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Lundin Mining is a rapidly growing mining and 
exploration company engaged in the extrac-
tion, development, acquisition and discovery
of base metal deposits internationally. The 
company owns four mines in operation, Neves-
Corvo in Portugal, Zinkgruvan and Storliden in 
Sweden, and Galmoy in Ireland. The compa-
ny’s Aljustrel mine in Portugal will begin pro-
duction in September 2007. Lundin Mining’s 
shares are listed on the Toronto Stock 
Exchange and AMEX and its SDRs are listed 
on the Stockholm Stock Exchange.



Message to the Shareholders

On October 19, 2006, the shareholders 
of Lundin Mining Corporation and of 
EuroZinc Mining Corporation approved 
a merger of the two companies to form a 
premier global base metal mining company 
and thus forming a new Lundin Mining 
Corporation. The merger brought together 
two young and ambitious mining compa-
nies with the intent of becoming the next 
major global mining house in the base metal 
sector. The transition from two companies 
to one, was successfully completed before 
year end. We entered 2007 as a strong 
player in the European zinc, lead and cop-
per business with the following assets and 
projects:

   four producing mines in three countries; 
Portugal (the Neves-Corvo copper-zinc 
mine), Sweden (the Zinkgruvan and 
Storliden mines) and Ireland (the Gal-
moy mine),

   the large Ozernoe zinc open pit project 
in Russia acquired (49%) in November 
2006,

   the Aljustrel zinc-lead-silver project in 
Portugal preparing for a production start 
in September 2007,

   greenfi elds and near-mine exploration in 
Portugal, Sweden, Ireland and Spain,

   strategic investments in promising explo-
r ation companies active in Eritrea, 
Morocco, Burkina Faso and Canada 
and an interest in the world’s largest 
known zinc deposit, Mehdiabad in Iran.

During 2006, we experienced strong cop-
per prices and even stronger zinc and lead 
prices that proved to be exceptionally 
rewarding for the combined Company, 
as well as for zinc and copper miners 

globally. Nonetheless, as prices strength-
ened to near record highs in real terms, 
management worked hard to control total 
cash operating costs as other commodity 
prices also made dramatic increases. The 
Company’s operating cost was US$0.78 
per pound of contained copper for 2006, 
while the average copper price for the year 
was US$3.05 per payable pound. The 
zinc and lead prices were US$1.49 and 
US$0.59 per payable pound respectively. 
Our fi nancial results in 2006 were strong 
with net earnings of US$153 million and 
cash fl ow from operations of US$247 
million. These results included EuroZinc 
Mining from November 1, 2006 through 
the end of the year, and were substantially 
greater on a proforma basis for the entire 
year.

The following are the results achieved 
on our key objectives established for 2006:

   the Neves-Corvo zinc-rich zones were 
developed and the retrofi tting of the tin 
plant to a zinc plant was completed. Zinc 
concentrate production began in July 
2006,

   work commenced on developing new 
Life of Mine Business Plans for Neves-
Corvo and Zinkgruvan, with the objec-
tive of increasing the life of the mines 
and realizing their total potential value,

   the improvement program at Galmoy has 
led to increased utilization of the mill 
availability although the process results 
have not yet reached the expected out-
comes,

   in-mine and near-mine exploration was 
accelerated, as well as the general 
greenfi elds exploration programmes 
with the objective of further increasing 
the reserves and resources and

   selected evaluations of several global 
base metal producers, or soon to be 
producers, were conducted with the 
objective of identifying attractive targets 
for further accretive consolidation.

The Company’s management has outlined 
several key objectives for the year 2007 
that include the following:

   expand the output of the Neves-Corvo 
mine’s zinc-rich zones and develop and 
optimize the Life of Mine Business Plan, 
taking into consideration the new reserves 
and resources identifi ed at Neves-Corvo,

   begin production at the Aljustrel mine in 
September 2007,

   increase production at the Zinkgruvan 
mine by approximately 50,000 tonnes to 
above 850,000 tonnes of mill through-
put and fi nalize the upgrading of the ore 
dressing plant,

   fi nalize the work on a new Life of Mine 
Business Plan for Zinkgruvan with the 
possibility of a further increase in pro-
duction,

   focus on assuring increased recovery of 
the ore reserves over the operational life 
of the Galmoy mine through a revised 
production plan,

   conduct a bankable feasibility study of  
the Ozernoe zinc-lead-silver project with 
the intent of bringing the mine into pro-
duction in 2009,

   further emphasize our exploration pro-
grammes in Portugal, Sweden, Ireland 
and Spain with the objective of increas-
ing mineral reserves and resources,

   increase productivity in all our operating 
mines,
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   continue with the aggressive growth 
strategy demonstrated over the past two 
years and add a further accretive project 
or producer to the existing portfolio of 
assets and

   complete the development and imple-
mentation of a corporate-wide environ-
mental, health and safety management 
system. 

We expect that the demand for all our 
concentrates will continue to be strong in 
2007 and for the foreseeable future due 
to increased demand from developing 
countries. The demand from China was a 
major driving force in 2006 and while we 
expect the Chinese demand to continue 
for several years, we also envision a similar 
situation developing in India and other 
developing economies.

There is also continued optimism that 
the strong prices of zinc, copper and lead 
will remain at levels higher than the histori-
cal average for the past twenty years due 
to very strong supply and demand funda-
mentals. We are well positioned to take 
advantage of these price levels with the 
extensive mineral reser ves and resources 
that have been identifi ed at our mines.

While much can be said about our 
accomp lishments, in terms of corporate 
growth we cannot lose sight of what allows 
us to complete such accomplishments. It 
is the talented abilities of our employees 
that operate our mines and carry out explo-
ration that generate the returns for our 
shareholders. Ensuring that all employees 
of the Company have the safest possible 
work environment within which to carry out 
their duties continues to be one of the cor-
nerstones of our foundation for the devel-
opment of a successful company.  

Lundin Mining is only as effective and effi -
cient as its employees. We are fortunate to 
have a senior operating management team 
that has displayed a disciplined strength 
in managing costs without jeopardizing 
the safety and well-being of our employ-
ees, the environmental performance of our 
operations, or the integrity of the physical 
assets.  

In addition to internal opportunities, 
there exists – as always – opportunities 
outside of our Company that are being 
considered. Through a combined strat-
egy of internal optimization and external 
growth, we expect to achieve our stated 
corporate goals to grow the Company, 
increase value for our shareholders and 
fi rmly establish the Company as a global 
base metal producer. 

Recent years have been good for many 
mining companies both small and large, 
however we believe that size matters when 
it comes to the operating and financial 
strength and the global reach needed to 
derive the full benefi t in the exploration of 
world class deposits. With this premise in 
mind we contine to pursue accretive trans-
actions that will allow for further benefi t 
from the current high metal prices as well 
as building a solid and well diversifi ed oper-
ating base if the metal cycles were to turn.   

To our shareholders we extend a special 
thanks for your continued support.

We would also like to extend our grati-
tude to the directors of EuroZinc Mining and 
 Lundin Mining who provided their knowl-
edge and guidance during the year.  
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All fi gures related to shares and per share 
data are calculated as if the three-for-one 
stock split effective February 5, 2007 
occurred at the beginning of the fi rst 
period presented.

Background
Originally listed on the Vancouver Stock 
Exchange (now the TSX Venture Exchange) 
as South Atlantic Diamonds Corp. in Sep-
tember 1994, the Company changed its 
name to South Atlantic Ventures Ltd. in 
2002 and to Lundin Mining Corporation in 
connection with the listing of its common 
shares on the Toronto Stock Exchange 
(“TSX”: LUN) in August 2004. The Com-
pany’s Depository Receipts (SDRs) were 
traded on the New Market of the Stockholm 
Stock Exchange from December 2003 
until they were listed on the Stockholm 
Stock Exchange (“SSE”: LUMI) in Decem-
ber 2004. As at January 1, 2007, the Lundin 
Mining SDRs are listed on the large cap 
section of the SSE. As at November 1, 2006 
Lundin Mining is listed on the American 
Stock Exchange (“AMEX”: LMC) in addi-
tion to TSX and SSE. 

Share performance 
During 2006 Lundin Mining’s share price 
increased by 155% from C$5.70 to 
C$14.33. The Toronto Stock Exchange 
Diversifi ed Metals and Mining Index 
increased by 63.6% during the same 
period. The Company’s SDR price 
increased by 119% from SEK 38.50 to 
SEK 84.30 year-end. The Stockholm OMX 
All Share Index increased by 23.6% in 
2006. The closing price on AMEX on 
December 31, 2006 was US$11.67. 

At the end of 2006, the market value of 
Lundin Mining, based on the latest price 
paid, amounted to C$4,081 million (SEK 
23,687 million).

Dividend policy
Lundin Mining’s dividend policy is to give 
funding priority to ongoing exploration 
projects and growth of the Company’s 
operations prior to considering distribu-
tion to shareholders. The Company will 
determine if and when dividends should 
be declared and paid in the future, based 
on Lundin Mining’s fi nancial position at the 
relevant time.

Ownership 
At the end of 2006, the 20 largest share-
holders held 21.9% of the votes and 
capital. The ownership structure in Lundin 
Mining based on public information as per 
December 31, 2006, is shown in the table 
on page 5.

Share capital
Lundin Mining’s share capital as at 
Dec ember 31, 2006, amounted to 
US$1,890,275,000 distributed among 
284,800,065 shares. All shares out-
standing are common shares and carry 
equal rights to vote and to participate 
in Lundin Mining’s assets and earnings. 
Since December 31, 2005 the Com-
pany’s share capital has developed as 
shown in the table on page 5.

Incentive schemes 
Lundin Mining operates an employee 
incentive scheme based on stock options, 
which entitle the option holder to acquire 

shares in the Company. Under the Com-
pany’s stock option plan, shares are made 
available for the Company to grant incen-
tive stock options to certain employees of 
the Company. At the October 19, 2006 
Special Meeting of Shareholders, the 
shareholders of the Company approved 
a resolution setting the number of shares 
reserved under the plan at 7,000,000.  
Subsequent to the 3:1 subdivision of the 
Company’s shares, which was effective 
February 5, 2007, the number of shares 
reserved under the stock option plan was 
21,000,000, which is less than 10% of the 
number of issued and outstanding shares 
of the Company. The term of any option 
granted will be fi xed by the Board of Direc-
tors and may not exceed 10 years from the 
date of grant.

Authorised securities 
Lundin Mining is authorised to issue an 
unlimited number of common shares with-
out nominal or par value and one special 
share without nominal or par value.

Shareholder value 
To increase the liquidity and turnover in 
Lundin Mining shares and give both current 
and future owners the opportunity to evalu-
ate the business as fairly as possible, the 
Company’s senior management strives 
continuously to develop and improve fi nan-
cial information relating to the Company 
by taking an active role in meetings with 
investors, analysts and the media. 

Share and SDR information
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Shares issued and outstanding No of shares Share Capital

Balance, Dec 31, ’05 122,081,493 243,305

Exercise of stock options 1,643,784 6,320

Exercise of stock 
appreciation rights 240,240 1,824

Transfer of contributed surplus 
on exercise of stock options – 6,088

Shares issued for EuroZinc 
acquisition 160,834,548 1,632,738

Balance, Dec 31, ’06 284,800,065 $  1,890,275
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Options

No of 
options

Weighted 
average 
exercise 

price (C$)

Outstanding, Dec 31, ’04 1,117,500 $     2.14

Granted during the year 1,695,000 4.00

Exercised during the year (810,000) 1.99

Oustanding, Dec 31, ’05 2,002,500 3.76

Granted during the year 360,000 10.23

Granted in exchange for 
EuroZinc options 2,319,549 5.41

Exercised during the year (1,643,783) 3.61

Outstanding, Dec 31, ’06 3,038,266 $     5.11S
ha

re
 d

at
a

2006 2005

Earnings per share, basic, US$ 1.02 0.26

Earnings per share, diluted, US$ 1.01 0.26

Operating cash fl ow per share, US$ 1.64 0.57

Equity per share, US$ 7.48 2.0

Dividend nil nil

Price year-end, C$ 14.33 5.70

Price year-end, SEK 84.30 38.50

Price year-end, US$ 11.67 n.a

Basic weighted average 
no. of shares outstanding 149,439,546 115,249,458

Diluted weighted average 
no. of shares outstanding 151,152,105 115,975,563

No. of shares outstanding 
at period end 284,800,065 122,081,493
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Name Holding
Percentage

(%)

1 Estate of Adolf H. Lundin* 32,766,030 11.50

2 Robur Funds 8,066,400 2.83

3 Threadneedle 
Investment Funds 3,008,304 1.06

4 Skandia Liv 2,381,250 0.84

5 Skandia Funds 2,347,869 0.82

6 Andra AP-fonden 2,055,825 0.72

7 Other 234,174,387 82.22

Total 284,800,065 100.00

* Held through companies controlled by the Estate of Adolf H. Lundin

As of Dec 29, ’06
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All fi gures related to shares and per share data are calculated as if the three-for-one stock 

split effective February 5, 2007 occurred at the beginning of the fi rst period presented.



