrised to the extent that it 1S probable that economic benefits will flow to the Group and the revenue can be relisbly measured
Revenue IS measured at the far value of consideration receved excluding discounts, rebates and other sales taxes.

Sale of goods

Revenue 1s recognised in the Income statement when all significant risks and rewards of ownership are transferred to the customer, usually when
title has been passed Revenue excludes any applicable sales taxes.

The Group recognises revenue on a provisional basis at the tme concentrates, precipitates and dore bars are delivered 10 the customer’s smelter
or refinery using the Group s best estimate of contained metal Revenue Is subject to adjustment ance the analysis of the product samples is com-
pleted, contract conditions have been fulfilled and final settlement terms are agreed Any subsequent adjustments to the intiaf estimate of metal
content are recorded i revenue once they have been determined

In addition, sales of concentrates and precimitates throughout each calendar month, as well as dore bars that are delivered after the 20th day of
sach month, are “provisionally priced” subject to a final adjustment based on the average price fgr the month following the delivery to the cus-
tomer, based on the market prce at the relevant quotation point stipulated in the contract Doré bars that are delivered in the first 20 days of each
month are finally priced ix the month of delivery

For sales of goods that are subject to provisional pricing, revenue is iniially recognised when the conditions set out above have been met using the
provisional price The price exposure 15 considered to be an embedded dervative and hence separated from the sales contract At each reporting
date the provisionally priced metal is revalued based on the forward selling price for the quotational penod stipulated In the contract unt! the quo-
tatior penod ends. The selling price of the metals can be rehably measured as these are actively traded on international exchanges. The revaluing
of provisionally prniced contracts is recerded as an adjustment to revenue

Royaities

income denved from royaltes is recognised only &t the tme when 1t 1s probable that the amounts related to certain rights will be receved Cur-
rently the Group receives royalties based on a percentage of the sales of concentrates from the Cedros, Peregnna and Sirena small scale mines
rented to a third party

Rental income

Rental Income ansing from operating leases on a small scale mine rented to a third party 1s accounted for on a straight line basis over the lease term
Interest income

Interest Income 1S recoghised as iInterest accrues {using the effective interest method, (e the rate that exactly discounts estimated future cash
receipts through the expected life of the financial Instrument to the net carrying amount of the financial asset) Interest income 1s Included as
finance ncome In the Income statement

Dividend income

Dwidend income 1$ recognised when the Group s right to receve the payment I established

Exploration expenses

Exploration actrvity involves the search for mineral resources the determination of technical feasibility and the assessment of commercial viability
of an identified resource

Exploration expenses are charged to the income statement as incurred and are vecorded in the {oflowing captions
0 Costof sales costs relating to n-mine exploration that ensure continuous extraction quality and extend mine hfe, and
(i) Exploration expenses
a  Costsincurred (n geographical projrmity to existing mines in order to replenish or Increase reserves and
b Costsincurred In regional exploration with the objective of locating new are deposits IN Mexico and Latin America and which are igenti-
fied by project Costs incurred are charged to the income statement until there 1s sufficient probability of the existence of economicalty
recoverable minerals and a feasibility study has been performed for the specific project

Finance income and costs

Finance income and COStS COMPprise INterest expense on borrowings, Interest Income on funds mvested and the unwinding of the discount
on provisions

Interest income and costs are recognised as accrued, taking Into account the effective yield on the asset or hability




w

%]

(w)

Income tax
Current income tax

Current Income tax assets and liabiliies for the current and prior periods are measured at the amount expected to be recovered from or pad to the taxa-
tion authonties. The tax rates and tax laws used 10 compute the amount are those that are enacted or substantvely enacted oy the balance sheet date.

Deferred mcome tax

Deferred iIncome tax is provided using the hability method on temporary differences at the balance sheet date between the tax bases of assets and
hahies and their carneing amounis for financial reporung purposes.

Deferred income tax habities are recogrised for all taxable temporary differences excapt

{3 where the deferred income tax liability arises from the initial recognition of gooowill or of an asset or iability I a transaction that 15 not a busi-
ness combingtion and, at the time of transacuion, affects neither the accountng profit nor taxable profit or 10ss, and

i respact of taxable temporary differences associated with investments in subsidianes, ssociates and INterests i1 joint ventures where the oming of
the reversal of the temporary differences can be controlled and 1t 1s probable that the temporary differences wall not reverse i the foreseeable future

Deferred income tax assets are recognised for all deductible temporary differences carry forward of unused tax credits and unused tax losses,
t0 the extent that it 1S prabable that taxable profit will be available against which the deductible temporary differences, and the carry forward of
unused tax credits and unused tax Iosses can be utihsed except

(» where the deferred Income tax asset relating to deductible terporary differences arise from the initial recognition of an asset or liability in a transac-
tion that 15 not a business cormbination and at the time of the transaction, affects nerther the accounyng protit nor taxable profit or toss, and

3 i respect of deductible temporary differences associated with investments tn subsidianes, associates and interests in joint ventures, deferred
Income tax assets are recognised anly to the extent that it is probable that the temporary differences will reverse In the foreseeable future
and taxable profit will be available against which the temporary differences can be utilised

The carrying amount of deferred iIncome tax assets 1s reviewed at each batence sheet date and reduced to the extent that it 1 no longer probable
that sufficient taxable profit will be available to allow &ll or part of the deferred income tax asset to be utilised

Unrecognised deferred income tax assets are reassessed at each balance sheet date and are recogrised to the extent that it has become prabable
that future taxable profit will allow the deferred tax asset to be recovered

Deferred ncome tax assets and kabilibes are measured at the tax rates that are expected to apply to the year when the asset 1s realised or the
habiity 15 settled based on tax rases (and tax laws) that have been enacted or substantively enacted at the balance sheet date

Deferred income tax relating to tems recogmsed directly in equity 1s recogrised in equity and not In the Income statement

Deferred Income tax assets and deferred income tax habilities are offset f a legally enforceable nght exists to set off current tax assets against
current income tax liabilibes and the deferred income taxes relate to the same taxable entity and the same taxation authority

De-recognition of financlal assets and liabilities
A financial asset or habiity 15 generally de-recognised when the contract that gives nse to (t1s settled sold cancelled or expires.

wheare an existng financial liability 1s replaced by another from the same lender on substantially different terms or the terms of an existing Ii-
abiity are substantially modified such an exchange or modification s treated as a de-recogniton of the anginal hability and the recogrition of a
new hability, such that the Qifference in the respective carrying amounis together with any costs or fees incurred are recogrised in profit or 10ss.

The difference between the carrying amount of 3 financial hability (or part of a financiat hatility) extinguished or transferred to another party and
the consideration paid, including any non-cash assets transferred or liabilties assumed 1S recognised in the income statement

Derivative financial instruments and hedging

The Group uses denvatives to reguce certain market rnisks derived from changes in prices of base metals and {oreign exchange which impact its
financial and business transactions, Hedges are designed to protect the value of expected production against the dynamic market condiions. Such
dervative financial instruments are Initially recogmised at fair vatue on the date on which a dervative contract 1S entered into and are susequently
remeasured at fair value Dervatives are carried as assets when the fair value (s positive and as labilities when the far value 1s negative

Any gains and 10sses ansing from changes in fair valug on dervatives dunng the year that do not qualify for nedge accounting are taken girectly
to the income statement

Dervatves are valued using vatuation approaches and methodologies (such as Black Scholes and Net Present Value) applicable to the specific type
of dervative instrument The fair value of forward currency and commaodity contracts Is calculated by reference to current forward exchange rates
for contracts with similar matunity profiles. The Siverstream contract 1S valued using a net present value valuaiion approach
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NOTES TO THE CONSOLIDATED

FINANCIAL

x)

y)

@)

3

STATEMENTS continued

At the Inception of a hedge relatonship, the Group formatly designates and documents the hedge relatonship to which the Group wishes to apply
hedge accounting and the risk management objective and strategy for the undertaken hedge The documentation iIncludes identification of the
hedging instrument, the hedged item or transaction the nature of the nisk being hedged and how the entity will assess the hedging instrument’s
effectveness in offsetting the exposure to changes 1n the hedged stem’s fair value or cash flows attributable to the hedged nsk Such hedges are
expected 1o be hignly effective in achieving offseting changes In fair value or cash flows and are assessed on an ongoing basis to determing that
they actually have been highly effectrve throughout the financial reparting periods for whicn they were designated Hedges which meet the strict
critena for hedge accounting are accounted for as follows

Cash flow hedges

For denvatives that are designated and qualify as cash flow hedges, the effective portion of changes in the fair value of derivative instruments are
recorded as a component of eguity and are transferred to the income statement when the hedged transaction affects profit or loss such as when
a forecast safe or purchase cccurs For gains and losses related to the hedging of revenues, these are included as part of revenues and for those
related to the hedging of foreign exchange risk, in the kine item in which the hedged costs are reflected Where the hegged item 15 the cost of a
non-financial asset or l:abifity the amounts takenr to equity are transferred o the inibial carrying amaount of the non-financiat asset or liability The
ineffective porticn of changes in the fair value of cash flow hedges is recognised in the iIncome statement of the related penod

If the hedging instrument expires or is sold terminated or exercised without replacement or rollgver, or If its designation as a hedge 1s revoked, any
cumulative gain or loss recognised directly In eguity from the penod that the hedge was effective remains separately in eguity until the forecast
transaction occurs, when it 1S recogmised In the income statement  When a forecast transaction Is no longer expected to occuy, the cumulatve
gain or loss that was reported In equity 1s i/mmediately transferred to the income statement

Embedded derwvatives

Contracts are assessed for the existenge of embedded denvatives at the date that the Group first becomes party t0 the contract, with reassess-
ment only If there 1s a change 10 the ¢ontract that significantly modifies the cash flows. Embeoded derwatwes which are not clearly and ciosely
related to the underlying asset, iability or transaction are separated and accounted for as stand alone dervatves

Dmdend distnbution

Dividends payable to the Company's shareholders are recognised as a liability when these are approved by the Company’s shareholders or Board
as appropnate Dvidends payable to minornty shareholders are recognised as a llability when these are approved by the Company's subsidianes

Value added tax

Revenues, expenses and assets are recognised net of the amount of vatue added tax

The net amount of VAT recoverable from, or payable te, the taxaton authonty 15 Included as part of recervables or payables in the balance sheet
BorrowIng costs

Finance costs are generally expensed as Incurred except where they relate to the financing of construction or development of qualifying assets
requinng a substantial peried of time to prepare for thewr intended future use

Inthe case of such qualifying assets, finrance costs are capitalised up to the date when the asset s ready for its ntended use The amount of finance

costs capitalised {pefore the effects of Income tax) for the period is deterrmined by epplying the interest rate applicable to appropriate borrowings
outstanding during the period to the average amount of accumulated expenditure for the assets during the perod

SEGMENT REPORTING

For management purposes the Group 1s organised nto operating segments based on producing mines.

At

31 December 2009 the Group had three reportable operating segments. The construction of the Soledad-Dipolos mine was successfully concluded

1n December 2009 and commercial production started in January 2010

At

31 December 2010 the Group therefore has four reporiable operating segments yepresenting the Group s four producing mines as follows

The Fresnillo mine located in the State of Zacatecas 1s the worlds largest primary siver mine
The Cienega mine located in the State of Durango Is an underground gold mine,

The Herragura mine located in the State of Sonora is an open pit gold mine, and

The Soledad-Dipolos mine tocated v the State of Sonora 1S an open oIt gold mine

The operating performance and financial results are reviewed by management As the Group s chief operating decision maker does not review segment
assets and labdities the Group has not disclosed this information

NG

-

operatng segments have been aggregated to form the above reportable operating segment Projects under development have been aggregated

Into the Other segment below




Managerent moritars the results of its operating segments separately for the purpose of performance assessment and making decisions about
resource allocation Segment performance Is evaluated without taking into account certain adjustments included in Revenue as reported in the £on-
solidated Income statement, and certain ¢osts INcluded within Cost of Sales and Gross Profit which are considered to be outside of the control of the
operating management of the mines. The table below provides a reconciliation from segment profit to Gross Profit as per the consolidated income
statemnent Other income and expenses included in the consolidated Income statement are not allocated to operating segments. Transactions between
reportable segments are accounted for on an arm’s length basis simular to transactions with third parties.

I 2010 a1l revenue was derved from customers based in Mexico

1N 2009 all revenue was derwved from customers based in Mexico the Company s country of domicile except for approximately 3 3% of revenue s per
the consolidated income statement which was sold to a third party customer based in the Netherlands. This revenue Is shown wathin the Fresnilio and
Ciénega segments below All non-current assets are located 10 Mexico.

Operating segments

The following tables present revenue and profit Information regarcing the Group s operating segments for the year ended 31 December 2010 and 2009,
respectively

Adjustments
Year ended 31 December 2010 Soledad- and
(US3 thousands) Fresnillo  Herradura ciénega Dipotos Other eliminations Total
Revenues
Third party 733537 366,047 173,200 136,770 - - 1,409,554
Inter-Segment - - - - 35513 (35,613 -
Segment revenues 733,537 366 047 173200 136,770 35613 (35,613 1,409 554
segment Profit @ 626,983 268 933 116 615 97,669 35612 (31,457) 1114355
Hedging 3020
Depreciation {105,218)
Employee profit shanng 137,682)
Gross profit as per the Income statement T¢74278
Capital expenditure® 60,7162 54,4119 65,083 356790 125,029 (1813} 340,297

W camal expenditure consists of addiions of property plant and equipment excluding addinons relating (o changes in the mine CIoSURe provision

@ Capital expenditure consists of SCoop equipment and drling jumbos, mine development work including a shaft and ramps.

B capital expenditure relates 10 leaching pads CONSILCHION equipment such as rotary drill g tractors and dump trucks, construction of an electrical station open pit rine
development actvities and Noche Buena s payment for the acquisition of mineral rnghts and royatties

W Capital expendnure relates 10 3 (FOCEsSING plant expansion Scoop equipment, lznd and mine development wovk ncluding work o0 2 tathings dam

O Capital expenditure relates (0 leaching pads construction oquipment such as dump trucks and tractars, rolary drill rig and open pit mine deveiopment acinties

W Capital expenditure refates to the Saucito rme developments including hoisting equipmernt and remp and shaft developments.

D freatrmant and refiming charges amounting (o USSES 386 are inclirded i the segment profit Previously this information wes presented n 2 seperate hing

Adjustments
Year ended 31 December 200% Soledad- and
(LSS thousands) Fresnillc  Herradura Ciénega Dipolos Other eliminations Total
Revenues
Third party 500,433 245,818 128,479 - - (24,788) 849,944
Inter-Segment - - - - 17 385 17 385) -
Segment revenues 500 433 245818 128,479 - 17 385 42171) 849944
Segment Profit ¥ 407,664 159,953 80,532 - 18,483 (14,248) §52,386
Hedging (31 863)
Depreciation (67 227)
Employee profit sharing (24,981)
Gross profit as per the incorme statement £28,315
Capital expenditure ™ 34,6282 44 813® 41 665% 57,734 500349 1,573 250,447

U Capital expengiture consists of addions of property plant and equipment, excluding additions refating to changes in the mine closure provision

@ rapital expenditure reigtes 10 rine development work, SCO0p equipment fand and raise DONng equipment

@ Capial expendiure relates to the acquisition of the Noche Buena gold project, dump trucks, and qvestment in the maintenance workshop

@ capital expenditure relales 10 mine dovelopment work, Scoop equipiment land and raise borng cquipment

) Capital expenditure relates to the Saucito mne developments.

@ Treatment and refiring charges amounting to USSE9 227 were reciassdied in 2009 Lo the segment prodit line for comparaive purpeses. Previously this information was pre-
sented 1 @ separate hne
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

4 REVENUES
Revenues reflect the sale of goods being concentrates, dore slag and precipitates of which the primary contents are silver gold, lead and zinc™
a) Revenues by product sold
Year ended 31 December
2019 2009
- - (LI5S thousands)
Lead concentrates (containing siver, gold, lead and Dy-products) 797 887 573,594
Doré and slag (containing gold siver ang by-products) 502 820 245,822
Zinc concentrates 53,564 38,324
Precipitates 55,281 16,990
Effects of hedging - {24 788)
1,409,554 849,944

Substantially all lead concentrates precipitates doré and slag, were sold to Pefoles metallurgical complex for smelung and refining

N included n the vaiue of lead and zinc concentrates, precipitates and doré are provisional price adjustments wiich represent changes i the fair vatue of embedded derva
tves. in 2010 the Group has recogmsed 8 profit of USS35 6 mullion (2009 profit of Us$24 d midlion) For further detail refer 1o note 2(1)

b) Value of metal content In products sold

For products other than refined siver and gold, invoiced revenues are denved from the value of metal content adjusted by treatment and refining
charges Incurred by the matallurgica! complex of the customer The value of the metal content of the products sold, before treatment and refining
charges Is as follows

Year ended 31 December

2010 N 2009
o i (USS thousands}

Silver 746 176 529,626
Gold™ f 653294 334,169
ZInc® 40073 28 282
Lead®™ 34,377 27 054
Value of metal content In products soid 1473920 215171
Adjustment for treatment and refining charges (64 385} 69,227
Total revenues® 1,409,554 849 944

@ nchides hedging losses of USSmi (2009 US$25 million)

@ nchides hedging gains of USSni (2009 LSS0 1 mithon)

@ Includes hedging gaims of USSni (2009 LSS0, 1 mullion)

@ ncluded in the value of lead and zinc concentrates, precipitatos and dord are provisional price adiustments which represent changes i the faw value of embeaded derva
tnes. in 2010 the Group has recognised & profit of JSS35 & million (2009 profit of US$24 0 mifkor) For further deta refer to note 2(r)

The average realised prices for the gold and silver content of products sold, including the effects of hedging but prior to the deduction of treatrment
and refining charges were

year ended 31 December
2010 . 2009

. -{USS per ounce}

Gold 1,2521 9889
Sibver 214 153




5 COST OF SALES

Year ended 31 December

2010 2009

Depreciation (note 13) 1052164 67 227
Personne! expenses (note 8) B2 932 60 349
Maintenance and repairs 56,494 39,251
Operating materials 45,177 47,110
Energy 57 856 35 257
Contractors 5% 801 31905
Freight 9027 6,143
Mining nghts and contributions 4,775 4,633
{Gam)/Loss on foreign currency hedges (3,020) 7,077
Change in work In progress and finished goods (ore iInventories) (16,822) 12,944
Other 13,640 $,733
435,076 321,629

1

6 ADMINISTRATIVE EXPENSES

Year ended 31 December
2010 2009
(1S3 thousands)

“e . - . . . . . PR

Administrative expenses charged by Perfioles Group

Adminigtrative services™ 26 832 30 308
79832 30308
Personnel expenses (note 8) 2,638 9,683
Other administrative expenses 13124 9,874
52,594 49,867

W For the pertod from the 1RO on 12 May 208 10 11 Griober 2009 centam Services, comphising administrative and non adrurisirative services were provided by Servicios
Industriales Perloles, S. A de C.V {"SIPSAY) to the Group under & Transitional Services Agreement entered o on 15 Aprd 2008 for a giohal fee of US$51 0 million OF this
amount approxmately USS15 0 mifton related 10 enginecring and construction techrical research end development and contral workshop costs, which are considercd
NON adrmimsIr2tve Services. The remaiming US$36 0 mifkon related 10 admirustrative expenses. From 1 November 2009 a new agreement was entered wilo for the penod to
31 October 2012 The annual fee amounts to US$S T mihon and MXP277 5 muilion (US$23 7 mithon) On 21 December 2009 pursuant 10 an internal corporate restructuning
within Perloles, SIPSAS interest i 1he new Service agrecment was transferred 10 Senicies Administratives Pedoles, SA de CV 2 wholly owned Pedoles subsxdiary

7 EXPLORATION EXPENSES

Year ended 31 Decamber

2010 2009
.. P e e hes e e . T s rousands)
Contractors 57,373 33408
Adrmiristratve services 4,519 5214
Mirung rights and contnbutions 6,541 3483
Personnel expenses {note 8) 2,995 2052
Assays 2,225 1,565
Maintenance and repars 1064 1,215
Operating materials 2,232 21
Renials e 600
Energy 213 152 1
Other 2032 453
82,113 49,063

These exploration expenses were mainly mcurred in increasing the reserves and resources of the operating mines and projects held by the Fresnlio,
Penmont La Ciénega Saucito and Juanicipto legal entiies. Minor exploration expenses of USS1 1 million {2009 US$0 3 mullion) were incurred in the year
elsewhere In Latin America

The fallowing table sets forth liabiities (generally payables) incurred In the exploration actaties of the Group companies engaged only in exploration,
principally Exploraciones Mineras Parreria, S A de CV Liabilities related to exploration activiues incurred by the Group operating companies are not
Included since it 1s not possible to separate the habiliues related to exploration activties of these companies from their gperating habiles.
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NOTES TQ THE CONSOLIDATED
FINANCIAL STATEMENTS continued

Year ended 31 December
2010 2009
(LSS thousanas)

Liabilities related to explorapon actmvities

Cash flows relating to exploration activities are as follows

3 477

year ended 31 December
2010 2009
o ) (USS-d‘iousands}

Operating cash out flows

8 PERSONNEL EXPENSES

82787 48 540

Year ended 31 December

2010 2009
. e e se wae wss pocsantsy

Employees’ profit shanng 38 404 24,981
salaries and wages 20,668 17,712
Bonuses 10,637 8,416
Legal contributions 8,242 6,579
Other benefits 5414 4,503
Vacations and vacations bonus 2,424 2,278
Social security 2,989 2,327
Post-employment benefits (note 23) 1590 3405
Other 5197 1883
95,565 72,084

a) Personnel expenses are distributed in the following line items

Year ended 31 December

N s 2010 . 2009
(LSS thousands)

Cost of sales {note 5) 32,912 40,349

Administrative expenses (note &) 2,638 9 683

Exploration expenses (note 7) 2995 2,052

95,565 72,084

1) The monthly average number of employees during the year was as follows

Year ended 31 December
L2010 . 2009

No No
Mirung 1169 1058
Plant concentraton 285 245
Exploration 178 142
Maintenance 486 462
Adrinistration and other mn 305
Total 2,429 2,212

