








NEW GOLD INC.

Notes to the interim consolidated financial statements (unaudited)

June 30, 2010

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

(c) Currency risk

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

(i

(ii)

Transaction exposure

The Company’s operations sell commodities and incur costs in different currencies.
This creates exposure at the operational level, which may affect the Company’'s
profitability as exchange rates fluctuate. The Company has not hedged its exposure to
currency fluctuations.

Exposure to currency risk

The Company is exposed to currency risk through the following assets and liabilities
denominated in currencies other than the U.S. dollar: cash and cash equivalents,
investments, accounts receivable, reclamation deposits, accounts payable and accruals,
reclamation and closure cost obligations and long-term debt. The currencies of the
Company’s financial instruments and other foreign currency denominated liabilities,
based on notional amounts, were as follows:
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(d)

(e)

(iii) Translation exposure

The Company’s functional and reporting currency is U.S. dollars. The Company’'s
operations translate their operating results from the host currency to U.S. dollars.
Therefore, exchange rate movements in the Canadian dollar, Australian dollar, Mexican
peso and Chilean peso can have a significant impact on the Company’s consolidated
operating results. As described in Note 18 (b) (ii), some of the Company’s earnings
translation exposure to financial instruments is offset by interest on foreign currency
denominated loans and debt.

A 10% strengthening (weakening) of the U.S. dollar against the following currencies
would have decreased (increased) the Company’s net earnings (loss) before taxes from
continuing operations from the financial instruments presented in Note 18 (c) (ii) by the
amounts shown below.

2010 2009

$ $

Canadian dollar 7,862 277
Australian dollar 2,789 1,603
Mexican peso (1,238) (478)
Chilean peso (6) —
9,407 1,402

Interest rate risk

Interest rate risk is the risk that the fair value or the future cash flows of a financial instrument will
fluctuate because of changes in market interest rates.

The Company is exposed to interest rate risk on its short-term investments. All of the Company’s
debt obligations are fixed therefore there is no exposure to changes in market interest rates. In
particular, the Company is exposed to interest rate changes on short term investments which are
included in cash and cash equivalents. The short term investment interest earned is based on
prevailing one to 90 days money market interest rates which may fluctuate. A 1.0% change in the
interest rate would result in an annual difference of approximately $3.8 million in interest earned
by the Company. The Company has not entered into any derivative contracts to manage this
risk. Where possible and depending on market conditions, the Company follows the policy of
issuing fixed interest rate debt to avoid future fluctuations in its debt service costs.

Price risk

The Company’s earnings and cash flows are subject to price risk due to fluctuations in the market
price of gold, silver and copper. World gold prices have historically fluctuated widely and are
affected by numerous factors beyond our control, including:

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

* global or regional political or economic crises;

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

* expectations with respect to the rate of inflation;

* interest rates;

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

* demand for jewelry containing gold; and

* investment activity, including speculation, in gold as a commodity.
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As part of the Western Goldfields acquisition described in Note 4, the Company acquired gold
contracts which mitigate the effects of price changes. The Company designated these contracts
as an accounting cash flow hedge effective July 1, 2009 as described in Note 11 (a). At June 30,
the Company had remaining gold forward sales contracts for 297,000 ounces of gold at a price of
$801 per ounce at a remaining commitment of 5,500 ounces per month for 54 months.

In the second quarter of 2010, the Company’s revenues and cash flows were somewhat impacted
by the variation in copper prices in the range of $2.76 and $3.61 per pound. There is a time lag
between the time of shipment for copper and final pricing and changes in copper pricing can
significantly impact the Company’s revenue and working capital position. As of June 30, 2010,
working capital includes copper concentrate receivables totalling 0.4 million pounds. A
$0.10 change in copper price would have an impact of $nil million on the Company’s working
capital position.

The Company is also subject to price risk for fluctuations in the cost of energy, principally
electricity and purchased petroleum products. The Company’s production costs are also affected
by the prices of commodities it consumes or uses in its operations, such as lime, reagents and
explosives. The prices of such commodities are influenced by supply and demand trends
affecting the mining industry in general and other factors outside the Company’s control. As
described in Note 11 (b), the Company has entered into fuel contracts to mitigate these price
risks. At June 30, 2010, the Company had a remaining commitment to purchase 1.5 million
gallons of diesel over the next 6 months.

The Company is also subject to price risk for changes in the Company’s common stock price per
share. The Company has implemented, as part of its long-term incentive plan, a share award unit
plan that the Company is required to satisfy in cash upon vesting. The amount of cash the
Company will be required to expend is dependent upon the price per common share at the time
of vesting. The Company considers this plan a financial liability and is required to fair value the
outstanding liability with the resulting changes included in compensation expense each period.