In November 2006 Lundin Mining merged 
with another Canadian mining company, 
EuroZinc Mining Corporation. The merger 
was a signifi cant step in Lundin Mining’s 
aggressive growth strategy and takes the 
combined entity to the next level on the 
global mining scene. Through the merger 
a leading diversifi ed copper, zinc and lead 
producer was created. 

Lundin Mining has four profi table mines 
in Portugal, Sweden and Ireland. A fi fth 
mine will begin production in Portugal in 
the second half of 2007. The company has   
approximately 1,500 employees.

The company has also developed a 
highly promising portfolio of exploration 
projects and strategic investments, includ-
ing the signifi cant Russian zinc project 
Ozernoe.

A strong balance sheet will allow Lundin 
Mining to pursue an international growth 
strategy in global base metals.

Lundin Mining intends to grow by devel-
oping exploration projects into commercial 
operations, through acquisitions of profi t-
able production assets that meet the com-

pany’s requirements and through improve-
ment of its existing operations. 

Mission 
The objective of Lundin Mining’s opera-
tions is to create shareholder value by 
building and maintaining effective opera-
tions, while ensuring that the safety, envi-
ronmental and social responsibilities of 
the Company are given primary focus. 

Strategy 
   Optimize performance of existing 
operations. 

   Brownfi eld exploration near existing 
mines. 

   Greenfi elds exploration in Portugal, 
Sweden, Spain and Ireland.

   Pursue opportunities for accretive 
acquisitions: 
– operational mines 
– development projects 
– exploration projects.

   Strategic investments in promising 
projects.

Financial objectives
The primary objective of Lundin Mining 
is to create value for its shareholders 
through profi table operations and growth. 
Value is generated by a combination of 
cash fl ow from producing assets and 
through exploration and prudent acquisi-
tions. Cash fl ow from producing assets 
can be improved through professional 
management, leading to higher production 
levels and lower production costs. The goal 
of exploration is to add to the company’s 
reserves and resources, while prudent 
acquisitions can improve cash fl ow as well 
as add reserves and resources. The com-
pany intends to fund acquisitions primarily 
through internally generated cash fl ow. 

Lundin Mining in brief
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Production assets Exploration Projects Investments

Neves-Corvo Mine, Portugal 

Zinkgruvan Mine, Sweden 

Galmoy Mine, Ireland 

Storliden Mine, Sweden 

 

Portugal
    Iberian Pyrite Belt

Sweden
    Skellefte District
    Bergslagen

Ireland

Spain
    Toral

Aljustrel, Portugal

Ozernoe, Russia

Sunridge Gold Corp.

Sanu Resources Ltd.

Mantle Resources Inc.

Union Resources Ltd.
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2006 2005

Mined Ore (tonnes)

Neves-Corvo 2,107,272 2,092,428

Zinkgruvan 787,889 799,475

Galmoy 605,438 667,690

Storliden 346,652 331,803

3,847,251 3,891,396

Milled Ore (tonnes)

Neves-Corvo 2,094,527 2,056,081

Zinkgruvan 787,003 803,883

Galmoy 616,536 644,058

Storliden 362,316 319,411

3,860,382 3,823,433

Head Grade

COPPER

Neves-Corvo (%) 4.6 5.0

Storliden (%) 3.2 3.7

ZINC 

Neves-Corvo (%) 8.4 –

Zinkgruvan (%) 10.3 9.4

Galmoy (%) 11.8 13.7

Storliden (%) 8.5 10.9

LEAD 

Zinkgruvan (%) 4.6 5.1

Galmoy (%) 3.2 4.0

Recovery  

COPPER

Neves-Corvo (%) 88.4 88.1

ZINC 

Neves-Corvo (%) 60.2 –

Zinkgruvan (%) 93.8 93.0

Galmoy (%) 82.6 84.1

LEAD 

Zinkgruvan (%) 88.5 89.4

Galmoy (%) 66.8 68.0P
ro

du
ct

io
n

2006 2005

Concentrate Grade

COPPER

Neves-Corvo (%) 24.7 24.5

ZINC 

Neves-Corvo (%) 49.1 –

Zinkgruvan (%) 54.0 53.9

Galmoy (%) 51.8 51.7

LEAD 

Zinkgruvan (%) 75.0 73.4

Galmoy (%) 63.5 64.1

Metal Produced 

COPPER (tonnes)

Neves-Corvo 78,576 89,483

Storliden 10,642 10,839

89,218 100,322

Neves-Corvo

Treatment of Smelter Slag 4,601 –

ZINC (tonnes)

Neves-Corvo 7,505 –

Zinkgruvan 75,909 69,981

Galmoy 60,055 74,321

Storliden 27,824 32,024

171,293 176,326

LEAD (tonnes)

Zinkgruvan 31,850 36,674

Galmoy 13,256 17,284

45,106 53,958

SILVER (ounces)

Zinkgruvan 1,760,907 1,866,061

Galmoy 131,797 203,292

Neves-Corvo Copper 645,521 764,828

2,538,225 2,834,181P
ro

du
ct

io
n
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In 2007 Zinkgruvan celebrates its 150th anniversary. 
The mine has been in continuous production since 1857.



The strong world economy and in particu-
lar the enormous growth in China led to a 
continually increasing demand for metals 
in 2006. Prices for Lundin Mining’s main 
metals zinc, copper and lead increased 
sharply and reached historically high lev-
els during the year.  

Metal prices are determined by demand 
and supply and in the case of zinc, copper 
and lead, the construction and automotive 
industries are among the largest consum-
ers. Demand for these metals has been 
largely affected by the business cycle and 
economic growth, particularly in develop-
ing countries.

The extended period of low metals 
prices during the 1990’s and the fi rst 
three years of this decade, resulted in 

minimal exploration spending. As a conse-
quence, only limited new mine capacity 
came into operation in recent years. This 
led to a shortage of concentrates and a 
decrease in global metal inventories. 
Although exploration for new mineral 
deposits has increased in recent years, it 
will take time before new mine production 
will signifi cantly affect the market balance. 
The market defi cit for zinc is expected to 
remain for at least the next two to three 
years, whereas the general view is that 
the copper market is closer to balance. 

The macroeconomic environment
According to the OECD, the world econ-
omy grew by approximately 4.3% in 2006, 
compared with 4.5% in 2005. The US 

economy grew by 3.4%, while economic 
activity in Western Europe remained slower, 
showing an aggregate GDP growth of 
2.5%. The Chinese economy grew by an 
estimated 10.6% in 2006 and economic 
activity in the rest of Asia also remained at 
high levels, with rising industrial produc-
tion, infrastructural investments and pri-
vate consumption. China continues to be 
the driving force in the region but India is 
becoming increasingly important.

Metals markets
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Zinc is used primarily for infrastructure 
and construction (buildings, railways etc.) 
and in the automotive industry. Some 56% 
of production is used for galvanised steel, 
15% for brass and 12% for die-casting, 
with smaller amounts in chemicals and 
batteries. 

China is the largest consumer of zinc, 
accounting for approximately 28% of 
demand in 2006, whereas Europe is the 
second most important region, account-
ing for approximately 25%. China’s zinc 
consumption is estimated to have grown 
by approximately 12% during 2006, com-
pared to growth of 4.3% in the Western 
world. In 2007, Chinese zinc consumption 

growth is expected to remain at levels of 
approximately 10%, while correspondingly, 
Western world consumption is forecast to 
grow by 3.6%. 

Globally, the three leading zinc mining 
companies accounted for 17% of world 
production in 2006 while the correspond-
ing share for copper was 32%. The zinc 
mining market remains relatively frag-
mented with a large number of small to 
medium sized players – many of which 
operate only one mine. The world’s larg-
est zinc mine is Teck Cominco’s Red Dog 
mine in Alaska with an annual production 
capacity of approximately 570,000 tonnes 
of zinc, representing only 5.4% of global 

production. The three largest zinc mines 
in the world account for 14% of the total 
production of zinc.

Zinc prices performed strongly in 2006 
and increased by 122% to US$1.92/lb 
(US$4,233/t) at year-end. The 2006 
average zinc price was US$1.48/lb 
(US$3,263), an increase of 138% com-
pared to 2005. The decrease in LME inven-
tories, which started in 2004 continued into 
2006. LME inventories at the start of the 
year amounted to 393,550 tonnes. At the 
end of 2006 the inventory level had fallen to 
90,475 tonnes, corresponding to approxi-
mately three days of global consumption. 

Metals markets Zn
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Infrastructure development remains the 
main driver of copper demand growth. 
Construction accounted for approximately 
38% of Western world demand by end-
users in 2006, and electronic products 
for 28% and industrial machinery use 
accounting for 13%.

Europe remains the largest consumer 
of copper and accounted for 28% of con-
sumption in 2006. China is the second 
largest consumer and accounted for 23%. 
Asia, excluding Japan, accounted for 19% 
and North America for 15%. Global con-
sumption increased by 4.4% in 2006 with 
Western Europe showing a growth in con-
sumption of 7.7%, while Chinese con-
sumption grew by 4%.

A few large, integrated mining and smelting 
companies dominate the copper industry 
with the level of integration far greater than 
for zinc or lead. The largest integrated 
producer is Codelco in Chile, producing 
1,788,000 tonnes of copper metal, repre-
senting 14.5% of global production. The 
second largest producer is BHP-Billiton, 
which accounts for approximately 10%.

Copper prices continued to strengthen 
in 2006 and following a surge of 41% in 
2005, the LME price increased by a fur-
ther 45% in 2006. At 2006 year end 
the LME copper price was US$2.89/lb 
(US$6,371/tonne) while in May 2006, 
copper reached a peak level of US$3.88/
lb (US$8,555/tonne). The average price 

for 2006 was US$3.02/lb (US$6,658/
tonne) a signifi cant increase from 2005 
when the average price was US$1.57/lb 
(US$3,464/tonne). 

LME copper inventories increased 
slightly from 2005 to approximately 
190,575 tonnes at year end compared 
with 92,225 tonnes at the end of 2005. 
Although inventories increased, they are 
still considered to be low and correspond 
to only a few days of consumption. 

Metals markets Cu
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The main use of lead is in automotive batter-
ies. Slightly more than 80% of the Western 
world demand is for battery use, and pro-
duction of cars and commercial vehicles is 
a strong indicator for lead demand. 

China is the largest user of lead, account-
ing for 27% of global consumption in 2006 
while Europe accounted for 25% and North 
America for 20%. Global consumption 
increased by 4.6% in 2006 with Chinese 
demand surging by 17%, as a consequence 
of a strong increase in the production of 
lead-acid vehicle batteries. 

The majority of lead produced is as a 
by-product to zinc production and there 
are few pure lead mines in production. 

Lead production is to a large extent based 
on secondary smelting. Over 90% of auto-
motive batteries in Western Europe are 
recycled. The market for secondary lead 
is fragmented, with many small suppliers 
feeding the lead smelters. The production 
of secondary lead has increased from 
approx imately 56% of all lead produced in 
2000 to approximately 61% in 2006.

Lead prices did not perform as strongly 
as other base metals during the fi rst half 
of 2006 and actually fell from US$0.50/lb 
(US$1,097/tonne) at the beginning of the 
year to a low in mid-June of US$0.43/lb 
(US$943/tonne). During the second half 
of the year, the lead market turned due to 

increased demand and the LME year-end 
closing price was US$0.76/lb (US$1,674/
tonne), 53% higher than at the start of the 
year. 

LME lead inventories decreased by 
approximately 2,000 tonnes during 2006 
to 41,050 tonnes, which corresponds to 
two-to-three days of global consumption. 