M in 2010 the classification of ming employees was modificd consequently the 2009 disclasure was modified for comparative purpases.
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9 OTHER INCOME AND OTHER EXPENSES
Year ended 31 December
2010 2009
) ) (USS thousands)
Other income
Rentals 1,141 1764
Royatties 609 815
Other 3,233 1,297
4,983 3,873
Year ended 31 December
2010 2009
{USS thousands)
Other expenses
Maintenance 1,332 853
bonations 461 603
Loss an sale of property, plant and equipment and other assets @ 754 144
wite-off of accounts recevable 32 444
Other 8720 2456
11,299 4,502
" Refates to maintenance of closed and leased mines owned by Compaiia Mingra Las Torres, SA de CV
2 includes the disposal of assets ds @ result of replecing equipment gue 16 C2pacity expansions
10 FINANCE INCOME AND FINANCE COSTS
Year ended 31 December
2010 2009
(LSS thousands)
Finance income
Interest on short term deposits 2,359 912
Mark to market movement on currency dervatives 1,028 -
Other 490 752
3,387 1,664
Finance costs
Unwinding of discount on provisions (note 22) 3005 1,615
Mark to market movement on currency dervatives 227 -
Other 251 284
3,483 1,901
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS contmued

11 INCOME TAX EXPENSE

a) The major components of INCome tax expense are

Year ended 31 December

2010 2009
(USS thousands)
Consohdated income statement
Current income tax
Current mcome tax ¢harge 196,332 110427
Amounts overprovided In Previcus years {1,308) (6 108)
IETU™ in excess of Income tax - 249
Recogrition of previously un-recognised tax losses - (12 948}
195,024 91,622
Deferred income tax
Cngination and reversal of temporary differences 20,393 13,189
Changes to future tax rates® - 5082
Recognition of previousty un-recognised tax losses - 757)
Amounts gverprovided i previous years - (4 553)
Revaluation effects of Silverstream contract 57 552 15,432)
77 945 7529
Income tax expense reported in the Income statement 272,969 99,151

™ Busmeass Flat tax (“mpuesto Empresartal 2 Tasa Unica” or IETUY)

2 On /th December 2009 new temporary 1ax rates were published i the Official Dally of the Federal Government The 1ax rdte for 2010 1s 30% and will continise m effect for
2011 and 2012 the lax rate for 2013 will be 29% and the tzx rate from 2012 will be 258% Delerted taxes have been caicuiated at the rate applicable to the year the amounts
are expected to materniahse

Year ended 31 December

2010 2009
(USS thousands)

Consolidated Statement of comprehensive mcome
Deferred income tax related to items charged or credited directly

to other comprehensive mcome
Recyching of net gain/{loss) gain on valuation of cash flow hedges

t0 Income 631 (9 531)
Net gain ansing on valuation of cash flow hedges {1179) (1,122)
Net expense ansing on unrealised gain on available-for-sale assets {20,536) {6,407)

Income tax expense reported it other comprehensive INcome {21,084) (17,060)
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=
(D) The following Is a reconciliation of the INCOME tax axpense at the Group s statutory MCOMe tax rate to INCOME tax expense at the Group's effective 2
ncome tax rate m
e
=
Year ended 31 December m
2010 2009 S
e . .. T s vousings T
Accounting profit before mcome tax 1,022,367 457 418
Tax at the Group's statutory income tax rate 30 0% (2009 28 0%) 306 710 128 077
Expenses not deductidle for tax purposes 760 1,547
Inflationary uplift of the tax base of assets and liabilities {13,202) 4,787
Recognution of previousty un-recognised tax losses - (13703)
Current income tax overprovided IN Previous years {1,308) (5 108)
Deferred income tax overprovided in previous years - (4,553) «
Put option closed prior to maturnty - (4,105) 0
Restatermentt on tax value of fixed assets {.208) - 5
Tax depreciation de-recognised - 1029 iy
Changes to future tax rates - 5082 <
Exchange rate effect on tax value of assets and labilities {6 574) 1034
Non-geductible asset disposals 9,688 3229
Non-deductible/non-taxable foreign exchange gans or losses {9,402) (5 49%)
Inflationary uphift of tax losses {1.337) (1,147}
IETU In excess of income tax - 249
Cther {2 558) (1,208)
Tax at the effective income tax rate of 26 7% (2009 21 7%) 272,969 99,151
(€} The movements in deferred income tax habilies and assets are as follows =
o)
Year ended 31 December a
2010 2009 =
P . P .  es e e 'rUS.Yi. - . . %
=
Beginning balance (110 581) (88,234) o
Income statement charge (77,945) (7,529)
Exchange difference 3,845 2242
Others 2,453 -
Cash flow hedges recycled t0 Income statement, 631 9,531)
Revaluation of denvatves used for cash flow hedges {1179 {1,122)
Unrealised gain on available-for-sale financial assets (20 536} {6,407)
Enging batance (203,222) (110,581)
Deferred iIncome tax assets and liabilties are offset when there 15 a legally enforceable ngnt to offset current tax assets against current t@ax labilives o
and when the deferred income tax assets and habilities relate to the same fiscal authority g
m
The amounts after offset are as follows 2
Z
As at 31 December o
2010 2009 m
B i o i o (USS thousands)
Deferred iIncome tax assets 14,226 9 3563
Deferred ncome tax Labiliyes (217,448) {119,944)
Ending balance (203,222) {110,581)
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

The amounts of deferred Income tax assets and hiabilibes before offset as at 31 December 2010 and 2009 considenng the nature of the temporary
differences, are as follows

As at 31 Decemnber

2010

ASSETS UABILITIES  NET BALANCE
Related party recevables - 65,921 65 921)
Other recevables - 494 (494)
Inventories 10178 - 10,178
Prepayments - 735 (735)
Derwvative financial instruments including Silverstream contract - 58 544 158,544)
Property, plant and equipment - 143,934 (143 934)
Qperating liabiities 1856 - 1864
Other payables and provisions 10523 - 10,523
Losses carried farward 52735 - 52,735
Post-employment benefits 1767 - 1767
Deductible profit shanng 11,862 - 11,862
Available-for-sale financial assets - 21,244 (21,244)
Other - 1279 {1,274
Net deferred tax balances 88,931 292,153 {203,222)

As at 31 December

2009

) oo o o B "7 USs theusands)

ASSETS LIABILITIES NET BALANCE
Related party recenabiles - 36,924 {36,921}
Other recevables 50 - 50
Inventories 8,098 - 8098
Prepayments - 590 (590}
Dernvative financial mstruments including Siverstream contract - 16,562 {16,562)
Property, plant and equipment - 129,505 {129,505}
Operating habilities 1551 - 1,551
Other payables and provisions 10 310 - 10,310
Losses carried forward 46,616 - 46 618
Past-empioyment benefis 1,627 - 1627
Ceductible profit sharing 7,673 - 7673
Avallabte-for-sale financial assets - 711 711}
QOther - 2,217 (2,217)
Net deferred tax balances 75,925 186,506 {110,581)

A deferred tax asset has been recognised In fespect of tax losses amounting to USS188 3 milion (2009 US$166 5 milliony There are no unrecognised
tax assets n either year

d} Unrecognised deferred tax on investments in subsidiares

The Group has not recogrised all of the defetred tax liability in respect of distnbutable reserves of its subsidiaries because 1t controls triern and only
part of the temporary differences 1S expected to reverse in the foreseeable future The temporary dfferences for which a deferred tax liabifity has not
been recagnised aggregate to US$503 5 mitlion (2009 US$184 3 mllion)

income Tax {“impuesto Sebre la Renta” or *ISR7) and Business Flat Tax ("Impuesto Empresarniai @ Tasa Umica”™ or “IETU?)

In accordance 10 the Mexican tax law the Group companies In Mexico are subject to Income Tax (TISR™) and Business Flat Tax ("IETU®) [ETU 15 an altema-

tive mINmum corperate Inceme tax effective in January 1, 2008 which replaced the business asset tax as a mwumum tax Companies are required to
pay the greater of their mainstream corporate Income iax llabiity for the year or their liability to IETU




On 7" December 2009 new temporary tax rates were published in the Official Dally of the Federal Government The income tax rate for 2009 was 28%
far 2010 15 30% and will continue in effect in 2011 and 2012, the tax rate for 2013 will be 29% and the tax rate from 2014 will be 28% Deferred taxes have
been calculated at the rate applicable to the year the amounts are expected to matenalse IETU 1S calculated at the rate of 17% for the calendar year
200% and 17 5% for subsequent years and applies to the sale of goods rendering of independent services and i@mpaerary Use or enjoyment of goods.
In calculating the charge to IETU, deductions are allowed for certain expenses INcurred in generatng income

In respect of the Group In 200% management undertook calculaions (o determine the impact of the new IETU provisions on the Group ASs a result
of such analysis, management concluded that there was no matenal impact on the Group, other than the US$6 1 mullion tax credit ansing under IETY

that was recognised i 2009, since the mainstream corporate INncome tax hability for each group company was forecast to be greater than the future
potential IETU ¢harge These conditions coninued in 2010 accordingly no IETU hability was recognised in esther year

12 EARNINGS PER SHARE

Earmings per share ('EPSY 15 calculated by dwding profit for the year attrbutable to equity shareholders of the Company by the weighted average
number of ordinary shares in issue during the period

The company has no dilutive potential ordinary shares.

As of 31 December 2010 and 200%, earnings per share have been calculated as follows

Year ended 31 December

C e .o .. . R v L2008
Earmngs
Profit from continuing operations atinbutable to
equity holders of the Company (US$ thousands) 665126 322,011
Adusted profit from contnuing operations attributable to
equity holders of the Company (US$ thousands) 530,838 308042

Agjusted profit (s profit as disclosed In the Consolidated Income Staterment adjusted to exclude revaluation effects of the Siverstream contract of
US$191 8 million gain (US$134 3 mlion net of tax) (2009 US31¢ 4 million and US314 0 millkon net of tax)

Adjusted earnings per share have been provided In order to prowide a measure of the underlying performance of the Group, prior ta the revaluation
effects of the Silverstream contract, a denvative financial instrument

Year enged 31 December

2010 2009
Number of shares
weighted average number of ordinary shares In 1s5ue (000) 717 160 717,180
Earmings per share
Basic and diluted earnings per share {US$) 0927 0449
Adjusted basic and diluted earnings per ordinary share from
conynuing operations (USS) 0740 0430
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NOTES TG THE CONSOLIDATED
FINANCIAL STATEMENTS continued

13 PROPERTY, PLANT AND EQUIPMENT

MINING
PROPERTIES AND
LAND AND PLANT AND DEVELOPMENT OTHER CONSTRUCTION IN
. . .. BUILDINGS EQUIPMENT COSTS ASSETS . PR?G.RESi .. _TO.TAL_
(US$ thousands)
Year ended 31 December 2009
Cost
At 1 January 2009 49812 241,222 266976 24,341 115,617 657,988
Additions - - - 14 480 244,144 258,621
Disposals {182) (4,481) - (562) - (5,225)
Transfars and other movements 18 352 106,304 73,915 4977 (203,548) -
At 31 December 2009 67,982 343,045 340,891 43,256 156 210 951,384
Accumulated depreciation
At 1 January 2009 (11,303 (35,807) (144 448) {8,586) - 1200,142)
Sepreciaton for the year (4,161) {25 215) 34 322) {3,529) - {47,227)
Disposals 92 3633 588 372 - 4,705
At 31 December 2009 (15 372) (57 349) (178 182) (11743 - 1262,666)
Net Book amount at
31 December 2009 52,610 285,676 162,709 31,513 156,210 688,718
Year ended 31 December 2010
cost
At 1 Janyary 2010 47,982 343,045 340891 43 256 156 210 951 384
Additions - - - 1050 316 6%6 317,746
Disposals 631 (27,384) (10%) (2 245) - (30 349)
Transfers and other movements 13,939 99,826 122,569 7,222 (243 556) -
At 31 December 2010 81,250 415 487 463 351 45,283 229,350 1,238,761
Accumulated depreciation
At 1 January 2010 (15372) (57 36%) {178,182 (11743) - 1262,666)
Depreciation for the year {5078) (35 981) (58 378) 4779 - {105,216)
Disposals 327 20 627 336 3614 - 24,504
At 31 December 2010 (20,723 73,723 {236,224) {12,908 - (342 978)
Net Book amount at
31 December 2010 61,167 341,764 227,127 36,375 229,350 895,783

Construction it progress relates mainly to the operating mines and mining projects of Saucito, Penmont Juanicipio, La Ciénega and Fresnillo.

As at 31 December

- - . ) - - - - - - a s 2010. - - - 2009
i (LSS thousand! T

Saucito 96,129 85,062
Penmont M6 29297
Juanmeipio 24,859 20015
La Ciénega 35,338 16247
Fresnillo 34,249 3,637
Other 349 2,952

229,350 156,210

The amount of borrowing costs capitalised during the year ended 31 December 2010 was US3aul (2009 US$nil)




14 AVAILABLE-FOR-SALE FINANCIAL ASSETS

Year ended 31 December

L. 2010 2009
{USS thousands)
Beginning bhalance 68,435 45 530
Additions . 25
Fair value change 73,342 22,880
Ending balance 141,777 68,435

Avallable-for-sale financial assets include the following

As at 31 December

2010 2009

USS thousands)
Equity secunties-isted Canadian companies 141,777 68,435
Total 141,777 68,435

15 SILVERSTREAM CONTRACT

On 31 December 2007 the Group entered INte an agreement with Perioles through which it 1s entitled to receive the proceeds receved by the Pericles
Group In respect of the refined siver sold from the Sabinas Mine ("Sabinas™, a base metals mine owned and operated by the Pefioles Group, for an
upfront payment of USS350 million In addiign a per cunce cash payment of $2 0011 years 110 5 and $5 00 thereafter (subject to an inflationary adjust-
ment cammencing on 31 December 2013) 1S payable to Pefioles. Under the contract, the Group has the option to recerve a net cash settlement from
Pefioles attributable 10 the siver produced and sold from Sabinas, to take delivery of an equivalent amount of refined silver or to receve settlement In
the form of both cash and silver If by 31 December 2032, the amount of siver produced by Sabinas is less than &0 million ounces, a further payment 1s
due from Pefigles of US$1 per ounce of shortfall

The Silverstream contract represents a derivative financial instrument which has been recorded at fair value and classified withia non-current and cur-
rent assets as appropriate Changes in the contract's fair value, other than those represented by the reahsation of the asset through the receipt of either
cash or refined silver are charged or credited to the income statement In the year ended 31 December 2010 tctal proceeds received were US$55 6
raullion (2009 US$39 0 million) corresponding to 3 1 million ounces of payable sitver (2009 3 0 millon cunces) As at 3t December 2010 a further US$7 2
milhion {2009 USSnil) of cash corresponding to 245,331 ounces of silver i1s due

The most significant driver of the US$191 8 million unrealised gam taken to ncome (2009 US$19 4) was the strengthening of expectations of the forward

price of siver during the year A future downturn in the forward price of sitver, whuch may happen given the cyclical nature of prices would resutt in
recogrising an unrealised 10ss in the ncome statement

A reconciliation of the beginning balance to the ending balance 1s shown below

. L. N 2010 2009
USS thousands)
Balance at 1 January 298,659 318268
Cash recerved (55,623) 39010}
Cash recevable (7,195) -
Remeasurement gains recognised in prafit and Ioss 191,840 19,401
Balance at 31 December 427,681 298,659

See note 31 for further iInformation on the iNpuLS that have a significant effect on the fair value of this dervative, see nate 32 for further iNformation
relating to market and credit nsks associated with the Silverstrezam asset, and riote 2(c) for the estmates and assumptions.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS contirugd

16 INVENTORIES

At the date of the balance sheet this item 15 comprised of the following

As at 31 December

2010 2009
(USS thousands)

Fiished goods™ 3,027 499
WOrk in progress® 22,538 6277
Operating matenals and spare parts 333,675 28 204
64 640 34 980

Allowance for obsolete and slow-moving INventories {1,548) (1,197)
Total inventones at the lower of cost and net realisable value 63,092 33,783

1 Firnshed goods iiclude metals contamed in concent: ates and dore bars, and concentrales ot iand or in bransit {o a stnelter or refinery
@ Wwork in progress includes metals contamned in stockpile ore and in ores in leactung pads The majority of stockpde is located at Saucto

Concentrates are a product containing sulptudes with vanable content of precious and base metals and are sold to smelters and/or refineries. Doré is
an alloy containing a vanabte mixture of gold and siver that 1s delvered in bar form to refinernies. These products once processed by the smelter andt
refinery are soiq to customers In the form of refined products.

The amount of INveniories reCogrused as an expense in the year was US$360 0million (2009 US$252 6 midlion) The amount of write down of inventories
recogrised as an expense was US$1 2 million (2009 US$0 1 millicn)

17 TRADE AND OTHER RECEIVABLES

As at 31 December

2010 . 2009
LSS thousands)
Tracle recewables from related parties (note 28" 188,548 89 391
Value Added Tax receivable 8,982 8419
Advances to supgliers and contractors 3825 2,671
Other recevables from related parties {note 28} 7195 434
Loans granted to contractors 5805 -
QOther recewables 12?0 7 806
225,575 108,71
Prowvision for impairment of "other receivables” (5%81) 479)
224 984 108 242
QOther recewables classified as non-current a5sets

Advances to suppliers and contractors 1,172 -
Loans granted to contractors 7,336 -
Other recevables 3,179 -
11,687 -

236,671 108,242

i “Trade recewvables from related parties” includes the farr value of embedded denvatives arising due to provisional pricing in sales contracts of US$6 2
million as at 31 December 2010 (2009 USS (3 3) mullion)

Trade recervables are shown net of any corresponaing advances are non-interest bearing and generally have payment erms of 46 to 60 days.
Loans granted to contractors Dear interest of LIBOR plus 1 5% to LIBOR plus 3% and have a maturity of 2 to 6 years.

The total recevables denominated in USS were US3225 0 mullion (2009 US397 @ milion) and i Pesos USS10 & million {2009 US$10 3 million)




Movements in the provision for impairment of “other recenvables” in the table above were as follows

Year endled 31 Decemoer

2010 2009
’ . T ) {USS thousands)
Beginning of the year 479) {141)
Charge for the year (81} {446)
Amounts written off - 127
Exchange difference (31 (19}
End of the year BN (479)

As of 31 December for each year presented with the exception of “other recevables™ in the table below, all trade and other receivables were neither
past due nor imparred

NEITHER PAST DUE
PAST DUE BUT NOT IMPAIRED

Year ended 31 December TOTAL IMPAIRED  NORIMPAIRED <30 DAYS 30-60 DAYS

P . . T S towengs T ..
2010
Trade recewables from

related parties 188 548 - 188,548 - -
Other recevables from

related party 7195 - 7195 - -
Loans granted 10 contractors 13,141 - 13,141 - -
Other recevables 14,399 (591) 13,808 - -
Total 223,283 (591) 222,692 B -
2009
Trace recevables from

related parties 89,391 - 29,391 - -
Gther receivables from

related pary 434 - 434 - -
Cther receivables 7 806 479) 7327 - -
Total 97,631 (479) 97,152 - -

In determining the recoverability of a &2de recevable, the Group performs a nsk analysis considenng the type and age of the outstanding recevable
and the credit worthiness of the counterparty

18 PREPAYMENTS

At the date of the balance sheet this itern 15 comprised of the following

As at 31 December

2010 2009

(LSS thousands)
Insurance and bonds 2531 1,883
Others 1 29
2,532 1.912

19 CASH AND CASH EQUIVALENTS

As at 31 December

2010 2009

o i . {USS thousands)
Cash at bank and on hand 1928 1358
Shori-term deposits 5§7,5£? 310 834
Cash and cash equivalents 559,537 312,192

Cash at bank earns Interest at floating rates based on cally bank deposuts. Short-term deposits are made for varying penods of between cne day and
three months depending on the smmediate cash requirements of the Group, and earn Interest at the respective snort-term deposit rates.

143

Fresnillo pic
2010

Annual Repart

IONVIWHO4H3d ADILVYHLS MIIAYIAC dNOYO

JOINYNHIACD

I
b=
>
=
o
>
s
(%]




144

NCTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

20 EQUITY

Share capital and share premium

The authonised and 1ssued share capital of the Company as at 31 Decembes 2010 and 2009 1§ as follows

AUTHORISED ISSUED
CLASS OF SHARES NUMBER AMOUNT NUMBER AMOUNT
Ordinary shares each of US$0 50 1 000 000 000 $500,000,000 717 160,159 3358 580 080
Steriing Deferred Ordinary Shares each of £ 00 50,000 £50,000 S0 000 £50,000

At 31 December 2010 and 2009, all 1ssued shares with a par value of USS0 50 each are fully paid The rights and obliggtions attaching to these shares
are governed by law and the Company's Articles of Assoclation Crdinary shareholders are entitied to recerve notice and to attend and speak at any
general meenng of the Company There are no restrictions on the transfer of the Ordinary shares.

The Sterling Deferred Crdinary Shares only entitle the shareholder on winding up or on a return of capital to payment of the amount paid up after
repayment to Ordinary Shareholders. The Sterling Deferred Ordinary Shares do not entitlke the holder to payment of any dwidend, ot to receive notice
or 1o attend and speak at any general meeting of the Company The Company may also at its option redeem the Sterling Deferred Ordinary Shares at a
price of £1 00 or as custadian, purchase or cancel the Sterling Deferred Ordinary Shares or require the helder to transfer the Sterling Deferred Ordinary
Shares. Except at the option of the Company the Sterling Deferred Ordinary Shares are not transferrable

Reserves

Share prermium

This reserve records the consideration premwum for shares ssued at a value that exceeds their nominal value

Capital reserve

The captal reserve arose as a consequence of the Pre-IPO Reorganisation as a result of using the pooling of interest method

Net unreahsed gamns/losses) on revaluation of cash flow hedges

This reserve records the portion of the 1055 on a hedging nstrument in a cash fiow hedge that 1s determined to be an effective hedge net of tax when
the hedged transaction occurs, the gain or the 10ss 15 transferred out of equity to the Income statement

Unrealised gamns/Aiosses) on avadable for-sale financial assets

This reserve records fair value changes on available-for-sale investments, net of tax On disposal, the cumulative changes in fair value are recycled to
the income statement

Foreign currency translation reserve

The foreign currency translauan reserve 1s used o record exchange differences ansing from the iranslation of the financial information of entities with
afunctional currency different to that of the presentational currency of the Group

Retained earmings/accumulated losses

This reserve records the accumulated results of the Group, less any distributions and dmdands paid




21 DIVIDENDS PAID

The dwvidends declared and paid during the years ended 31 Decernber 2010 and 2009, are as follows

US CENTS PER AMOUNT
ORDINARY SHARE US$ thousands)
Year ended 31 December 2010
Finat dividend for 2009 declared and paid dunng the year 62 116,180
Interim dnadend for 2010 declared and paid durning the year? 92 65,979
254 182,159
Year ended 31 December 2009
Final dradend for 2008 declared and paid during the year 77 55,864
Intenm dwidend for 2009 declared and patd during the year® 525 37,651
12 95 93,515

0 1tug dividend was approved by the Board of Ditecions on 28 April 2010 2nd paid on 2 june 2010

2 This dnadend was approved by the Board of Directors on 2 August 2010 and pard on 14 September 2010
) This dvidend was approved by the Board of Directors on 20 February 2009 and paid on 27 May 2009

“ 1ius dvidend was approved by the Board of Girectors on 14 August 2009 and paid on 18 Septembet 2009

22 PROVISION FOR MINE CLOSURE COST

The provision represents the discounted values of the estimated cost to decommission and rehabilitate the mines at the estmated date of depletion of
mine deposits. The present value of the provision at 31 December 2010 has been calculated using an annual reat discount rate of 4 33 per cent (2009
4 33 per cent) The unwinding of discount charge in 2010 has been calculated using a nominal discount rate of 8 5 per cent (2009 8 5 per cent} Uncer-
tanties in estimatng these costs Include potential changes in regulatory requirements decommussioning dismantiing, and rectamation alternatves and
timing and the levels of discount and infiation rates.

