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Management’s Responsibility for Financial Statements

The consolidated financial statements, the notes thereto and other financial information contained in the
Management Discussion and Analysis have been prepared in accordance with Canadian generally accepted
accounting principles and are the responsibility of the management of New Gold Inc. The financial information
presented elsewhere in the Management Discussion and Analysis is consistent with the data that is contained
in the consolidated financial statements. The consolidated financial statements, where necessary, include
amounts which are based on the best estimates and judgment of management.

In order to discharge management’s responsibility for the integrity of the financial statements, the Company
maintains a system of internal accounting controls. These controls are designed to provide reasonable
assurance that the Company’s assets are safeguarded, transactions are executed and recorded in accordance
with management’s authorization, proper records are maintained and relevant and reliable financial information
is produced. These controls include maintaining quality standards in hiring and training of employees, policies
and procedures manuals, a corporate code of conduct and ensuring that there is proper accountability for
performance within appropriate and well-defined areas of responsibility. The system of internal controls is
further supported by a compliance function, which is designed to ensure that we and our employees comply
with securities legislation and conflict of interest rules.

The Board of Directors is responsible for overseeing management’s performance of its responsibilities for
financial reporting and internal control. The Audit Committee, which is composed of non-executive directors,
meets with management as well as the external auditors to ensure that management is properly fulfilling its
financial reporting responsibilities to the Directors who approve the consolidated financial statements. The
external auditors have full and unrestricted access to the Audit Committee to discuss the scope of their audits,
the adequacy of the system of internal controls and review financial reporting issues.

The consolidated financial statements have been audited by Deloitte and Touche LLP, the independent
registered chartered accountants, in accordance with Canadian generally accepted auditing standards and
standards of the Public Company Accounting Oversight Board (United States).

(Signed) Robert Gallagher (Signed) Brian Penny
Robert Gallagher Brian Penny
Chief Executive Officer Executive Vice-President and

Chief Financial Officer

Toronto, Ontario
March 4, 2010
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Report of Independent Registered Chartered Accountants

To the Board of Directors and Shareholders of
New Gold Inc.

We have audited the consolidated balance sheets of New Gold Inc. and subsidiaries (the “Company”) as at
December 31, 2009 and 2008 and the consolidated statements of operations, comprehensive loss,
shareholders’ equity, and cash flows for the years then ended. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and the
standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial
position of New Gold Inc. and subsidiaries as at December 31, 2009 and 2008 and the results of their
operations and their cash flows for the years then ended in accordance with Canadian generally accepted
accounting principles.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of December 31, 2009, based on the
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 4, 2010 expressed an unqualified
opinion on the Company’s internal control over financial reporting.

(Signed) Deloitte & Touche LLP

Independent Registered Chartered Accountants
Vancouver, Canada
March 4, 2010

Comments by Independent Registered Chartered Accountants on Canada-United
States of America Reporting Difference

The standards of the Public Company Accounting Oversight Board (United States) require the addition of an
explanatory paragraph (following the opinion paragraph) when there are changes in accounting principles that
have a material effect on the comparability of the Company’s financial statements, such as the changes
described in Note 3 to the consolidated financial statements. Although we conducted our audits in accordance
with both Canadian generally accepted auditing standards and the standards of the Public Company
Accounting Oversight Board (United States) our report to the Board of Directors and Shareholders, dated
March 4, 2010, is expressed in accordance with Canadian reporting standards which do not require a reference
to such changes in accounting principles in the auditors’ report when the changes are properly accounted for
and adequately disclosed in the financial statements.

(Signed) Deloitte & Touche LLP
Independent Registered Chartered Accountants

Vancouver, Canada
March 4, 2010
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Report of Independent Registered Chartered Accountants

To the Board of Directors and Shareholders of
New Gold Inc.