Metals markets Pb
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Concentrates are processed by smelters 
into metals. The payment that smelters 
receive for processing concentrates are 
referred to as the Treatment and Refi ning 
Charges (“TCs and RCs”) in the case of 
copper. In the case of zinc and lead con-
centrates there are no refi ning charges. 
Agreed levels of TCs and RCs are negoti-
ated annually between miners and smelt-
ers and are a function of the availability 
of concentrates and smelter capacity. A 
fi xed TC/RC charge is normally agreed to 
and then a price sharing system is negoti-
ated whereby the TC or RC is increased 
or decreased depending on the LME price 
of the metal. This is referred to as the 
price participation (PP). For zinc and lead 
concentrates the adjustment is made to 
the TC above and below an agreed base 
price, while in copper concentrates the 
adjustment is made to the RC.

The shortage of zinc concentrates during 
2006 led to spot TCs dropping to a histor-
ical low in March. Zinc concentrates were 
sold at a TC as low as US$17 per dmt of 
concentrates on a fl at basis i.e. a realised 
TC without price participation. This can 
be compared with an average realised 
TC under annual contracts for 2006 of 
US$390 per dmt of concentrates. During 
the second half of 2006 the spot TCs for 
zinc increased to US$165 fl at in December. 
These terms are considerably lower than 
those agreed under annual contracts.

The 2006 annual TC/RC contract for 
copper was agreed at US$95/dmt and 
US$0.095/lb plus PP. This represents a 
total income for the smelters of US$0.46 
per lb of copper produced (at average 
2006 copper prices). During the year, the 
copper concentrates market tightened 
considerably to reach a low in September 

with a TC of US$30/dmt and a RC of 
US$0.03/lb and no PP. This represents 
a combined income to the smelter of 
US$0.08 per lb of copper produced 
based on a copper content of 30% in the 
concentrates. Some annual contracts 
are negotiated on a mid year basis and 
these contracts were concluded at a TC 
of US$60/dmt and a RC of US$0.06/
lb with no PP or a combined income of 
US$0.15 per lb.

For lead concentrates the average 
realized TC over 2006 was reported to 
be US$193 per dmt of lead concentrate. 
The spot market for lead has been very 
short of concentrates and the TC dropped 
over the year to reach a low of US$45 
per dmt without escalation in October 
2006 and remained at this level for the 
balance of 2006.

Metals markets 
Smelter Treatment Charges
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The Neves-Corvo copper and zinc mine 
is located 220 kilometres southeast of 
Lisbon in the Alentejo district of Portugal. 
In June 2004 the Portuguese company 
Somincor, that owns and operates the 
mine, was acquired by EuroZinc Mining 
Corporation. As of November 2006, 
Somincor was fully consolidated into 
Lundin Mining. Following the acquisition 
by EuroZinc of Neves-Corvo, management 
has focused on improving the mine’s oper-
ating performance and exploring for new 
reserves and resources in the immediate 
vicinity. 

During 2006, drilling crews completed 
approximately 13,600 metres of a defi ni-
tion-drilling programme on the western 
edge of the Neves deposit and the Lom-
bador deposit. The drill results led to the 
initiation of an engineering study aimed 
at increasing zinc ore throughput at the 
operation. The paste tailings deposition 
physical analysis work was completed and 
the fi nal reports are to be submitted in the 
spring of 2007. This method will ensure 
tailings storage capacity beyond the end 
of the mine life, which is currently esti-
mated to be 2022.

Two value enhancement campaigns 
were initiated during the year with the 
objective of improving labour productivity 
and optimising capital productivity. The 
mine’s average absenteeism rate for 2006 
was the lowest in Somincor’s history at 
2%. Somincor was elected Best Com-
pany of the Year for 2006 in Portugal by 
the national daily newspaper Diario de 
Noticias. This award, which is in its 22nd 
year, recognizes operational excellence on 
the basis of an evaluation of nine quantita-
tive and performance indicators. 

Operations in 2006
A total of 2,095,000 tonnes of ore was 
treated at Neves-Corvo, an increase of 
2% compared with 2005. The increased 
tonnage resulted from improved operating 
performance and from the addition of zinc 
ore production at the mine during the year. 

Copper production was 12% lower 
than the 2005 level due to a planned drop 
in the head grade. A reduced cut-off grade 
was applied as a result of the higher cop-
per price to ensure maximum exploitation 
of the resource and to extend the mine life. 
The head grade was 4.6% in 2006 com-
pared with 5.0% the previous year. The 
concentrate grade was consistent year 
over year at 24.7% and copper recovery 
was 88%. The net cash cost of payable 
copper in 2006 was US$0.78/lb, while 
the average LME copper price for the year 
was US$3.05/lb. 

Zinc production at the mine came in 
slightly earlier than planned in July 2006 
and the zinc plant reached consistent per-
formance at designed recovery and con-
centrate grade levels by year end. 

Neves-Corvo Mine
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2006 2005

Mined Ore (tonnes) 2,107,272 2,092,428

Milled Ore (tonnes) 2,094,527 2,056,081

Head Grade

Copper (%) 4.6 5.0

Zinc (%) 8.4 –

Recovery  

Copper (%) 88.4 88.1

Zinc (%) 60.2 –

Concentrate Grade

Copper (%) 24.7 24.5

Zinc (%) 49.1 –

Metal Produced 

Copper (tonnes) 78,576 89,483

Zinc (tonnes) 7,505 –

Silver (ounces) 645,521 764,828
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Lundin Mining acquired Zinkgruvan in 
2004 and the mine constitutes one of 
the company’s principal assets. Located 
in central Sweden, Zinkgruvan has been 
in production continuously since 1857. 
The primary metal produced is zinc, with 
lead and silver as by-products. Zinkgruvan 
is one of the largest underground zinc 
mines in Sweden and is ranked in the low-
est cash cost quartile among global zinc 
mines. The mine has an estimated reserve 
life of 10 years, with additional resources 
that may support mining for a further seven 
to eight years.

Work commenced in 2006 on develop-
ing a new Life of Mine Business Plan, with 
the objective of increasing the life of the 
mine and its total asset value. The basis of 
the plan is to increase near-mine explora-
tion and explore the potential for copper 
production. Studies are underway with the 
aim of establishing increased production 
levels, while maintaining low cash costs 
from improved mine infrastructure. 

During the year, preparations were 
made to meet a planned production 
increase for 2007 when ore mined and 
milled is expected to reach approximately 
850,000 tonnes. In the fi nal quarter of 
2006, contractors were employed for 
waste and ore development, as well as 
narrow vein mining. Also, the decision was 
taken to conduct a major upgrading of the 
ore dressing plant and to install variable 
speed control on the primary autogenous 
mill. This investment is expected to enable 
higher throughput in the mill, while provid-
ing substantial noise reduction.

Operations in 2006
Ore processed during the year totalled 
787,003 tonnes, a decrease of 2% com-
pared with 2005. This lower tonnage was 
offset by higher zinc grades and improved 
recoveries. As a result, the production of 
zinc metal contained in concentrate for 
2006 was approximately 5,900 tonnes 
greater than in 2005. The production of 
lead contained in concentrate was approx-
imately 4,800 tonnes less than in 2005, 
primarily due to lower grades, which aver-
aged 4.6%, in combination with less mill 
throughput.

The zinc cash cost in 2006 was 
US$0.54/lb compared with US$0.27/lb 
in 2005. This increase in cash costs was 
due to the higher treatment charges, result-
ing from the increased zinc prices.

Zinkgruvan Mine
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Zinkgruvan
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2006 2005

Mined Ore (tonnes) 787,889 799,475

Milled Ore (tonnes) 787,003 803,883

Head Grade

Zinc (%) 10.3 9.4

Lead (%) 4.6 5.1

Recovery  

Zinc (%) 93.8 93.0

Lead (%) 88.5 89.4

Concentrate Grade

Zinc (%) 54.0 53.9

Lead (%) 75.0 73.4

Metal Produced 

Zinc (tonnes) 75,909 69,981

Lead (tonnes) 31,850 36,674

Silver (ounces) 1,760,907 1,866,061
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The Galmoy mine was consolidated into 
Lundin Mining following the formal merger 
with Arcon in May 2005. Construction of 
the mine began in 1995 and production 
in 1997. The primary metal produced is 
zinc, with lead and silver obtained as by-
products. Galmoy has an expected Life of 
Mine of four years. A major revision of the 
production plan was performed during the 
second half of 2006, focused on assuring 
increased recovery of the ore reserves over 
the operational life of the mine. 

The improvement program initiated in 
2005 has led to increased availability and 
stability of the mill. The process results 
have not yet reached the expected out-
comes planned during 2005. The main 
reason for not reaching the target is linked 
to the complex mineralogy of the ore 
reserves. The lead circuit was expanded 
during the fourth quarter of 2006 with the 
installation of an additional fl otation cell. 
The increased fl otation capacity in the 
circuit will enable the mill to increase the 
recovery of lead and zinc.

In April 2006, there was a serious blast-
ing accident at Galmoy when a detonator 
exploded prematurely, resulting in a miner 
suffering serious injuries to his hand. The 
type of detonator was discontinued from 
use by the company. 

Operations in 2006
Ore processed was 616,536 tonnes in 
2006, a decrease of 4% compared with 
2005. Mining was restricted during the 
latter part of 2006 due to technical issues 
related to the backfi ll plant. The blasting 
accident in April also affected production 
as the mine was at stand-still for seven days.

Average zinc head grades were lower in 
2006 at 11.8% as compared with 13.7% in 
2005. Lead head grades were also lower at 
3.2% as compared with 4.0% in 2005. 
These lower grades led to reductions in 
metal production. Contained zinc metal 
production was 60,055 tonnes, a decrease 
of 14,266 tonnes from the previous year. 
Contained lead metal production amounted 
to 13,256 tonnes compared with 17,284 
tonnes the previous year. 

The average zinc cash cost in 2006 was 
US$0.90/lb compared with US$0.46/lb 
in 2005. This increase results from lower 
metal production and from higher smelter 
treatment charges due to the price partici-
pation element. 

Galmoy Mine
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2006 2005

Mined Ore (tonnes) 605,438 667,690

Milled Ore (tonnes) 616,536 644,058

Head Grade

Zinc (%) 11.8 13.7

Lead (%) 3.2 4.0

Recovery  

Zinc (%) 82.6 84.1

Lead (%) 66.8 68.0

Concentrate Grade

Zinc (%) 51.8 51.7

Lead (%) 63.5 64.1

Metal Produced 

Zinc (tonnes) 60,055 74,321

Lead (tonnes) 13,256 17,284

Silver (ounces) 131,797 203,292
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The Storliden zinc and copper deposit, 
located in the Skellefte District of northern 
Sweden, was discovered by North Atlantic 
Natural Resources (“NAN”) in 1998. The 
mine was constructed in a signifi cantly 
shorter time than the average for the indus-
try, becoming operational in 2002. Follow-
ing Lundin Mining’s acquisition of NAN in 
2005, Storliden is fully consolidated into 
Lundin Mining. As at June 30, 2006, Lundin 
Mining controls 100% of the shares of NAN. 

Through an agreement, Storliden is 
operated by Boliden and ore from the mine 
is processed by Boliden at its processing 
facilities in the Boliden Area Operations, 
approximately 90 kilometres from the mine. 

The mine’s zinc cash costs are very 
competitive due to the high by-product 
credits from copper. The Storliden ore 
reserves are expected to be depleted dur-
ing 2007 and operations are planned for 
closure in the fourth quarter. Costs for the 
closure – which have been provisioned 
for – are expected to total no more than 
US$400,000. Exploration efforts in the 
area are ongoing, with the objective of 
replacing Storliden.

Operations in 2006 
Ore processed in 2006 was 362,316 
tonnes, an increase of 42,905 tonnes 
compared with 2005. Production of con-
tained zinc metal in 2006 amounted to 
27,824 tonnes compared with 32,024 
tonnes in 2005, and contained copper 
metal amounted to 10,642 tonnes com-
pared with 10,839 tonnes in 2005. 

The decrease in metal production was 
a result of a revision in the mine plan initi-
ated during the second half of 2006 when, 
with high zinc and copper prices allowing 
for lower cut-off grades, ore was hoisted 
from areas containing signifi cantly lower 
grades than the average of the mine. As a 
result, zinc and copper grades decreased 
compared with 2005, when extraction was 
carried out mainly in the higher grade Cen-
tral and Western zones. The average grade 
of zinc ore in 2006 was 8.5% compared 
with 10.9% in 2005 and of copper ore 
was 3.2% compared with 3.7% in 2005.

