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FAR WEST MINING LTD.
Management’s Discussion & Analysis

This Management’s Discussion and Analysis (“MD&AJH the financial position and results of
operations for Far West Mining Ltd. (“the Companyty the three and six months ended June
30, 2009 has been prepared as of August 13, 2@Dfhaludes financial and other information up
to the date of this report. The MD&A should be réadconjunction with the MD&A of the
Company for the year ended December 31, 2008 aedutfaudited consolidated financial
statements of the Company for the three and sixtmpariods ended June 30, 2009 and the
audited consolidated financial statements for tearyended December 31, 2008 which were
prepared in accordance with generally accepteduatiog principles in Canada. The accounting
policies have been consistently followed in prepanaof these financial statements except that
the Company has adopted certain CICA standards chpital disclosures and financial
instruments effective for the Company’s quarter eehdarch 31, 2008 (see page 13). The
Company’s MD&A contains statements that constitlieeward-looking statements” and other
cautionary notices (see page 14).

Description of Business

The Company is a mineral exploration company primmangaged in the evaluation, acquisition
and exploration of mineral properties in Chile aAdstralia. The Company is currently
advancing the Santo Domingo Project in Chile anedooting a drill campaign at the
Georgetown Project in Australia.

The Company is a reporting issuer in Ontario, BnitColumbia and Albertand trades on the
Toronto Stock Exchange under the symbol FWM.

Highlights of the Quarter
Santo Domingo Project, Chile

The Company’s iron metallurgical consultant, SGA St(idiengesellschaft  fur
Eisenerzaufbereitung”), reported results from \aliiy test work for iron recovery at Santo
Domingo. Analytical results for 22 composite samp{eepresenting 1,274 drill intervals) from
Santo Domingo returned iron grades that are onagec0% higher than previously reported.
Due to the importance of iron to the economicshef$anto Domingo project as demonstrated by
the Preliminary Assessment (scoping study) of M@9& the Company has decided to submit
approximately 6,500 individual drill interval saraplfor re-analysis using a more sophisticated
analytical method. Results will be used to recamulthe iron grade of the deposit that may
currently be underestimated.

The Company focused on data collection for refinthg economics analysis of the Santo
Domingo Project. To date the Company submittedxitess of 3,000 samples to ALS Chemex
for re-analysis of the iron grade using a more #ijglated method of analysis. The Company
also collected around 5,000 magnetic susceptibitidgasurements that will be used to predict the
magnetic iron recovery from each block of the model

The results from a regional magnetic survey onnée exploration properties to the north of
Santo Domingo were interpreted and modeled. A skqirase ground geophysical survey is
currently in the planning stage. The Company ptardrill test anomalies from the second phase
survey later in the year.
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Georgetown Project, Queensland, Australia

The Company conducted a gravity geophysical suovey the Robin Hood property to the south
of the area drilled last year that yielded encomg@lteration but sub-economic mineralization.
The geophysical response indicates unusually ligk densities consistent with or indicative of
the targeted Broken Hill Type (BHT) mineralizatiothe Company has contracted with a drilling
contractor to test several exciting gravity anoesalat the Robin Hood prospect. The anomalies
were modeled at shallow depth and dipping steepbr @ strike length of several hundred
metres. Drilling commenced on August 12th.

Mineral Properties
Santo Domingo Project - Chile

The Company is exploring for iron-oxide hosted ampgold (“IOCG”) deposits in the
Candelaria Copper Belt of northern Chile. The 8d@mmingo Project is located in the northern
half of the Candelaria Belt that stretches oveistadce of 1,200 km from Santiago to the Mantos
Blancos mine north of the city of Antofagasta. &sJune 30, 2009, the Santo Domingo Project
Area is comprised of 132 mineral concessions coye3b,623 hectares. The Company holds an
additional 25 mineral concessions covering 7,50&dres in the Candelaria Belt outside of the
Santo Domingo Project area.

The majority of land holdings cover a large portiointhe Santo Domingo District, which is
located about 100 km north of the mining town ofp@pé. During the period 2005 through
2008, the Company outlined the Santo Domingo 3i;, Iris Norte, and Estrellita copper-gold-
iron deposits.

The Company’s 100% interest in the Santo Dominggelet properties was acquired from BHP
Billiton, Empresa Nacional de Mineria (ENAMI), a @an government corporation, and other
parties. The Project is subject to a 2% net smedtern (NSR) royalty.

In April 2008 AMEC Americas (Chile) S.A. (“AMEC”)sisued a Preliminary Assessment
(“Scoping Study”) on the Santo Domingo Sur and ¢epper-iron-gold deposits for the recovery
of copper (“Cu”), gold (“Au”) and iron (“Fe”). The&coping Study report indicated positive
project NPVs in a variety of metal price scenaridhe Scoping Study was based on a resource
estimate by Scott Wilson Roscoe Postle & AssociétBsott Wilson RPA”) in October 2007.
Results from the Scoping Study highlighted the eocain importance of the iron component to
the project and recommended that future resourtmates should be estimated using iron as
well as copper and gold.