We have audited the internal control over financial reporting of New Gold Inc. and subsidiaries (the “Company”)
as of December 31, 2009, based on the criteria established in Internal Control — Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission. The Company's management is
responsible for maintaining effective internal control over financial reporting, and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management’s Report
on Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company's
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the
company's principal executive and principal financial officers, or persons performing similar functions, and
effected by the company's board of directors, management, and other personnel to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company's internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company's assets that could have a material effect on the financial
statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not
be prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the
internal control over financial reporting to future periods are subject to the risk that the controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2009, based on the criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with Canadian generally accepted auditing standards and the standards
of the Public Company Accounting Oversight Board (United States), the consolidated financial statements as at
and for the year ended December 31, 2009 of the Company and our report dated March 4, 2010 expressed an
unqualified opinion on those financial statements and included a separate report titted Comments by
Independent Registered Chartered Accountants on Canada-United States of America Reporting Difference
referring to changes in accounting principles.

(Signed) Deloitte & Touche LLP
Independent Registered Chartered Accountants

Vancouver, Canada
March 4, 2010
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New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

1. Description of business and nature of operations

New Gold Inc. and its wholly owned subsidiaries are gold producers engaged in gold mining and
related activities including acquisition, exploration, extraction, processing and reclamation. New Gold
Inc.’s assets are comprised of the Mesquite Mine in the United States (“‘U.S.”), the Cerro San Pedro
Mine in Mexico, and the Peak Mine in Australia. Significant development projects include the New
Afton copper-gold project in Canada and a 30% interest in the El Morro copper-gold project in Chile.
New Gold Inc. also owns the Amapari Mine in Brazil.

On June 30, 2008 New Gold Inc. (“NGI”), Metallica Resources Inc. (“Metallica”) and Peak Gold Ltd.
(“Peak Gold”) completed a business combination and the acquisition of assets (the “Transaction” see
Note 4 (b)). In accordance with the provisions of the Canadian Institute of Chartered Accountants
(“CICA”) Handbook Section 1581, Business Combinations, Peak Gold has been identified as the
acquirer for accounting purposes. As such, these consolidated financial statements are a continuation
of the consolidated financial statements of Peak Gold, with the comparative information being that of
Peak Gold. Following completion of the Transaction, Peak Gold changed its name to New Gold Inc.
(“New Gold” or the “Company”) for financial reporting purposes. References to NGI in these
consolidated financial statements refer to transactions involving the pre-transaction public company
New Gold Inc. These consolidated financial statements include the operating results of NGI and
Metallica since June 30, 2008. Prior to this date, only the operations of Amapari and Peak Mine were
included.

In connection with the Transaction, shareholders of Peak Gold exchanged one common share of Peak
Gold for 0.1 of a New Gold common share and nominal cash consideration.

In the second quarter of 2009, the Company completed a business combination (“Business
Combination” see Note 4 (a)) with Western Goldfields Inc. (“Western Goldfields”). The Business
Combination was completed by way of plan of arrangement that was approved by the New Gold and
Western Goldfields shareholders on May 13 and May 14, 2009, respectively and which received final
court approval on May 27, 2009. May 27, 2009 was determined to be the date of acquisition and these
consolidated financial statements include the results of Western Goldfields from May 27, 2009 to
December 31, 2009.

At December 31, 2009, the Amapari Mine was classified as a discontinued operation and therefore all
financial results for this mine has been presented separately from continuing operations for current and
comparative periods (see Note 8). Prior year comparative figures have been restated to conform to
current period presentation. As described in Note 22 (b), subsequent to December 31, 2009, the
Company has reached an agreement to dispose of the Amapari Mine subject to certain conditions
including financing.

As described in Note 22 (a), subsequent to December 31, 2009, the Company exercised its right of
first refusal on the El Morro development project, completed the acquisition of the 70% interest from
Xstrata, and subsequently completed a transaction with Goldcorp which resulted in a Goldcorp
subsidiary now holding the 70% interest. The Company continues to own a 30% interest in El Morro.
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New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

2. Summary of significant accounting policies

These consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles (“Canadian GAAP”) using the significant accounting policies outlined
below. Material differences between Canadian GAAP and generally accepted accounting principles in
the United States (“US GAAP”) are described in Note 24.