The zinc cash cost in 2006 was less 
than zero, as the revenue from by-product 
copper was greater than the overall oper-
ating costs.

Storliden Mine
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2006 2005

Mined Ore (tonnes) 346,652 331,803

Milled Ore (tonnes) 362,316 319,411

Head Grade

Copper (%) 3.2 3.7

Zinc (%) 8.5 10.9

Recovery  

Copper (%) 91.5 92.0

Zinc (%) 90.6 92.6

Metal Produced 

Copper (tonnes) 10,642 10,839

Zinc (tonnes) 27,824 32,024
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Aljustrel
The Aljustrel zinc mine development project 
is located approximately 40 kilometres north-
west of the Neves-Corvo mine in Portugal. 
Aljustrel is owned by Pirites Alentejanas, 
formerly part of EuroZinc Mining Corpora-
tion and since November 2006 fully con-
solidated into Lundin Mining. 

The mine is planned to become opera-
tional in September 2007 and to reach full 
production after twelve months. Annual 
production is expected to amount to 80,000 
tonnes of contained zinc, 17,000 tonnes 
of contained lead and 1.25 million ounces 
of silver. The estimated mine life exceeds 
ten years. Additional exploration is planned 
for 2007 to fi nd extensions of the known 
ore bodies with the aim of increasing the 
mine life.

In May 2006, the Prime Minister of 
Portugal offi cially opened the project and 
the company initiated its development and 
infrastructure preparation work for the 
planned start-up of the mine. In September 
2006, the fi rst blast marked the commence-
ment of capital development work at the 
Feitais main ramp system. 

Ozernoe
In the fourth quarter of 2006, Lundin 
Mining acquired from IFC Metropol a 
49% interest in the Ozernoe project in 
the Republic of Buryatia in the Russian 
Federation. The aim of the acquisition is 
to develop the Ozernoe deposit into one 
of the world’s most signifi cant zinc-lead-
silver open pit mines. The deposit is located 
approximately 190 kilometres east of Lake 
Baikal, 160 kilometres north of the Trans-
Siberian Railroad and 250 kilometres north-
east of Ulan Ude, the capital of Buryatia. 

Ozernoe is estimated to be the sixth 
largest undeveloped zinc deposit in the 
world. The Ozernoe polymetallic ore fi eld 
license covers an area of six square kilo-
metres. According to the pre-feasibility 
study (AMC, April 2006), JORC-classifi ed 
indicated resources amount to 157 million 
tonnes grading 5.2%  zinc and 1.0% lead 
(at a 2% zinc cut-off); and the mine, at full 
production, is planned to produce 300,000 
to 350,000 tonnes of contained zinc annu-
ally plus signifi cant volumes of lead. The 
deposit also contains signifi cant recover-
able silver.

In the fourth quarter of 2006, the resource 
verifi cation and ore defi nition drill pro-
gramme was completed and the results 
broadly confi rmed the Soviet-age resource 
data with no evidence of errors. Deviations 
from the historical results have been ade-
quately explained by geological variability 
of the deposit. 

Lundin Mining Exploration provided 
technical management of the resource veri-
fi cation and initial in-fi ll drilling programmes, 
including the emplacement of QA/QC 
sample protocols, installation of on-site 
sample preparation and XRF geochemi-
cal analysis of the samples. The bankable 
feasibility study is planned to commence 
during the second quarter of 2007.

The proximity of the mine site to Lake 
Baikal, the world’s largest reserve of fresh 
water, and a World Heritage Site, will 
demand a high level of environmental 
responsibility. However, Lundin Mining, 
through its subsidiaries, has demonstrated 
that it is able to meet and exceed the strict-
est of environmental regulations in all of 
the jurisdictions in which the company 
operates. 

Mine development projects
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The Company’s primary focus is on activi-
ties that add value to the company through:

   in-house discoveries of deposits which 
become new corporate assets,

   successful exploration partnerships with 
other companies, through joint ventures 
and/or strategic partnerships, 

   direct investments in other successful 
exploration and mining companies and

   identifi cation and evaluation of potential 
merger and acquisition targets.

The Exploration Projects group currently 
has staffed offi ces and dedicated pro-
grammes in Sweden, Ireland and the Ibe-
rian Peninsula (Portugal/Spain), serviced 
by a fully equipped geophysics team. In 
addition, a New Projects group has been 
assembled to develop new exploration 
projects and provide technical support 
to the Company’s exploration partners, 
including use of the geological and geo-
physical teams.

 Lundin Mining’s investments in 2006 
in exploration drilling and related activities 
increased to approximately US$9.5 million 
from US$7.1 million in 2005. 

In-mine and near-mine exploration
During 2006, in-mine and near-mine explo-
ration was signifi cantly ramped up at all 
of Lundin Mining’s operations, with the 
objective of fi nding new ore zones that will 
extend mine lives and increase the asset 
base of the company. 

Zinkgruvan
Highlights of exploration in 2006 include 
the discovery of a deep northwestern 
extension of the Zinkgruvan ore body. Sur-
face drilling intercepted signifi cant zinc 
and lead sulphide mineralization, includ-
ing 8.35 metres grading 12.7% zinc, 6.8% 
lead and 136 g/t silver at 1,050 metres 
vertical depth; and 6.18 metres grading 
14.3% zinc, 4.8% lead and 110 g/t silver 
at 800 metres vertical depth. A directional 
drill programme is planned for 2007 to 
delineate this new discovery.

Galmoy
The delineation of the K Southwest zone, 
discovered in late 2005, added new ore to 
the mine reserves and this was scheduled 
into the 2006 mine plan. A new mineralised 
zone, known as the CW Southeast zone, 
was discovered in the fi rst quarter of 2006 
and to date has added approximately 
32,000 tonnes in new measured and 
indicated resources. In 2007, drill testing 
amounting to 35,000 metres is planned 
for the Galmoy mine block. 

Storliden
Storliden mine exploration was completed 
in 2006. New zinc and copper sulphide 
mineralization was encountered by explo-
ration drilling but too far from the mine 
workings to affect the life of the mine.

Neves-Corvo
A signifi cant part of Lundin Mining’s 2007 
exploration budget will be devoted to near-
mine exploration at Neves-Corvo. The prin-
cipal objective is to increase copper and 

zinc resources at the very large Lombador 
deposit. In 2006, defi nition drilling amount-
ing to 13,600 metres was completed on 
the western edge of the Lombador and 
Neves deposits. Drill results led to the initia-
tion of an engineering study to signifi cantly 
increase the zinc output at the mine. 

Greenfi eld exploration
During 2006, greenfi eld base metal explo-
ration was conducted in the Skellefte and 
Bergslagen Districts of Sweden and on 
prospecting licenses throughout Ireland. 
Following the merger with EuroZinc Min-
ing Corporation, Lundin Mining became 
a major copper-zinc explorer in Portugal. 
In addition to the mine exploration pro-
gramme at Neves-Corvo and a brownfi eld 
exploration programme in the vicinity of 
the Aljustrel mine development project, 
the company now incorporates an aggres-
sive regional exploration programme on 
the very large land holding in the Iberian 
Pyrite Belt.

Norrliden and Eva 
A proposed plan is being studied to mine 
the Eva deposit in conjunction with the 
Norrliden deposit, both located in the 
Skellefte District of northern Sweden. 
These polymetallic massive sulphide 
deposits will be the focus of engineering 
studies in 2007. During 2006, a mining 
permit was obtained for the Norrliden 
deposit, which is owned 90% by Lundin 
Mining and 10% by International Gold 
Exploration AB, and an internal feasibility 
study is underway. 

Exploration and Strategic partnerships
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Toral
The Toral zinc-lead-silver project, acquired 
by public auction in 2006, is located in 
northwestern Spain. The deposit has a 
historical resource (non-compliant with 
NI 43-101) of 4.7 million tonnes grading 
9.8% zinc, 7.6% lead and 51 g/t silver. 
Final license demarcation and exploration 
permitting are expected to be completed 
early in 2007 and a 7,000 metre drill pro-
gramme is planned to start by the second 
quarter.

Lappvattnet 
In 2006, an option-to-purchase agreement 
was fi nalized with Blackstone Venture 

Corporation on the Lappvattnet nickel 
project, located in the Skellefte District of 
northern Sweden. Blackstone has begun 
an exploration programme that must, as 
part of the earn-in requirements, include 
18,000 metres of drilling over three years.

Norrbotten 
The Norrbotten copper-gold project is 
located near to the Kiruna iron ore mine in 
northern-most Sweden. Results of the last 
round of drilling at the Rakkurijärvi prop-
erty, optioned in 2004 from Anglo-Rio, 
indicate the presence of a small open-pitta-
ble copper-gold deposit of modest grade. 
No further direct funding by Lundin Mining 

is warranted. However, a partner company 
to complete the earn-in agreement with 
Anglo-Rio is being sought.

 
Strategic partnerships
In 2006, Lundin Mining emphasized the 
importance of acquiring interests in, and 
providing fi nancial and technical support 
to, successful junior exploration and pros- 
pecting companies. Lundin Mining believes 
the formation of strategic partnerships with 
such companies is the best approach to 
participating in rewarding new exploration 
opportunities and discoveries. Conse-
quently, Lundin Mining Exploration is 
organised and increasingly staffed to 
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focus on this signifi cant corporate devel-
opment role.

During 2006 and early in 2007, new 
strategic partnerships were formed with 
three exploration companies. Efforts will 
continue in 2007 to identify additional 
strategic partners with exceptional quality 
exploration projects and people. 

The three strategic partnership 
referred to are as follows:

Sunridge Gold Corporation 
Sunridge Gold is focused on actively 
exploring copper-zinc-gold volcanic-hosted 
massive sulphide deposits and prospects 
in Eritrea, in northeastern Africa.

Sanu Resources Ltd.
Sanu Resources is focused on actively 
exploring copper-zinc-gold volcanic-
hosted massive sulphide deposits and 

prospects in Eritrea. Sanu Resources also 
has exploration properties in Morocco and 
Burkina Faso. 

Mantle Resources Ltd. 
Mantle Resources is developing high-
grade zinc-lead-silver resources at its 
advanced stage Akie project in northern 
British Columbia, Canada. The company 
has a large exploration land holding cov-
ering much of this very prospective belt 
and is setting up a pipeline of exploration 
targets.

Looking Ahead to 2007
In 2007, Lundin Mining Exploration will 
focus on the following activities:

   strategic partnerships, 

   in-mine and near-mine exploration in Por-
tugal (Neves-Corvo, Aljustrel), Sweden 
(Zinkgruvan), and Ireland (Galmoy),

   exploration of advanced stage green-
fi elds projects in Spain (Toral), Ireland 
(Keel), and Sweden (Copperstone, 
Norrliden) and 

   selected regional greenfi elds programs 
throughout the Iberian Pyrite Belt in 
Portugal.

The exploration budget for 2007 amounts 
to approximately US$30 million. This 
includes 152,000 metres of exploration 
drilling with approximately 97,000 metres 
of surface and underground mine explora-
tion drilling on existing mining leases and 
approximately 55,000 metres of green-
fi elds exploration drilling.
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The development of mineral resources 
has throughout history been a major con-
tributor to the material needs, wealth and 
social progression of mankind. Today, we 
simply could not live the way we do with-
out metals. They possess unique and valu-
able properties for construction of strong 
and endurable products, for corrosion pro-
tection and for production, transmission 
and storage of energy.

In many parts of the world, the value of 
mineral resources has provided the basis 
for the growth of national and regional 
economies – and there is considerable 
potential for such growth in other parts 
of the world in future. In the European 
Union (“EU”), as well as elsewhere, metal 
demand far outstrips internal production, 
creating a dependence on imports; yet the 
EU holds signifi cant potential for develop-
ment of its own mineral resources.

In a society striving towards sustain-
able development, metals have obvious 
importance. Even though minerals consti-
tute fi nite natural resources, each unit of 
new produced metal is a resource for the 
future. Metals are elements that cannot 
be destroyed and, used in an appropriate 
way, they are ideal for recycling. 