Mexican regulations regarding the decommissioning and rehabilitation of mines are limited and less developed In comparnison to regulations in many
other junisdictions It 1s the Group s intentcn 0 rehabilitate the mines beyond the requirements of Mexican law, and estimated costs reflect this level of
expense The Group intends to fully rehabilitate the affected areas at the end of the Iife of the mines.

The provision Is expected to become payable at the end of the production life of each ming, which ranges from 6 10 27 years from 31 December 2010
(810 19 years from 31 December 2009)

vear ended 31 Decermnber
2010 2009
. " 7 wss thousands}

Begmning balance 35,513 18,951
(Decrease)/increase to exIsting provision 962 14 480
Unwinding of discount (note 10) 3,005 1415
Foreign exchange 2126 67
Ending balance 39,682 35,513

23 PENSIONS AND OTHER POST-EMPLOYMENT BENEFIT PLANS

The tables below prowide information relating to the defined benefit pension plan, the seniority premium for voluntary separation and payrments to the
defined contribution plan

a) Net benefit expense {recognised In cost of sales)
Year ended 31 December

2010 2009
. .. .. . . (USS thousand
Current service cost 764 625
Interest cost on benefit obhgation 2,883 2,31
Expected return o0 plan assats (2 413) (2103
Net actuanal (gain)/loss racognised in the year (980) 1280
Net defined benefit expense 254 2173
Payments to defined contnbuuon plans 133 1232
Net benefit expense (note 8) 1,590 3,405
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

Analysss of net actuanal gainAloss) recogmised n the year

Year ended 31 December

2010 2009
T ’ ) e ’ " Uss thousands)
Actual return on plan assets 2758 2 400
Expected return on plan assets (2413) (2,103)
Foreign exchange (a8 (108)
Experience adjustments arising on plan assets 299 189
Expenence adjustments ansing on plan habilivies 6i.’.1 (1469
et actuanial gain/lloss) recognised in the year 980 {1,280)
b) Benefit hability
As at 31 December
2010 2009
i i T T (LSS thousands)

Defined benefit obligation (38 543) (34 00%)
Farr value of plan assets 32123 28198
Benefit lability {6,420) {5.811)

Changes in the present value of the defined benefit abligation are as follows

As at 31 December

2010 2009
i i (LSS thousands)

Defined benefit obligation at 1 January 34,009 28,851
Interest cost 2883 2,371
Current serice cost 764 625
Benefits paid (545) 40%)
Actuanal [gans)losses on obligation (681} 1469
Defined benefit Increase due to personnel transfer to the Group 114 (26)
Foreign exchange 1,599 1,128
Defined benefit obligation at 31 December 38,543 34,009
Funged plan 32445 28771
uUnfunded plan 4,098 5238
Defined benefit obligation at 31 December 38,543 34,009

Changes In the fair value of plan assets are as follows

As at 31 December
2010 2009
(USS thousands)

Fair value of plan assets at 1 January 28,198 25,352
Expected return on plan assets 2413 2,103
Actuanal gains 299 189
Amount transferred due to personnel transfer to the Group 114 (28)
Benefits paid (545) (409)
Foreign exchange 1644 982
Fair value of plan assets at 31 December 32,123 28,198

The averall expected rate of returm on assets 15 determined based on market expectations applicable to the penod over which the obiigation IS to be settled




The principal assumptions used i determining pension and other post-ernployment benefit obligations for the Group’s plans are shown below

As at 31 December

2010 2009

) ) ’ % %
Discount rate 78 85
Expected rate of return on plan assets 78 85
Future salary increases 48 55

The mortality assumptions are that far current and future pensioners men and women aged &5 will live on average for a further 17 3 and 20 6 years

respectively (2009 17 28 years for men, 20 59 for women, 2008 16 9 years both)

The far value of the plan assets was as follows

As at 31 December

2010 2009
i (LSS thousanas)

Government debt 1,076 6,762
Promissory notes - 99
State owned companies 12,354 3,310
Corporate bonds 937 1997
Mutual funds {fixed rates) 17,756 16030
32,123 28,198

The pension plan has not invested in any of the Group s own financial nstruments nor IN properties or assets used by the Group

As at 31 December

. . 2010 2009 2008 2007.
(USS thousands)

Farr value of plan assets 32,123 28,198 29,352 12702

Present value of defined benefit obligation (38313) (34,009) (28,851) (15,272)

Deficit in the plan {6 420) (5.811) (3499) (2,570

Experience adjustments ansing on plan hiabilities 681 (1,469 (169) 1,673

Expenence adjustments ansing on plan assets 299 189 (438) 471

The Group has not contributed to 1ts defined benefit pension plan In 2010 and does not expect to contribute 1n 2011

24 TRADE AND OTHER PAYABLES

As at 31 December

2010 2009

(USS thousands)
Trade payables 50,766 35,695
Other payables to related parties {ncte 28) 2,323 375
Accrued expenses 12,037 %870
Other taxes and contnbutions 5.663 2345
70,789 43,286

Trade payables are mainly for the acquisition of matenals, supplies and contractor services These payables do not accrue interest and no guarantees

have been granted The fair value of trade and other payables approximate their book values.

The Group's exposure to currency and lquidity nisk related to trade and other payables 1s disclosed in note 32
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

25 COMMITMENTS

(a) Capital expenditure

A summary of capiial expenditure commitments 15 as follows

As at 31 Decernber

2010 2009
.. e e . .. . " s thoutands)

Minera Saucito, SA ge CV 50470 54,205
Minera Penmont S deRL deCV 70056 12,702
Minera Mexicana La Cienega SA deCV 19,359 9461
Minera Fresnillo, § A de C.v 48,782 14 464
Minera Et Bermeyal S deRL geCV 40 703 -
229,370 90,432

26 OPERATING LEASES

(8) Leases as lessor

The group leases certain small mines to third parties and cestain equipment to contractors. Futitre mimmum rentals recevable under non-cancellable

operating leases are as follows

As at 31 December

2010 2009

{(US3 thousands)
within one year 929 1,968
After one year but not more than five years 2043 3,737
2,972 5,705

{b} Leases as lessee

The group has financial commitments in respect of non-cancellable operating leases for land, offices and ecuipment These leases have renewat terms
at the opticn of the lessee at lease payments based on market prices at the time of renewal There are no restnctions placed upon the Group by entering
Into these leases The future minmum rental commitments under these leases are as follows

As at 31 December

2010 . . 20q9

(USS thousands)
within one year 1070 1068
After one year but not more than five years 651 596
1,72 1,664

As at 31 December

A . 2010 .. 2009

(US$ thousands)
Minimum lease payments expensed in the year 1632 1227

27 CONTINGENCIES

As of 31 December 2010 the Group has the following contingencies

a) The Group is subject {0 vanous laws and regulations which, If not chserved could give rise 1o penaltes

(b Tax penods remawn open to review by the Mexican tax authonties in respect of Income taxes for five years following the date of the filng of corpo-
rate iIncome tax returns, during which time the authorities have the night to raise additional tax assessments Including penalties and interest Under

Certamn circumstances the reviews may cover fonger periods.

In adghtion, because a number of tax penods remain open to review by the tax authonties, there 1s a nisk that transactions and in particular related
party transactions that have not been chalfenged in the past by the authorities, may be challenged by them i the future and this may result in
the raising of addiuonal tax assessments plus penalties and interest 1t1s not practical to determing the amount of any suich potential claims or the




likelihood of any unfavourable outcome However management believes that ws nterpretauan of the relevant legisiation 1s appropriate and that
the Group has complied with all regulations and paid or accrued all taxes and withholdings thai are applicable.

(¢} On 8 May 2008 the Campany and Pefioles entered mto the Separation Agreement (the *Separation Agreement™) This agreement relates to the
separation of the Group and the Pefioles Group and governs ceriain aspects of the relationship between the Fresnillo Greup and the Penoles Group
following the initial public offering n May 2008 ("Admission”) The Separation Agreement provides for cross-indemnities between the Company and
Pefioles so that in the case of Pefoles, 1t 1s held harmless against losses, claims and liabilities (ncluding tax hatulitiesy properly attnbutable to the
precious metals business of the Group end, In the case of the Company, It 15 held harmless by Pefioles against losses, clams and labihties which
are not properly attnbutable to the precious metals business Save for any llability ansing in connection with tax, the aggregate kability of either
party under the indemnities shall not exceed US$250 rillion in aggregate

Pefioles has agreed to indemnify the Fresnillo Group In relation to {) any tax charge subject to certain exceptions, the Company may incur as a
result of the Pre-IPO Reorganisation (in¢luding as a result of a transaction following Admissien of 8 member of the Fresmillo Group prowided that
Pefioles has confirmed that the proposad transaction will nct give nse to a tax charge or as a result of a transaction of a member of the Pefoles
Group on or after Admission) the Global Offer or Admission and (i) certain tax aspects of centain other pre-Admission transactions Pefdotes’ llabimty
under these iIndemnities and in respect of general tax liabilites ansing pre-Admission which are not properly attnbutable to the precious metals
business of the Fresnillc Group shall not exceed US$500 million (f 8 member of the Fresmillo Group formung part of Peficles tax consolidation pays
an ntra-group dvidend 1n excess of IS net Ncome tax account {"Cuenta de Utlidad Fiscal Neta® o "CUFIN") after Admission and 1 relieved of tax
as a resuit of the consolidation it 15 required to pay Pefales an amaount in respect of that tax

28 RELATED PARTY BALANCES AND TRANSACTIONS

Tne Group had the following related party transactions dunng the years ended 31 December 2010 and 2009 and balances as at 31 December 2010
and 2009

Related parties are those entities owned or controlled by the ultimate controlling party, those who have a minonty participation N Group companies,
and key management personnel of the Group.

{@) Related party accounts recevable and payable

ACCOUNTS RECEIVABLE ACCOUNTS PAYABLE
As at 31 December AS at 31 Decemnber
2010 2009 2010 2009
.. e e e . . . . : (USS thousancs) = . .

Trade
MatMex Pefitles, S.A de CV 188,548 89,397 - -
Other recevables
Indusinas Pefioles, S A de CV 7195 434 2323 375
Sub-total 195 743 89 825 2323 375
Less-Current portion 195743 89 825 2323 375

Non-current portion B - - -

Related party accounts recevable and payable will be settled in cash
Other balances with related parties
Year ended 31 December

2010 2009
(USS thousands}

Siiverstream contract

Industras Pefioles, SA B de LV 427,681 298,659

The Silverstrearn contract can be settted in either silver or cash Details of the Sitverstream contract are provided in aote 15
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

(B} Principal transactions with affiliates including Industnias Pefioles S.A B de C.V, the Company s parent, are as follows

Year ended 31 December
2010 2009
(LSS thousands)

Income
Salegm
Met-Mex Pefioles, S.A deCv 1,397 399 821,578
Other income 80 659
Total ncome 1,398,259 822,237

™ Figures do not inciude hedging losses

Year ended 31 December
2010 X 2009
(USS thousands)

Expenses

Admunistrative services

Servicios Administrativos Pefioles, SA de CV 29,832 30,308

Servicios de Exploracion SA deCV 2,784 1,678
32613 31986

Energy

Termoelectrica Pefioles, S.deRL deCv 26,074 17 785

Operating matenals and spare parts
Wideco Inc 3,747 2977

EqLupment repair and administrative services

Serviminas SA deCV 3538 2427
Met-Mex Pefioles SA deCV _223 1563
576 3990

Other expenses 1 ha;s 8,366
Total expenses 79,680 65,104

{c) Compensation of key management personnel of the Group
Key management personnel include the members of the Board of Directors and the Executive Committee who receive remuneration

Year ended 31 December

2010 2009

’ LSS thousands)
Salaries and bonuses 3716 3424
Post-employment pension 59 78
Other benefits 615 552
Total compensation paid to key management personnel 4,331 4,186

Year ended 31 December
.2010 . 2009
USS thousands)

Accumulated accrued defined pension entitlement 14,528 13230

This compensation ncludes amounts pad to directors disclosed in the Drectors Remuneration Report

The accumuiated accrued defined pensicn entitiement represents benefits accrued at the time the benefits were frozen There are no further benefits
accruing under the defined benefit scheme in respect of current services.




29 AUDITOR'S REMUNERATION

Fees due by the Group to 1its auditor during the year ended 31 December 2010 and the year ended 31 December 2009 Is as follows

151

Ernst & Young
Year ended 31 December

CLASS OF SERVICES 2010 2009 .

) ) ) ) ) o riJS! rhousam.ts) T
Audit of the financial statemnents 1101 1,197
Local statutory audits of subsidianes 202 245
Other services pursuant to legislation 263 296
Other services relaing to taxation 41 107
Other services & -
Total 1,615 1.845

30 NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT

‘ear ended 31 December

Notes 2010 2009
oot i : T i m:&i.n’wousancﬁ)“-
hY

Reconcillation of profit for the year to net cash

generated from operating activities
Profit for the year 742,398 358,267
Adjustments to reconcile profit for the year to

net cash inflows from operating activities
Depreciation 5 105,216 47 227
Employee profit sharing 8 38,404 24 981
Defarred ncome tax 1 7945 7.529
current INCame tax expense I 195 024 51,622
Loss on the sale of property plant and equipment and

other assets 9 754 144
Other expenses 10 695 485
Net finance costs 10 397 237
Foreign exchange gain {i,801) (9,498}
Difference between pension contnbutions paid and

amounts recognised in the income statement 254 2174
Non cash movement on derivatives (801) 25,018
Changes in fair value of Siverstream 15 (191,840 19,401)
Working capital adjustments
Increase In trade and other recevables {147 220) {50 495)
(Increase)/decrease In prepayments and othér assets (3,303) 1643
(Increase)/decrease In INventories (29,309 4856
Increase n trade and other payables 13,865 6162
Cash generated from operations 817,678 510,951
Income tax pawg (50 380) (102,347)
Employee profit sharing paid {26,599 (17 892)
Net cash from operating activities 700,699 390,712
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NOTES TO THE CONSQLIDATED
FINANCIAL STATEMENTS continued

31 FINANCIAL INSTRUMENTS

(@) Fair values

The fair value of financial assets and liabilities together with the carrying amaunts shown in the balance sheet, are as follows

As a8t 31 December

CARRYING AMOUNT FAIR VALUE
2010 2009 2010 2009
. . e e e P s wousands) P

Financial assets
Cash and c¢ash equvalents™ 559,537 312,192 559 537 312152
Trade and other recevablesm@ 218,520 97,152 218520 97,152
Available-for-sale financial assets 141,777 68 435 141 777 68,435
Silverstream contract (note 15) 427 681 298,659 427,681 298,659
Dervative financial instruments 4,056 1,373 4,056 1,373
Financial habihities
Trade and other payables® 53,089 36,07 53,089 35,071
Dervative financial nstruments 152 %5 152 95

N The carryng value of these financial instruments s deemed to approximalte fair value inote 17 19 and 24)
D-Trade and other recenvables™ ncludes the fair value of embedded dervatives arsing due to provisional prcing In saies contracts of USEs 2 million as at 31 December 2070

2009 USER 3) millon}

(b} Fair value hierarchy

The Group uses the following hierarchy for determining and disclosing the fair value of the financial nstruments by valuation technigue
Level 1 guoted (Unadusted) prices n active markets for identical assets or habilities
Level 2 other techmgues for which all nputs which have a sigrificant effect on the recorded fair value are observable either directly or indirectty, and
Level 3 techriques which use Inputs which have a significant effect on the recorded fair value that are not based on observable market data

The financial assets and liabiliiies measured at fair value are categorised into the following fair value hierarchy as at 31 December

As of 31 December 2010

LEVEL 1 LEVEL 2 LEVEL 3 TOTAL
. . . e e . . . "7 s thousands PR v
Financial assets
Cervative financial instruments
Option and forward foreign exchange contracts - 4056 - 4,055
Embedded dervatives within sales contracts - - 6,162 6,162
Silverstream contract - - 427 681 427,681
- 4,056 433,843 437,899
Financral investments available-for-sale
Quoted investments 141,777 - - 141777
141,777 4,056 433,843 579,676
Financial habihtes
Dervative financial Instruments
Options and forward foreign exchange comtracts - (152) - (152)
- {152) . (152)
As of 31 December 2009
LEVEL 1 LEVEL 2 LEVEL 3 TOTAL
. P e e e Fait R H Us$ thousandss . T e
Financial assets
Denvative financial instruments
Option and forward foreign exchange contracts - 1373 - 1,373
Silverstream contract - - 298,659 298 659
N 1373 298,659 300 032
Financeal Investments available-for-sale
Quoted investments 68 435 - - 68 435
68,435 1373 298,659 348,467
Financial iabihties
Derrvative financial INstrurmnents
option and forward foraign exchange contracts - (99) - (95)
Embedded dernvatives within sales contracts - - (3348) (3,348)
- (95) (3 348) (3 443)




There have been no significant transfers between Level 4 and Level 2 of the fair value huerarchy, and no transfers into and out of Level 3 fair value
measurements

A reconciliation of the beginning balance to the ending balance for Level 3 financial instruments other than Silverstream (which is disclosed in note 15)
15 shown below

2010 2009

i i (USS thousands)
Balance at 1 January {3 348) 31976
Changes In farr value 35573 23,994
Realised sales (26 063) (31,318}
Balance at 31 December 6,162 {3 348}

Silverstream contract

The fair velue of the Silverstream conitract 1s determined using a valuation medel {for further information relating to the Siverstream contract see note
15} This denvative has a term of over 20 years and the valuation model utiises a number of Inputs that are not based on observable market data due
to the nature of these Inputs andsor the durauon of the contract Inputs that have a significant effect on the recorded fair value are the volume of silver
that will be produced and sold from the Sabinas mine over the contract life, the future price of silver future foreign exchange rates between the Mexican
Peso and US Dollar, future inflation and the discount rate used to discount future cash flows

The sensitivity of the valuaticn to the INputs relating ta market risks being the price of silver foreign exchange rates, inflation and the discount rate 1s
disclosed In note 32

The estimate of the volume of siver that will be produced and sold from the Sabinas mine requires estimates of the recoverable silver reserves and
resources, the related production profile based on the Sabinas mine plan and the expected recovery of silver from ore mined The estimation of these
INputs 15 subject to a range of operating assumptions and may change over ime Estmates of reserves and resources are updated annually by Pefoles,
the operator and sole interest holder in the Sabinas mine and provided to the Company The production profile and estimated payable siver that will be
recovered from ore mined 1s based on the latest plan and estimates, also provided to the Company by Pefioles The inputs assurme nag interruption in
production over the iife of the Silverstream contract and production levels which are consistent with those achieved in recent years.

Embedded denvatives within sales contracts

Sales of concentrates, precipnates and doré bars are “provisionally prced” and revenue s initally recognised using this provisiongl price and the
Group’s best estimate of the contained metal Revenue I1s subject to final price and metal content adjustments subsequent to the date of delivery (see
note 2 (r)} This price exposure 1S considered to be an embedded dervative and 1s separated from the sales contract

At each reporting date the provisicnally priced metal content Is revalued based on the forward selling price for the guotational period stipulated in the
relevant sales contract The selling price of metals can be reliably measured as these metals are actively traded on international exchanges but the
estimated metal content 1s a non observable input to this valuation

At 31 December 2010 the farr value of embedded denvatives within sales contracts was US34 2 milion (2009 USS(3 3) million) The revaluation effecis
of embedded derwvatrves ansing from these sates contracts ere recorded as an adjusiment to revenues.

{¢) Hedging actmties-cash fow hedges

The Group historically entered Into dervative transactions with the purpose of managing commodity price nsk associated with the sale of lead, zinc,
gold and silver

The Group did not have open commodity contracts used for base metals hedging at 31 December 2010 or 2009

Denvative hedging Instruments relating to gold and sitver sales were terminated dunng the second half of 2007 resulting In a cash payment of US$81 3
million at the date of termination The cumulative hedging losses relating to the terminated hedging instruments were deferred in equity and reclassifiec
to the income statement when the forecast transaction occurs.

In 2009 the Group recycled pre-tax hedging losses of US$25 0 millicn which was included In revenue During 2010 there are no pre-tax losses recycled
t0 the Income statement with respect to the derivatives terminated in 2007 and as at 31 December 2010 there are no remaning pre-tax hedging losses
related to these dervatives.