(@)

Basis of presentation and principles of consolidation

These consolidated financial statements include the accounts of the Company and all of its
subsidiaries. In the opinion of the management, all adjustments (including normal recurring
adjustments) necessary to present fairly the financial position as at December 31, 2009 and
2008 and results of operations and comprehensive income (loss), shareholders’ equity and
cash flows for the years then ended, have been made.

The principal subsidiaries of the Company as of December 31, 2009 are as follows:

Subsidiary Interest
Metallica Resources Inc. 100%
Metallica Resources Alaska Inc. 100%
Minera Metallica Resources Chile Limitada 100%
Minera San Xavier, S.A. de C.V. 100%
Mineracdo Pedra Branca do Amapari Ltda (“Amapari”) 100%
Peak Gold Mines Pty 100%
Inversiones El Morro Limitada 100%
Western Goldfields Inc. 100%
Western Goldfields (USA) Inc. 100%
Western Mesquite Mines Inc. 100%

Variable interest entities (“VIE's”) as defined by the Accounting Standards Board in
Accounting Guideline (“AcG”) 15, Consolidation of Variable Interest Entities, are entities in
which equity investors do not have the characteristics of a “controlling financial interest” or
there is not sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support. VIE'’s are subject to consolidation by the primary beneficiary
who will absorb the majority of the entities’ expected losses and/or expected residual returns.
The Company has determined that it does not have any investments that qualify as VIE’s.

All intercompany transactions and balances are eliminated.
Use of estimates

The preparation of consolidated financial statements in conformity with Canadian GAAP
requires the Company’s management to make estimates and assumptions about future
events that affect the amounts reported in the consolidated financial statements and related
notes to the financial statements. Actual results may differ from those estimates.

The preparation of consolidated financial statements in conformity with Canadian GAAP and
US GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements. Significant estimates used in the preparation of these
consolidated financial statements include, but are not limited to, the recoverability of accounts
receivable and investments, measurement of revenue and accounts receivable, the quantities
of material on leach pads and in circuit and the recoverable gold in this material used in
determining the estimated net realizable value of inventories, the proven and probable ore
reserves and resources and the related depletion and amortization, the estimated tonnes of
waste material to be mined and the estimated recoverable tonnes of ore from each mine area,
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New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

2. Summary of significant accounting policies (continued)

(b)

(©

(d)

Use of estimates (continued)

the assumptions used in the accounting for stock-based compensation, valuation of warrants,
valuation of embedded derivatives, valuation of derivative instruments, valuation of
investments, the provision for income and mining taxes and composition of future income and
mining tax assets and liabilities, the expected economic lives of and the estimated future
operating results and net cash flows from mining interests, the anticipated costs of
reclamation and closure cost obligations, and the fair value of assets and liabilities acquired in
business combinations.

Cash and cash equivalents

The Company considers all highly liquid investments with original maturities of three months
or less at the date of acquisition to be cash equivalents. These highly liquid investments only
comprise short-term Canadian and U.S. government treasury bills.

Inventories and stockpiled ore

Finished goods, work-in-process, heap leach ore and stockpiled ore are valued at the lower of
average production cost or net realizable value. Production costs include the cost of raw
materials, direct labour, mine-site overhead expenses and depreciation and depletion of
mining interests. Net realizable value is calculated as the estimated price at the time of sale
based on prevailing and long-term metal prices less estimated future production costs to
convert the inventories into saleable form.

The recovery of gold and silver from certain ores is achieved through the heap leaching
process. Under this method, ore is placed on leach pads where it is treated with a chemical
solution which dissolves the gold contained ore. The resulting “pregnant” solution is further
processed in a plant where the gold is recovered. For accounting purposes, costs are added
to ore on leach pads for current mining and leaching costs, including applicable depreciation,
depletion and amortization relating to mining interests. Costs are removed from ore on leach
pads as ounces of gold and silver are recovered based on the average cost per recoverable
ounce on the leach pad.