The mining industry has a vital mission 
to satisfy the need for metals in the indus-
trialized world, while at the same time:

   recognizing modern demands for high 
standards of environmental protection, 
corporate social responsibility, and 
health and safety and

   contributing to conditions for both pres-
ent and future social and economic 
development.

Sustainable development

Lundin Mining’s Undertaking
Lundin Mining’s goal is to be a leader in 
the discovery, acquisition and develop-
ment of mineral resources in Europe and 
other parts of the world. The Company is 
dedicated to the belief that these activities 
must be carried out with the concept of 
sustainable development in mind. 

Accordingly the Company will, in all 
operations, develop and apply work prac-
tises that meet the highest requirements for 
health, safety, environmental protection and 
all other aspects of sustainable develop-
ment. Statutory requirements will provide 
the basis for the work practises, but Lundin 
Mining will strive to exceed these wherever 
possible.

A comprehensive set of internal regu-
lations is needed in order to maintain 
appropriate standards, particularly as 
Lundin Mining is a rapidly growing com-
pany with operations in several countries. 
During 2006, Lundin Mining developed an 
operational policy with general directives 
relating to all aspects of sustainable devel-
opment. Standards for environmental man-
agement and for health and safety have 
been developed, along with routines for 
regular internal auditing of these aspects. 
Improvements to relevant components of 
the Company’s management system will 
be implemented whenever the need is 
identifi ed.

The foundations have been set for pub-
lication of an annual sustainability report, 
containing comprehensive information 
on Lundin Mining’s performance in health 
and safety, environmental protection and 
other aspects of sustainable development. 

Local sustainability reports will also be 
published annually in both the local lan-
guages and English. 

Health and Safety
Health and safety are paramount in the 
Company and are at the top of the compa-
ny’s agenda at all times. The ultimate goal 
of the Company is that no one be harmed 
in any way at any of Lundin Mining’s opera-
tions. A comprehensive and systematic 
improvement program is ongoing, encom-
passing education and training, risk man-
agement and development of technical 
facilities, organisation and work practises. 

Although the frequency of Lost Time 
Injuries throughout the Company’s opera-
tions has been decreasing over recent 
years, the statistical frequency did increase 
from 2005 to 2006. All accidents during 
2006 could be classifi ed as non-serious, 
with one exception, in which a miner suf-
fered serious injuries to his hand.

All of the Lundin Mining operations 
main tain well-developed emergency 
preparedness and response plans. 
Employees are trained to manage and 
limit the consequences of various acci-
dent and emergency situations. At the 
Company’s Galmoy Mine in Ireland, the 
Mine Rescue Team won the 2006 inter-
mine competition between Irish and British 
mine rescue teams.
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Environmental Protection and 
Social Responsibility
Lundin Mining is committed to using mod-
ern technology, well established and well 
communicated work practises, and skilled 
and responsible employees to meet two 
goals:

   to limit the impact of all activities such 
that no harm is caused to the surround-
ing natural environment or to our neigh-
bours and

   to carry out closure of operations and 
reclamation of the areas in which they 
are located in a manner that minimises 
the risk of any negative impact and 
enables those areas to be recognized 
as future assets.

During 2006, requirements for fi nancial 
guarantees for reclamation following mine 
closure were introduced by the EU and 
in Sweden. At Zinkgruvan, there were 
already extensive requirements on bond-
ing for reclamation in place, which were 
subsequently reduced slightly by the Envi-
ronmental Court. The Zinkgruvan mine 
management focuses on cost-effi cient 
reclamation methods and on the prepara-
tion of future tailings storage facilities that 
will not require costly reclamation. At the 
Galmoy mine in Ireland the requirements 
for reclamation bonding and the details 
are currently subject to negotiation with 
the authorities.

In 2006 Neves-Corvo completed exten-
sive studies aimed at securing long-term 
capacity for tailings storage: this work 
will be reported in 2007. The owner of the 
mine, Somincor, was elected Best Com-
pany of the Year by the national newspaper 
Diario de Noticias, using an award system 
that recognizes operational excellence 
through a range of quantitative evaluations 
and performance indicators. 

All of Lundin Mining’s operations hold 
the required permits for their activities.

Any non-compliances are managed in 
consultation with the relevant authorities 
and where necessary with third parties. 
Notifi cations during 2006 included the 
occurrence of sediments with elevated 
metals content downstream of the Galmoy 
mine and defi cient management of waste 
for underground disposal. 

During the year, none of the Lundin 
Mining operations received non-compli-
ance orders. 
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Neves-Corvo 
As at December 31, 2006, the Proven and 
Probable Mineral Copper Reserves at the 
Neves-Corvo Mine were 17.239 million 
tonnes grading 4.9% copper. The Proven 
and Probable Mineral Zinc Reserves were 
10.930 million tonnes grading 7.9% zinc. 
Reserves and Resources for the Neves-
Corvo Mine were calculated by the mine’s 
geology and engineering department 
under the guidance of Mr. Nelson Pacheco 
and Mr. Carlos Moreira, and audited by 
Wardell Armstrong International (WAI). 
Qualifi ed Persons for the 2006 Resource 
and Reserve estimates are WAI personnel 
Mr. Mark L. Owen, Associate Director and 
Principal Geologist, Mr. Owen Mihalop, 
Senior Mining Engineer and Mr. Anton 
Kornitskiy, Senior Resource Geologist.

Zinkgruvan
As at December 31, 2006, the Proven and 
Probable Mineral Reserves at the Zinkgru-
van Mine were 8.648 million tonnes grading 
9.7% zinc, 4.8% lead and 100g/t silver. In 
addition, a copper resource exists in the 
structural hanging wall of the Burkland ore-
body consisting of copper in the form of 
disseminated and stockwork chalcopyrite 
hosted in dolomitic marble. The Mineral 
Reserves, which are reported in addition 
to Mineral Resources, were estimated by 
the Zinkgruvan Mine staff. The Qualifi ed 
Persons responsible for the Zinkgruvan 
Mineral Reserve and Resource estimates 
are Mr. Per Hedström and Mr. Lars Malm-
ström, as employees of the Zinkgruvan 
Mine and members of the Australian Insti-
tute of Mining and Metallurgy. 

Galmoy
As at December 31, 2006, the Proven and 
Probable Mineral Reserves at the Galmoy 
Mine were 2.577 million tonnes grading 
15.0% zinc, 4.3% lead and 40g/t silver. 
The Mineral Reserves, which are reported 
in addition to Mineral Resources, were 
estimated by the Galmoy Mine staff. The 
Qualifi ed Persons responsible for these 
estimates are EurGeol Mike Lowther 
PGeo MIMMM CEng, Mine Superinten-
dent and EurGeol Paul McDermott, Head 
of Technical Services.

Storliden
As at December 31, 2006, the Proven and 
Probable Mineral Reserves at the Storliden 
Mine were 0.224 million tonnes grading 
6.8% zinc, 2.0% copper, 0.2g/t gold and 
16.1g/t silver. The Qualifi ed Person respon-
sible for these estimates is Mr. Adam 
Wheeler, C.Ing, Eur Ing, MIMM, an inde-
pendent consultant. The work has been 
completed with assistance from both NAN 
and Boliden technical personnel. 

Aljustrel
As at December 31, 2006, the Probable 
Mineral Zinc Reserves at the Aljustrel proj-
ect were 14.400 million tonnes grading 
5.5% zinc, 1.8% lead and 62.6g/t silver. 
The Probable Mineral Copper Reserves 
were 1.600 million tonnes grading 2.2% 
copper. The Qualifi ed Persons responsi-
ble for the Aljustrel Reserve and Resource 
estimates are Mr. Guy Lauzier, P.Eng., 
Mr. Bob Carmichael, P.Eng. and Mr. Neil 
Burns, P.Geo, all of whom are employees of 
Lundin Mining. 

Mineral Reserves and Resources
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Dec 31, ’06 Tonnes
Zinc 
(%)

Lead
(%)

Silver
(g/t)

Copper
(%)

Mineral reserves

Proven, Zinc 6,635,000 10.0 5.5 113 –

Probable, Zinc 2,013,000 8.9 2.7 59 –

Proven & Probable 8,648,000 9.7 4.8 100 –

Mineral Resources

Measured, Zinc 537,000 6.3 0.9 24 –

Indicated, Zinc 1,251,000 9.1 3.3 85 –

Measured & Indicated, Zinc 1,788,000 8.3 2.6 67 –

Indicated, Copper 2,800,000 0.5 0.0 32 2.9

Inferred, Zinc 7,790,000 10.6 4.4 101 –

Inferred, Copper 890,000 0.2 0.0 28 3.1

N
ev

es
-C

or
vo

Dec 31, ’06 Tonnes
Copper 

(%)
Zinc 
(%)

Lead
(%)

Mineral reserves

Proven, Copper 6,230,129 5.2 1.2 0.2

Probable, Copper 11,008,977 4.7 0.7 0.2

Proven & Probable, Copper 17,239,107 4.9 0.8 0.2

Proven, Zinc 144,809 0.3 6.4 1.3

Probable, Zinc 10,784,915 0.4 7.9 1.5

Proven & Probable, Zinc 10,929,725 0.4 7.9 1.5

Mineral resources

Measured, Copper 6,589,245 6.1 1.5 0.3

Indicated, Copper 12,832,000 5.3 0.8 0.3

Measured & Indicated, Copper 19,421,245 5.6 1.0 0.3

Measured, Zinc 1,233,738 0.4 4.9 1.0

Indicated, Zinc 29,437,805 0.6 6.2 1.2

Measured & Indicated, Zinc 30,671,543 0.6 6.2 1.2

Inferred, Copper 3,002,102 4.5 0.8 0.2

Inferred, Zinc 25,464,727 0.6 5.5 1.5

Mineral Reserves and Resources
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oy

Dec 31, ’06 Tonnes
Zinc 
(%)

Lead
(%)

Silver
(g/t)

Mineral reserves

Proven 2,349,000 15.4 4.4 42

Probable 228,000 11.8 2.4 20

Proven & Probable 2,577,000 15.0 4.3 40

Mineral Resources

Measured 997,000 17.9 4.3 40

Indicated 461,000 14.0 2.1 15

Measured & Indicated 1,458,000 16.7 3.6 32

Inferred 89,000 13.0 2.9 26

S
to

rl
id

en Dec 31, ’06 Tonnes
Zinc 
(%)

Copper 
(%)

Gold
(g/t)

Silver
(g/t)

Mineral reserves

Proven 224,000 6.8 2.0 0.2 16.1

A
lju

st
re

l

Dec 31, ’06 Tonnes
Copper 

(%)
Zinc 
(%)

Lead
(%)

Silver
(g/t)

Mineral reserves

Probable, Zinc 14,400,000 0.3 5.5 1.8 62.6

Probable, Copper 1,600,000 2.2 1.0 0.3 14.3

Mineral resources

Measured, Zinc 2,582,000 0.3 5.2 1.8 52.2

Indicated, Zinc 20,997,000 0.2 5.7 1.8 61.8

Measured & Indicated, Zinc 23,579,000 0.2 5.7 1.8 60.8

Measured, Copper 260,000 1.8 1.3 0.4 20.3

Indicated, Copper 6,660,000 2.1 1.1 0.4 17.1

Measured & Indicated, Copper 6,920,000 2.1 1.1 0.4 17.2

Inferred, Zinc 9,321,000 0.3 5.3 1.6 51.2

Inferred, Copper 1,990,000 2.1 0.8 0.2 11.7

31



1  Dale C. Peniuk, C.A., 
Director

 Born 1959.  Board member since 
2006 (formerly a board member of 
EuroZinc Mining Corporation).  Other 
board duties: Corriente Resources Inc. 

 Bachelor of Commerce degree 
from the University of British Colum-
bia, Vancouver, Canada.  Shares in 
Lundin Mining: nil.  Incentive stock 
options: 142,800. 

2  Donald Charter, Director
 Born 1956.  Board member 

since 2006 (formerly a board mem-
ber of EuroZinc Mining Corporation). 

 Other board duties: IAMGOLD 
Corp., Dundee REIT, Glencairn Gold 
Corporation, Great Plains Explor-
ation Inc.  B.A. (hons.) and LLB 
both from the McGill University.  
Shares in Lundin Mining: 11,424. 

 Incentive stock options: 142,800. 