The Group enters Intc certain forward and option contracts in order to manage Its exposure to foreign exchange nsk associated with costs incurred I
Mexican Pesos and Eurps. The carrying value of these denivative contracts I1s detalfed below
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

« Forelgh currency contracts

As at 31 December 2010

2010
CONTRACT CONTRACT FAIR
TERM CURRENCY VALUE EXCHANGE RATE VALUE
. . e . R T uowsends . . s thonsancs)
Mexican Peso denorminated forward contracts 2011 uss$ 75,000 MX$12 50US81 to MX$13 24 USET 2,027

*Reflects USEE3 muthon forward sales contracts and US$ 12 mithon forward purchase contracts

The Group also entered into a number of Mexican Peso-US Bollar collars to hedge its exposure to fluctuations in foreign exchange rates. These de-
rivative instruments mature over the persod from 12 January 2011 to 2 September 2011 The collar instruments hedge costs denominated in Mexican
Pesos amounting to US$36 million with a range of floor prices from MX$12 50 to MX$12 30 US$1 and a range of capped prices from MX$13 50 to
MX$14 50 USE1 The fair value of the Put options at 31 December 2010 was an asset of US$2 0 milhon and a liatilty of US$0 2 million, and the fair value
of the Call options at 31 December 2010 was a liabiity of US$0 1 million

AS at 31 December 2009

2009

CONTRACT CONTRACT FAIR
TERM CURRENCY VALUE EXCHANGE RATE VALUE

. T ot ) thousangsy ~ T " {Uss thousands)
Mexican Peso denominated forward sales contracts 200 uss 21000 MX$13 50 USS1 10 MX$14 13 USE1 1,185
Maxican Peso denominated forward purchase contracts 2010 uss 8000 MX$13 17 USST to MX$13 53 LSS (28)
Mexican Peso denominated option contracts 2010 USs 10000 MX$11 50 USS1 to MX$12 00 US31 67
Euro denominated forward contracts 2010 EUR 5508 US$1 40 EUREN 188
Foreign currency hedging contracts held as at 31 December 2009 had maturity dates from january to June 2010 corresponding with when the hedged

costs were expected to be incurred

The following table summarnses the movements in deferred gans or losses on dervative instruments qualifying for hedge accounting, net of tax effects,
recorded in equity for the year

As at 31 December

L 2009
) ) (LSS thousands}

Beginning balance 895 {26,408)

{Gans)/losses recycled to Income statement In the year 2,102) 34038

Deferred tax recycled 631 ($,531)

unrealised gain before tax ansing dunng the year 3,927 3918
Deferred tax on unreatised 'osses ansing during the year and

taken directly to equity (117%) (1122)

Ending balance 2172 895

™ 0f the net gans recycled (0 Icome USSZ 1 MANOn gains were included in £ost of SAles (009 LS324 § milhon Josses in revenue and USS7 1 milion 1055eS 1n cost Of sales)

32 FINANCIAL RISK MANAGEMENT

Overview

The Group s principal financial assets and habilities, other than dervatives compnse trade recenvables, cash, avallable-for-sale assets and trade payables,
The Group has exposure tc the following nisks from its use of financial Instruments

a) Market nsk including foreign currency commaedity price INterest rate, nfiation rate and equsty price nsks

by Credit nsk

©) biguidity nsk

This ncte presents INformatcon abaut the Group's expasure to each of the above nsks and the Group s objectives, palicies and processes for assessing
and managing risk Further quantitaave disclosures are included throughout the financial statements.

The Board of Directars has overall respansibility for the establishment and oversight of the Group s risk management framework




The Group's nisk management poicies are established to 1dentify and analyse the risks faced by the Group 10 Set appropnate nsk lmits and controls
and to monitor risks and adgherence to Imits Risk management policies and systems are reviewed regularly to reflect changes in market conditions
and the Group’s actmvities. The Group, through s trainming and management standards and procedures aims o develop a disciplined and constructive
control environment in which all employees understand therr roles and obligations.

The Fresnillo Audit Committee has responsibility for overseeing how management monitors compliance wath the Group's nsk management policies and
procedures and reviews the adequacy of the nsk management framework n relation to the nisks faced by the Group The Audit Committee 1S assisted
I 1ts oversight role by Internal Audit, which undertakes both regular and ad hoc reviews of nisk management controls ang procedures, the resuits of
which are reported to the Audit Committee

{a} Market nsk

Market risk 15 the risk that changes in market factors, sucht as foreign exchange rates, commogity prices or interest rates will affect the Group s income
or the value of Its financial snstruments

The objective of market risk management 1s to manage and control market nisk expasures within acceptable parameters while optimising the return
on risk

Foreign currency sk

The Group has financial Instruments that are dencminated N Mexican Pesos (2009 Mexican Pesos antd UK Pound Sterling) wihich are exposed 10 foreign cur-
rency nsk Transacuons in foreign currencies include the purchases of services, fixed assets, spare parts and other items. As a result the Group has financial
assets and Labiities denominated in Mexican Pesos, also holds cash and cash equivalents in Mexican Pesos {2009 Mexcan Pesos and UK Pound Stering)

The following table demonstrates the sensitivity of financial assets and financial lizbities {excluding Siverstream) to a reasonably possible change in the
US dollar exchange rate compared to the Maxican Peso reflecting the iImpact on the Group s prafit Defore tax and equity with &ll other vanables held
constant It 1s assumed that the same pescentage change In exchange rates 1s applied to all applicable exchange rates for the purposes of calculating
the sensitivity with relation to dervative financial nstruments,

EFFECT ON PROFIT

STRENGTHENING/(WEAKENING) EFFECT ON EQUITY

Year ended 31 December OF US DOLLAR BEFORE TAX INCREASE/DECREASE)  INCREASE/(DECREASE)
o ) Wi thousands) TS thousands)
2010 10% 715) (8 £60)

{10%) 874 12,058
2009 10% 1363 (2,741)

(10%) (1 666) 2,351

In arder 1o manage the Group s exposure to foreign currency nsk on expenditure denominated in Mexican Pesos the Group has entered INto certain
forward and option dervative contracts with matunty dates in 2011 (see note 31 for additional detail)

The fellowing table demonstrates the sensitwity of financiat assets and financial abilities 1o a reasonably possible change in the US dollar exchange rate
compared to the UK pound sterling an the Group's profit before tax and eguity with all other vanables held constant

STRENGTHENING/(WEAKENING)
OF US DOLLAR

EFFECT ON PROFIT

‘ear ended 31 December BEFORE TAX INCREASE/{DECREASE)

{US$ thousanas)
2010 10% -
{10%) -
2009 10% (3 308)
(10%) 4,043

There (s no impact on the Group s equity other than the equivalert ¢hange in retaned earnings.

Foreign currency nsk - Sriverstream

Future foreign exchange rates are one of the Inputs to the Siverstream valuation moded The followsng table demonstrates the sensitrity of the Sitverstream
contract valuation to a reasonably possible change in the Mexican Paso as compared to the US dollar wath all other inputs to the Silverstream valuation
model held constant It 1s assumed that the same percentage change n exchange rates 1s applied to all applicable periods in the valuation mode!

STRENGTHENING/(WEAKENING) EFFECT ON FAIR VALUE

Year enced 31 December OF US DOLLAR INCREASE/(DECREASE)
o )} i WSS thousands)
2010 10% (4,953)
(10%) 6,053
2005 10% (5 467)
(10%) 6,681
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NOQTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS contnued

Commodity risk

The Group has exposure to changes in metals prices (specificalty siver gold fead and zinc) which have a significant effect on the Group s results. These
prices are subject to global economic conditions and industry-related cycles.

Historically the Group used derivative Instruments to hedge against precicus metals commodity price fluctuations. This practice was discontinued n
2007 when the Group assumed precious metals commodity sk exposure in fesponse to favourable price trends.

The table helow reflects the aggregate sensiivity of financial assets and liabilities excluding Sitverstream) to a reasonably possible change in gold
and siver prices, reflecting the impact on the Group s profit before tax with all other variables hield constant it 15 assumed that the same percentage
change in gold and silver pnces 1s applied to all applicable periods There 1S no Impact on equity other than the equivalent change in retained earnings

INCREASE/ (DECREASE) EFFECT ON PROFIT
Year ended 31 December IN SILVER AND GOLD PRICE BEFORE TAX INCREASE/{DECREASE)
T i ) C ) (0SS thousands)
2010 15% 22,065
{15%) {21935
2009 15% 12,112
{15%) {12,112)

The sensitivity shown In the table above relates to changes In fair value of embedded denvatives within sales contract

Commodity price nisk - Siverstream

Future sitver price 1s one of the inputs to the Siverstream valuation modet The following table demonstrates the sensitivity of the Silverstream contract
valuation to a reasonably possible change in future silver prices, with all other inputs to the Silverstream valuaton model held constant It 1s assumed
that the same percentage change In silver price IS appiled to all applicable periods in the valuation model

INCREASE/ (DECREASE) EFFECT ON FAIR VALUE
Year ended 31 December IN SILVER PRICE INCREASEI(DECRE@?E] ..
{US3 thousanas)

2010 25% 120,165
[25%) {120,165)

2009 15% 51,523
(15%} {54523

Interest rate nsk ‘

The Group 15 exposed to interest rate risk from the possibility that changes in interest rates will affect future cash flows or the fair values of its financial ‘
Instruments principally relating ta the cash balances and Silverstream contract held at the balance sheet date

The following table demonstrates the sensitivity of all financial assets and financial habiities (excluding Siverstream) to a reasonably possible change '
I ntérest rate applied to a full year from the balance sheet date

BASIS POINT INCREASE/(DECREASE) EFFECT ON PROFIT
Year ended 31 December IN INTEREST RATE BEFORE TAX INCREASE/(DECREASE)
I . e s e e e e e * wss thousands) |
2010 100 5727
(100} (5727
2009 100 31
{100} 3,121 |

There is no impact on the Group’s equity other than the equivalent change In retained 2armings.

The sensitaty shown in the table above primanly relates to the full vear of interest on cash balances held as at the year end




interest rate risk - Silverstream

Future interest rates are one of the nguts 10 the Silverstream valuation mode] The following table demonstrates the sensiwvity of the Silversiream con-
tract valuation to a reasonably possible change in (nterest rates, with all other inputs to the Silverstream valuation model held constant It 1s assumed
that the same change in interest rate 1s appled to all applicable penods In the valuation model

BASIS POINT INCREASE/ (DECREASE) EFFECT ON FAIR VALUE
Year ended 3 December IN INTEREST RATE INCREASE/{DECREASE)
o ) ) ) T wss thousands)
2010 0 (16 887)
(100) 18,423
2009 100 (14,796)
(100) 16,392

Equity price risk
The Group has exposure to changes In the price of equity Instruments that it holds as avallable-for-sale assets.

The following table demonstrates the sensitivity of available-for-sale assets to a reasonably possible change in market price of these eguity Instruments
reflecting the effect on the Group's profit before tax and equity

INCREASE/{(DECREASE) IN EFFECT ON PROFIT EFFECT ON EQUITY
Year enged 31 Decemnber EQUITY PRICE BEFORE TAX INCREASE/(DECREASE) INCREASE/(DECREASE)
. e . . cee . . . s thousands) PR - Uss thousandst
2010 5% - 7089
(5%) - (7 089
2009 5% - 3422
(5%) - (3422

inflation rate nsk-Silverstream

Future inflation rates are one of the inputs to the Siverstream valuation model The following table demonstrates the sensitivity of the Silverstream
CONtract to a reasonably possible change in the inflation rate, with all other Inputs to the Sitverstream valuation model held constant 1t 15 assumed that
the same change in inflation 1s applied to al! applicable penods i the valuation model

BASIS POINT INCREASE/ {DECREASE) EFFECT ON FAIR VALUE
Year ended 31 December IN INFLATION RATE INCREASE/(DECREASE)
. . . L . 7 s trousands) | .
2040 100 1,827
(100) {1,753}
2009 100 1,886
(100) {1 830}

(b) Credit nsk

Exposure to credit risk arises as a result of transactions i1 the Group s ordinary course of tusiness and 15 applicable 1o ali financial assets and dervative
financial nstruments. The financial assets are trade and other recewvables, cash and cash equivalents, the Silverstream contract and available-for-sate
financial assets.

The Group's policies are aimed at miNMISINg losses as a result of counterparties failure ta honour theirs obligations. Individual exposures are monitored
with customers subject to credit imits to ensure that the Group's exposure to bad debts s not significant The Group’s exposure to credit sk 1S Infiu-
enced mainty by the indwdual characteristics of each counterparty The Group s financizl assets are with counterparties with what the Group considers
to have an appropriate credit raung As disciosed in note 28, the counterparties to a significant proportion of these financial assets are related parties.
At each balance sheet date the Group's financial assets were nerther impawed nor past due other than “Other receivables” as disclosed in note 17
The Group's policies are aimed at mimimising losses from foreign currency hedging contracts. The Company’s foreign currency hedging contracts are
entered into with large financial nstitutions with strong credit ratings.

The Group has a hugh concentration of trade recenvables with one counterparty Met-Mex Pefioles the Group s primary customer throughout 2010 anc
200¢ A further concentration of credit nsk anses from the Silverstream contract Both Met-Mex and the counterparty to the Silverstream contract are
subsidiaries In the Pefioles group which currently owns 77 per cent of the shares of the Company and 1s considered by management to be of appropri-
ate crecht rating

Refer to note 17 for analysis of trade receivables ageing.
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS continued

The Group's surplus funds are managed by Servicios Administrativos Fresnillo, S A de CV, which manages cash and cash equivalents investng in a
number of financial INstitutons. In order to MiNsmize exposure to credit sk, the Group only deposits cash and cash eguivalents with financial institu-
tions with a credit raung of P-1 {(Moody S) and mxA-1+ (Standard and Poors) and gbove and onty for periods of less than 30 days

The maximum credit exposure at the reporting date of each category of financial asset above IS the carnang value as detailed i the relevant notes.
See note 14 for the maximum credit exposure to avallable-for-sale financial assets note 19 for cash angd cash equivalents and note 28 for related party
balances with Met-Mex The maximum credit exposure with relation to the Sitverstream contract 1s the value of the dervative as at 31 December 2010
being $427 & milhon dn 2009 $298 7)

(c) Liquidity nsk

uquidity risk 1s the nisk that the Group will not be able to meet its financial cbligations as they fall due

The Group monitors 1ts risk of a shortage of funds using projected cash flows from operations and by monitoring the matunty of both its financial assets
and Labilities.

The table below summarises the matunty profile of the Group's financial liabilities based on contractual undiscountad payments,

(USS thousands)
WITHIN 1 YEAR 1-2 YEARS 2-3 YEARS > 3 YEARS TOTA!.“

As at 31 December 2010

Trade and other payables 53089 - - - 53089
Dervative financial INstrumenis — assets 102,000 - - - 102 000
Dernvative financial Instruments - Labiliies 12,164 - - - 12 144
As at 31 December 2009

Trade and other payables 36071 - - - 36,071
Denvative financial nstruments — assets 30187 - - - 30187
Dervative financial nstruments ~ Latilities 18 00OC - - - 18000

Tne payments disclosed for financial denvative instruments in the above table are the gross undiscounted cash fiows. However those amounts may be
settled gross or net The following table shows the corresponding estmated inflows based on the contractual terms

{US$ thousands)

WITHIN 1 YEAR 1-2 YEARS 2-3 YEARS > 3 YEARS TOTAL
As at 31 December 2010
Inflows 117 800 - - - 117,800
Outflows (114 144) - - - {114,164}
Net 3,636 - - 3,634
As at 31 December 2009
Inflows 40246 - - - 40,246
Qutflows 48 187) - - - (48,187)
Net {7.941) - - - {7,941)

Trie above hquidity tables include expected inflaws and outflows fram currency option contracts which the Group expects to exercise In 2011 1t1s the
Group s expectation that currency aption contracts will not be exercised unless doing 5015 beneficial to the Group Options that are not expected 1o be
beneficial to the Group have therefore been excluded from the iguidity analysis.

Management considers that the Group has adequate current assets and forecast cash from operations to manage liquidity nsks ansing from current
liabiites and non-current iabiities

Capital management

The primary ogjective of the Group's capital management I1s to ensure that 1t mantaing a strong credit rating and healthy capital ratigs that support Its
busingss and maximise sharcholder value Management considers capital to consist enly of equity as disclosed in the balance sheet In order to ensure
an appropriate return for shareholder's capital invested in the Company, management thoroughly evaluates all material projects and potential acquisi-
tions and approves them at its Executive Committee before submission to the Board for ulbmate approval, where applicable




INDEPENDENT
AUDITOR’S REPORT

to the members of Fresnillo plc

Wa have audited the parent company financial statements of Fresnillo pic for the year ended 31 December 2010 which comprise the
Parent Company Statement of Comprehensive Income Parent Company Balance Sheet the Parent Company Cash Flow Staternent, the
Parent Company Statement of Changes n Equity and the related nozes 1 to 18 The financial reporting framework that has been apphed
in their preparation 1s applicable law and International Financial Reporting Standards (IFRSs) as adepted by the European Union and as
applied in accordance with the provisions of the Companies Act 2006

This report 15 made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our
audit work has been undertaken so that we might state to the company’s members those matters we are required to state to them in an
auditor's repart and for no other purpose  To the fullest extent permitted by law, we do not accept or assume responsibility to anyone
other than the company and the company’s members as a body for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement set cut on page 111 the directors are respensible for the prepara-
tion of the parent company financial statements gnd for being satished that they give a true and fair view Our responsibility 1s (o audit
and express an opinion on the parent company financial statements n accordance with applicable law and International Standards
on Auditing {UK and Ireland) Those standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit Involves chtaining ewidence about the amounts and disclosures i the financial statements sufficient to give reasonable assur-
ance that the financial statements are free from materal misstatement, whether caused by fraud ar error This includes an assessment
of whether the accounting policies are appropriate to the parent company's circumstances and have been consistently applied and
adequately disclosed the reasonableness of significant accounting estimates made by the directors and the overall presentation of
the financial statements

Opinion on financial statements

fn our opirmon the parent company financial statements

« Give a true and far view of the state of the company’s affairs as at 31 of December 2010

» Have been properly prepared in accordance with IFRSs as adopted by the European Union and as apphed in accordance wath the
provisions of the Companies Act 2006, and

s Have been prepared in accordance with the requirements of the Cempanies Act 2006

Opinion on other matters prescnbed by the Companies Act 2006

in our opMIoN

» The part of the Directors Remuneration Report to be audited has been properly prepared in accordance with the Companies Act
2006, and

» The mformation given In the Directors Report for the financial year for which the financial statements are prepared s consistent with
the parent company financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if i our

opinion

» Adequate accounting records have not been kept by the parent company or returns adequate for our audit have not been received
from branches not visited by us, or

s The parent company financial statements and the part of the Directors Remuneration Report to be audited are nct in agreement
with the accounting records and returns or

+ Certain disclosures of directors’ remuneration specified by law are not made or

* We have not received all the information and explanations we require for our audit

Other matter
We have reported separately on the group financial statements of Fresaillo plc for the year ended 31 December 2010
b ¢ cC P

Nick Gomer (Senror statiitory auditor)

for and on behalf of Ernst & Young LLP Statutory Auditor

Lendon

28 February 2014 '
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Fresnillo plc

PARENT COMPANY

STATEMENT OF COMPREHENSIVE INCOME

for the years ended 31 Decernber
Notes 2010 2009
{USS thousands)

Profit for the year 3 483,813 1,475,296
Fair value gain on available-for-sale financial assets 7 73,342 22,880
Tax effect of far value gain on available-for-sale financial assets 5 {20,536) (6,407)
Net effect of availlable for sale financial assets _;5;2;.806 16,473
Other comprehensive income for the year, net of tax 52,806 16,473

Total comprehensive income for the year, net of tax, attributable to equity
shareholders of the Company 536,619 1,491,769
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Fresnillo plc
PARENT COMPANY -
=
o
BALANCE SHEET S
sl
o
<
m
)
=
as at 31 December rén
Notes 2010 2009
(USS thousands)
ASSETS
Non-current assets
Investments In subsidiaries 6 7,246,569 7,092,908
Avatlable-for-sale financial assets 7 141,777 68,435
- w
—
7,388,346 7,161,343 =
—_— =
&
Current assets =
Interest bearning loans 14 61,143 -
Trade and cther receivables 8 11,274 5021
Income tax refund due 97 -
Derwative financial instruments 7 4,056 1,373
Cash and cash equivaients ) __189.3% 36,625
_ 2155,966 43,019
el
Total assets 7,654,312 7,204,362 o
&
EQUITY AND LIABILITIES 2
Capital and resetves attributable to equity shareholders of the Company ;
Share caprtal 10 358,680 358,680 o
Share prermium 10 818,557 818,597
Merger reserve 10 5,789,600 5,681,583
Net urwealised gains on available-for-sale financial assets 10 58,189 5,383
Retained earnings 10 495,774 302,137
Total equity 7.520,840 7,166,380
Non-current liabilities 3
Deferred tax hability 5 19 817 p
2,129 817 Z
Current liabilities ;
Interest bearing 1oans 14 83365 25,552 9
Dervatve financal iInstruments 17 152 28
Income tax - 5858
Trade and other payables 12 28826 5727
112343 37,165
Total liabilities _ 133472 37,982
Total equity and habilities 7,654,312 7,204,362

These financial statements were approved by the board of directors on 28 February 2011 and Sgned on its behaif by

Jaime Lomeln
CHIEF EXECUTIVE OFFIC, <
28 February 2011
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Fresnillo plc

PARENT COMPANY
CASH FLOW STATEMENT

for the years ended 31 December

Notes 2010 2009
{US$ thousands)

Net cash from operating activities 16 _ 72432 22,597
Cash flows from Investing activities
Purchase of avarlable-for-sale financial assets 7 25)
Return of capita! from subsidianes 45,357 -
Capital contribution to subsidianes 1,011 (403,101
Loans granted to related parties (111,227) {10,546)
Proceeds from repayment of loans granted to related parties 50,073 354,164
Interest receved 1,879 11,657
Diwvigends receved 321,297 119,659
Settlement of denwvative contracts 859 {7,571)
Cther {payments)/proceeds o am 297
Net cash generated from investing actlvities 215,808 64,534
Cash flows from financing actvities
Leans granted by related parties 6168622 273991
Repayrment of loans granted by related parties {561 350) (290 819)
Dividends paid 11 {182 550) (93 623)
Interest paid (a3 (5,629)
Net cash used In financing activities _(_13__1,852) {116,080)
Net increase/(decrease) in cash and cash equivalents during the year 156,388 (28,949)
Effect of exchange rate on cash and eguivalents 3.617) 8,457
Cash and equivalents at 1 January . 36,625 57,117
Cash and cash equivalents at 31 December 9 189,396 36,625

Dunng 2G10 and 2009 there were no significant non-cash transactions.
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Fresniilo plc
PARENT COMPANY o
X
Q
STATEMENT OF CHANGES IN EQUITY S
"0
Q
<
m
2
for the years ended 31 December 2030 and 2009 =
UNREALISED =
GAINS/{LOSSES) ON
AVAILABLE-FOR-
SALE
SHARE SHARE MERGER FINANCIAL RETAINED TOTAL
CAPITAL PREMIUM RESERVE ASSETS EARNINGS EQUITY
LSS thousands)
[%¢]
Balance at 1 January 2009 358 680 818,597 4,358 400 {11,090 243,539 5768124 ;_o'
Profit for the yeer _ Z Z - 147529 1475 296 :-:
Other comprehensive Income, net of tax - - - 16,473 - 16473 g
Total comprehensive income for the year - - - 16,473 1,475 294 1,491,769
Transfer of reserves - - 1,323,183 - {1,323 183) -
Divigends paid - - - - 93,515} (93 515)
Balance at 31 December 2009 358,680 818,597 5,681,583 5,383 302,137 7.166,380
Balance at 1 January 2010 358,480 818,597 5,681,583 5383 302,137 7 166 380
Profit for the year - - - - 483,813 483813
Cther comprehensive Income, net of tax - - - 52 806 - 52 804
Total comprehensive income for the year - - - 52,806 483,813 536 619 ;ﬁ
Transfer of reserves - - 108,017 . {108 017) - 3
Dividends paid - - - - {182,159 (182 159) %
Balance at 31 December 2010 358,680 818,597 5 789,600 58,189 495,774 7,520,840 §
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Fresnillo plc

NOTES TO THE COMPANY
FINANCIAL STATEMENTS

1 CORPORATE INFORMATION

Fresnilio pic {*the Company”) is a public mited company registered in England and Wales and is the holding company for the Fresnilio subsidiaries
detatled In note 6

Industrias Pefioles S.A B de CV ("Pefioles”) currently owns 77 percent of the shares of the Company and the ultimate contrafing party of the Company
1$ the Bailléres family, whose beneficial interest Is held through Peficles. The country of incorporation of Perioles 1s Mexico Copies of Pefioles accounts
can be obtained from www penoles.com mx

The primary activity of the Company 1s as holding company for the Fresnillo Group of companies.