Resource Estimate

On April 28, 2009, the Company announced that Swdgitson RPA estimated the mineral
resource for the Santo Domingo Sur/Iris and IrigtBlaleposits. The Estrellita deposit was not
included in the resource estimate due to its higideo copper content. The mineral resource
includes data from 52 additional drill holes cometesince September 2007, as well as results
from recent metallurgical test work for copper,djaind iron. The cut-off grades for previous
mineral resource estimates published by the Compeng determined using only copper.

Scott Wilson RPA calculated copper equivalent gsadsing their long-term metal prices for
mineral resource statements (US2.25/lb copper, B@$2 gold, and US$74/dmtu iron).
Allowances for recovery, Treatment Charges/Refingn@&harges (TC/RC), royalty charges and
transport costs for each metal were also takenaotount based on the scoping study estimates.
Scott Wilson RPA determined that the most apprograut-off grade for reporting purposes is
0.25% copper equivalent.
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Table 1 shows Indicated and Inferred Mineral Resesirat various copper equivalent cut-off
grades and provides the average grade of each ateled respective cut-off grade.

Table 1 — Indicated and Inferred Mineral Resourcesat April 27, 2009

Cut-off Tonnage CuEq
(% CuEq) | Category (Mt) (%) Cu (%) Fe (%) Au (g/t)
Indicated 333.3 0.61 0.43 27.3 0.06
0.30
Inferred 49.3 0.45 0.31 24.8 0.04
Indicated 383.4 0.57 0.39 27.0 0.05
0.25
Inferred 68.6 0.40 0.26 24.6 0.04
Indicated 433.9 0.53 0.36 26.7 0.05
0.20
Inferred 91.1 0.36 0.22 24.0 0.03
Notes:

1. CIM definitions were followed for Mineral Resources

2. Mineral Resources are reported at a cut-off grdde2b5% Cu Equivalent.

3. Copper Equivalent grades are calculated using gedoag-term prices of US$2.25/lb Cu,
US$950/0z Au and US$74/tonne Fe metal ($50/tonneamtrate @ 67.5% Fe).

4. Cu and Fe Equivalence calculations are as statggkbitext of this document.

5. Metallurgical recovery factors were applied as dbsd in this document.

Metallurgy

In order to improve the quality of the metallurdidata for the project, in late 2008 the Company
compiled a new composite sample for metallurgieatihg that consists of 23 intervals from 11
different drill holes covering 1,380 metres of lilnidy with a good spatial representation of the
Santo Domingo Sur and Iris deposits both verticalty horizontally that mirror the average
grade of the deposit.

The copper metallurgical work was conducted by S@&efield, Ontario. Lock cycle testing
confirmed that a high quality copper concentrate lsa produced that will range from 27% Cu @
89% recovery, to 30% Cu @ 87% recovery. Gold regpyeporting to the copper concentrate is
in the order of 65%. Gold recovery was markedlyprioved over previous batch testing. The
primary grind level is 120 microns. Additional tegrk and variability testing will be conducted
to optimize copper and gold recovery. Initial Watest work using saline water yielded
encouraging results that were not materially défeérfrom the flotation results using fresh water.
Additional material has been shipped to SGS Lakkfihere variability tests will be conducted
to further evaluate the impact of using sea wat¢hé flotation process.

The iron metallurgy was conducted by SGA in Germaiye sample of the tailings from the

copper metallurgical work was used to perform a loeimof iron recovery tests using low

intensity magnetic separation (LIMS). The flotati@ilings amount to 89% by weight of the run

of mine ore. After optimization, it was determintdht the best product could be produced by
applying a rougher and two cleaning stages withrimdagg of the rougher concentrate. The
following concentrate was achieved:
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Table 2 Test Results for LIMS Concentrate

Weight (%) | Fe (%) | SiO, (%) | Al,O3(%) S (%) P (%) Fe Recovery
(%)
17.8 67.5 2.84 0.61 0.010 0.008 31.4

The concentrate was also analysed for base metalemium, vanadium and various other
elements. Only chromium, potassium and sodiumyasisalightly higher than their respective
optimal desired value. SGA stated that “the cotratm is very well suited for pelletizing and
downstream iron making via blast furnace procddsere are no detrimental elements, neither for
pelletizing and blast furnace, nor steel makingghfi advantageous for the recovered
concentrates are the very low phosphorus contemelisas low sulphur and non-ferrous metals
content.”