3  John H. Craig, Director 
 Born 1947.  Board member since 

2003.  Other board duties: Deni-
son Mines Corp., Tenke Mining Corp., 
Canadian Gold Hunter Corp., Tang-
anyika Oil Company Ltd. and Atac-
ama Minerals Corp.  Bachelor of 
Arts (Economics) and Bachelor of 
Laws from the University of Western 
Ontario, Canada.  Shares in Lun-
din Mining: 30,000.  Incentive stock 
options: nil. 

4  Brian D. Edgar, Director 
 Born 1950.  Board member since 

1994.  Other board duties: Pender 
Financial Group Corporation, Dome 
Ventures Corp., Denison Mines Corp., 
Red Back Mining Inc., Lexacal Invest -
ment Corp. and White Knight Resour-
ces Ltd., Pearl Exploration and Pro-
duction Ltd.  Law degree and Arts 
degree from University of Brit-
ish Columbia, Vancouver, Canada. 

 Shares in Lundin Mining: 30,000 
 Incentive stock options: nil. 

5  Graham Mascall, Director   
 Born 1946.  Board member since 

2006 (formerly a board member of 
EuroZinc Mining Corporation).  Other 
board duties: Uramin Inc., Gemfi elds 
Resources Ltd., Angol Asian Mining 

 Master of Engineering (Mineral 
Economics) from McGill University, 
Canada.  Shares in Lundin Mining: 
nil.  Incentive stock options: nil.

6  David Mullen, Director
 Born 1955.  Board member since 

2006 (formerly a board member 
of EuroZinc Mining Corporation). 

 Other board duties: Gold-Ore 
Resources Ltd.  Master Degree in 
Business Administration from Univer-
sity of Western Ontario, and Bachelor 
of Commerce Degree from University 
of British Columbia, Canada.  Shares 
in Lundin Mining: 8,466.  Incentive 
stock options: 68,544.  

7  Anthony O’Reilly Jnr, 
Director  

 Born 1966.  Board member since 
2005.  Chief Executive of Providence 
Resources Plc.  Other board duties: 
Independent News & Media PLC and 
Fitzwilton Limited.  BA degree – Eco-
nomics and history – from Brown Uni-
versity, Rhode Island, USA.  Shares 
in Lundin Mining: 65,634.  Incentive 
stock options: nil. 

8  William A. Rand, Director 
 Born 1942.  Board member since 

1994.  Other board duties: Board 
member and Chairman of Pender 
Financial Group Corporation, Board 
member and Chairman of Dome Ven-
tures Corporation, Board member of 
Canadian Gold Hunter Corp., Deni-
son Mines Corp., Lexacal Investment 
Corp., Lundin Petroleum AB, Tangan-
yika Oil Company Ltd., Tenke Mining 
Corp., and Vostok Nafta Investment 
Ltd.  Commerce degree (Honours 
Economics) from McGill University.  
Law degree from Dalhousie Univer-
sity. Master of Law degree in Interna-
tional Law from the London School 
of Economics.  Shares in Lundin 
Mining: 76,374.  Incentive stock 
options: nil.

9  Lukas H. Lundin, Chairman   
 Born 1958.  Board member since 

1994.  Other board duties: Chair-
man of Tanganyika Oil Company Ltd., 
Pearl Exploration and Production Ltd., 
Vostok Nafta Investment Ltd., Tenke 
Mining Corp., Canadian Gold Hunter 
Corp., Red Back Mining Inc., Denison 
Mines Corp., board member of Lundin 
Petroleum AB and Atacama Minerals 
Corp.  Bachelors Degree in Engi-
neering from New Mexico Institute 
of Mining and Technology, USA. 

 Shares in Lundin Mining: 155,493. 
 Incentive stock options: nil.

10  Colin K. Benner, P.Eng.
Vice Chairman and CEO 

 Vice Chairman and CEO (up to 
March 31, 2007), Vice Chairman 
(from April 1, 2007)  Born 1944. 

 Board member since 2006 (formerly 
a board member of EuroZinc Mining 
Corporation).  Other board duties: 
Major Drilling Group Inc., Dundee 
Precious Metals Inc., Tahera Dia-
mond Corp., Gold Hawk Resources 
Inc.; advisory committee of Sher-
wood Copper Corp.  Graduate of the 
Haileybury School of Mines, Canada. 

 Shares in Lundin Mining: 40,668. 
 Incentive stock options: 427,800. 

Board of Directors and 
Senior Executives

1 2 3 4 5 6 7 8

 Audit Committee: Dale Peniuk, 
Bill Rand and Don Charter.  Corpo-
rate Governance Committee: John 
H. Craig, Graham Mascall, Brian 
Edgar and David Mullen.  Human 
Resources/Compensation Commit-

tee: Lukas Lundin, Anthony O’Reilly 
Jnr., David Mullen and Donald Charter. 

 Environment, Safety and Health 
Committee: Graham Mascall, Brian 
Edgar and Anthony O’Reilly Jnr.

Board committees
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A  Colin K. Benner, P.Eng. 
 CEO (up to March 31, 2007)  Born 1944. 
 Employed by Lundin Mining since 2006. 
 See Board of Directors.

B  Karl-Axel Waplan
 President and Chief Operating Offi cer 

(up to March 31, 2007). President and CEO 
from April 1, 2007.  Born 1951.  Employed 
by Lundin Mining since 2004.  M.Sc. in 
Mechanical Engineering from the Royal 
Institute of Technology, Stockholm, Swe-
den.  Shares in Lundin Mining: 198,000.  
Incentive stock options: 300,000. 

C  João Carrêlo
 Executive Vice President Mining (up to 

March 31, 2007), Chief Operating Offi cer 
from April, 2007.  Born 1959.  Employed 
by Lundin Mining since November 2006. 

 Graduate mining engineer with a MBA 
 Shares in Lundin Mining: nil.  Incentive 

stock options: 418,881.

D  Anders Haker
 Vice President and Chief Financial Offi cer 
 Born 1961.  Employed by Lundin Mining 

since 2005.  B.Sc. in Business Adminis-
tration from the University of Uppsala, 
Sweden.  Shares in Lundin Mining: nil. 

 Incentive stock options: 75,000.

E  Mikael Schauman 
 Vice President Marketing  Born 1959. 
 Employed by Lundin Mining since Decem-

ber 2006.  BA in Finance from Stockholm 
School of Economics, Sweden.  Shares 
in Lundin Mining: nil.  Incentive stock 
options: 120,000.

F  Neil O’Brien
 Vice President Exploration  Born 1960. 
 Employed by Lundin Mining since 2005. 
 Ph.D. in Geological Sciences from 

Queens University, Ontario, Canada. 
 Shares in Lundin Mining: 79,500.  Incen-

tive stock options: nil.

G  Manfred Lindvall
 Vice President Environment, Health and 

Safety.  Born 1952.  Employed by Lundin 
Mining 2006.  M.Sc in Mining and Met-
allurgy at Luleå University of Technology 
1976.  Engineering Licentiate in Applied 
Geology at Luleå University of Technol-
ogy 2005.  Shares in Lundin Mining: nil. 

 Incentive stock options: 90,000.

H  Kevin Hisko
 Corporate Secretary  Born 1958. 
 Partner, McCullough O’Connor Irwin LLP, 

Vancouver.  Shares in Lundin Mining: nil. 
 Incentive stock options: nil. 
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Board of Directors
The Board of Directors (the “Board”) is 
primarily responsible for supervising the 
management of the Company’s business 
and affairs. Its authority is determined by 
the provisions of the Canada Business 
Corporations Act and by the Company’s 
By-laws. In addition, the Board’s activi-
ties are governed by a set of procedural 
rules which are adopted by the Board. The 
Board regularly reviews its guidelines and 
policies and, not less than annually, con-
siders how its corporate governance prac-
tices align with guidelines established by 
the regulatory authorities having authority, 
including the Toronto Stock Exchange.

At the 2006 Annual General Meeting 
held on May 31, 2006 nine members were 
elected to the Company’s Board. At the 
Board’s initial meeting, also held on May 
31, 2006, the directors appointed various 
senior offi cers including Lukas Lundin 
as Chairman of the Board and Karl-Axel 
Waplan as President and CEO.

At the Special Meeting of Lundin 
Mining’s Shareholders, held on October 
19, 2006, the shareholders approved a 
resolution increasing the number of direc-
tors of the Lundin Mining board from a 
maximum of nine directors to a maximum 
of ten directors. Accordingly, effective as 
at November 1, 2006, the Board is com-
prised of ten individuals. Following the 
Special Meeting, the Board appointed 
various senior offi cers, including Lukas 
Lundin as Chairman of the Board, Colin K. 
Benner as Vice Chairman and CEO and 
Karl-Axel Waplan as President and Chief 
Operating Offi cer. 

The Board meets as required to con-
duct its business, which includes the 
approval of the quarterly and annual 

Corporate governance practices

audited fi nancial statements of the Com-
pany. The Company’s external corporate 
counsel is the Corporate Secretary of 
the Company who attends at all meetings 
of the Board and most meetings of the 
Board’s Committees.

The Board’s Chairman is responsible 
for the management, development and 
effective performance of the Board, for 
monitoring the Company’s development 
through regular contact with the CEO and 
with the President, and for ensuring that 
the Board regularly receives reports con-
cerning the development of the Company’s 
business and operations, including prog-
ress in respect of profi ts, liquidity and sig-
nifi cant contractual matters.

By a consent resolution made October 
31, 2006, the Board appointed a number 
of committees, each of which has its own 
charter and delegated responsibilities.

Audit Committee
The Audit Committee is comprised of 
three Board members, each of whom is 
independent of the Company. The Audit 
Committee, which meets at least fi ve 
times per year, oversees the Company’s 
accounting and fi nancial reporting pro-
cesses, systems of internal controls and 
the audits of the Company’s fi nancial 
statements and reviews the Company’s 
quarterly and annual fi nancial statements.

Human Resources/Compensation 
Committee
The Human Resources/Compensation 
Committee is comprised of three non-
executive members of the Board and the 
Board’s Chairman. The Human Resources/
Compensation Committee is responsible 
for administering the Company’s executive 

compensation program, and meets not 
less than annually to receive information 
concerning, and to determine matters 
relating to, executive compensation.

Corporate Governance Committee
This Committee is comprised of four non-
executive Board members and assists 
the Board in identifying qualifi ed individu-
als for Board membership, develops and 
implements corporate governance guide-
lines, and reports annually to the Corpo-
ration’s shareholders on the Corporation’s 
system of corporate governance.

Environment, Safety and 
Health Committee
This Committee is comprised of three non-
executive Board members and assists the 
Board in the work to develop and implement 
the environmental policies of the Corpora-
tion and the activities of the Corporation 
as they relate to the health and safety of 
the Corporation’s employees.

Board Committees 
Audit Committee: Dale Peniuk, Bill Rand 
and Don Charter. Corporate Governance 
Committee: John H. Craig, Graham Mascall, 
Brian Edgar and David Mullen. Human 
Resources/Compensation Committee: 
Lukas Lundin, Anthony O’Reilly Jnr, David 
Mullen and Don Charter. Environment, 
Safety and Health Committee: Graham 
Mascall, Brian Edgar and Anthony 
O’Reilly Jnr.

Auditors 
PricewaterhouseCoopers LLP, Vancouver, 
B.C., Canada have been Lundin Mining’s 
auditors since November 2006.
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The Company has overall management responsibility for the project, including 
development, construction and operation of the mine once completed. The pre-
liminary capital expenditure for the project is $400 million, which is the estimate 
in the pre-feasibility study.  The Company is also responsible for arranging project 
fi nancing in an amount equal to 60% of the cash required to put the project into 
commercial production, with the remaining 40% injected as equity by the Com-
pany and Metropol on a pro rata basis. 

For further information regarding the acquisition of Ozernoe, see the November 
17, 2006 news release issued by the Company. 

Investment in Mantle Resources 
In November 2006, the Company entered into a fi nancing arrangement with 
Mantle Resources Inc., a publicly traded mining company listed on the TSX 
Venture Exchange (TSX.V : MTS), pursuant to which the Company subscribed for 
3,685,000 units of Mantle by way of a non-brokered private placement at a price of 
C$0.78 per unit for an investment of C$2,874,300.  Each unit consisted of one 
common share of Mantle and one common share purchase warrant, exercisable 
into one common share of Mantle at a price of C$0.78 for a period of two years 
from the closing of the private placement.  This investment represents less than 
10% of the issued and outstanding common shares of Mantle on December 31, 
2006.  These shares are subject to a four-month hold period from the date of closing.