The financial statements of the Company for the year ended 31 December 2010 were authonsed for 1ssue by the Board of Directors of Fresniflo plc on
28 February 2011

2 SIGNIFICANT ACCOUNTING POLICIES

{a) Basis of preparation and statement of comphance

(b

—

The financial statements of the Company have been prepared in accordance with Internaticnal Financial Reporting Standards (IFRSS) as adopted by
the Europaan Union as they apply to the financial statements cf the Company for the years ended 31 December 2010 and 2009 and in accordance
with the provisions of the Companies Act 2006 The Company’s financial statements are also consistent with IFRS as 1ssued by the Interntational
Accounting Standards Board

The financial statements of the Company have been prepared on a histoncal cost basis except for certain dervative financial Instruments and
avallable-for-sale financial nstruments which have been measured at fair value

The financial statements are presented in dollars of the United States of Amenica {JS dollars or US$) and all monetary amounts are rounded to the
nearest thousand (US$000) except when otherwise ndicated

The basis of preparation and accounting policies used in preparing the financial statements are set out below These accountng policies have been
consistently applied to all the periods presented unless otherwise stated

Standards, mterpretations and amendment
The accounting policies applied are consistent with those applied in the preparation of the financial statements for the year ended 31 December 2009
New standards, amendments and interpretations that are effective but not applicable o the Company are as follows

¢ IFRS 3 (Revised} Business Combinations’ and IAS 27 (Revised) Consolidated and Separate Financial Statements
e [AS 39 (Amendment} "Financial nstruments Recogmition and Measurement-Eligible hedged items”

mprovements to IFRSS

In April 2009 the Board 1ssued its second omnibus of amendments to s standards primarily with a view to removing inconsistencies and clanfying
warding There are separate transitional provisions for each standard The adoption of the following amendments resulted in changes to accounting
policies but did not have any impact on the financial position or performance of the Company

e IS 7 Statement of Cash Flows clanfies that only expenditures that result in a recognised asset can be classified as a cash flow from investing
actvities. The amendment has no impact on the Company

Other amendments resulting from Improvements to IFRS did not have any impact on the accousting policies, financial position or performance of
the Company

New and amended standards and interpretations

Standards and amendments 1ssued but not yet effecuve up to the date of sssuance of the Company’s financial statements are listed below This
Iisting 1s of standards and interpretahions issued, which the Company reasonably expects to be applicable at 2 future date The Company intends
to adopt those standards when they become effective The Company has not early adopted any standard Interpretation or amendment that was
1ssued but 1s not yet effective .

In November 2010, the IASB 1ssued IFRS ¢ Financial Instruments  Classification and Measurement (subsequently amended in October 2010) This
new standard represents the first phase of the 1ASBs work on the replacement of IAS 37 and applies to classification and measurement of financial




(c

2

assets as defined n 1AS 39 The standard 1s effective for annuzl penods beginming on or afier 1 January 2013 In subsequent phases, the IASE will
address hedge accounting and derecogrition The completion of this project 1s expected in early 2011

The adoption of the first phase of IFRS ¢ will have an effect on the classification and measurement of the Company’s financial assets The Comparty
will quantfy the effect in conjunction with the other phases when issued to present a comprehensive picture

In October 2010 the LASB issued amendments to IFRS 7 Financial instruments Disclosures - Transfers of financial Assets which are applicable for
annual penods beginrming on or after 1 July 2011 The Company INtends to adopt this standard wher it becomes effective

The Company considers that the amendments to 1AS 24 Related Party Disciosures (Revised), which are relevant to the Group will not have any
impact an the accounting policies, financial position or performance of the Company

In May 2010 the IASB I1ssued improvements to IFRSs, a further omnibus of amendments to 1 standards. These amendments have not been ad
opted as they become effective for annual penods on or after eher 1 July 2010 or 1 January 2011 The Company however, expects no iImpact from
the adoption of the amendments on its financial position or perfarmance

Significant accounting judgments, estimates and assumptions

The preparation of the Company’s financial statements in confarmity wath IFRS requires management to make judgments estimation and assump-
tions that affect the reported amounts of assets habilines and contingent habiliies at the date of the financial statements. These judgments and
estimates are based on management's best knowledge of the relevant facts and circumstances, with regard to prior experience but aciual results
may differ from the amounts included in the financial statements. Informatian about such judgments and estimation 1s in the accounting policies
and/or the notes to the financtal statements.

Judgments

Areas of judgment apart from those involving estimations, that have the most significant effect on the amounts recognised in the financial state-
ments are

= Determination of functronal currency - note 2{d)

The determination of functional currency requires management judgment, particularly where there may be several currencies in which transac-
tions are undertaken and which impact the economic environment in which the entity operates

Estimates and assumptions
Significant areas of estmation uncertainty made by management in preparing the consolidated financial information include
*  Income tax - notes 2{n) and §

Juggment 15 required In determiring whether deferred tax assets are recognised on the balance sheet Deferred tax assets including those anising
from un-utihsed tax losses require management to assess the likelhood that the Company will generate taxable earnings in future periods n order
to utlhise recognised deferred tax assets Estmates of future taxable iIncome are based on forecast cash flows from operations and the application
of existing tax laws in each junsdiction To the extent that future casn flows and taxable income chiffer significantly from estmates the ability of the
Comparny o realise the net deferred tax assets recorded at the balance sheet date could be impacted

s Imparrment and subsequent reversal of wnpairment of INvestments in subsidiaries — notes 2(e) and 6

The Company assesses the investments in subsidiaries annually to determing whether any indication of impairment exists. Where an indicator of
imparment exists a formal estmate of the recoverable amount 1s made which 15 considered t0 be the hugher of the fawr value less costs to sell and
the value in use A value In use assessment requires the use of estimates and assumptions such as long-term commodity prices, discount rates,
future capital requirements, exploration potential and operating performance Farr value 1s determined as the amount that would be obtained from
the sale of the asset 1n an arm s length transaction between knowledgeable and willing parties. where an impairment charge has previously been
recognised the Company assesses at the end of each reparting penod whether there 1S any indication that the imparment loss may no longer
exist or may have decreased If any such indication exists, the Company estimates the secoverable amount of that investment requinng similar
estimates and assumptions as those for determining an impairment charge At 31 December 2010, no impairment has been recognised At 31
December 2010 an imparrment reversal of US$108 0 mullion (200 US$1 323 2 miilion) was recognised

+  Valuaton of dervative financial Instruments - notes 2{p) and 17
Derwative financial instruments are intiatly recognised at far value on the date on which a derivative contract s entered into and are sub-

sequently remeasured at fair value Dervatives are valued using veluation approaches and methodologies applicable to the specific type of
dervative instrument
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NOTES TO THE COMPANY
FINANCIAL STATEMENTS contnued

{d)

{e)

4]

«  Contingent iabilities regarding clasms from tax authorities - note 13

By nature contngencies will only be resolved when one or more future events occur or fail to occur The assessment of contngencies inherently
Involves the exercise of signficant judgment and estimates of the outcome of future events.

Foreign currency translation

The Company’s financial statements are presented in US dollars, which 1s the functional currency of the Company The functional currency for the
Company 1s determined by the currency of the primary economi¢ envirenment in wiich it operates

Transactions denominated in currencies other than the functional currency of the Company are translated at the exchange rate ruling at the date
of the transaction Monetary assets and liabilibes denominated in foreign currencies are re-translated at the rate of exchange ruling at the balance
sheet date Alf differences that anse are recorded in the income statement Non-mongetary items that are measured i terms of historical cost in g
foreign currency are translated usng the exchange rates as at the dates of the initial transactions Non-menetary items measured at fair value in a
foreign currency are translated mnto US dollars using the exchange rate at the date when the {ar valued is determined

Investments in subsidianes

Subsicianes are entities over wiich the Company controls operating and financial policies generally by cwning more than 50% of voting nghts In-
vestments in subsidiaries are mually recognised at acquisition ¢ost less any provision far impairment Subsequent to Initial recognition Investment
In subsicianes are recogmised at fair value determmed tased on the net present value of the future cash flows related to its subsidiaries using a
discount rate that reflects current market assessments of the tme value of money and the risks specific 1o the asset

When the Company incurs increases in or return of share capital, to/from its subsidianies such movernents are recognised as an addition or return
of capital to the onginal cost recognised in Investment in supsidiaries.

At each reporting date, an assessment 1$ made to determine whether there are any indicators of impairment ‘Where an indicator of impairment
exi5ts, a formal estimate of the recoverable amount of the investment in subsidiary s made which 1s considered to be the higher of the fair value
less costs to sell and the value In use Fair value 1s determined as the amount that would be obtained from the sale of the investment in anarms
length transaction between knowledgeable and willing pariies. If the carrying amount of an nvestment exceeds the recoverable amount, 8 provi-
ston 15 recorded N the income statement to reflect the investment at the recoverable amount

where an imparment charge has previously been recogrised, an assessment s made at the end of each reporting penod whether there 1s any in-
dication that the impairment loss may no longer exist or may have decreased If any such Indication exists, an estimate of the recoverable amount
1s made An impairment loss 15 reversed to the income statement to the extent that the Increased carrying value of the investment in subsiciary
does not exceed that which would have been determined had no impairment loss been recogrised for the asset i prior years.

Financial assets

Financial assets are recognised when the Company becomes party to contracts that give nse to them and are classified as financial assets at fair
value through profit or loss loans ang recewvables held to maturity Investments, or available-for-sale financial assets, as appropnate The Comparny
determines the classiication of its financial assets at inral recogrition and re-evaluates this designation at each balance sheet date When financial
assets are recognised initially they are measured at fair valug, plus In the case of financial assets not at fair value through profit or loss, directly
artnbutatile transaction costs.

Financial assets and habilities are offset and the net amount 1s feported in the balance sheet when there 15 a legally enforceable right to set off the
reccgnised amounts and there Is an intention to settle on a net basis, or reglise the asset and setile the habiity simultaneousty

Financial assets at fair vaiue through profit or loss

Finantial assets classified as held-for-trading and other assets designated as fair value transactions through profit and loss on inception are In-
cluded in this category Financial assets are classified as hetd-for-trading if they are acquired for sale in the short term Dervatives are also classiiied
as held-for-trading unless they are destgnated as hedging Instruments. Financial assets at fair value through profit or loss are carned 1n the balance
sheet at fair value with gains or losses recogrised in the Income statement

Loans and recewvables

Loans and recevables are non-gervative financial assets with fixea or ceterminable payments that are not quoted N an active market, do not
Gualify as trading assets and have not been gesignated as either fair value through profit and loss or available-for-sale

After initial measurement such asseéts are subsequently carried at amortised cost using the effective interest method less any allowance for
mparrment Gatns and losses are recognisad (n ncome when the loans and recenvables are derecognised or impaired, as well s through the
amortisation process.

Current trade recevables are carned at the original Invoice amount less provision made for impairment of these receivables. Long term recenvables
are stated at amortised cost




()

Available-for-sale financial assets

Avallable-for-sale financial assets are those non-genvative financial assets that are designated as such or are not classified in any of the preceding
categories and are not held-to-maturity \nvestments

Avallable-for-sale fingncial assets represent equity INvestments that have a quoted market price In an active market, therefore a fair valug can be
relizbly measured After imtial measurernent, available for sale financial assets are measured at fair value with mark-to-market unrealised gains or
losses being recognised as other comprehensive income in the available-for-sale reserve until the financial asset 15 derecognised

Financial assets classified as available-for-sale are de-recognised when they are sold, and all the nisks and rewards of ownership have been trans-
ferred Wheri financial assets are sold, the accumulated fair value agjustments recognised in equity are iIncluded in the Income statement within
other operating INcome Or expense

Fair value

In determining estimated fair value, Investments in shares or portfolios of listed securities are valued at quoted bid prices when quoted prices
on an actve market are not available (and for isted non-actively traded securities), fair value 1s determined using a valuation techrigue Vatuation
technigues Include using a recent arm's length transaction If available, reference to the current fair value of another instrument that 1s substantially
the same, discounted cash flow analysis and option pricing models. If the range of reasonable fair value I1s significant and the probabilities of the
various estimates cannot be reliably assessed the investment 1s not re-measured at fair value

Impairment of financial assets
The Company assesses at each balance sheet date whether a financial asset or group of financial assets 15 iImpaired
Assets carried at amortised cost

If there Is chjective evidence that an impairment loss on loens and recevables carned at amertised cost has been incurred, the amount of the
loss 1s measured as the ¢ifference between the asset s carrying amount and the present value of estimated future cash flows iexcluding future
expected credit losses that have not been incurred) discounted at the financial asset’s onginal effective interest rate {1 e, the effective interest
rate computed at inittal recognition} The carrying amount of the asset 1s reduced through use of an aliowance account The amount of the [0ss 1S
recogmised In profit or 108s.

The Company first assesses whether chjective evidence of impairment exists indmdually for financial assets that are individually sigrificant, and
individually or collectively for financial assets that are not individually significant If 1t1s determined that no chjective evidence of impairment exists
for an indevdually assessed financial 2sset whether significant or nog, the asset s icluded in a group of financial assets with similar credit nsk
characteristics and that group of financial assets 15 collectively assessed forimpairment Assess that are indwvidually assessed for impairment and
for which an impairmeant (083 15 or continues to be recogrised are not included In a collective assessment of Impairment

If in a subsequent perod, the amaunt of the Impairment loss decreases and the decrease can be related objectively to an event occuriing after the
impairment was recognised, the previously recogmised impairment loss 1s reversed Any subsequent reversal of an impairment 10ss IS recogrised
n the Income statement, to the extent that the carrying value of the asset does not exceed 1ts amortised cost at the reversal date

In relatron to trade recervables, a provision for impairment 15 made when there 1s chjective evidence (such as the probability of insolvency or
significant financial aifficulues of the debtor) that the Company witl not be able to collect all of the amounts due under the original terms of the
invoice The carrying amount of the recevable 15 reduced through use of an allowance account Impaired recesvables are derecognised when they
are assessed as uncollectble

Avaiable for-sale financial investments

If an avallable-for sale asset 1s impaired, an amount compnsing the difference between its cost (net of any principal payment and amortisation) and
its current fair value, iess any impaiment [0ss previousty recognised in the income statement 1s transferred from equity to the Income statement
In assessing whether there 1s an impairment, the Group considers whether a decline in fair value 1s either significant or protonged by conssder-
ng the size of the dechne in this value and the histonic volatility in changes in fair value Reversals in respect of equity nstruments classified as
avallable-for-sale are not recognised in the income staterment

Cash and cash equivatents
For the purposes of the balance sheet, cash and cash equivalents comprse cash at bank cash on hand and short-term deposits held with banks
that are readily convertible into known amounts of cash and which are subject to insignificant nsk of changes in value Short-term depgsits earn

Interest at the respective short-term deposit rates between one day and three months.

For the purposes of the cash flow statement, cash and cash eguivalents as defined above are shown niet of outstanding bank overdrafts.
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NOTES TO THE COMPANY
FINANCIAL STATEMENTS continued

() share Capital

0

=5

Ordinary shares Issued by the Company are recarded at the net proceeds receved which is the fair value of the consideration recewved less costs
that are Incurred In connection with the share 1ssue The nominal par value of the shares 1ssued 15 taken to the share capital account and any
excess is recorded In the share premium account including the costs that were incurred with the share 1ssue

Financial hatlities

The Company recognises financial iaoiliues on 1S balance sheet when and only when, It becames a party to the contractual provisions of the
nstrument Financial habilities are imiiatly recognised at the fair value of the consideration receved, including any transaction costs incurred

Financial assets and liabilities are offset and the net amournt 1s reparted in the balance sheet when there 1s & legally enforceable right to set off the
recognised amounts and there 1s an intention 10 settle on a net basis or realise the asset and settle the hability simultaneously

interest bearing loans and borrowings
All loans and borrowings are initially recogrised at the fair value of the consideration recerved less directly attnbutable transaction ¢osts After

initial recognition, interest beanng loans and barrowings are subsaquently measured at amortised cost using the effective interest method Gains
and losses are recognised in the income statement when the habilities are derecognised as well as through the amortisation process

{k} Conttngencies

(l

)

Contingent lab:ities are not recognised in the financial statements and are disclosed In notes unless their occUrence 1§ remote
Contingent assets ara not recegnised in the financial statements but they are disclosed in notes If they are deemed probable
Revenue recognition

Revenue 1S recognised ta the extent that it 1$ probable that economic benefits will fiow to the Company and the revenue can be rehiably measured
Revenue s measured at the fair value of consideration receved excluding discounts, rebates and other sales taxes

Trademark Royalties
Trademark royalty Income 15 recogrised only at the time when it 1s probable that the amounts related to certain nghts will be recewved
interest income

Interest Income 5 recognised as interest accrues (using the effective interest methad, 1 & the rate that exactly discounts estimated future cash
receipts through the expected hfe of the financial nsrument to the net carmying amount of the financial asset)

Dradend income

Dividend incame 1s recognised when the Company’s nght to recenve the payment Is established

(m} Finance income and costs

{n

=

Finance income and costs comprnise Interest expense on borrowings interest ncome on funds invested gains and losses from the change in fair
value of denvative instruments and the unwinding of the discount on provisions

Interest Income and costs are recognised as accrued, taking into account the effective yield on the asset or liability

Income tax

Current income tax

Current Income tax assets and liabilies for the current and prior peniods are measured at the amount expected to be recovered from or paid to
the taxation authorities The tax rates and tax faws used to compute the amount are those that are enacted or substantively enacted by the bal-
ance sheet date

Peferred income tax

Deferred income tax is provided using the habilsty method on temporary differences at the balance sheet date between the tax bases of assets and
liabiities and their carrying amounts for financial reporting purposes.




(o

)

Deferred income tax lizbilimes are recognised for atl taxable temporary differences, except

() where the deferred Income tax liability arises from the initial recognition of geodwall or of an asset or lability in a transaction that s not a busi-
ness combination and, at the ume of transaction, affects nether the accourting profit nor taxable profit or 1oss and

() n respect of taxable temporary differences asscciated with investments in subsidiaries, associates and interests in joint ventures, where the
timing of the reversal of the temporary differences can be controlled and it 1s probable that the temporary differences will not reverse in the
foreseeable future

Deferred income tax assets are recognised for all deductible temporary differences carry forward of unused tax credits and unused tax losses,
10 the extent that It 1s probable that taxable profit will be avallable against which the deductible temparary differences, and the carry forwarg of
unused tax credits and unused tax losses can be utiised except

{)  where the deferred income tax asset relating to deductible temporary differences anse from the imitial recogritron of an asset or hability In 8
transaction that 1s not a business combination and, at the time of the transaction affects neither the accounting profit nor taxable profit or
loss and

0 nrespect of deductible temporary differences associated wath investments in subsidiaries associates and interasts in joint ventures, deferred
income tax assets are recognised only to the extent that 1t is probable that the temporary differences will reverse In the foreseeable future
and taxable profit will be avallable agains: which the temporary differences can be utiised

The carrying amount of deferred income: tax assets 1$ reviewed at gach balance sheet date and reduced to the extent that it 1s no longer probable
that sufficient taxable profit will be available i allow all or part of the deferred income tax asset to be utiised

Unrecognised deferred Income tax assets are reassessed at each balance sheet date and are recognised to the extent that it has become probable
that future taxable profit will allow the deferred tax asset to be recovered

Deferred income tax assets and habiities are measured at the tax rates that are expected to apply to the year when the asset 1s realised or the
llability 15 settled based on tax rates (and tax laws) that have been enacted or substantively enacted at the balance sheet date

Deferred mcome tax relating to items recognised directly In equity Is recognised in equity and not i the mcome statement

Deferred income tax assets and deferred income tax habilites are offset if a legally enforceable nght exsts to set off current tax assets against
current Income tax hiabilites and the deferred income taxes relate to the same taxable enuty and the same taxation auionty

De-recognition of financial assets and liabilities
A financial asset or liability 1s generally de-recognised when the contract that gives nise to 1t 15 settted sold, cancelled or expires

where an existing financial iabiity 1s replaced by another from the same jender on substantially different terms, or the terms of an existing li-
ability are substantially modified such an exchange or mogification 1s treated as a de-recogmition of the original hability and the recognition of &
new liability, such that the difference in the respective carmying amounts together with any ¢osts or fees incurred are recognised in profit or loss.

The difference between the carmying amount of a financal labiity (or part of a financial hatility) extinguished or transferred o another party and
the consideration paid Including any non-cash assets transferred or habslities assumed, s recognised in the income statement

Denvative financial instruments and hedging

The Company enters Inte dervative contracts (n orger t0 manage certain market risks denved from changes i prices of base metals and foreign
exchange which impact the financial and business transactions of 1ts subsidiznes. Such dervative financial instruments are iniially recogrised
at fair value on the date on which a dervative contract 1s entered into and are subsequently re-measured at fair value Derwatives are carned as
assets when the fair value is positive and as habilittes when the farr value I1s negative

In the Group s consolidated financral statements these dervative instruments are designatad as cash flow hegges but for the purposes of the
Company’s stand alone financial statements the retated hedged items are not held by the Company, so do not qualify as cash flow hedges.