The LIMS recovery of 17.8% by weight from the fltta tailings indicates that approximately
16% by weight (17.8% of 89%) of the run of minelvidié recovered into a LIMS concentrate.
The new estimated recovery of 16% into a LIMS cowede is more than two and one half times
the amount estimated in the Scoping Study for tlagmatic recovery. The tails of the LIMS
process is an iron rich material that is mostly atit@ but contains a complex mineralogy
containing iron bearing silicates such as chloatel epidote that complicate any additional
recovery process. Due to the substantial incremsgagnetic recovery using the LIMS process,
the Company’s focus will be to evaluate Santo Dguoifrom the point of view of magnetic
fraction recovery only with attendant capital amei@ting cost reductions from the use of LIMS.

During the quarter, the Company announced thatyaoal results conducted by SGA for 22
composite samples (representing 1,274 drill intsjvlrom Santo Domingo returned iron grades
that are on average 20% higher than previouslyrtepoThe Company now plans to re-analyze
approximately 6,500 samples by a more sophisticagsdy method to determine the true iron
content. To date, approximately 3,000 samples feen re-submitted and results from all re-
submitted samples are expected by the end of Aughsise new assay results will be used to
populate the block model and will be the basisafeecalculation of the iron grade of the deposit
that is currently believed to be underestimated.

The Company also collected approximately 5,000 raagrsusceptibility readings that will be
used to predict the magnetic iron recovery fromhehlock of the model. All this work is
required to be completed before an update of sgogiudy can be completed.

Regional Exploration — Chil§Copper — Iron — Gold)

In December 2008, the Company acquired 55 new etjia claims in the I0CG (iron-oxide-
copper-gold) belt of Chile. Subsequent review aeld £xploration caused the Company to drop 30
of these claims resulting in the Company holdindd® total of 7,500 hectares. These new claims
are located to the north and northeast of the Jaoiningo property. The Company intends to add
to its exploration properties in other areas tdatalipe on the success of the Santo Domingo project

In February 2009, the Company carried out a regigmoaind magnetic geophysical survey that was
designed to identify large magnetic anomalies suscthe one that hosts the Santo Domingo deposit.
The survey covered the new exploration claims dadtified a number of large anomalies that will
be followed up by additional ground geophysics giglifferent techniques and tighter line spacing.
The Company plans to drill test any targets froemdbcond phase survey later in the year.
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Georgetown Project - Australia (Silver — Lead — Z)n

The Company is exploring for Broken Hill Type (BH@gposits in the Georgetown area of
northern Queensland, Australia. The project areathea potential to host BHT deposits such as
Broken Hill (280 Mt @ 10.0% Pb, 8.5% Zn, 150 g/t)Aand Cannington (45 Mt @ 11.9% Pb,

4.8 % Zn, 520 g/t AQ).

The Company’s 100% interest in the Santo Dominggelet properties was acquired from BHP
Billiton and is subject to a 2% net smelter ret(M$R) royalty.

In March 2009, the Company carried out a high-tg&ni ground gravity geophysical survey at the

Robin Hood prospect in follow up of encouragindl dasults and high-grade surface samples. The
survey covered an area of just under 2 sq km @ttiars spacing of 50 metres. Several very exciting
anomalies were identified to the south of the nailieed horizon that was defined last field season
by high-grade surface showings and thick intercepiswv grade mineralization and strong alteration

in drill holes from 2008.

The anomalies were modeled at shallow depth angndjsteeply over a strike length of several
hundred metres. The geophysical response indioatesially high rock densities consistent with or
indicative of the targeted Broken Hill Type (BHT)naralization.

The Company announced a drill program that willsistrof five to ten drill holes drilled to a depth
of between 200m and 350m. The total number dffables will depend on the results obtained.

Future Outlook and Strategy
CHILE

The Company continues to advance the Santo Don#ngject to the development stage and has
commenced or is planning the following:

» Complete metallurgical studies (variability stud@scopper and magnetic iron recovery
using both fresh water and seawater) to determnoeegsing options that maximize
potential metal recoveries to refine the econorofdbe project.

» Continue planned water exploration program, actjaisiof water rights and planning of
pipeline to determine the most economic water saurc

» Update the preliminary assessment or move direatpre-feasibility study for the Santo
Domingo Project to incorporate the results of thetatturgical studies and resource
reports focusing on maximizing recoveries of thppey and the magnetic iron fraction.

» Identify other exploration and development staggpprties within the Candelaria IOCG
belt for potential acquisition.

» Evaluate and contact strategic partners or invegtoaccelerate the development of the
Santo Domingo Project.

AUSTRALIA

The Company has commenced a drill program to follpathe geophysical anomalies from the
ground geophysical survey at the Robin Hood prdspekdditional work is planned at the
Perryvale prospect where geochemical anomaliesestigige possible presence of mineralization.
The Company continues to evaluate the Georgetowmirme for additional target areas and
regional targets.