On March 16, 2007 Lundin Mining announced that subject to regulatory approval 
it will be making an additional investment in Mantle Resources Inc. by subscribing for 
1,700,000 units by way of a non-brokered private placement at a price of C$1.15 
per unit for an investment of C$1,955,000.

Each unit will consist of one common share plus one half of one common share 
purchase warrant. Each whole warrant will be exercisable into one additional com-
mon share of Mantle at a price of C$1.75 for a period of two years from the closing 
of the private placement. The securities in the units will be subject to a four-month 
hold period from the date of closing. Upon the completion of the private placement, 
in addition to its current holdings, Lundin Mining will hold just under 10% of the 
common shares of Mantle.

Mantle is exploring the Akie zinc-lead property in northeastern British Columbia, 
Canada which comprises of mineral claims covering approximately 5,400 hect-
ares and is approximately 20 km to the southeast of the Cirque deposit (owned 
by Teck Cominco/Korea Zinc).  The historical resource estimate of the Cirque 
deposit is in excess of 40 million tonnes grading 7.8% zinc, 2.2% lead and 48 
grams of silver per tonne.  Mantle was entitled to earn a 65% interest in the Akie 
property pursuant to an option agreement with Ecstall Mining Corporation.  On 
February 26, 2007 Mantle reported that it had acquired approximately 96% of 
the issued shares of Ecstall Mining Corporation.  Mantle also recently acquired 
a 100% interest in certain mineral claims located in the Mt. Alcock area of north-
eastern British Columbia.

For further information regarding the investment in Mantle Resources Ltd., see 
the November 24, 2006 and March 16, 2007 news releases issued by the Company. 

Acquisition of 4 million units of Sanu Resources Ltd. 
In January 2007 Lundin Mining completed the acquisition of 4,000,000 units of 
Sanu Resources Ltd. (“Sanu”) at a price of C$0.65 per unit for a total investment 
of C$2.6 million.  Each unit comprises one common share and one common 
share purchase warrant, exercisable into one common share of Sanu at a price of 
C$0.90 per share over a two-year period.  As a result of the acquisition, the Com-
pany owned approximately 14% of the issued and outstanding common shares 
of Sanu as at January 30, 2007 before giving effect to any shares that may be 
acquired by the Company on exercise of the share purchase warrants.  

Sanu is a publicly traded mining company listed on the TSX Venture Exchange 
(TSX.V: SNU).  

For further information regarding the investment in Sanu Resources Ltd., see 
the January 30, 2007 news release issued by the Company.

The following Management’s Discussion and Analysis (“MD&A”) of Lundin Mining 
Corporation (“Lundin Mining” or the “Company”) has been prepared as of March 
31, 2007 and is intended to supplement and complement the accompanying 
audited Consolidated Financial Statements and Notes for the year ended Decem-
ber 31, 2006.  Please also refer to the cautionary statement of forward-looking 
information at the end of the MD&A.  Additional information relating to the Com-
pany is available on the SEDAR website at www.sedar.com.  All the fi nancial infor-
mation in this MD&A is in accordance with Canadian generally accepted account-
ing principles (“Canadian GAAP”) and all dollar amounts in the tables, including 
comparatives, are expressed in thousands of US dollars, unless otherwise noted.

Overview
Lundin Mining is a Canadian based international mining company that owns and 
operates the Zinkgruvan zinc/lead/silver mine in Sweden, the Galmoy zinc/lead 
mine in Ireland, and the Neves-Corvo copper/zinc mine in Portugal.  Additionally, 
the Company owns the Storliden copper/zinc mine in Sweden, which is operated 
by Boliden, as well as the Aljustrel zinc/lead/silver mine in Portugal, which is in 
the development stage and scheduled to begin production in September 2007.

Recent developments and 2006 highlights

Record Earnings
Recorded earnings of $152.9 million, or $1.02 per share on sales of $539.7 
million.  Record sales and earnings were driven by strong production and metal 
prices during the year.

Lundin Mining and EuroZinc Mining fi nalized merger
On August 21, 2006, Lundin Mining and EuroZinc Mining Corporation (“Euro-
Zinc”) announced that the two companies had entered into an agreement to 
merge through a Plan of Arrangement.  Following approvals at Special Sharehold-
ers’ Meetings held by each of the companies on October 19, 2006, and court 
approval on October 24, 2006, the transaction closed on October 31, 2006.  In 
conjunction with the merger, Lundin Mining commenced trading on the American 
Stock Exchange (“AMEX” symbol LMC), which is in addition to the Company’s 
Toronto Stock Exchange (“TSX” symbol LUN) and the Stockholm Stock Exchange 
(“SSE” symbol LUMI) listings.

Lundin Mining now operates two mines in Sweden and a mine in Portugal and 
Ireland.  In September 2007, a fi fth mine is planned to start production in Portugal.  
Production for 2006, on a combined basis, amounted to 89,218 tonnes of copper 
metal contained in concentrate, 171,293 tonnes of zinc metal contained in con-
centrate, 45,106 tonnes of lead metal contained in concentrate and 2,538,225 
ounces of silver contained in concentrate.  The Company has approximately 1,500 
employees following the merger. 

For further information regarding the merger between Lundin Mining and Euro-
Zinc Mining, see the October 31, 2006 news release issued by the Company.

Finalized acquisition of 49% interest in the Ozernoe zinc/lead project 
The acquisition of a 49% interest in the Ozernoe project, a major zinc/lead deposit 
located in the Republic of Buryatia in the Russian Federation, was fi nalized in 
November 2006. Lundin Mining’s consideration for its 49% interest was $125 
million. 

A joint venture company was formed which is held 49% by Lundin Mining and 
51% by IFC Metropol (“Metropol”).  The activities of the joint venture company are 
governed by a Shareholders Agreement.  Lundin Mining’s $125 million consider-
ation comprised of $2 million, paid to secure negotiation exclusivity on the proj-
ect, and $113 million paid upon closing of the transaction, of which $10 million 
is for costs incurred after signing the Letter of Intent in May, 2006 for a bankable 
feasibility study.  The remaining $10 million is payable after the project has com-
menced commercial production.  The fi nal purchase price is subject to an adjust-
ment based on recoverable zinc metal from the JORC Code resources that are 
confi rmed in the bankable feasibility study.

Management’s discussions and analysis 
of results of operations and fi nancial condition
(Amounts in United States Dollars unless otherwise indicated) Twelve months ended december 31, 2006 and 2005
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Lundin Mining Board of Directors
As a result of the merger with EuroZinc Mining Corporation, fi ve Board members 
from the former EuroZinc Board replaced an equivalent number of existing Lundin 
Mining Board members, thereby ensuring both companies were equally repre-
sented in the combined company going forward.  The new Board is comprised of 
Lukas Lundin (Chairman), Colin Benner (Vice Chairman), Donald Charter, John 
Craig, Brian Edgar, Graham Mascall, David Mullen, Bill Rand, Tony O’Reilly and 
Dale Peniuk.

Announcement of management changes 
Effective March 31, 2007 Mr. Colin K. Benner, Vice Chairman and Chief Executive 
Offi cer of Lundin Mining stepped down as Chief Executive Offi cer, remaining as 
Vice Chairman and a Director of the Company.  Mr. Karl-Axel Waplan, previously 
President and Chief Operating Offi cer of the Company, remained as President 
and replaced Mr. Benner as Chief Executive Offi cer.  In addition, Mr. João Car-
rêlo, previously Executive Vice President and Chief Operating Offi cer of Spain 
and Portugal Operations assumed the role of Chief Operating Offi cer of Lundin 
Mining. 

On February 9, 2007 the Company announced the appointment of Mikael 
Schauman to the position of Vice President Marketing effective immediately.  Mr. 
Schauman will be based in Stockholm and report directly to the Chief Executive 
Offi cer of the Company. 

On March 19, 2007 the Company announced the appointment of Dr. Wojtek 
Wodzicki to the position of Vice President of Strategic Partnerships and Dr. Neil 
O’Brien as Senior Vice President of Exploration and Business Development 
effective April 1, 2007.  Dr. Wodzicki and Dr. O’Brien will both be based out of 
Vancouver.

Negotiations with the unions at Galmoy
On January 12, 2007, the Company reported on the status of negotiations 
between management of the Galmoy mine and the unions representing its 
employees.  Delays in the negotiations, which have been ongoing since June 
2006, resulted in employees at the mine becoming distracted by the process 
and production was negatively impacted.  On February 7, 2007, the Company 

reported that production at Galmoy had returned to normal levels.  The Company 
expects negotiations, led by the Irish Labour Relations Commission, will resume 
shortly.

Stock split
The Company announced a three-for-one subdivision of its common shares on 
January 22, 2007.  The Company’s common shares commenced trading on a sub-
divided basis on February 1, 2007 on the Toronto Stock Exchange and on Febru-
ary 9, 2007 on the American Stock Exchange.  The Company’s Swedish deposi-
tory receipts commenced trading on a subdivided basis on the Stockholm Stock 
Exchange on February 1, 2007.  The three-for-one subdivision was payable on 
February 8, 2007 to shareholders of record at the close of business on February 
5, 2007, granting all such shareholders two additional common shares for every 
common share of the Company held.

Management believes there has been limited liquidity in the common shares of 
the Company and that the subdivision will create a larger public fl oat and greater 
liquidity.  Post completion of the split there is approximately 285 million shares 
issued and outstanding.

Selected annual information

Fiscal year ended Dec 31, 2006 2005 

Sales (US$000,000’s) 539.7 192.1

Net income (US$000,000’s) 152.9 30.0

Net income per share, basic (US$) (i) 1.02 0.26

Net income per share, diluted (US$) (i) 1.01 0.26

Cash provided by operations 247.2 66.7

Total assets 2,829.6 406.8

Total long-term fi nancial liabilities 58.4 13.6

(i)  All share related information (i.e. net income per share) is calculated as if the three-for-
one stock split effective February 5, 2007 had occurred at the beginning of the fi rst period 
presented.

Selected quarterly fi nancial information

Three months ended Dec 31, ’06 Sep 30, ’06 Jun 30, ’06 Mar 30, ’06 Dec 31, ’05 Sep 30, ’05 Jun 30, ’05 Mar 30, ’05(ii)

Sales (US$000’s) 236,072 98,941 112,918 91,798 63,820 48,683 43,537 36,033

Net income (US$000’s) 63,590 30,737 37,161 21,461 14,221 9,637 3,170 2,936

Net income per share, basic (US$) (iii) 0.28 0.25 0.3 0.18 0.12 0.08 0.03 0.03

Net income per share, diluted (US$) (iii) 0.27 0.25 0.3 0.17 0.12 0.08 0.03 0.03

(ii)  Restated for the change in the reporting currency of the Company. 

(iii)  The net income per share (basic and diluted) is determined separately for each quarter.  Consequently, the sum of the quarterly amounts may differ from the year to date amount disclosed in 
the unaudited interim consolidated fi nancial statements as a result of using different weighted average numbers of shares outstanding.  All share related information (i.e. net income per share) 
are calculated as if the three-for-one stock split effective February 5, 2007 had occurred at the beginning of the fi rst period presented.

Net income for the fourth quarter ended December 31, 2006 was $63.6 million 
on sales of $236.1 million compared to net income of $14.2 million on sales of 
$63.8 million for the corresponding period in 2005.  The increase in both net 
income and sales for 2006 was due primarily to higher metal prices along with the 
earnings and sales impact of the EuroZinc acquisition from October 31, 2006.  
Further discussion on the 2006 fourth quarter results can be found on the Feb-
ruary 28, 2007 news release fi led on the SEDAR website or is available on the 
Company’s website at www.lundinmining.com.
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 Twelve months ended

Metal produced* Dec 31, ’06 Dec 31, ’05

Zinc (tonnes)

Neves-Corvo 7,505 –

Zinkgruvan 75,909 69,981

Storliden 27,824 32,024

Galmoy 60,055 74,321

Total 171,293 176,326

Copper (tonnes)

Neves-Corvo 78,576 88,354

Storliden 10,642 10,839

Total 89,218 99,193

Lead (tonnes)

Zinkgruvan 31,850 36,674

Galmoy 13,256 17,284

Total 45,106 53,958

Silver (ounces)

Neves-Corvo 645,521 764,828

Zinkgruvan 1,760,907 1,866,061

Galmoy 131,572 203,292

Total 2,538,000 2,834,181

*  100% of the production at Neves-Corvo and Galmoy is included for 2005 and 2006.  This 
does not, however, represent Lundin Mining’s actual ownership during these periods.  Euro-
Zinc Mining (owner of Neves-Corvo) completed a merger with Lundin Mining in October 
2006 and ARCON (owner of Galmoy) was acquired by Lundin Mining in April 2005.