Any gains and losses ansing from changes in fair value on dervatives during the year that do not qualfy for hedge accounung are taken directly to
the income statement The cash flows from these dervatves are therefore not related to financing actvities of the Comparty and the presentation
In the Parent Company Cash Fiow Statement has been amended to include them within investing activities.

Dervatives are valued using valuation approaches and methodologies (such as Black Scholes and Net Present Value) applicable to the speaific type
of denvatve mstrurnent The fair value of forward currency contracts 1s calculated by reference to current forward exchange rates for contracts
with smiiar matunty profiles.
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NQOTES TO THE COMPANY
FINANCIAL STATEMENTS continued

CH

{n

{s)

Embedded denvatives

Contracts are assessed for the existence of embedded derivatives at the daze that the Company first becomes party to the contract, with ¢€as-
sessment onty if there 15 a change to the contract that sigrificantty modifies the cash flows, Embedded denvatives which are not clearly and closely
related 10 the underlying asset, hakxlity or transaction are separated and accounted for as stand-alone denvatives.

Dividend Dhstnibution

Dwvigdends payable to the Company's shareholders are recogrised as a hiatility in the financial statements in the penod in which the dividends are
approved by the Company’s shareholders.

Value added tax

Revenues expenses and assets are recognised net of the amount of value added tax

The net amount of VAT recoverable from or payable to the taxation authonty (s Included as part of recewvables or payables in the balance sheet
BOImowINg costs

Finance costs are generally expensed as incurred except where they relate to the financing of construction or development of qualfying assets
requirng a stbstantial period of time 1o prepare for their intended future use

tnthe case of such qualifying assets finance costs are capitahised up to the date when the asset 1s ready for ts intended use The amount of finance
£osts capitalised (before the effects of ncome tax) for the penod 15 determined by apphying the interest rate applicable to appropriate borrowings
outstanding during the perod to the average amount of accumulated expend ture for the assets during the period

3 PROFIT OR LOSS ATTRIBUTABLE TO THE PARENT COMPANY

The

profit for the Company 1s US$483 8 million for the year ended 31 December 2010 {2009 US$1,475 3 millicn} In accordance with the exempticn

granted under section 408 of the Companies Act 2006 3 separate ncome statement for the Company has not been prasented

4 SEGMENT REPORTING

Segmental information 1s not presented in the Company’s stand-alone financial statements as this I1s presented In the Company's consolidated
financial statements

5 INCOME TAX

a} Income tax reported In other comprehensive INcome

Year ended 31 December

2010 2009
{US$ thousands}
Deferred income tax related to items charged or credited directly to
other comprehensive mcome
Unrealised gan on availahle-for-sale assets (note 7) (20 534) (6 407)
Income tax charge reported 1n other comprehensive income {20,536) {6,407)

(b} The movements in the deferred income tax liability are as follows

‘ear ended 31 December

2010 2009
USS thousands)
Beginning balance {817) 5,837
Income statement charge/(credit) 224 (247)
unrealsed gain on availlable for-sale financial assets {20,536) {6 407
Ending balance (21,129) 817)

Deferred income tax assets and llabiities are offset when there 15 a legally enforceable right to offset current tax assets against current tax labiities.




The amounts of deferred income tax assets and labtlities before offset as at 31 December considering the nature of the temporary differences are
as follows

As at 31 December

2010 N . .2(.)09
(LSS thousands)
Prapaymenis (120 (127)
Dervative financial mstruments 238 21
Avallable-for-sale financial assets {21,247) 71
Net deferred tax balances (21,129) (817)

() Unrecognised deferred tax on investments in subsidiaries

The Company has not recognised all of the ceferred tax liability In respect of distributable reserves of Its subsidiaries because it controls therm and enly
part of the temporary differences Is expected to reverse in the foreseeable future The temporary differences for which a deferred tax lability has not
been recognised aggregate to US$503 5 million (2009 US$184 2 millon)

Incorme Tax (“Impuesto Sobre la Renta™ or “ISR”) and Business Flat Tax ("impuesto Empresarial & Tasa Umca™ or “IETU")

In accordance to the Mexican tax law, the Company Is subject to Income Tax {"ISR") and Business Flat Tax ("lETU"} IETU 15 an alternative minimum cor-
porate income tax effective i January 1, 2008 which replaced the business asset tax Companies are required to pay the greater of their mamstream
corporate income tax labilty for the year or their hability 1o IETU

On 7™ December 2009 new emporary tax rates were published in the Official Daily of the Federal Government The tax income rate for 2009 was 28%,
for 2010 1S 30% and will continue in effect for 2011 and 2612, the tax rate for 2013 will be 29% and the tax rate for 2014 wili be 28% The deferred taxes
have been calculated at the rate applicable to the year the amounts are expected to materizise IETU 1s calculated at the rate of 17% for the calendar
year 2009 and 17 5% for subsequent years and applies to the sale of goods rendening of iIndependent services and temporary Use or enjoyment of
goods. In calculating the charge to IETU deductions are allowed for ceriain expenses incurred in generating ncome

In respect of the Compary management has undertaken calculations to determine the impact of the new IETU provisions on the Company As a result
of such analysis management has concluded that there should be no matenal impact on the Company other than a U$$6 1 million tax credit ansing

under IETU that was recagnised in 2009 since the mainstream corporate income tax liability of the Company 1S forecast to be greater than the future
potential IETU charge These conditions continued in 2010 and no IETU liability 15 expacted to anse in the foreseeable future

6 INVESTMENTS IN SUBSIDIARIES

Year ended 31 December

. A g010_ N . 2909

(USS thousands)
Beginning balance 7,092,908 5,366,624
Additions 91011 403,101
Return of capital {45 357 -
Reversal of impairment 108 017 1,323,183
Ending balance 7,246,569 7,082,908

At 31 December 2010, an impairment reversal of USS108 O million was recognised (2009 US$1 323 2 million} The recoverable velue as at 31 December
2009 and 2010 was based on fair value less cost to sell
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NOTES TO THE COMPANY
FINANCIAL STATEMENTS continued

The subsidianes in which investments are held as at 31 December 2010 and 2009 are as follows

COUNTRY OF EQUITY

COMPANY INCORPORATION INTEREST

2010 2009
Mmera Fresnillo, SA deCv Mexico 100 100
Minera Penmont, S.de R L. de CV Mexico 56 S&
Minera Mexicana La Ciénega, S A de CV MeXICa 100 100
Minera Saucito, SA de Cv Mexico 100 100
Minera Juanicipo, SA de CV Mexico 58 5&
Comercializadora de Metales Fresnilo SA de CV Mexico 100 100
Exploraciones Mineras Parrefia, SA deCv Mexico 100 100
Minera El Bermejal, S de Rt de C.v MEXICO 56 56
Compadla Minera Las Torres, SA deCv Mexico 100 100
Fresnillo Management Services Ltd UK 100 100
Fresbal Investments Ltd Canada 100 100
Servicios Agministrativos Fresnillo SA de CV Mexico 99 99
Fresnilio Peru SAC Peru 100 100

Dunng 2009 Servicios AGministrativos Fresnillo S A de C V 1ssued new shares to the Company who now holds a 99% equity nterest Minera Fresnillo
S.A de CV retains a 1% sharenholding in Senicios Administrativos Fresmillio S A de CV

/7 AVAILABLE-FOR-SALE FINANCIAL ASSETS

Year ended 31 December
o000 .. 2009
(US$ thousands)

Beginning batance 68,435 45,530
Additions B 25
Fair valug change 73,342 22,880
Ending balance 141,777 68,435

Avallable-for-sale financial assets incluge the following

As at 31 December
2010 2009
(USS thousands)

Equity securities-listed Canadian companies 141777 £8 435

Total 141,777 68,435

8 TRADE AND OTHER RECEIVABLES

As at 31 December
2010 A 2009
(USS thousands)

Other receivables from related parties (note 14) 10869 4,565
Prepayments 405 456
11,274 5,021

As of 31 December for each year presented other recevables from related parhies were neither past due nos ympaired In determining the recover-
ability of & recenvable, the Company performs a risk analysis considering the type and age of the outstanding recenvable and the credit worthiness of
the counterparty




9 CASH AND CASH EQUIVALENTS

As at 31 December

2010 o 2009

(US$ thousanas)
Cash at bank and on hand 13 523
Short-term deposits 189 383 36102
Cash and cash equivalents 189,396 36,625

Cash at bank earns interest at floating rates based on daily bank deposits. Short-term depasits are made for varying periods of between one  ay and
three months depending on the immediate cash requirements of the Company and earn interest at the respective short-term deposit rates.

10 EQUITY

Share capital and share premium

The authonised and i1ssued share capital of the Company as at 31 December 2010 15 as follows

AUTHORISED ISSUED
CLASS OF SHARES NUMBER AMOUNT NUMBER AMOUNT
Ordinary shares each of US$0 50 1 000 000,000 $500,000,000 717 160 159 5358 580,080
Sterling Deferred Orgdinary Shares each of £1 00 50,000 £50,000 50000 £50,000

At 31 December 2010, all issueg shares with a par value of $0 50 each are fully pad The rights and obligations attaching to these shares are governed
by law and the Company’s Articles of Association Ordinary shareholders are entitied to receive notice and to attend and speak at any general meeting
of the Company There are no restrictions on the transfer of the Qrdinary shares

The Sterting Deferred Ordinary Shares only entitle the shareholder on winding up or on a return of capital to payment of the amount paid up after
repayment to Ordinary shareholders. The Sterling Deferred Ordinary Shares do not entitle the holder to payment of any dwvidend or to receive notice
or 10 attend and speak at any general meetng of the Company The Company may alsg at its option redeem the Sterling Deferred Ordinary Shares at a
price of £1 00 or, as custodian, purchase or cancel the Sterling Deferred Ordinary Shares or require the holder to transfer the Sterling Deferred Ordinary
Shares. Except at the option of the Company the Sterling Deferred Ordinary Shates are not transferrable

Reserves

Share prermum

This reserve records the consideration premium for shares issued at a value that exceeds their nominal value

Merger reserve

The merger reserve at 18 Apnl 2008 represents the difference between the value of the net assets acquired as part of the Pre-IPQ reorganisation and
the normunal value of the shares 1ssued pursuant to the Merger Agreement The movement in this reserve duning 2010 ang 2009 represented a transfer
from retained earnings following the reversal of an impairmerit charge relating to the Company s investments in subsidianes.

Unrealised gams/tiosses) ort availabie-for sale financial assets

This reserve records fair value changes on avatlable-for-sale investments net of tax On disposal, the cumulative changes in fair value are recycled to
the Income statement

Retained eamings

This reserve records the accumulated results of the Company less any distributions and dwicdends paid
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NOTES TO THE COMPANY
FINANCIAL STATEMENTS contnued

11 DIVIDENDS PAID

The dvidends declared and paid duning the year ended 31 December 2010 and 200% were as follows

US CENTS
PER ORDINARY SHARE AMOUI\.IT
(US$ thousands)

Year ended 31 December 2010
Final dwidend for 2009 declared end paid dunng the year® 142 116,180
Intenim dmadend for 2010 declared and paid dunng the year @ 92 85979
254 182,159

Year ended 31 December 2009
Final dwidend for 2008 declared and paid duning the year & 77? 55 864
Interim dwidend for 2002 declared and patd during the year 525 37 651
12 95 93,515

WV This anadend was approved by the Board of Directors on 28 Aprd 2010 and pard on 2 Jure 2070

2 This dnadend was approved by the Board of Directors on 2 August 2010 and pard on 14 Septermber 2010
@ This dividend was approved by the Board of Directors on 20 Mebruary 2009 and paid on 27 May 2069

) This dandend was approved by the Board of DirgCtors on 14 August 2009 and pard on 18 September 2009

12 TRADE AND OTHER PAYABLES

As at 3t December
2010 2009
(Us$ thousands)

Other taxes and contnbutions 1,063 1858
Other payables to related parties (note 14) 27 006 3132
Accrued expenses 757 737

28,826 5,727

The fair value of trade and other payables approximate their book values, The Company’s expasure to currency and hiqudity nsk related 1o trade and
other payables in disclosed n note 18

13 CONTINGENCIES

As of 31 December 2010 the Company has the following contingencies

(a)

(s3]

)

The Company 1S subject to various laws and regulations which 1f not observed could gve rise to penalties

Tex periods remain open to review by the Mexican tax authonities in respect of income taxes for five years following the date of the hiing of the
corporate Income tax return dunng which ume the authoniyies hiave the nght to raise addiuonal tax assessments including penalties and interest
Under certain crrcumstances the reviews may cover longer perads.

In addition because a number of tax penods remain open to review by the tax authonties, there ts a nsk that transactions, and in particular related
party transactions that have not been challenged in the past by the authonties, may be challenged by them in the future and this may result in
the raising of additional tax assessments plus penalties and interest 1t1s not practical to determine the amount of any such potential claims or the
Ikehhood of any unfavourable outcome However, management believes that its interpretation of the relevant legistation 1s appropnate and that
the Company has complied with all reguiations and paid or accrued all taxes and withholdings that are applicable

On 8 May 2008 the Company and Penoles entered into the Separation Agreement (the “Separation Agreement™ This agreement relates to the
separation of the Fresnillo Group ("the Group™) and the Pefioles Group and governs certan aspects of the relationship between the Fresnillo Group
and the Pefioles Group following the imitial public offering it May 2008 ("Admission”) The Separation Agreement provides for cross-indemnities
between the Company and Penales 50 that, in the case of Pefioles, it 15 held harmless against losses claims and iabiities (including tax hiabilies)
property atnbutable 1o the precious metals business of the Group and, in the case of the Company It 1S held harmless by Pefioles against losses,
claims and habilities which are not properly attributable to the precious metals business Save for any liabiity ansing in connection with tax, the
aggregate lizbility of either party under the indernnities shall not exceed US$250 million in aggregate




Pefioles has agreed w0 indemnify the Frasniflo Group in relation to (1) any 1ax charge, subject to certain excepuons, the CoOmpany may INcur as a
result of the Pre-IPO Reorganisation (inciuding as a result of a trangaction following Admission of a member of the Fresnillo Group, provided that
Pefoles has confirmead that the proposed transaction will not give rise to a tax charge, or as a result of & transaction of a member of the Pefoles
Group on or after Admisston), the Global Offer or Admission and (1) certain tax aspects of certain other pre-Admission transacttons. Pefioles’ habil-
ity under these indemnities and in respect of general tax liabilities arising pre-Admission which are not property attributable to the precious metals
business of the Fresmilto Group shall not exceed US$S00 million If a member of the Fresnillo Group forming part of Pefoles’ tax consolidation pays
an intra-group dividend in excess of it$ net income tax account ("Cuenta de Utihdad Fiscal Neta™ o “CUFINT} after admission and 1s relieved of tax
as a result of the consolidation, it 1s required to pay Peficles an amount In respect of that tax

14 RELATED PARTY BALANCES AND TRANSACTIONS

Related parties are those entities owned or cantrolled by the ultimate controling party and include the Company’s subsidiaries disclosed in note &, as
well as those enties who have a minority participation in Fresnillo Group comparngs. There were no balances or transactions (other than dividends
paich) with the parent company Related party balances will be settied in cash

(@} Related party accounts recevable and payable

ACCOUNTS RECEIVABLE ACCOUNTS PAYABLE
(US$ thousands) {US3 thousands)
31 December 2010 31 December 2009 31 Decemnber 2010 31 December 2009

interest beanng ioans
Comerclalizagora de Metalas Fresmillp, S A de CV - - 23,385 20,752
Minera Mexicana La Cienega, SA de CV 30135 - . -
Minera Fresnillo SA de CV 31 008 - . 4 800

61,143 : 83,365 25,552
Tradernark royalties
Minera Fresnillo SA de CV - 4,249 20,800 -
Minera Mexicana La Cienega, SA de Cv - - 3,036 -
Other B - o} A -

_ - 4,350 25,020 -
Dwvidends
Minera Penmont, S.de R L deCVv 10,83 - - -
Admumstrative sernvices
Fresnillo Management Services Ltd - - 156 410
Other 38 215 1830 2,722
Sub-tatal 72042 4,565 110 371 28 684
Less-current portion 2012_ 4,565 11037 28 684

Non-Current portion - - .

Effective interest rates an 1oans granted to and receved from related parties are as follows

ACCOUNTS RECEIVABLE ACCOUNTS PAYABLE
US$ thousands) {US$ thousanas)
31 December 2010 31 Decemnber 2009 31 December 2010 31 Decermnber 2007
Comercializadora de Metzles Fresnillo SA de CV

In US dollars - 578% - -

11 Mexican Peso - - 9 38% 9 58%
Exploraciones Mineras Parrefa, S.A de CV in US doltars - 558% - -
Minera Mexicana La Ciénega, SA de CV

In US dollars 9 50% - - -

In Mexican Pesa 527% - B -
Minera Fresmillo, S A de CV 10 US dollars 527% . 567%
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NOTES TO THE COMPANY

FINANCIAL STATEMENTS continued

(b} Principal transactions with affiliates (apart from dwdends, additional investments and returns of capital) are as follows

Year ended 31 December

. _2010 .. L. .2009
(US$ thousands)
Income
Trademark Royalties
Minera Fresnillo SA de CV 54,005 34,181
Minera Mexicana La Cienega SA deCV 14,517 6059
Servicios Administrativos Fresmillo, SA de Cv 309 1,045
71,541 41,285
Interest on loans to related parties
Comercialzadora de Metales Fresnillo, S A de Cv . 11,102
Minera Mexicana La Cienega, SA deCV 932 -
Minera Fresnillo, S A de CV 127 -
QOther 2 72
1,080 11,774
Sales of concentrates
Minera Fresnillo S A de C.v 26952 -
23.952 -
Other income
Minera Fresmillo, S A de CV 36 5,266
Other 155 154
191 5,420
Total income 99,764 57,879

Year ended 31 December

2010 2009
(USS thousands)
Expenses
Administrative services
Servicios Adrmirustrativos Fresnilio, S.A de CV 4,139 2293
Fresnilio Management Services Ltd l597 1735
5.736 4,028
Interest on loans from related parties
Comercializadora (¢ Metales Fresniflo, SA de CV 4489 -
Minera Fresnillo SA deCv 133 5626
) gis_zz_ 5,626
Purchase of concentrates
Minera Saucito SA deCv 26,144 -
26,144 :
Other expenses
Servicios Administrativos Fresnillo, SA de CV 332 2030
Minera Saucito, SA de Cv - 5108
Other - 22
332 7,160
Total expenses 36,834 16,814




77

o
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Q
c
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15 AUDITOR’S REMUNERATION g
=]
The auditor's remuneration for the Company was USS0 7 million (2009 US$1 ¢ mulion) in respect of the audt of its financial statements together with & E
propartion of the fees In relation to the Fresmito Group audit, =
Fees paid to Ernst & Young LLP and its associates for non-audit services ta the Company Iiself are not disclosed In the stand alcne financial staterments
because Group financral statements are prepared which are required to gisclose such fees on a consoldated basis.
16 NOTES TO THE CASH FLOW STATEMENT
Year ended 31 December
Notes 2010 2009
PR . T . " s thousands) %
=
>
Reconciliation of profit for the year to net cash ;
generated from operating activities 2
Profit for the year 433,813 1475296
Adjustments to reconcile profit for the year to
net cash inflows from operating activities
Impairment reversal & (108017 (1323183
Incame tax expense 14 474 5538
Other Income {329 643) {119 957)
Net finance ncome {1309 (9 824)
Foreign exchange loss 3420 2874
working caprtal adjustments -
Decrease/increase} In trade and other recewables 4525 (1 656) =
Decrease in prepayments and cther assets 55 100 g
Increase an trade and other payables 25642 2634 =
z
Cash generated from operations 93,160 31,822 f‘_a
Income tax paid (20728) (9 225)
Net cash from operating activities 72,432 22,597
17 FINANCIAL INSTRUMENTS
a) Far values
The fair values of financial assets and liabilities, together with the carrying amounts shown in the balance sheet, are as follows 8
L=
m
por]
As of 31 December £
CARRYING AMOUNT FAIR VALUE g
2010 2009 2010 200% m
e e e e s . . e T ks thousands) . . . . .
Financial assets
Cash and cash equvalents™ 189 3% 36 625 189,396 36 625
Derwative financial instruments 4054 1373 4056 1373
Interest bearing loans 51143 - 61143 -
Trade and other receivables® 10 869 4,565 10,869 4 565
Avallable-for-sale {inancial assets 144,777 48,435 141,777 68 435
-
Financial liabiliies =
Interest bearing loans @ 83,365 25552 83 365 25,552 ;
Trade and cther payables® 27,008 3132 27 006 3,132 =}
Dervative financial Instruments 152 28 152 28 '33
oy

™ The carnnng value of these financial nstruments 1s deemed to approxmate farr value
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NOTES TO THE COMPANY
FINANCIAL STATEMENTS continued

(b) Fair value hierarchy

The Company uses the following hierarchy for determining and disclosing the fair value of the financial instruments by valuaton technique

Level 1 guoted {unadjusted) prices in active markets for iIdenucal assets or liabilities

Level 2 other techniques for which all nputs which have a significant effect on the recorded farr value are observable either directly or indirectly, and
Level 3 techmgues which use inputs which have a sigmificant effect on the recorded fair value that are not based on observable market data

The financial assets and liabilities measured at fair value are categonsed into the following fair vatue Rierarchy as at 31 December

As of 31 December 2070

LEVEL 1 LEVEL 2 LEVEL 3 TOTAL
C e e . . N . . s thousaries) Toee e .
Financial assets
Dervative financral nstruments
Option and forward foreign exchange contracts - 4056 - 4086
Financiak investments available-for-sale
Quoted investments 141777 - - 144 777
141,777 4,056 - 145,833
Financial liabitities
Dervative financial instruments
Option and forward foreign exchange contracts - (152) - (152)
- (152) - (152)
As of 31 December 2009
LEVEL 1 LEVEL 2 LEVEL 3 TOTAL
T ’ : ) i {USF thousands) i B o
Ftnancial assets
Dervative financiab instruments
Cpticn and forward foreign exchange contracts - 1373 - 1373
Financial investments avalable for-sale
Quoted Investments 58435 - - 68,435
68,435 1,373 - 69,808
Financial liabilities
Derivative financial nstruments
Ophion and forward foreign exchange contracts - 28) - (28)
- (28) - {28)

There have beeri no sigrificant transfers between Level 1 and Level 2 of the fair value hierarchy and no transfers into and out of Level 3 fair value measurements.
(c) Derwvative financial instruments

The Company enters Into cenain forward and option contracts in order to manage Its subsidianes’ exposure 10 fareign exchange risk ansing from the
activities of 1S subsidiaries. In the Group's consolidated financizl staterments these desvatives are designated as cash flow hedges but for the purposes
of the Company’s stand atone financial stetements the related hedged 1tems are not held by the Company, so do not qualify as cash flow hedges.