FAR WEST MINING LTD.
Management’s Discussion & Analysis

FINANCING

To advance the Santo Domingo project, the Compaitlyr@quire additional funding in 2009
through equity financing, or other alternative finang arrangements. The selection of one or
more methods of financing will be determined based the level of interest from other
companies or investors and the impact to existirageholders.

Liquidity and Capital Resources

At June 30, 2009, the Company had cash and casvaénts of $2,489,985 and working capital
of $2,105,857 The Company has no long-term debt obligations itimgact liquidity or future
cash flows. Long-term obligations consist solely tbé non-current portion of a leasehold
inducement in the amount of $56,752 and futurermetax liabilities of $642,461. The Company
is primarily dependent on the equity markets tesedunds for planned operations. Future cash
requirements will depend primarily on the extent fature exploration and development
activities.

The Company will require additional financing in0®0to complete certain planned exploration
and development activities and fund general andr@dirative costs.

The Company's ability to continue operations angl@wation activities as a going concern is
dependent upon its ability to obtain additionalduny. Factors that may affect the availability of
financing include the progress and results of thet&Domingo project, investor perceptions and
expectations and the condition of the financial emedals markets.

Consolidated Financial Results of Operations

The loss and comprehensive loss for the quartei$8@4,793 compared with $1,905,395 for the
first quarter of 2009. For the six month period eshdlune 30, 2009, the loss was $1,692,365
compared with $2,302,491 for the same period ir8200

Significant differences in general and administetexpenses for the quarter ended June 30,
2009 compared with the quarter ended June 30, @08&le:

* Interest income declined to $1,115 from $42,468hi& quarter and to $17,830 from
$85,464 for the six month period. The decline isprily attributable to reduced interest
rates.

* Legal expenses decreased to $12,839 from $64,9@%iquarter and to $42,839 from
$146,666 for the six month period. The decreasss ia result of a reduced need and use
of legal services compared with the same peridtémrior year.

* Mineral property costs of $90,000 were recordethenquarter to increase the provision
for the estimated liability arising from the terratron of the Farallébn Negro option
agreement with BHP Billiton in December, 2008. Gasicurred in the same quarter in
2008 were capitalized as deferred exploration costs

e Salaries and benefits increased to $175,709 frodd $88 and to $368,630 from
$306,942 for the six month period. The changerissalt of payment cash compensation
to the independent directors and increases to gm@lealaries. No cash compensation
was paid to directors in the first six months 0020
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Stock based compensation expense for the quartereated to $331,421 from

$1,566,623. The decrease in the quarter is priynatitibutable to the timing of grant of

options to directors, officers and employees. Dutiilne quarter, the Company granted
55,000 share purchase options compared with 74®@PA6ns in the second quarter of
2008. In the first quarter of 2009, the Companyntgd 1,327,000 options compared with
no options being granted during the first quarfe2GD8.

For the six month period, stock based compensaiqense decreased to $1,038,099
from $1,592,877 for the comparable period. The c&dno in stock based compensation
expense is attributable to a lower weighted aveeaxgecise price for the options granted
in 2009 compared with options granted in 2008.

Other significant differences in general and adstiative expenses for the six months ended
June 30, 2009 compared with the six months endeel 30, 2008 include:

Accounting and audit fees decreased to $29,204 $4M623. In 2008, the Company’s
interim financial statements were reviewed by thai@rs. The interim financial
statements for the first two quarters of 2009 hawe been reviewed by the auditors.
Annual audit fees for 2009 were less than in 2008.

A foreign exchange gain of $173,737 was recognizethg the period compared with a
foreign exchange loss of $9,070 for same perid2DB8. The gain is attributable to a
change in value of the US dollar between the datpsirchase of US$2,500,000 and the
date of payment of the property option paymentNA&I in April, 2009.
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Summary of Quarterly Results
(Expressed in thousands of Canadian dollars)

Jun Mar Dec Sept Jun Mar Dec Sep
30 31 31 30 30 31 31 30
2009| 2009| 2008| 2008 2008 2008 2007 2007
(i) (ii)
Interest revenue 1 17 51 52 42 43 67 106

Loss and
Comprehensive
Loss for the
quarter before
extraordinary

ftems: (804) | (887) | (2,040)| (442) | (1,905)| (397) | (375) | (482)

Per share - basic
& diluted:

(0.01) | (0.02)| (0.03) | (0.01) | (0.04) | (0.01) | (0.01) | (0.01)

Loss and
Comprehensive
Loss for the
Quarter: (804) | (887) | (2,042)| (442) | (1,905)| (397) (375) (482)

Per share - basic
& diluted:

(0.01) | (0.02)| (0.03) | (0.01)| (0.04) | (0.01) | (0.01) | (0.01)

Total assets: 37,479 38,208 38,330 39,3&9,851| 30,251 30,329 27,238

() Loss and comprehensive loss for the quarterlusied the write-off of exploration
expenditures for the Farallon Negro Project, Argeatin the amount of $1,876,402.