A 10% change in prices would impact the Company’s net earnings (loss) before taxes from
continuing operations and other comprehensive income before taxes as follows:

Three months ended June 30,

2010 2009

2010 Other 2009 Other

Net Comprehensive Net Comprehensive

Earnings Income Earnings Income

$ $ $ $

Gold price 9,259 32,030 4,898 -
Copper price 935 - 532 -
Silver price 929 - 585 -
Fuel price 911 364 463 -
Share award unit 270 - - -
Six months ended June 30,

2010 2009

2010 Other 2009 Other

Net Comprehensive Net Comprehensive

Earnings Income Earnings Income

$ $ $ $

Gold price 17,648 32,030 8,425 -
Copper price 2,295 - 1,000 -
Silver price 1,259 - 1,052 -
Fuel price 1,641 364 772 -
Share award unit 377 - - -
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19.

Fair value measurement

The Company defines fair value as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. In assessing the
fair value of a particular contract, the market participant would consider the credit risk of the counterparty
to the contract. Consequently, when it is appropriate to do so, the Company adjusts the valuation models
to incorporate a measure of credit risk. Fair value represents management's estimates of the current market

value at a given point in time.

At June 30, 2010 and December 31, 2009,

as follows:

the Company’s financial assets and liabilities are categorized

June 30, 2010

Financial
Assets
Liabilities at
Loans and Held at Amortized
Receivables Fair value Cost Total
$ $ $ $
Financial Assets
Cash and cash equivalents - 376,092 - 376,092
Accounts receivable 5,276 - - 5,276
Fuel contract - 185 - 185
Prepayment option - 652 - -
Investments - 18,645 - 18,645
Reclamation deposits - 18,158 - 18,158
Financial Liabilities
Accounts payable and accrued
liabilities - - 41,143 41,143
Long-term debt - - 209,683 209,683
Gold contracts - 124,937 - 124,937
Share award units - 2,703 - -
December 31, 2009
Financial
Assets
Liabilities at
Loans and Held at Amortized
Receivables Fair value Cost Total
$ $ $ $
Financial Assets
Cash and cash equivalents - 262,325 - 262,325
Restricted cash - 9,201 - 9,201
Accounts receivable 10,345 - - 10,345
Fuel contract - 706 - 706
Prepayment option - - - -
Investments - 45,890 - 45,890
Reclamation deposits - 17,646 - 17,646
Financial Liabilities
Accounts payable and accrued
liabilities - - 35,816 35,816
Long-term debt - - 237,544 237,544
Gold contracts - 95,986 - 95,986
Share award units - 217 - 217
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At June 30, 2010 and December 31, 2009, the carrying values and the fair values of the Company'’s financial
instruments are shown in the following table.

June 30, 2010 December 31, 2009
Carrying Fair Carrying Fair
Value Value Value Value
$ $ $ $
Financial Assets

Cash and cash equivalents 376,092 376,092 262,325 262,325
Restricted cash - - 9,201 9,201
Accounts receivable 5,276 5,276 10,345 10,345
Fuel contract 185 185 706 706
Prepayment option 652 652 - -
Investments 18,645 18,645 45,890 45,890
Reclamation deposits 18,158 18,158 17,646 17,646

Financial Liabilities
Accounts payable and accrued liabilities 41,143 41,143 35,816 35,816
Long-term debt 209,683 245,094 237,544 265,696
Gold contracts 124,937 124,937 95,986 95,986
Share award units 2,703 2,703 217 217

The senior secured notes and the subordinated convertible debentures are traded on a public exchange.
The fair value estimates for these notes have been estimated using the June 30, 2010 and December 31,
2009 closing prices. The El Morro project funding is a floating rate facility whose carrying value
approximates fair value.

The Company has certain financial assets and liabilities that are held at fair value. Cash and cash
equivalents, restricted cash and reclamation deposits fair values approximate their historic value due to
the short term nature of these items. The fuel contract, investments and the gold contracts are presented
at fair value at each reporting date using appropriate valuation methodology. The fair value hierarchy
establishes three levels to classify the inputs to valuation techniques used to measure fair value. Level 1
inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 inputs are quoted prices in markets that are not active, quoted prices for similar assets or liabilities
in active markets, inputs other than quoted prices that are observable for the asset or liability (for example,
interest rate and yield curves observable at commonly quoted intervals, forward pricing curves used to
value currency and commodity contracts and volatility measurements used to value option contracts), or
inputs that are derived principally from or corroborated by observable market data or other means. Level 3
inputs are unobservable (supported by little or no market activity). The fair value hierarchy gives the
highest priority to Level 1 inputs and the lowest priority to Level 3 inputs.
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20.

21.

The following table summarizes information relating to the fair value determination of the Company’s
financial instruments which are fair valued on a recurring basis.