= Foreign currency contracts

As at 31 December 2010

CONTRACT CONTRACT FAIR
TERM CURRENCY VALUE EXCHANGE RATE VALUE
i ) ” T (Uss thousands)
Mexican Peso denominated forward contracts 2014 Uss 75 000* MX312 50 USS1 to MXS13 24 USSH 2Q27

f
*Reflects USSE3 mithon forward sales contracts and USE12 rmithon forward purchase coniracts

The Company entered nto a number of Mexican Peso-US Dollar collars 1o hedge exposure to fluctuations in foreign exchange rates as result of the
operations of its subsidianes. These denvetive INstruments mature over the penod from 12 January 2011 to 2 September 2011 The collar instruments
hedge costs denominated in Mexican Pesos amounting to US336 milhion with a range of floor prices frorm MX$12 98 to MX$13 30 US$4 and a range of
capped prices from MX313 50 toMX314 50 US31 The fair value of the Put options at 31 December 2010 was an asset of US32 0 mullion and a lability of
US$0 2 milion and the fair value of the Call options at 31 December 2010 was a lability of US$0 1 million




As at 31 December 2009

CONTRACT CONTRACT FAIR
TERM CURRENCY VALUE EXCHANGE RATE VALUE
. e . e e . P, ae s . . 58 thowsands)
Mexican Peso denominated forward
sale contracts 2010 uss 21,000 MX$13 50 US$1 1o MX$14 13 US$H1 1,185
Mexican Peso denominated forward
purchase contracts 2010 USs 8000 MX$13 11 US31 to MX$1353 US$1 (28)
Eurc denominated forward contracts 2010 EUR 5508 US$1 40 EUR1T 188

Foreign currency contracts held as at 31 December 200% had maturity dates from January 201010 June 2010 carresponding with when the Mexican
Peso denominated costs were expected to be incurred by the Company's subsidiaries.

18 FINANCIAL RISK MANAGEMENT
Cverview

The Company s principal financial assets and liabilities other than derivatives, are comprised of trade receswvables cash avalable-for-sale assets and
trade payables

The Company enters Into certain dervative transactiens with the purpose of managing foreign exchange risk ansing on the activity and transactions
of its subsidiaries

The Company has exposure to the following risks from its use of financial instruments
a) Market sk, including foreign currency, interest rate and equity price risks

b)  Credit nsk

€)  Liquidity risk

This note presents infarmation about the Company s exposure to each of the above risks and the Company s ohjectives pelicies and processes for
assessing and managing nsk Further quanutative disclosures are included throughout the financial statements.

The Board of Directors has overall responsibility for the establishment and cversight of the Company nsk management framework

The Company s risk management policies have been established to dentify and analyse the risks faced by the Company, to set appropnate nsk hmits
and contrals and to monitor risks and adherence to imits, Risk management policies and systems are reviewed regularly to reflect changes in market
conditions and the Company actwvities The Company, through its training and management standards and procedures, ams t¢ develop a disciplined
and constructive control environment in which all employees understand their roles and obligations

The Fresnillo Audit Commuttee has responsibility for overseeing how management monitors compliance with the Company risk management policies
and procedures and reviews the adequacy of the sk management framework In relation to the risks faced by the Company The Audit Committee is
assisted in 1ts oversight role by Internal Audit, which undertakes both regular and ad hoc reviews of risk management controls and procedures, the
resuits of which are reported to the Audit Committee

(a) Market nisk

Market nisk Is the nsk that changes in market factors such as foreign exchange rates, or iInterest rates will affect the Company income or the value of
ts fingncial nstruments.

The objective of market risk management :s to manage and control market nsk exposures within acceptable parameters while optimising the return on risk
Foreign currency risk

The Company 1s exposed to foreign currency risk on transactions and balances that are denominated in currencies other than the US dollar (primaniy
the Mexican Peso and UK pound sterling) Transactions in foreign currencies include the purchases of services and other items As a result, the Company
has financial labilities denominated i Mexican Pesos, The Compary also holds cash and cash equivalents in Mexican Pesos.

The following table demonsirates the sensitvty of financial assets and financigl iabilites to a reasonably possible change in the US dollar exchange rate compared

to the Mexcan Peso, reflecung the impact on the Company’s profit before tax with all other vanables held constant. It 1s assumed that the same percentage
change In exchange rates Is applied to all applicable exchange rates for the purposes of calculating the sensitvity with relation to dervative financial instruments.
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NOTES TO THE COMPANY
FINANCIAL STATEMENTS continued

STRENGTHENING/(WEAKENING} EFFECT ON PROFIT
Year ended 31 December OF US DOLLAR BEFORE TAX INCREASE/{DECREASE)
. . B .. P - e . Uss thousands) .
2010 0% 14,269
{10%) 6,651
2009 0% 1,210
{10%} (1 480)

There 1s NG Impact on the Company s equity other than the equivalent change in retained earnings.

The following table demonstrates the sensitvity of financial assets and financial labihties to a reasanably possible change in the U3 dollar compared to
the UK pound sterling reflecting the impact on the Company's profit before tax, with all other variables held constant

STRENGTHENING/(WEAKENING) EFFECT ON PROFIT
Year ended 31 December OF US DOLLAR BEFORE TAX INCREASE/(DECREASE)
e . e - - sk thousands) . .
2010 10% -
(10%) -
2009 10% (3271
(10%) 3997

There 1s n@ iImpact on the Company’s equity other than the equivalent change in retained earnings.

Interest rate nsk

The Company 1S exposed to interest rate risk from the possibility that changes in interest rates will affect future cash flows or the fair values of its finan-
aalinstruments. The CoOmpany's earnings are sensitive to changes in nterest rates on any floating element of the Company’s interest bearing loans and

borrowings. As of 31 December 2010 and 2009 there were no floating rate interest beanng loans and borrowings.

The following table demonstrates the sensitivity of all financial assets and finangial hatxhties o a reasonably possible change in interest rate applied to
a full year from the balance sheet date

BASIS POINT INCREASE/(DECREASE) EFFECT ON PROFIT
Year ended 31 December IN INTEREST RATE BEFORE TAX INCREASE/{DECREASE)
ot e o T T (Uss thousands) ‘
2010 100 1,892
(100) (1,892
2009 100 114
{100) (111

There 1$ no iImpact on the Company’s equity other than the equivalent change in retained earnings
Equity price risk
The Company has exposure to changes in the price of equity nstruments that it holds as available-for-sale assets

The following table demonstrates the sensitvity Of avatlable-for-sale assets to a reasonably possible change in market price of these equity INstruments
reflecting the effect on the Company’s profit before tax and equity

INCREASE/(DECREASE) IN EFFECT ON PROFIT EFFECT ON EQUITY
Year erwled 31 December EQUITY PRICE BEFORE TAX INCREASE/{DECREASE) INCREASE/(DECREASE)
0 : T T T ussmousanos) T 7 fuss ousenes)

2010 5% - 7.089

(59%) - (7 089)
2009 5% - 3422

(5%) - (3.422)
(b) Credit nsk

Exposure to credit sk arises as a result of transactions in the Company's ordinary course of business and (s applicable to all financial assets and
derivative financial instruments. The financial assets are trade and other recevables, cash and cash equivalents and available-for-sale financial assets.




The Company’s policies are aimed at minimising losses as a result of countesparties faslure to honour their obligations. Individual exposures are moni-
tored with customers subject to credit hmits o ensure that the Company’s exposure to bad detsts 18 not signdicant The Company’s exposure to credit
nsk 1s influenced manty by the Individual charactenstics of each counterparty The Company's financial assets are with counterparties with what the
Company considers to have an appropriate credit rating At each batance sheet date, the Company's financial assets were neither impaired nor past
due The Company’s policies are aimed at minimising losses from the foreign currency hedging contracts. The Company's foreign currency hedging
contracts are entered intQ with large financiat Institutions with strong credit ratngs

The Company’s surplus funds are managed by Seracios administratvos Fresnillo, S A de C v, which manages cash and cash eguvalents investing ina
number of financial nstitutions. In order to miNimise exposure to credit nisk, the Company only deposits cash and cash equivalents with financial institu-

tions with a credit rating of P-1 {(Moody s} and mxA-1+ (Standard and Poors) and above, and only for penods of less than 30 days.

The maximum credit exposure at the reporting date of each category of financial asset above 15 the carrying value as detailed in the relevant notes. See
note 7 far the maximum credit exposure for available-for-sale nvestments note 9 for cash and cash equivalents and note 14 for related party halances.

{c) Liquidity nsk

Liguidity risk 1s the risk that the Company will not be able to meet its financial obligations as they fall due The Company moniters 1ts risk of a shortage
of funds using projected cash flows and by monitonng the matunty of both its financial assets and liabilities.

The table below summarnises the matunity profile of the Company financial Iabiliues based on contractual undiscounted payments

(USS thousands)

WITHIN 1 YEAR 1-2 YEARS 2-3 YEARS > 3 YEARS TOTAL
As at 31 December 2010
Interest bearing loans 83 365 - - - 83365
Trade and other payahles 27 006 - - - 27,006
Dernvauve financial Nstruments - assets 102,000 - - - 102,000
Derivative financial Instruments - liabilities 12,164 - - - 12,164
As at 31 December 2009
Interest bearing loans 25,972 - - - 25972
Trade and other payables 3,132 - - - 3132
Denvative financial nstruments - assets 30,187 - - - 30187
Denvative financral Instrumeants - habilices 8000 - - - 8000

The disclosed financial denvative Instruments in the above table are the gross undiscounted cash flows. However those amounts may be settled gross
or net The foltowing table shows the correspending estimated inflows based on the contractual terms

(LSS thousands)

WITHIN 1 YEAR 1-2 YEARS 2-3 YEARS > 3 YEARS TOTAL
As at 31 December 2010
Inflows 117 800 - - - 117 800
Qutflows {114 144) - - - {114 164)
Net 3,636 - - - 3,636
As at 31 December 2009
inflows 31394 - - - 31394
Qutilows (38 187) - - - (38 187)
Net (6,793) - - - {6,793)

The above Iquidity tables include expected inflows and outflows from currency option contracts which the Company expects to exercise n 2011 It
is the Company’s expectation that currency opton contracts will not ba exercised untess doing so 1s beneficial to the Company Opticns that are not
expected to be beneficial to the Company have therefore been excluded from the hquidity analysis.

Management considers that the Company has adeqguate current assets and forecast cash from operations to manage kquidity nisks ansing from current
ltabilshies and norn-current labilitres.

Caprtal management

The primary objective of the Company § capital management 1S to ensure that it maintains a strong credit rating and healthy capital ranos that support
1t Business and maximise sharehelder value Management considers capital to consist only of equsty as disclosed In the balance sheet in order to
ensure an appropnate return for shareholder’s capital Invested in the Company management thoroughly evaluates all material projects and potential
acquisiions and approves them at ts Executive Committee before submission to the Board for uitimate approval, where applicable
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Fresntllo plc

OPERATING STATISTICS

.. . ORE FROCESSED : .. SHVER e e
Ce Jonnes) o .. femstomey .
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
FRESNILLO 2207 282 2312 691 2,324 575 2471657 2553991 5150 4920 4940 486 6 474 2
CIENEGA 673443 718726 751143 780 881 860513 487 540 462 745 49 4
HERRADURA B789794 10869234 13609318 15617014 16616247 09 10 06 08 13
SAUCITO 0 0 0 71170 145 148 o] 0 0 3672 3050
SOLEDAD-DIPOLOS 0 0 0 0 G647 939 4] 0 0 1] 06
. . ZINC CONCENTRATE SILVER L . X ..
.. {mnr_res) N T @rams.;r;)n;le) . . ’ N N T N
2006 2007 2008 2000 '261‘0 ) 200; i 2007 B 2008 ' 2009 ’ 2610 o
FRESNILLO 27,522 24102 21922 22317 23719 2387 2050 2212 2516 2 444
CIENEGA. 19,338 18 486 21 804 15150 18 950 267 202 162 344 184
HERRADURA o 0 4] 0 0 4] 0 a 0 0
SAUCITO 8] 0 165 302 0 0 2811 2473
SOLEDAD-DIPQLOS o ¢} ¢} 0 0 1] 0 a V] Q
. : LEAD CONCENTRATE R C Ce e
. . . . fomey, .. . . Gemstome e . .
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
FRESNILLO 39 855 38 406 3% 608 51,699 60,526 24444 25,586 25,064 19572 17276
CIENEGA 18,353 19 107 21795 16,092 17,436 1,767 1,382 1,123 2,567 1,734
HERRADURA 0 0 0 0 0 4] 0 0 0 0
SAUCITO 0 0 0 1,250 2,869 0 0 o] 17,937 12994
SOLEDAD-DIPOLOS 0 0 0 0 0 1] 0 4] 0 0
DORE AND OTHER PRODUCTS
Ce . PRODUCT .. oo . SwER Coe e e
e e fronnesy . e . (GrEmsfonne) .. . .. - .
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
CIENEGA PRECIPITATES 18 165 188 246 251 144 748 100 543 80 665 113635 122745
CIENEGA GRAVIMETRIC
CONCENTRATOR 0 0 0 %5 1971 0 0 0 3,192 2150
HERRADURA DORE M4 138 134 172 212 371677 483722 419249 469,606 502 930
HERRADURA SLAG 192 2 32590 4206 492 4 3881 1437 3429 3255 2,939 2234
SOLEDAD-DIPOLOS DORE 0 0 0 0 50 o} 0 0 0 174199
SOLEDAD-DIPOLOS SLAG 0 0 0 0 4961 0 0 0 0 1450
FRESNILLO CONCENTRATE
FROM TAILINGS DAM 1959S 27657 26103 29147 32471 35650 34739 3578 44512 40480
METAL PRODUCED - ATTRIBUTABLE"
_ SILVER . _ GO L. N
2006 ) ’ 2007 2008 2609 ) 2010 znua. 2007 z;ooa 2009 2010
FRESNILLO 33458,884 33520617 3775660 35419848 35905701 29245 26248 24008 24684 24579
CIENEGA 1 262,996 1022 207 949,574 1588 994 1167792 150527 143719 116903 0350 113351
HERRADURA 81,582 140318 123,656 171303 215686 101702 110167 122730 145,510 162984
SauCImo 0 4] 0 735 744 1222473 0 0 ] 2,881 6323
SOLEDAD-DIPOLOS 0 G 0 Q 29086 0 0 8] 0 41,358
FRESNILLO TOTAL 35,003,462 34,683 142 34,248,889 37,915,889 38,570,738 281,474 280,132 263,640 276,584 368,995

Vinciuding Proguction from Fresnio s Talngs Dem
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[
=
o
=
)
o
=
-
=
m
] GOLD zING o . LEAD o . 2
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
060 051 047 041 041 101 083 078 079 085 054 045 042 0% 054
73 655 514 433 427 243 215 23 164 177 150 1% 146 100 095
081 075 072 068 070 0 0 0 0 o o 0 0 0 o
0 9 0 153 167 0 0 0 030 037 0 0 0 015 022
0 0 0 0 061 0 0 a 0 0 0 o 0 0 0
2
R L. e .. . e o =
sty o L :1
) " 2006 2007 2008 2009 2010 2006 2007 2008 2009 2010 2006 2007 2008 2009 2010 34
36 31 29 27 25 523 512 515 516 515 0 0 0 o
124 14 79 71 47 528 518 515 525 534 0 o 0 0 0
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
0 0 0 73 124 0 0 0 397 488 0 b 0 0 0
o 0 0 0 ) o 0 0 0 0 0 0 0 0 0
. GOLD L ZINC o LEAD S
2006 2007 2008 2009 2010 2006 2007 2008 2000 2010 2006 2007 2008 2009 2010 E
01 189 169 133 15 0 0 0 0 o 266 240 219 214 202 3
2133 1920 1342 1493 1174 0 0 o M5 w7 M8 380 1 2
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 >
a 0 0 707 673 0 0 0 0 0 0 0 0 70 95 o
0 0 0 0 0 0 0 0 0 0 o 0 0 0 0 ™
- . GOLD . . 0
oL L amsome L L.
2006 2007 2008 2009 2010
44775 35409  2856¢ 20944 24936
0 o o 5343 3878 b4
AS5637 30309 418800 ISH47 379778 =
2251 2245 3147 2613 1699 2
0 0 0 0 sizz3 Z
0 o 0 0 1678 o
a8 58 54 64 65
oL ZNe o . LEAD )
.. tome) . ... tema . :
2006 2007 2008 2000 2010 2006 2007 2008 2009 2010
14792 12349 11277 11510 12212 10611 9219 8685 11058 1223
10205 957 11237 795 10112 7617 7958 9108 6118 6468 z
0 0 0 0 0 0 0 0 0 0 Z
0 0 0 5 147 0 0 0 88 273 o
0 0 0 0 o 0 0 g 0 o E
24,997 21920 22515 19,526 22,472 18,228 17,177 17,793 17,264 18 977
Fresallo pic
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RESERVES AND RESOURCES TABLES

Fresnillo plc December 31, 2010 Consolidated Mineral Resource Statement!

RESOURCE CATEGORY CUT OFF GRADE MEAS & IND INFERRED SILVER GOLD LEAD ZINC SILWVER  GOLD LEAD ZINC

: L S o~y Db T @on T o@on . 1 mon "oz | (o ey
MINERA FRESNILLO
Fresnillo
Measured 95 719 Q76 07s 129 2189 023 007 0122
Indicated 86 gpt Ag-Eq 280 333 078 215 447 2989 o071 a 601 1249
San Julidn
Indicated {veins)* 2 1 gpt Au-Eg 44 178 174 o oD 000 252 024 0000 0000
Indicated (Disseminated)* 125 gpt Ag-Eq 163 193 008 053 136 1011 004 0Q87 0222
Measured & indicated 58 2 344 0 65 130 274 4441 122 0759 1593
Fresnillo
Inferred B6 gpt Ag-EQ 217 301 068 192 418 2102 048 0417 0910
San Julian
Inferred {Veins)* 21 gpt Au-Eq 38 145 1468 000 000 175 020 0000 0000
Inferred {DISseminated)* 125 gpt Ag-£Q 004 49 Q03 047 226 g1 Q00 0000 0001
inferred 255 278 083 164 357 2278 048 0417 0911
MINERA CIENEGA

Measured 50 105 338 100 148 68 054 0050 0074
Indicated 1 20 gpt AU-EQ 120 118 187 050 083 4546 072 0060 0100
Measured & Indicated 17 0 114 2 31 0 65 102 62 4 126 0110 0174
Infarred 1 20 8pt Au-Eq 21 109 152 0468 136 318 044 00&2 0123
inferred 91 109 152 068 136 318 044 0062 0123

MINERA PENMONT®™
Herradura {Disseminated)

Measured 387 1 0383 000 000 12 103 0000 0000
Indicated 030 gpt Au 46 3 1 079 000 000 15 118 0000 0000
Herradura (veins)
Inaicated 158pt Au 42 1 319 000 000 01 43 Q000 0000
Soledad & Dipolos
Measured 187 1 0640 000 000 0é C 34 0000 0000
Indicated 030 gpt Au 189 1 058 000 000 06 035 0000 0000
Noche Buena
Indicated 030 gpt Al 234 1 049 069 000 08 0 37
Measured & Indicated 150 2 1 077 000 0 00 48 372 0000 0000
Herradura (Disseminated)
Inferred 030 gpt Au 156 1 047 000 000 05 034 Q00 0000
Herradura (Veins)
nferred 15 gpt Al 81 1 327 000 000 03 0o 85 ¢000 0000
Soledad & Dipolas
Inferred * 030gpt Au 32 1 057 000 000 01 C 08 0000 0000
Noche Buena
Inferred 030 gpt Au 43 1 047 000 000 02 c10 0000 0000
interred 332 1 126 Q 00 000 11 134 0000 0000
MINERA SAUCITO
Measured 02 888 516 028 047 54 003 0001 oo
Ingdicated* S & M 137 gpt Ag-EQ 17 536 339 077 108 286 018 0013 0O18
Indicated* |1 & V 200 2pt Ag-EQ 54 514 166 092 170 88 & 029 0049 00O
Measured & Indicated 72 529 215 0 87 153 122 & 05 0082 0110
Inferred* S & M 137 gpt Ag-EqQ 3z 215 304 0 &% 101 220 031 0022 0032
Inferred* ) & v 200 gpt Ag-Eq 137 491 150 225 364 2169 g70 0309 0501
Total inferred* 16 9 439 187 195 318 238 9 102 033" 0533
MINERA JUANICIPIO™
Indicated* 200 2pt Ag-EQ 29 560 185 228 398 52 4 017 0066 Q116
Measured & Indicated 29 540 185 228 398 52 4 017 0066 0116
Inferred* 200 gpt Ag-Eq 27 446 184 165 324 385 016 0044 {087
PARRENA
Indicated (veins)* 4 0 gpt Au-Eg 09 141 3149 000 000 42 010 0000 0000
Indicated (Disseminaied)* 0 38 £pt AU 99 9 1 117 000 000 43 377 0000 0000
Measured & tndicated 100 8 3 129 000 Q00 85 387 0000 0000
Inferred {breccia)* 50 gpt Ag 705 113 ool 144 127 255 Q00 0103 0090
Inferred {veins)” 4 0 gpt AU-EqQ 19 115 3464 000 000 70 022 0000 Q000
Inferred {DIsseminated)* 038 gpt Au 147 9 1 101 000 000 74 547 Qood 0000
Inferred 176 8 7 100 0 06 0 05 3% 9 570 0103 0090
TOTALS
Measured & Indicated 3363 83 099 030 059 894 8 1075 0997 1992
inferred 264 3 68 110 0 34 0 66 577 9 933 0957 1743

" mineral resources are reported inclusive of mineral reserves  Minerl resources are not mineral reserves and do not have demonstrated econorc wabihity All hgures
rounded 1o reflect the relative accuracy of the gstmales Gold sidver lead and zine assays were capped where appropriate Mineral resources are reported 8t vanable
metal equivalent cut off gradas based on variable metal prire assumphions 2nd appropriate metaifurgical recoveres

2 mineral resources quoted reflect the Fresnilio pic s attnibutable 56% ownership

* Cut off grade calculzations assume 100% metal recovery except lor Mingra Parrena disseminated where gold recovery of 68% and 45% were considered for oxide and
sulphide matenial respectively




Fresnillo plc 31 December 2010 Consolidated Mineral Reserve Statement®

RESERVE CUT OFF
CATEGORY GRADE

Minera Fresnillo

Proven

Probable

Proven & Probable 131 gpt AgEq
Minera Saucito

Proven

Prohable

Proven & Probable 154 gpt AgEq
Clénega

Proven

Probable

Proven & Probable 2 38 gpt AuEq
Herradura®

Proven

Prchable

Proven & Probable 0 30 gpt Au
Soledad/Dipolost?