(i) Loss and comprehensive loss for the quartecluded stock-based compensation of
$1,566,623.

The Company had cash and cash equivalents at Jyn2089 of $2,489,985 compared with
$8,555,376 at December 31, 2008 and working capftéP,419,245 at June 30, 2009 compared
with $7,949,700 at December 31, 2008. The Compedltyequire additional financing to fund
operations planned for 2009.

Accounts payable and accrued liabilities at June A9 were $370,508 compared with
$923,951 at December 31, 2008.

The Company received $15,000 from the exercise5d@QD share purchase options during the
quarter. For the six month period, the Companyivece$67,800 from the exercise of 55,000
stock options.
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Financing Activities

The Company did not have any financing activityidgrthe quarter other than the $15,000

received from the exercise of stock options.

Investment activities

During the quarter, the Company incurred mineralpprty costs in the amount of $794,891
including non-cash stock based compensation of68%3and future income tax liabilities of

$129,677. These mineral property costs were indurré¢he following geographic areas:

Proiect Balance at Exploration costs Balance at
J March 31, 2009 incurred in the quarter June 30, 2009
$ $ $
Chile 30,075,325 631,846 30,707,171
Australia 3,357,894 163,135 3,521,02¢
Canada 20 . 200
TOTAL 33,433,419 794,981 34,228,200
Selected Annual Information
Years ended December 31
(thousands of Canadian dollars) 2008 2007 2006
$ $ $

Revenues

» Interest income 188 374 377
Loss and Comprehensive Loss
from Operations (4,787) (3,382) (2,274)

» Per share - basic & diluted (0.09) (0.07) (005)
Loss for the year (4,787) (3,382) (2,274)

» Per share - basic & diluted (0.09) (0.07) (0.05)
Total Assets 38,330 30,329 27,319
Long Term Liabilities 576 77 Nil
Cash Dividends per share Nil Nil Nil

10
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Qualified Persons

The in-house qualified person responsible for theiew of the technical content of this
Management's Discussion and Analysis is RichardZiimer, P. Eng., President, CEO and
director of the Company.

Additional information is available on the Compawebsite atvww.farwestmining.conand on
the SEDAR website atww.sedar.com

Risks and Uncertainties

The Company is in the process of exploring its mah@roperties and has not yet determined
whether these properties contain ore reserves #rat economically recoverable. The
recoverability of amounts shown for the mineralgedies and related deferred exploration costs
and the Company’s continued viability is dependapbn the discovery of economically
recoverable reserves, the ability of the Companghitain necessary financing to complete the
development of the properties, and upon futureijafgle production or from the proceeds from
disposition of its mineral properties.

The Company believes that the recent decline ire bastal prices and the current global
economic crisis has reduced the number of potesdiaices of capital which reduction may have
an impact on the Company’s ability to raise add#iocapital. The duration of the current
economic conditions cannot be predicted. The abidithaof financing on acceptable terms may
make it difficult for companies to raise funds reqd to develop and build new mines within
planned timelines. The Company will manage its illgy risk by reviewing the risk
characteristics of its mineral properties and otssets, by curtailing any non-essential expenses
to conserve cash resources, and by considerirgptbeor joint venture of assets. Failure to obtain
necessary financing may result in delays or indefisuspension of exploration and development
programs and possible loss of the Company’s mineogerty interests.

Mineral exploration involves a high degree of riskhe Company competes with other mining
enterprises, some of which have greater finanaaburces, for the acquisition of mineral
concessions. The Company is at risk to variationgrecious metal prices, the interest of
investors and the availability of contractors. Jdéaéactors impact upon the Company’s ability to
finance its programs and to carry on operations.

Mineral development involves a high degree of rek very few properties warrant the
considerable expenditures required to initially stehtiate their reserves and then to develop
them into production. Consequently very few pragsrare ever developed into producing mines.

The Company’s mineral property interests are latateChile, Australia and Canada. As a
result, the Company is subject to geographicalpoiitical risks including currency fluctuations,

possible political and economic instability and istigal issues. The mineral exploration
activities expose the Company to potential envirental liabilities relating to the reclamation of
property in accordance with local laws and regatei

There is no guarantee that title to the propeitiewhich the Company has a recorded interest
will not be challenged. The Company’s mineral @myp interest may be subject to prior
unregistered agreements or transfers and themale be affected by undetected defects. As of
the effective date, management is not aware of iempediment to its ownership to these
properties.

11
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Additional Disclosures

Changes to the Board of Directors

On January 11, 2009, Mr. Daryl K. Seaman, a codeurand former Chairman of the Company
passed away.