Estimates of recoverable gold and silver on the leach pads are calculated from the quantities
of ore placed on the leach pads (measured tonnes added to the leach pads), the grade of ore
placed on the leach pads (based on assay data), and a recovery percentage (based on ore
type). Although the quantities of recoverable gold and silver placed on each leach pad are
reconciled by comparing the grades of ore placed on the leach pad to the quantities actually
recovered, the nature of the leaching process inherently limits the ability to precisely monitor
inventory levels. The recovery of gold and silver from the leach pad is not known until the
leaching process has concluded.

In-process inventory represents materials that are currently in the process of being converted
into finished goods. The average production cost of finished goods represents the average
cost of in-process inventories incurred prior to the refining process, plus applicable refining
costs and associated royalties.

Supplies are valued at the lower of average cost and net realizable value.
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New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

2. Summary of significant accounting policies (continued)

(e)

Mining interests

Mining interests represent capitalized expenditures related to the development of mining
properties, related plant and equipment and expenditures related to exploration arising from
property acquisitions. Capitalized costs are depreciated and depleted using either a unit-of-
production method over the estimated economic life of the mine to which they relate, or for
plant and equipment, using the straight-line method over their estimated useful lives, if shorter
than the mine life.

The costs associated with mining properties are separately allocated to reserves, resources
and exploration potential, and include acquired interests in production, development and
exploration stage properties representing the fair value at the time they were acquired. The
value associated with resources and exploration potential is the value beyond proven and
probable reserves assigned through acquisition. The value allocated to reserves is
depreciated on a unit-of-production method over the estimated recoverable proven and
probable reserves at the mine. The resource value represents the property interests that are
believed to potentially contain economic mineralized material such as inferred material within
pits; measured, indicated, and inferred resources with insufficient drill spacing to qualify as
proven and probable reserves; and inferred resources in close proximity to proven and
probable reserves. Exploration potential represents the estimated mineralized material
contained within (i) areas adjacent to existing reserves and mineralization located within the
immediate mine area; (i) areas outside of immediate mine areas that are not part of
measured, indicated, or inferred resources; and (iii) greenfields exploration potential that is not
associated with any other production, development, or exploration stage property, as
described above. At least annually or when otherwise appropriate, and subsequent to its
review and evaluation for impairment, value from the non-depletable category is transferred to
the depletable category as a result of an analysis of the conversion of resources or
exploration potential into reserves.

Costs related to property acquisitions are capitalized until the viability of the mineral property
is determined. When it is determined that a property is not economically recoverable the
capitalized costs are written off.

Exploration costs incurred to the date of establishing that a property is economically
recoverable are expensed. Further development expenditures are capitalized to the property.

Drilling and related costs incurred on sites without an existing mine and on areas outside the
boundary of a known mineral deposit which contains proven and probable reserves are
exploration expenditures and are expensed as incurred to the date of establishing that
property costs are economically recoverable. Further development expenditures, subsequent
to the establishment of economic recoverability, are capitalized to the property.

Upon sale or abandonment the cost of the property and equipment, and related accumulated
depreciation or depletion, are removed from the accounts and any gains or losses thereon are
included in operations.

The Company reviews and evaluates its mining properties for impairment annually or when
events or changes in circumstances indicate that the related carrying amounts may not be
recoverable. Impairment is considered to exist if the total estimated future undiscounted cash
flows are less than the carrying amount of the assets. An impairment loss is measured and
recorded based on discounted estimated future cash flows. Future cash flows are estimated
based on expected future production, commaodity prices, operating costs and capital costs.
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New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

2. Summary of significant accounting policies (continued)

(e)

()

(9)

(h)

@)

Mining interests (continued)

Interest expense allocable to the costs of developing mining properties and constructing new
facilities is capitalized and included in the carrying amounts of related assets until mining
properties reach commercial production and facilities are ready for their intended use.

Reclamation and closure cost obligations

The Company’s mining and exploration activities are subject to various governmental laws
and regulations relating to the protection of the environment. These environmental
regulations are continually changing and are generally becoming more restrictive. The
Company has made, and intends to make in the future, expenditures to comply with such laws
and regulations. The Company has recorded a liability and corresponding asset for the
estimated future cost of reclamation and closure, including site rehabilitation and long-term
treatment and monitoring costs, discounted to net present value. Such estimates are,
however, subject to change based on negotiations with regulatory authorities, or changes in
laws and regulations.