Proven

Probable

Proven & Probable 0 30 gpt Au
Noche Buena™

Probable

Proven & Probable 0 30 gpt Au
Freshillo plc Total

Proven

Probable

Proven & Probable

N mineral reserves quoted reflect the Fresmilo pic s attributabie 56% ownership

PROVEN &
PROBABLE
iy

74
277
351

03
23
26

3o
74
105

331
372
703

45
153
29 8

167
167

584
106 6
165 0

SI!.VER
. tepn

447
291
324

420
347
355

6
142
128

45
93
83

GOLD
(gpU

048
on
066

249
216
220

322
22
25

085
08z
0383

063
060
042

¢ 50
050

Q88
084
085

LEAD
(%{

047
198
166

013
049
045

092
053
0 64

000
000
000

000
000
000

000
000

011
056
040

ZINC SILVER
(% Moz)
078 1067
41 258 7
340 3654
023 36
069 255
064 29 3
130 94
081 339
095 43 3
000 11
000 12
000 23
Q00 05
Q00 05
000 10
Q00 05
000 05
017 1213
14 3203
079 4416

GOLD

Moz)

g1
043
075

002
016
018

o3
053
0 84

090
058
188

029
030
059

027
027

165
286
4 51

LEAD
t000s)

350
547 1
5821

04
112
116

27¢
394
67 3

00
00
00

o0
Do
00

00
00

632
5977
660 %9

ZINC
t(000s)

583
1,1351
1,193 4

06
158
16 4

394
60 2
996

00
00
a0

00
00
00

00
0o

98 2
12911
1,309 3
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UN GLOBAL
COMPACT INDEX

UNITED NATIONS GLOBAL COMPACT - COMMUNICATION ON PROGRESS
{STATED IN PAGES 31 AND 56)

---------------------------------------------------------------

10

Businesses should support and respect the
protection of internationally proclaimed

human rights, within their influence scope
Businesses should make sure they are not
complicit in human rights abuses

Businesses should uphold the freedom of
association and the effective recognition of

the right to collective bargaining

Businesses should uphold the elimination of

all forms of forced and compulsory labour
Businesses should uphold the effective abolition
of child labour

Businesses should uphold the elimination of
aiscrimination in respect of employment

and occupation

Businesses should support a precautionary
approach to environmental challenges
Businesses should undertake initiatives to
promote greater environmental responsibility
Businesses should encourage the development and
diffusion of environmentally frnendly technologies
Businesses should work against corruption in

alt its forms, including extortion and bribery

59,61, 63, 67, 68

59, %6, 97

9,23,5%

59

59

59

9,63, 64

25,63, 64

63, 64

22, 59,96, 97




GLOSSARY

Adit
Entrance t¢ an underground mine which 1s horizontal or nearly honizontal by which the mine can be accessed, draired of
water and ventilated

AGM or Annual General Meeting
The annual general meeting of the Cornpany which 1s scheduled to be held on Wednesday 17 May 2011 at noon at the offices
Of Linklaters LLP at One Silk Street London EC2Y 8HQ

Annual Report
The annual repert of Fresnillo pic for the year ended 31 December 2010 and comprising the Chairman s Letter Chief Execu-
tive's Statement Business Review, Directors” Report, Financial Statements and accompanying notes

Articles of Association
The articles of association of the Company which took effect on 28 May 2010

Audit Committee
The audit committee of the Board

Beneficiation plant
Facility where extracted ore 1s reduced to particles that can be separated into mineral that 1s suitable for further processing
or direct use

Board
The beard of directors of the Company

CAMIMEX
Camara Minera de Mexico the Mexican Mining Chamber

Cancun Communigue
Document signed by nearly 1000 busingsses setting out a case for action on climate change

Capex
Capital expenditures expenditures not classified as operating costs

Carbon Disclosure Project
Independent not-for-profit organisation holding the largest database of primary corporate climate change information in
the world

CFE
Carmision Federal de Efectricidad, the Mexican state-owned electric utility

co,
Carbon dioxide

Code of Conduct
The set of principles for ethical behaviour to which all employees of the Company are obliged to adhere

Combined Code
The Combined Code on Corporate Gaovernance published by the Financial Reporting Council dated June 2008 as amended

Company [see also Fresnillo pic] .

Fresnillo ple, a company incorporated under the UK Companies Act 1985 and registered in England and Wales with registered
number 6344120

Concentrate

A metal-rich product resulting from a mineral enrichment process such as gravity concentration or flotation, in which most of
the desired mineral has been separated from the waste matenal in the ore

Consoldated Financial Statements
The consolidated financial statements of the Company for the year ended 31 December 2010

Diamond driling
A drlling method where the rock s cut with a diamond bit attached 1o hotiow rods It cuts a core of rock recovered in cylindrni-
cal sections for geological analysis

Dilution
Waste, which 1s unavoidably mined with ore

Directors
The directors of the Company

Fresnillo plc
2000

Annual Report




188

GLOSSARY continued

Disserminated deposit or ore body
A disseminated deposit 1s that in which the metal 1s evenly distributed in generally low concentrations throughout large
masses of rock

Dore
An impure alloy of gold and siiver, generally the final product of mining and processing, the dore bullion wall be refined into
high purity metal

EBITDA
Gross profit plus depreciabon includad within cost of sales, less admiristrative expenses and exploration expenses

Ejdois)
In Mexica the communal farmiand of a willage, usually assigned in small parcels to villagers to be farmed under a federally
supported system of communa! land tenure

EPS
The amount of attributable profit available o equity shareholders as calculated by dading attnibutable profit for the period by
the weighted average number of Ordinary Shares in 1ssue dunng the period

ETF
Exchange Traded Funds investment funds that are traced on a stock exchange

Executive Committee
The executive committee of the Board

Executive Directors
The executive Directors of the Company

Exploraciones Mineras Parrefia, SA de Cv
A wholly-owned Fresnillo pic company that controls a number of explorabon prospects

Financial Statements
The consolidated and parent company financial statements of the Company and accompanying notes for the year ended 31
December 2010

Flotation
A recovery process by which valuable minerals are separated from waste to produce a concentrate selected minerals are
nduced to become attached to ar bubbles and float

Frasnillo Group [see also Group]
Fresnillo plc and its subsidiary undertakings

Fresnillo plc [see also Company)
A company incorporated under the UK Companies Act 1985 and registered in England and Wales with registered number
6344120

FSA
The Financial Services Authonty of the United Kingdom

FTSE 100 250 or 350
Share indices compiled by FTSE tnternauonal Limited and compnsing the op 100, 250 or 350 comparues by full market value

gt
Grammes per tonne

GAAP
Generally Accepted Accounting Principles

GAAS
Generelly Accepted Auditing Standards

GHG
Greenhouse gases

Gl
Gigajoules

Government
Unless otherwise specified the government of the Republic of Mexico

Grade ‘
The measure of concentration of metal within mineralisec rock




Gravimetric concentrator
A fluidised centrfuge that separates heavy material such as gold from lighter background matenal, applied to matenals in
which the heavy corponent to be recovered 1S a very small fraction of the total materal generalty less than 500 grammes/
tonne or 0 05% by weight

GRI
The Global Reporting Initiative, a network-based organisation that ploneered the world s most widely used sustainability re-
porting framework

Group [see also Fresnillo Group]
Fresnillo plc and its subsidiary undertakings

Haulage
A horizontal underground excavation which 1$ used to transport mined ore

Hectare
A unit of area equal to 10 000 square metres or 2 47 acres

Hoist
Equipment used in underground mining to raise and lower conveyances within the mine shaft

HSECR
The Fresnillo Group Health Safety Envircnment and Community Relations System (Sisterma de Salud Segundad, Medio
Ambiente y Relaciones con la Comunidad), headed by the HSECR Committee of the Board

HSECR Committee
Health, safety environment and community relanons committee of the Board

|AS
International Accounting Standards

ICMVM
International Council on Mining and Metals, founded 1n 2001 to advocate performance Improverment in the minng and metals
Industry

IETU
Impuesto Empresariat 8 Tasa Unica, a business tax in Mexico

IFRS
International Financial Reporting Standards

Independent Non-executive Directors
The Non-executive Directors of the Company who are independent of Pefoles as defined by the Relationship Agreement and
by reference to Provision A 3 1 0f the Combined Code

INIFAP
Instittto Nacional de Investigaciones Forestales Agricolas y Pecuarias a national R&D institute for forestry, agriculiure and
Iivestock

International Cyanide Management Code
voluntary industry and audit-based programme for the gold mining industry to promote responsible management of cyanide
used in gold mining

IPO [also Usting]
Ininal Public offenng, the admission of the Company’s Ordinary Shares both to the UKLA Official List and to trading on the Main
Market of the London Stock Exchange on 14 May 2008

.

150 14001
Aninternational environmenital management system standard published by the International Crganisation for Standardisation

ITAM
Instituto Tecnologico Autonomo de Mexico, 2 private research university In Mexico City

JORC
Joint Ore Reserves Commitiee

N
loint venture

koz
Thousand troy ounces

189

Fresmillo plc
2070

Annual Report




190

GLOSSARY continued

K
Key Performance Indicator

Leaching
The process by which soluble constituents are dissolved and carried down through the soll by a percolating fluid

Usting [also IPOY
The admission of the Company's Ordinary Shares both to the UKLA Official List and to trading on the Main Market of the Lon-
don Stock Exchange on 14 May 2008

Listing Rules
Rules relating to the admission to the Offictal List maintained by the UKLA i accordance with the Financial Services and
Markets Act 2000

m3
Cubic metres

Met-Mex
Met-Mex Pefoles SA.de CV the operatts of a refirng and smeling faciity in Torréon (2 100% subsidiary of Pefioles)

Met-Mex Arrangements
A series of contracts between the Company and Met-Mex far the sale of the pnimary products from the Group s mines sitver-
and gold-rich lead and zing concentrates

Milling or milled ore
A general term used to describe the process In which the ore 1s crushed and ground and subjected to physical or chemical
treatment (o extract the valuable metals to a concentrate or fimshied product

Minera Juanicipio, S A. de C.V
A Joint veniture company with MAG Silver Corporation in which Fresnilo plc has a 56% interest

Minera Penmont S de RL de CV
A joint venture company with Newmont USA Limited in which Fresnillo pic has @ 56% interest

Mineralisaton
Any mass of host rock In which minerals of potential commercial value occur

mt
willion tonnes

MXN
Mexican peso

New Sarvices Agreement (also NSA|
New Services Agreement gated 28 October 2009 between Fresnilto and SAPSA for the pravision of admimisirative and non-
admiristrative senices to the Fresnillo Group

NGO
Non governmental organisation

Nominations Committee
The norminations comrmittee of the Board

Non-executive Directors
The Non-executive Directors of the Company

OHSAS 18001
An international occupational health gnd safety management system specification created by a number of leading naticnal
standards bodies certification bodies and specialist consuttancies

Ordinary Shares
Ordinary shares of US$0 50 each in the Company

Ore
Material that contains one or more minerals, at least one of wiich can be mined and treated profitably under economtc condr-
tions deemed to be reasonable

Ore body

A continuous well-gdefined mass of materal of sufficient mineral comtert to make extraction economically feasible

Ore grade
The dassification or value of ore




QOunce
Troy punce

0z
Troy ounce

Payable Siver
The amount of sitver in cunces contained in concentrates from Penoles Sabinas mine

Perioles
Industnas Pefioles, SAB deCv

Pericles Group
Peficles and its subsidiary undertakings

Porphyry
A vaniety of igneous rack consisting of crystals embedded in a finer groundmass of minerals

Pra-feasibility study
A prelimmary stidy undertaken to deterrming If it would be worthwhile to proceed to the feasibility study stage which defines
the technical and economic viability of a project @ support the search for project financing

Pre IPO Reorganisation
A reorganisation conducted by Pefioles in preparation for the Global Offer which completed on 18 April 2008, whereby the
companies comprising the precious metals mining busingss of Penoles were reorganised under the Company

Premium Listing
That category of Listing Rules apphying conditions for Listing over and above those required under European law

Primary silver producer
A company generating over 50% of Its revenue from siver production

PROFEPA
Procuradunia Federal de Proteccion al Ambiente, the Mexican Federal Environmental Protection Agency

Prospect
A mineral deposit with insufficient data available on the mineralsation to determine if it 1s economically recaverable, but war-
ranting further investigation

Relationship Agreement
The relationship agreement between Pefioles and the Company dated 8 May 2008 the purpose of which 15 to ensure that the
Company and its subsidiaries are capable of carrying cn business independently of the Pefoles Group

Remuneration Committee
The remuneration committee of the Board

Raserves
The economically mineable portions of mineral resources, which are sub-divided nto two categories of increasing confidence
probatile reserves relate to ndicated mineral resources and proven reserves relate to measured mineral resources

Resources

A concentration or occurrence of material of Intrnsic economic Interest In or on the Earth's crust in such form, quality and
quantity that there are reasonable prospects for eventual econcemic extraction mineral resources are sub-dmded in order of
increasing geological confidence, into inferred, indicated and measured categories

SAPSA
Servicios Administrativos Pefioles, S.A.de CvV

Scoping study

A prelminary assessment based on measured indicated or inferred mineral resources or a combination of any of these
includes disclosure of forecasted mine production rates that may contain capital costs required to develop and sustain the
rining operation as well as operating costs and projected cash flows

SECESOL
Secretaria de Desarroifo Social, Secretanat of Social Developrment

SEMARNAT
Secretaria de Medio Ambiente y Recursos Naturales, Secretanat of the Environment and Natural Resources

Shaft
Anopening cut downwards from the surface for transporing personnel, equipment, supplies, ore and waste
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GLOSSARY continued

Shotcrete

Concrete or mortar conveyed through a hose and pneumatically projected at high velocity onto any type or shape of surface
including vertical or overhead areas shotcrete undergoes placement and compaction at the same time due to the force with
which it 15 projected from the nozzle

Silverstream Contract
A series of the 12 agreements hetween Comercializadora de Metales Fresnillo 5 A de CV and Pefoles pursuant to winch the
Fresniflo Group has the right to receive all proceeds for the Payable Siver

Six Sigma

Astatistics driven approach to qualty control developed originally by Matarola, the methodology aims to improve operational
performance practices and systems by eliminating vanability and waste and reducing defects in manufacturning processes to
3 4 defects per million

Smelting
A high temperature pyrometallurgical operation conducted in a furnace, n which the valuable metal 1s collected to a molten
matte or dore phase and separated from e gangue components that accumulate n @ less dense moiten stag phase

Sterling Deferred Shares
Deferred shares of £1 00 each in the share capital of the Company

Stope
underground vaid created by mining

STPS
Secretaria del Trabajo y Prevision Social, Secretanat of Labour and Social Welfare

Strike
Direction of lne formed by the intersection of strata surfaces with the hanzontal plane always perpendicular to the dip direc-
tion

Tallings dam
A dammed resenvorr 1o which the slurry 1s transported, where the solids settle and the supernatant liguid may be withdrawn

The Wild Foundation
International arganisation dedicated to wilderness protection anc wilderness conservation around the world

Tonne [or 1]
Metric torne = 1,000 kilograms

tpd
Tonnes per day

py
Tonnes per year

Treatment charges
Fees payable by mines to smelters for processing concentrates

Turnbull Guidance
Guidance edministered by the UK Financial Reporting Courncil setting out best practice on internal control for UK isted com-
panies to assist them in applying section C 2 of the UK Combined Code

UKE
United Kingdom pounds sterling

UKLA
The United Kingdom Listing Authority that section of the FSA acting in its capaciy as the compextent authonty for the purposes
of Part V1 of the Financial Services & Markets Act 2000 (Official Lisung)

UNAM
Unversidad Nacional Autbnoma de MExice, 8 pubhic unversity in Mexco Oty

United Nations Global Compact
A strategic policy imitiative for businesses that are committed to aligning their operations and strategies with ten universally
accepted principles in the areas of human nghts labour environment and antt-corruption

Uss
Urnited States dollar
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SHAREHOLDER INFORMATION

FINANCIAL CALENDAR

Preliminary Statement 1 March 2011

First Intenim Managemeng Statement 13 Apnil 2011

Annual General Megating 17 May 2011

intenm Statement 2 August 2011

Second Interim Management Statement 12 Qctober 2011

DIVIDEND PAYMENT SCHEDULE

2010 Final Dividend Record Date IMay 2011

2010 Final Dividend Payment Date 20 May 2011

2011 lntenrn Dividend Record Date 19 August 2011

2011 Intenm Dividend Payment Date 13 September 2011

Registrar Jormnt Corporate Broker

Computershare Investor Services PLC IPMorgan Cazenove Limited )

PO Box 82 20 Moorgate

The Pavilions London EC2R 6DA

Bridgwater Road uUnited Kingdom

Bristol BS99 7NH

United Kingdom Mernil Lynch international
2 King Edward Street

Regrstered office tandon EC1A 1HQ

28 Grosvenor Street United Kingdom

London WK 4QR

Urited Kingdom Auditor B
Ernst & Young LLP

Corparate headquarters 1 More Lendon Place

Maoliere No 222 London SE1 2AF

Col Polanco united Kingdom

11540 Mexica DF

Mexico Solcrtor _
Lnklaters ELP

Sponsor One Silk Street

JPMaorgan Cazenove Limited Loridon EC2Y 8HQ

20 Moorgate United Kingdom

London ECZR 6DA

United Kingdom

WARNING TO SHAREHOLDERS - BOILER ROOM SCAMS

Over the last year, many companies have become aware that thew shareholgers have recenved unsolic-
Ited phone calls or correspondence conceming Investment matters, These are typically from overseas
based brokers who target UK shareholders offenng to sell them what often turn out to be worthless
or hugh nsk shares in US or UK investments. These operations are commonty known as boer rooms’
These brokers can be very persistent and extremely persuasive, and a 2006 survey by the Financial
semices Authonty (FSA) has reponted that the average amount Kost Dy Investors 1s around £20,000

Itis not just the novice Investor that has been duped In tis way many of the vicums had been
successfully Investng for several years. Shareholders are adwised to be very wary of any unsolic-
ited adwice offers to buy shares at a discount or offers of free company reports If you receive any
unsohcited investment agwice

= Make sure you get the correct name of the person angd organisation

Check that they are properfy authonsed by the FSA before getting involved by wisiting
www fsa gav uk/register

* Report the matter to the FSA either oy calling 0845 606 1234 or visiting
www moneymadeclear fsa govuk

If the calls persist hang up.

If you deal with an unauthonsed firm you will not be eligible to receve payment under the
Financial Services Compensation Scheme The FSA can be contacted by completing an online
forrn at www fsa gov uk/pages/doing/regulated/law/ealerts/overseas.shtml

Detauls of any share dealing faciliues that the Company engorses will be included in
Company maikngs.

More detailed information on this or similar acimty can be found on the FSA website
www moneymadeciear 1sa govuk

For further information, pl visit our w
www fresnilloplc.com or contact

Fresnillo pic

Tel +44{0)20 7399 2470

r@fresnilloplc com

Arturg ESpIn0la Head of Investor Relauons

FORWARD LOOCKING STATEMENTS

This document Includes statements that are or may be deemed
to be -forward-lcoking statements” These forward-looking
statements can be dentfied by the use of forward-looking ter-
minclogy ncluding the terms “believes”, “gstimates”, “plans”
“projects”, “anicipates” "expects” "intends”, "may” "will", or
“should” or 1n each case their negatve or other vanauons or
comparabie terminology or by discussions of strategy plans ob-
|ectives goals future events or intentions These forward-look-
g statements include all matters that are not histonical facts.
They appear in a number of places throughout this document
and nclude but are not hmuted to statements regarding the
Group s Intentions behefs or current expectations concerning
among other things the Group's results of operatians financial
position liquidity prospects, growth, strategies and the siver
and gold industries. By their nature forward looking statements
involve nisk and uncertainty because they relate to future events
and ciwcumstances

Forward locking statements are not guarantees of future perfor-
mance and the actual results of the Group s operations financial
position and hquiadity ana the development of the markets and
the Industry In which the Group operates may differ matenally
from those described in or suggested by the forward looking
statements contained in this document 1 addition even f the
results of operations, financial position and lquidity and the de-
velopment of the markets and the industry in which the Group
operates aré consistent with the forward looking statements
contained in this document those results or developments may
not be indicative of results or developments In subsequent peri-
ods. A number of factors could cause results and developments
to differ materially from those expressed or implied by the for-
ward-looking statements inctuding, without Limitation  general
economic and business condiions Ndustry trends compettion,
commodrty prices, changes in regulation, currency fluctuaucns
(including the US dollar and Mexican peso exchange rates) the
Group s ability to recover Its reserves or develop new reserves

NCIuing s atility to comvert its resources Into reserves and its
rmineral potential INto resources or reserves changes in its busi

ness strategy political and economic uncertainty

Forward leoking statements may and often do, differ materi-
ally from actual resuits. Any forward-looking statements in this
document speak only as of the date of this document reflect
the Group s current wew with respect to future events and are
subject to nsks relating to future everts and other nsks uncer-
@ainties and assumpuons relating to the Group s operations,
resuits of aperations growth strategy and quidity Investors
should specifically consider the factors identified i this docu-
ment which could cause actua! results to differ before making
an investmient decisicn Subject to the requirements of the Pro-
Spectus Rules the Disclosure and Transparency Rules and the
usung Rules or applicable law the Group explicitly disclaims any
cbhgaton or undertaking pUDICy to release the result of any re-
VISIonS to any forward aking statements in this document that
may occur due g any thange In the Group’s expectations or 1o
reflect events or circumsiances after the date of this document
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