At the Annual General Meeting held on April 29, 20the shareholders of the Company elected
Mr. Donald R. Seaman as a director.

Off-Balance Sheet Arrangements

The Company does not have any off-balance shemtgagments and does not contemplate such
arrangements in the foreseeable future. Thereamo@miingent liabilities.

Transactions with Related Parties

During the quarter, the Company incurred legal feemated at $12,839 (June 30, 2008:
$64,903) for various legal services and to a law fin which a director of the Company is a
partner. At June 30, 2009, the estimated amounalpayto the law firm is $5,000 (March 31,
2008: $86,502). These transactions are in the rarmaise of operations and are measured at the
exchange amount, which is the amount of consideratstablished and agreed to by the related
parties.

Commitments and Contractual Obligations

In March, 2007, the Company committed to leaseceffiremises for a period of seven years
commencing September 1, 2007. The obligations uieoperating lease are due as follows:

2009 $ 130,000
2010 133,000
2011 138,000
2012 138,000
Thereafter 230,000

$ 769,000

Critical Accounting Policies and Estimates

The preparation of financial statements in accardawith Canadian generally accepted

accounting principles requires management to makienates and assumptions that affect the
reported amount of assets and liabilities, thelaksce of commitments and contingencies at the
date of the financial statements, and the repoatedunt of revenue and expenses during the
period.

The most significant accounting estimates for tlen@any relate to the potential impairment of

its mineral property assets, accounting for staggeldl compensation, the value attributable to
warrants, and recognition of future income tax &saad liabilities. The Company’s accounting

policies are set out in full in note 2 of the anrfursancial statements.

12
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Mineral Property Costs

The Company is in the exploration stage and defdrexpenditures related to its mineral
properties until such time as the properties aré ipto commercial production, sold or
abandoned. Under this method, all amounts showniaaral properties represent costs incurred
to date less amounts amortized and/or written off do not necessarily represent present or
future values.

If the properties are put into commercial produttithe expenditures will be depleted based upon
the proven reserves available. If the propertiessald or abandoned, the expenditures will be
charged to operations. The Company does not atiteuestimated future costs of maintaining its

mineral properties in good standing.

In the event that reserves are determined, thgiogrralues of each mineral property interests
will be reviewed by management each quarter toraete if they have become impaired. If

impairment is deemed to exist, the mineral propeity be written down to its net recoverable

value. The ultimate recoverability of the amoungpitalized for the mineral properties is

dependent upon the delineation of economicallyverable ore reserves, the Company’s ability
to obtain the necessary financing to complete tligvelopment and realizing profitable

production or proceeds from the disposition therbtdnagement’s estimates of recoverability of
the Company’s investment in various projects haaentbased on current conditions. However, it
is reasonably possible that changes could occtingnnear term which could adversely affect
management’s estimates and may result in futureesdowns of capitalized property carrying

values.

From time to time, the Company may acquire or dispof properties pursuant to the terms of
option agreements. Due to the fact that optionseaszcisable entirely at the discretion of the

optionee, the amounts payable or receivable areeworded. Option payments are recorded as
mineral property costs or recoveries when the paysn@re made or received.

Stock-based Compensation and Value Attributabaorants

The fair value of stock options and value attriblgato warrants are determined by the Black-
Scholes option pricing model, which requires the@uinof highly subjective assumptions,
including the expected price volatility of the Coamy’s common shares and the expected life of
the options. Changes in the subjective input assong can materially affect the fair value
estimate, and therefore, the model does not neatlggsovide a reliable single measure of the
fair value of the Company’s stock options grantedted during the year.

Future Income Taxes

The Company recognizes future income tax assets whg more likely than not that the future
income tax assets will be realized. This assump$idrased upon management’s determination of
future circumstances and events. As at Decembe2®l8, a valuation allowance of $4,172,653
has been recorded against the net potential fitamne tax assets associated with the Canadian
and Chilean loss carry-forwards and certain othedludtible temporary differences as their
utilization is not considered more likely than abthis time. At June 30, 2009, the Company has
recorded a future income tax liability of $642,48hich is the amount by which estimated future
income tax liabilities exceed estimated future medax assets net of the valuation allowance.

13
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Changes in Accounting Policies

Effective January 1, 2008 the Company adopteddhewing Canadian Institute of Chartered
Accountants (“CICA”) accounting standards:

Section 1400 — Going Concern establishes a newiregnent for management to make an
assessment of an entity’s ability to continue agoang concern when preparing financial
statements.

Section 1535 — Capital Disclosures establishesdatals for disclosing quantitative and
gualitative information about the Company’s capaad how it is managed, thereby enabling
users to evaluate the Company’s objectives, paliaiel processes for managing capital.