Income and mining taxes

The Company uses the liability method of accounting for income and mining taxes. Under the
liability method, future tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases and for tax losses and other
deductions carried forward. Upon business acquisitions, the liability method results in a
gross-up of mining interests to reflect the recognition of the future tax liabilities for the tax
effect of such differences.

Future tax assets and liabilities are measured using substantively enacted tax rates expected
to apply when the asset is realized or the liability settled. A reduction in respect of the benefit
of a future tax asset (a valuation allowance) is recorded against any future tax asset if it is not
more likely than not to be realized. The effect on future tax assets and liabilities of a change in
tax rates is recognized in income in the period in which the change is substantively enacted.

Employee benefits

A liability is recognized for benefits accruing to employees in respect of wages and salaries,
annual leave and long service leave when it is probable that settlement will be required and it
is capable of being measured reliably. Liabilities recognized in respect of employee benefits
expected to be settled within 12 months are measured at their nominal values using the
remuneration rate expected to apply at the time of settlement.

Liabilities recognized in respect of employee benefits which are not expected to be settled
within one year are measured at the present value of the estimated future cash outflows to be
made by the Company in respect of services provided by employees up to reporting date.

Foreign currency translation

The Company’s functional currency and that of its subsidiaries is the U.S. dollar. Transaction
amounts denominated in foreign currencies (currencies other than U.S. dollars) are translated
into U.S. dollars at exchange rates prevailing at the transaction dates. Carrying values of
foreign currency monetary assets and liabilities are adjusted at each balance sheet date to
reflect the U.S. exchange rate prevailing at that date. Gains and losses arising from
translation of foreign currency monetary assets and liabilities at each period end are included
in earnings. In addition, unrealized gains and losses due to movement in exchange rates on

Page 13



New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

2. Summary of significant accounting policies (continued)

@

0

(k)

o

(m)

Foreign currency translation (continued)

cash balances held in foreign currencies are shown separately on the consolidated
statements of cash flows.

The accounts of subsidiaries, which are considered to be integrated operations, are translated
into U.S. dollars using the temporal method. Under this method, monetary assets and
liabilities of foreign subsidiaries are translated at exchange rates in effect at the end of each

period and non-monetary assets and liabilities are translated using historical exchange rates.
Revenues and expenses are translated at the average exchange rate for the period. Foreign
currency transaction gains and losses are included in the determination of net income or loss.

Earnings (loss) per share

Earnings (loss) per share calculations are based on the weighted average number of common
shares and common shares equivalents issued and outstanding during the year. Diluted
earnings per share are calculated using the treasury method and if converted method, as
applicable, which requires the calculation of diluted earnings per share by assuming that
outstanding stock options, warrants and convertible debentures with an average market price
that exceeds the average exercise prices of the options and warrants for the period, are
exercised and the assumed proceeds are used to repurchase shares of the Company at the
average market price of the common share for the period.

Revenue recognition

Revenue from the sale of metals is recognized in the accounts when persuasive evidence of
an arrangement exists, title and risk passes to buyer, collection is reasonably assured and the
price is reasonably determinable. Revenue from the sale of metals in concentrate may be
subject to adjustment upon final settlement of estimated metal prices, weights and assays.
Adjustments to revenue for metal prices are recorded monthly and other adjustments are
recorded on final settlement. Refining and treatment charges are netted against revenue for
sales of metal concentrate.

Long-term incentive plans

As part of its long-term incentive plans, the Company has established an employee stock
option plan. The Company applies the fair value method of accounting for all stock option
awards. Under this method the Company recognizes a compensation expense for all stock
options awarded to employees, based on the fair value of the options on the date of grant
which is determined by using the Black-Scholes option pricing model. The fair value of the
options is expensed over the vesting period of the options.

The Company has also established a share unit award plan that will result in future cash
payments to the holder of share unit awards as a long-term incentive plan. As the Company
is required to settle this award in cash based on the market price of the Company’s common
shares, the Company will record the obligation as a liability based on the vesting of the
awards. Changes in the fair value of the award are included in compensation expense.