2010

Level 1 Level 2 Level 3

$ $ $

Cash and cash equivalents 376,092 - -
Reclamation deposits 18,158 - -
Fuel contracts - 185 -
Prepayment option - 652 -
Gold contracts - (124,937) -
Investments 15,640 3,005 -
Share award units - 2,703 -

Related Parties

Certain directors and officers of the Company are also directors of a company to which the Company pays
royalties in the normal course of business. Royalty payments were $0.7 million and $2.1 million for the
three and six months ended June 30, 2010 (2009 - $0.8 million and $1.2 million). At June 30, 2010, the
Company had $1.3 million included as accrued liabilities related to this company (December 31, 2009 -
$1.3 million). These transactions were in the normal course of operations and were measured at the
exchange amount, which is the amount of consideration established and agreed to by the related party.

A director of New Gold is also a director of the company that purchased from New Gold an interest in
the El Morro Project as described in Note 9. That company is now the 70% owner manager of the
El Morro Project.

Commitments and contingencies

Certain conditions may exist as of the date the financial statements are issued, which may result in a loss
to the Company but which will only be resolved when one or more future events occur or fail to occur. In
assessing loss contingencies related to legal proceedings that are pending against the Company or
unasserted claims that may result in such proceedings, the Company and its legal counsel evaluate the
perceived merits of any legal proceedings or unasserted claims as well as the perceived merits of the
amount of relief sought or expected to be sought. If the assessment of a contingency suggests that a loss
is probable, and the amount can be reliably estimated, then a loss is recorded. When a contingent loss is
not probable but is reasonably possible, or is probable but the amount of loss cannot be reliably estimated
then details of the contingent loss are disclosed. Loss contingencies considered remote are generally not
disclosed unless they involve guarantees, in which case the nature of the guarantee is disclosed. Legal
fees incurred in connection with pending legal proceedings are expensed as incurred.

(a) The Company has entered into a number of contractual commitments related to equipment
orders to purchase long lead items or critical pieces of mining equipment and operating leases for
its operations. At June 30, 2010, these commitments totaled $46.6 million, of which $43.4 million
are expected to fall due over the next 12 months.

(b) The Company terminated various employment, consulting and service agreements as a result of
slowing development activities at the New Afton project in 2008. Certain of the affected parties
have or may in the future make legal claims in response to such terminations. The Company
cannot reasonably predict the likelihood or outcome of any such actions, but would vigorously
defend against them.
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22.

23.

()

(e)

The Company completed the sale to Beadell of the Amapari Mine on April 13, 2010. As part of
the agreement selling the Amapari Mine, the Company provided general indemnity for one year in
connection with the representations and obligations of the Company under the sale agreement.
The indemnity is limited to claims in excess of an amount equal to $5.0 million and in no event
shall the aggregate amount of all claims exceed $10.0 million.

El Morro Transaction

On January 13, 2010, the Company received a Statement of Claim filed by Barrick in the Ontario
Superior Court of Justice, against New Gold, Goldcorp and affiliated subsidiaries. The claim
relates to New Gold’s exercise of its right of first refusal on the El Morro copper-gold project. New
Gold believes the claim is without merit and intends to defend this action vigorously. No amounts
have been accrued for any potential loss under this claim.

Cerro San Pedro Mine

The Company has a history of legal challenges to its Cerro San Pedro Mine. In November 2009,
PROFEPA, the Mexican environmental enforcement agency, issued an order requiring the Cerro
San Pedro Mine to suspend mining. The mining suspension followed a ruling by the Federal
Court of Fiscal and Administrative Justice (“FCFAJ") nullifying the mine's Environmental Impact
Statement which was issued in 2006. Mining operations resumed in December 2009 after the
Company was granted an injunction which temporarily overturns the PROFEPA order to suspend
mining operations. On July 7, 2010 the Fifth Auxiliary District Court in Mexico City denied the
Company’s appeal to the FCFAJ decision. The Company has filed an appeal with a Collegiate
Appeals Court in Mexico City to this decision. The Company also remains in continuous
discussions with both PROFEPA and SEMARNAT, the Mexican environmental regulatory
agency, to work towards the uninterrupted operation of the Cerro San Pedro mine.

Subsequent events

On July 7, 2010 the Fifth Auxiliary District Court in Mexico City denied the Company’s appeal to the
FCFAJ decision. The Company has filed an appeal with a Collegiate Appeals Court in Mexico City to this
decision. The Company also remains in continuous discussions with both PROFEPA and SEMARNAT,

the Mexican environmental regulatory agency, to work towards the uninterrupted operation of the Cerro

San Pedro mine.

Comparative presentation
Certain prior year information has been reclassified to conform to current year presentation.
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