Section 3031 — Inventories prescribes the accogrttieatment for inventories and provides
guidance on the determination of costs and itsespEnt recognition as an expense, including
any write down to net realizable value. It alsovinles guidance on the cost formulas that are
used to assign costs to inventories.

Section 3862 and 3863 — Financial Instruments €l@ssires and Presentations require additional
disclosure of the significance of financial instrems to the Company’s financial position and

performance as well as quantitative and qualitatiermation that enable users to evaluate the
nature and extent of risks arising from those fai@nnstruments.

Recent accounting pronouncements issued which mgadt us in the future include CICA
Handbook Section 1582, “Business Combinations” dection 1601, “Non-Controlling
Interests”. These CICA Handbook Sections replacdi®@es 1581 and 1600, respectively. The
new standards revise guidance on the determinatithre carrying amount of assets acquired and
liabilities assumed, goodwill and accounting fonramntrolling interests at the time of a business
combination. These standards are effective JanbiaB011 prospectively, with early adoption
permitted. We are currently assessing the impacthef new standards on our consolidated
financial statements.

International Financial Reporting Standards

In February 2008, the CICA confirmed that Interoa#il Financial Reporting Standards ("IFRS")
will be mandatory in Canada for all publicly acctabie entities for fiscal periods beginning on
or after January 1, 2011. The Company is analytivegimpact of IFRS on its consolidated
financial statements and anticipates that theré lveilchanges in accounting policies that may
materially affect the Company’s accounting policiés date, management has adopted a process
to develop a project plan which identifies the letgps and assignment of responsibilities for
each of those steps to ensure a successful tamsithese key steps includetlining potential
conversion issues unique to our industry, addrgssitaff training requirements to ensure
sufficient IFRS knowledge, and identifying potehtiexternal advisors needed to assist
management.

Shareholder Rights Plan

The Company adopted a Shareholder Rights Plan @lae”) on March 25, 2004 that was
approved by the shareholders at the 2004 Annuae@eMeeting. The terms and conditions of
the Plan provided for the expiry of the Plan, uslesconfirmed by the shareholders of the
Company at the 2008 annual meeting of the sharetmldReconfirmation of the Plan was
approved by the shareholders of the Company arthaal meeting held on April 29, 2008.
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Stock Option Plan

The Board of Directors adopted a new stock optitam pn compliance with the rules of the
Toronto Stock Exchange under which the Company grant stock options up to 10% of the
issued capital of the Company on a rolling badike plan was approved by the shareholders of
the Company at the annual meeting held on May @720

On January 22, 2009, the Company granted 1,327400€k options to directors, officers,
employees and a consultant exercisable at a piri$#.88. Of the total options granted during the
year, 1,285,000 are exercisable for a period ofyesrs with one-half of the options vesting
immediately and one-half on July 22, 2009. 42,00flons are exercisable for a period of three
years and vest over a period of twelve months camemg January 22, 2009.

On April 30, 2009, the Company granted 55,000 stgaions to a director exercisable at a price
of $1.38. These stock options have no vesting gerio

Outstanding Share Data

At August 13, 2009, the Company had the followihgres, special warrants, and share purchase
warrants and options outstanding:

1. 57,163,055 common shares (including 3,175,000 apee@rrants with the holder of each
special warrant entitled to acquire one commonesf@arno additional consideration)

2. 3,938,500 common share purchase options with ahiexigaverage exercise price of
$2.71 expiring at various dates between May 5, 20@DJanuary 22, 2019.

3. 404,100 transferable share purchase warrants, eachant entitling the holder to
purchase one common share at a price of $5.25pee sintil June 21, 2010.

4. 40,410 non-transferable agents’ warrants, eachawaentitling the holder to purchase
one common share at a price of $5.25 per shareJumi 21, 2010.

5. 1,603,573 transferable share purchase warrant$, wacrant entitling the holder to
purchase one common share at a price of $4.25pee sintil August 14, 2009.

6. 158,750 non-transferable agents’ warrants, eachamaentitling the holder to purchase
one common share at a price of $4.25 per shareAugust 14, 2009.

Cautionary Language

The Company’s MD&A contains statements that comsitforward-looking statements”. Such
forward-looking statements involve known and unknomgsks, uncertainties and other factors
that may cause our actual results, performancelie@ements, or developments in our industry,
to differ materially from the anticipated resulgserformance or achievements expressed or
implied by such forward-looking statements. Forwiaking statements are statements that are
not historical facts and are generally, but notagisy identified by the words "expects," "plans,"
"anticipates,” "believes," "intends," "estimatefplojects,” "potential” and similar expressions, or
that events or conditions "will," "would," "may,t6uld" or "should" occur. Information inferred
from the interpretation of drilling results andanfation concerning mineral resource estimates
may also be deemed to be forward looking statemasti constitutes a prediction of what might
be found to be present when and if a project isadlyt developed. Forward-looking statements in
this document include statements regarding the @orip expectations regarding drilling and
exploration activities on properties in which th@n@pany has an interest; the Company’s
statements regarding estimates of resources orpiepin which the Company has an interest;
the Company’s expectations regarding the amountaaledjuacy of its cash reserves in future

"oy nn
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periods, and the Company’s expectations regardirgamount of expenses in future periods.
There can be no assurance that such statementproiie to be accurate. Actual results and
future events could differ materially from thosetieipated in such statements. Readers are
cautioned not to place undue reliance on thesedioooking statements that speak only as of
their respective dates.