Financial instruments - recognition and measurement

The Company classifies all financial instruments as held-to-maturity, available-for-sale, held
for trading, loans and receivables, or other financial liabilities. Financial assets held to
maturity, loans and receivables and financial liabilities other than those held for trading, are
measured at amortized cost. Available-for-sale instruments are measured at fair value with
unrealized gains and losses recognized in other comprehensive income. Instruments
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New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

2. Summary of significant accounting policies (continued)

(m)

(n)

(0)

(P)

Financial instruments - recognition and measurement (continued)

classified as held for trading are measured at fair value with unrealized gains and losses
recognized on the statement of operations.

The fair value of financial instruments traded in active markets (such as available-for-sale
securities) is based on quoted market prices at the balance sheet date. The quoted market
price used for financial assets held by the Company is the current bid price.

The carrying value less impairment provision, if necessary, of trade receivables and payables
are assumed to approximate their fair values.

The Company has designated its cash and cash equivalents and short-term investments as
held-for-trading. The Company has designated its asset backed notes (“AB Notes”) as held-
for-trading. Receivables are classified as loans and receivables. Accounts payable and
accrued liabilities, short-term borrowings and long-term debt are classified as other financial
liabilities. The accrued liability related to the share unit award plan has been classified as a
financial liability held for trading.

Transaction costs related to financial instruments classified as held for trading are recognized
immediately into income. For financial instruments classified as other than as held for trading,
transaction costs are added to the financial instrument in accordance with the provision of
CICA Handbook Section 3855.

Long-term debts are financial instruments which have been recorded at fair value at the date
of acquisition and will be measured at amortized cost going forward.

Comprehensive income

Comprehensive income is the change in shareholders’ equity during a period from
transactions and other events and circumstances from non-owner sources. In accordance
with this standard, the Company reports a statement of comprehensive income and
accumulated other comprehensive income, in the shareholders’ equity section of the
consolidated balance sheet. The components of other comprehensive income may include
unrealized gains and losses on financial assets classified as available-for-sale, exchange
gains and losses arising from the translation of financial statements of a self-sustaining
foreign operation and the effective portion of the changes in fair value of cash flow hedging
instruments.

Accounts receivable

Accounts receivable are carried at the lower of amortized cost or net realizable value.
Accounts receivable are written off as they are determined to be uncollectible. No accounts
receivable were written off during the years ended December 31, 2009 and 2008.

Goodwill

Acquisitions are accounted for using the purchase method whereby assets and liabilities
acquired are recorded at their fair values as of the date of acquisition and any excess of the
purchase price over such fair values is recorded as goodwill. As of the date of acquisition,
goodwill is allocated to reporting units by determining estimates of the fair value of each
reporting unit and comparing this amount to the fair values of assets and liabilities in the
reporting unit. Goodwill is not amortized.
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New Gold Inc.

Notes to the consolidated financial statements
December 31, 2009

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

2. Summary of significant accounting policies (continued)

)

(@

0

3.

(@)

Goodwill (continued)

The Company evaluates, on an annual basis or as circumstances warrant, the carrying
amount of goodwill to determine whether current events and circumstances indicate that the
carrying amount may no longer be recoverable. To accomplish this evaluation, the Company
estimates the fair values of its reporting units that include goodwill and compares those fair
values to the reporting unit's carrying amounts. If the carrying value of a reporting unit
exceeds its fair value, the Company compares the implied fair value of the reporting unit's
goodwill to its carrying amount, and any excess of the carrying value of goodwill over the
implied fair value is charged to earnings. Assumptions underlying fair value estimates are
subject to significant risks and uncertainties.

Reclamation deposits

The Company maintains cash deposits that are restricted to the funding of reclamation costs.
Cash deposits are required under a reclamation insurance policy that the Company has
purchased for the Mesquite Mine. For the New Afton Development, the Company has placed
cash on deposit to fund future reclamation costs anticipated under a reclamation plan
approved by the Province of British Columbia. Reclamation deposits are designated as
available-for-sale, are recorded at fair value, and are classified as a non-current asset.