Important factors that could cause actual resudtdiffer materially from the Company’s
expectations include among others, risks relateffutiuations in mineral prices; uncertainties
related to raising sufficient financing to fund pheed work in a timely manner and on acceptable
terms; changes in planned work resulting from wesatlogistical, technical or other factors; the
possibility that results of work will not fulfill xectations and realize the perceived potential of
the Company's properties; uncertainties involvedhin estimation of resources; the possibility
that required permits may not be obtained in alym@anner or at all; the possibility that capital
and operating costs may be higher than currenttynated and may preclude commercial
development or render operations uneconomic; ttesipitity that the estimated recovery rates
may not be achieved; risk of accidents, equipmeaaldowns and labour disputes or other
unanticipated difficulties or interruptions; the ssiility of cost overruns or unanticipated
expenses in the work program; the risk of enviromglecontamination or damage resulting from
the Company’s operations; and other risks and tamic¢ies discussed under the heading “Risk
Factors” and elsewhere in the Company’s documeled from time to time with the Toronto
Stock Exchange and Canadian securities regulatwswyard-looking statements are based on the
beliefs, estimates and opinions of the Company'siagament on the date the statements are
made. The Company undertakes no obligation to epttietse forward-looking statements in the
event that management's beliefs, estimates ora@nbr other factors, should change, except as
required by applicable securities laws.

This MD&A uses the terms “inferred resources”, ‘itated resources”, “measured resources”,
and “mineral resources”. The Company advises raaitiat although these terms are recognized
and required by Canadian securities regulationdduNational Instrument 43-101 “Standards of
Disclosure for Mineral Projects”), the US Secustiand Exchange Commission does not
recognize these terms. Readers are cautioned ragstame that any part or all of the mineral
deposits in these categories will ever be convertedreserves. In addition, “inferred resources”
have a great amount of uncertainty as to theirtexi®, and economic and legal feasibility. It
cannot be assumed that any part of an Indicatebhferred Mineral Resource will ever be
upgraded to a higher category. Under Canadian,relsmates of Inferred Mineral Resources
may not form the basis of feasibility or pre-fedip studies, or economic studies except for a
Preliminary Assessment as defined under Natiorsttument 43-101. Readers are cautioned not
to assume that part or all of an inferred resoesgsts, or is economically or legally mineable.

Corporate Disclosure Practices and Policies

The Company maintains a system of internal contmlsrovide reasonable assurance that assets
are safeguarded and financial information is adeuaad reliable. The Board of Directors has the
responsibility to understand the principal riskstloé business of the Company and to confirm
that there are systems in place that effectivelpitoo and manage those risks with a view to the
long-term viability of the Company. Committees otBoard presently consist of an Audit
Committee and a Compensation Committee. The Audih@ittee consists of three unrelated
outside directors. The role of the Audit Commitigseto review the Company’'s financial
statements and the financial disclosure that idigybdisseminated, to review the systems of
internal controls, and to monitor the performancel dhe independence of the Company’s
external auditors. The Compensation Committeeistinef three unrelated outside directors The
role of the Compensation Committee is to develapaprove the corporate goals and objectives
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relevant to the compensation of the Chief Execu@¥ficer, to recommend levels of executive
compensation, and to administer the Company’s stptkn plan.

Management of the Company has designed and esiadbldisclosure controls and procedures to
ensure that information disclosed in this MD&A ahé interim financial statements for the three
and six months ended June 30, 2009 was properyded, processed, summarized and reported.
The Company’s Chief Executive Officer and Chief d&ninial Officer have evaluated and are
satisfied with the effectiveness of these disclestwntrols and procedures to the end of the
period covered by this report.

The Chief Executive Officer and Chief Financial iO&r acknowledge responsibility for the
design of internal control over financial reportirapnd confirm that there were no changes in
these controls that occurred during the most reitegatim period which materially affected, or
are reasonably likely to materially affect, the @@my’s internal control over financial reporting.

Approval

The Audit Committee, on behalf of the Board of Btogs, has approved the disclosure contained
in this interim MD&A.

A copy of this management discussion and analysid previously published financial
statements, management discussions and analyssllaas other information is available on the
SEDAR website alvww.sedar.comand on the Company's websitenatw.farwestmining.com

17