Derivative instruments

The Company has entered arrangements for the purchase of fuel and the sale of gold. The
Company has designated these relationships as cash flow hedges. As described in Note 10
(a), the Company has entered into a contract that contains an embedded derivative. This
embedded derivative is not an accounting hedge. Financial and derivative instruments,
including embedded derivatives, are recorded at fair values on the Company’s balance sheet,
with gains and losses for the effective portion of the hedging instruments in each period
included in other comprehensive income, and the gains and losses for the ineffective portion
of the hedging instrument and the gains or losses on the embedded derivative included in net
income.

Fair values are determined using valuation techniques. These techniques use assumptions
based on market conditions existing at the balance sheet date.

Changes in accounting policies

Accounting policies implemented effective January 1, 2009

0] Effective January 1, 2009, the Company adopted CICA Handbook Section 3064,
Goodwill and Intangible Assets, which replaces CICA Handbook Section 3062, and
establishes revised standards for recognition, measurement, presentation and
disclosure of goodwill and intangible assets. Concurrent with the adoption of this
standard, Emerging Issues Committee (“EIC”) 27, Revenues and Expenditures in the
Pre-operating Period is no longer applicable. The adoption of Section 3064 did not
have a material impact on the Company’s consolidated financial position and results
of operations for the year ended December 31, 2009.

(i) Effective January 1, 2009, the Company adopted CICA Handbook Sections 1582,
Business Combinations, (“Section 1582”), 1601, Consolidated Financial Statements,
(“Section 1601”) and 1602, Non-controlling Interests, (“Section 1602”) which replaces
CICA Handbook Sections 1581, Business Combinations, and 1600, Consolidated
Financial Statements. Section 1582 establishes standards for the accounting for
business combinations that is equivalent to the business combination accounting

Page 16



New Gold Inc.
Notes to the consolidated financial statements
December 31, 2009

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

3.

Changes in accounting policies (continued)

(a) Accounting policies implemented effective January 1, 2009 (continued)

(iii)

standard under International Financial Reporting Standards (“IFRS”). Section 1582
was applicable for the Company’s business combinations with acquisition dates on or
after January 1, 2009. Section 1601 together with Section 1602 establishes
standards for the preparation of consolidated financial statements. Section 1601 was
applicable for the Company’s interim and annual consolidated financial statements for
its fiscal year beginning January 1, 2009. The adoption of these standards had a
significant impact on how the Company accounted for the business combination with
Western Goldfields. The impact was as follows:

e Transaction costs were not capitalized as part of the purchase consideration and
instead were expensed as incurred. As a result of this, the Company has
expensed approximately $6.6 million of transaction costs.

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

On January 20, 2009, the CICA issued EIC 173, Credit Risk and the Fair Value of
Financial Assets and Financial Liabilities, which clarifies that an entity’s own credit
risk and the credit risk of the counterparty should be taken into account in
determining the fair value of financial assets and liabilities, including derivative
instruments. EIC 173 is to be applied retrospectively without restatement of prior
periods in interim and annual financial statements for periods ending on or after the
date of issuance of EIC 173. The Company adopted this recommendation January 1,
2009. The adoption of this standard had a significant impact on the fair value of the
gold forward sales at December 31, 2009. Without the inclusion of the Company’s
own credit risk the fair value of the gold hedge liability would have been
$109.2 million compared to $96.0 million at December 31, 2009.

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

@0

(ii)

Derivative instruments

Derivative instruments are recorded at fair value. On July 1, 2009, the Company’s
existing gold contracts and fuel contracts were designated as cash flow hedges under
the requirements of CICA Handbook Section 3865, Hedges. From that time forward,
the effective portion of any gain or loss on the hedging instrument is recognized in
other comprehensive income and the ineffective portion is included in other income
as an unrealized gain (loss) on gold hedging or fuel contracts in the statement of
operations. Prior to meeting the requirements for cash flow hedges, changes in the
fair values of the Company’s derivative instruments were recognized in net income.

Financial Instruments Disclosures