 Twelve months ended

Metal sold* Dec 31, ’06 Dec 31, ’05

Zinc (tonnes)

Neves-Corvo 6,063 –

Zinkgruvan 78,716 66,490

Storliden 27,824 32,012

Galmoy 59,197 73,057

Total 171,800 171,559

Copper (tonnes)

Neves-Corvo 79,249 92,409

Storliden 10,642 10,851

Total 89,891 103,260

Lead (tonnes)

Zinkgruvan 29,438 35,654

Galmoy 14,042 15,063

Total 43,480 50,717

Silver (ounces)

Neves-Corvo 412,784 508,273

Zinkgruvan 1,629,133 1,814,166

Galmoy 155,633 186,673

Total 2,197,550 2,509,112

*  100% of the production at Neves-Corvo and Galmoy is included for 2005 and 2006.  This 
does not, however, represent Lundin Mining’s actual ownership during these periods.  Euro-
Zinc Mining (owner of Neves-Corvo) completed a merger with Lundin Mining in October 
2006 and ARCON (owner of Galmoy) was acquired by Lundin Mining in April 2005.

Results of operations

to fair value Neves-Corvo’s existing concentrates inventory and stock pile ore on 
the acquisition of EuroZinc at October 31, 2006.  This resulted in a non-recurring 
charge of $38.6 million to cost of sales in November and December 2006.

Accretion of asset retirement obligations
Accretion of asset retirement obligation for 2006 was $1.3 million compared 
to $nil in 2005 due primarily to the acquisition of the Neves Corvo copper and 
Aljustrel zinc mines from EuroZinc beginning on November 1, 2006 and from the 
Galmoy mine.

Depreciation, depletion and amortization
Depreciation, depletion and amortization increased 44% or $23 million to $75 
million for 2006 compared to $52 million for 2005.  This increase was due primar-
ily to the acquisition of EuroZinc on October 31, 2006 which contributed $7.8 
million of depreciation, depletion and amortization from the Neves-Corvo mine 
and a full year’s depreciation, depletion and amortization from the Galmoy mine 
which was purchased in second quarter of 2005.  The depreciation, depletion 
and amortization on the mining assets from the Neves-Corvo mine were based on 
the new fair values allocated to each of the respective mining assets acquired in 
accordance with CICA Handbook Section 1581 “Business Combinations”.

General exploration and project investigation
General exploration and project investigation costs increased 39% or $2.8 mil-
lion to $9.9 million compared to $7.1 million in 2005.  This increase is related to 
higher levels of exploration activity on the Company’s mining concessions.

Summary of operations

Summary
Revenue for the year ended December 31, 2006 reached a record level of $539.7 
million.  Net earnings were a record $152.9 million, or $1.02 per share ($1.01 per 
share on a diluted basis).  Cash fl ow from operations was a record $247.2 million 
compared with $66.7 million a year earlier.  The Company’s consolidated cash 
position at December 31, 2006 was a record $402.2 million, for a 440% increase 
over prior year’s balance of $74.4 million. 

The acquisition of EuroZinc on October 31, 2006 together with the weakness 
in the US dollar against other major foreign currencies resulted in a $77.8 million 
increase in the cumulative translation adjustments to $52.4 million for the year 
ended December 31, 2006.

Sales
Total sales increased 181% or $347.7 million in 2006 to $539.7 million compared 
to $192.1 million for 2005.  This increase was due primarily to signifi cantly higher 
metal prices, the EuroZinc acquisition which contributed $110.9 million from 
the Neves-Corvo copper mine, from November 1, 2006 and the inclusion of a 
full years production from the Galmoy mine, which was purchased in the second 
quarter of 2005.

Cost of sales
Cost of sales increased 122% or $120.4 million in 2006 to $219.1 million com-
pared to $98.7 million for 2005.  This increase was due primarily to increased 
sales resulting from the merger with EuroZinc Mining as of November 1, 2006 
and full year’s production from the Galmoy mine.  In addition, the Company had 
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Future income tax expense (recovery)
Future income tax expense for 2006 was $1.9 million compared to a $0.8 million 
future income tax recovery for 2005.  The future income tax expense was due 
primarily to a reversal on a portion of the valuation allowance on the unrecog-
nized future tax benefi ts from Galmoy’s operating loss carry forwards at the date 
of acquisition, which the Company believed that is was more likely than not that 
the Company may not be able to recognize the future tax benefi ts from these loss 
carry forwards.

Neves-Corvo Mine

(100% of production)

  Twelve months ended

Dec 31, ’06 Dec 31, ’05

Ore milled (tonnes) 2,094,527 2,056,081

Grades per tonne

Copper (%) 4.6 5.0

Zinc (%) 8.4 –

Recoveries

Copper (%) 88 88

Zinc (%) 60 –

Production (metal contained)

Copper (tonnes) 78,576 89,483

Zinc (tonnes) 7,505 –

Silver (oz) 645,521 764,828

Sales (000’s) $   509,697 $   314,934

Copper Cash Production Cost, 
(US$/payable pound of copper)* 0.78 0.75**

*  Copper Cash Production Cost is the sum of direct costs, 
indirect cash costs and by-product credits. 

** From EuroZinc Annual Report 2005

Ownership
The Company acquired EuroZinc, which was the 100% owner of the Neves-
Corvo mine, on October 31, 2006 and the EuroZinc operating results were con-
solidated into the fi nancial statements of the Company from November 1, 2006.

NOTE:  In order to provide comparable data, production fi gures and fi nancial 
data are presented for the full twelve-month periods.  However, results from the 
Neves-Corvo operation have only been included in the Company’s results from 
November 1, 2006.

Production 
Mill throughput for 2006 totalled 2,094,527 tonnes or 1.9% higher than 2005.  
This year’s production was highlighted by the addition of zinc ore production 
beginning from July 2006.

The cut-off grade for mining operations was reduced as the result of higher cop-
per price, thereby ensuring maximum exploitation of the resources and extending 
the mine life.  This resulted in a grade for 2006 of 4.6%, compared with 5.0% a 
year earlier.

Cash production costs for copper in 2006 increased $0.03 per pound to 
$0.78 per pound due to the lower production as a result of lower cut-off grades.

The Company initiated two value enhancement campaigns aimed at improving 
labour productivity and optimizing capital productivity.  The Company’s Portu-
guese subsidiary, Somincor and the owner of Neves-Corvo mine, was elected 
“Best Company of the Year” by the Diario de Noticias national daily newspaper in 
Portugal.

Selling, general and administration
Selling, general and administration costs increased 74% or $5.5 million to $17.1 
million in 2006 compared to $9.8 million for 2005.  This increase was the result 
of higher corporate development costs, the additional personnel and administra-
tive costs assumed from the acquisition of EuroZinc.  The Company expects SOX 
implementation costs to be signifi cant in 2007 in order to be compliant by 2007 
year end.

Stock-based compensation
Stock-based compensation was $2.4 million for 2006 compared to $1.1 million 
for the same period in 2005, an increase of $1.3 million for 2006.  This increase 
was due primarily to the vesting and revaluation of stock options and stock appre-
ciation rights issued on the acquisition of EuroZinc.

Foreign exchange gains (losses)
Foreign exchange loss for 2006 was $16.9 million comprising of $9.5 million of 
realized and $7.4 million of unrealized losses compared to a foreign exchange 
gain of $4.0 million for the same period in 2005.  Higher foreign exchange losses 
were due primarily to holding of a signifi cant portion of US denominated work-
ing capital items in mining operations where the functional currency was either 
the Euro or the Swedish Kronor.  The US currency declined approximately 12% 
against the Euro and 14% against the Swedish Kronor.

Gains (losses) on derivative instruments
Gains and losses on derivative instruments comprise of realized and unrealized 
gains and losses from the Company’s forward sales, puts and call options con-
tracts on a portion of the Company’s metal production and foreign exchange 
contracts to cover the Company’s Euro denominated operating and capital expen-
ditures.  The net gain on derivatives for 2006 was $0.4 million compared to a net 
loss of $2.1 million in 2005, a $2.5 million improvement for the year.  The $0.4 
million net derivative gain is comprised of realized derivative losses of approxi-
mately $27.6 million offset by a $28.0 million reversal of its marking-to-market of 
the Company’s outstanding metal and foreign exchange hedges or from the con-
tract settlements.  The favourable adjustment to the outstanding hedges was due 
to the weakening US dollar and lower metal prices in the last quarter of 2006.

Interest and other income and expenses
Interest and other income and expenses increased $6.8 million to $8.3 million for 
2006, compared to $1.5 million for 2005.  The cash balances and other income 
from the Neves-Corvo mine accounted for $3,7 million of this year over year 
increase.  In general, cash balances have increased steadily throughout 2006 
due to signifi cant positive cash fl ows from operations, thereby resulting in higher 
interest income.

Interest and bank charges
Interest and bank charges increased $1.1 million in 2006 to $1.6 million compared 
to $0.5 million in 2005.  This increase was primarily due to interest expense on 
long-term loan and commercial paper facility and accretion of Neves-Corvo’s 
short-term loan, all acquired as part of the EuroZinc acquisition.

Gain on sale of investments
There was no gain on sale of its investments during 2006 compared to a $17.8 
million pre-tax gain in 2005 from the sale of the Silver Wheaton shares and war-
rants received in connection with the Company’s sale of silver production from the 
Zinkgruvan mine (refer to Note 9 in the December 31, 2006 consolidated fi nancial 
statements).

Current income taxes
Current income tax provision increased 257% or $36.2 million to $50.3 million 
in 2006 compared to $14.1 million in 2005.  Income taxes increased signifi cantly 
during 2006 as strong metal prices contributed to higher pre-tax earnings during 
the year.  In addition, $8.5 million of this increase was from the last two months of 
earnings from the Neves-Corvo mine, purchased on October 31, 2006.
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Zinkgruvan Mine

(100% of production)

  Twelve months ended

Dec 31, ’06 Dec 31, ’05

Ore milled (tonnes) 787,003 803,883

Grades per tonne

Zinc (%) 10.3 9.4

Lead (%) 4.6 5.1

Silver (g/t) 93 95

Recoveries

Zinc (%) 94 93

Lead (%) 88 89

Silver (%) 75 76

Production (metal contained)

Zinc (tonnes) 75,909 69,981

Lead (tonnes) 31,850 36,674

Silver (oz) 1,760,907 1,866,061

Sales (000’s) $      197,015 $      85,683

Zinc Cash Production Cost, 
(US$/payable pound of zinc)* 0.54 0.27

*  Zinc Cash Production Cost is the sum of direct costs, 
indirect cash costs and by-product credits.

Production
Throughput in the mill for 2006 was 787,003 tonnes, or 2.1% below 2005 due 
to slightly lower mine production.  This was more than offset by higher grade and 
recovery rates for zinc, resulting in an increase to total zinc metal production for 
2006.  Lead production was below its level a year earlier, primarily due to lower 
head grade.

Contractor for waste and ore development were employed during Q4 2006 in 
preparation for the planned production increases in 2007.

The production cash cost for 2006 increased $0.27 per pound of payable zinc 
as compared to 2005.  This increase is attributable entirely to higher treatment 
charges.

Sales are up 130% to $197.0 million for 2006 as compared to $85.7 million in 
2005 due to both higher zinc and lead prices. 

 

Storliden Mine

(100% of production)

  Twelve months ended

Dec 31, ’06 Dec 31, ’05

Ore milled (tonnes) 362,316 319,411

Grades per tonne

Copper (%) 3.2 3.7

Zinc (%) 8.5 10.9

Recoveries

Copper (%) 91 92

Zinc (%) 91 93

Production (metal contained)

Copper (tonnes) 10,642 10,839

Zinc (tonnes) 27,824 32,024

Sales (000’s) $    114,323 $    58,959

Zinc Cash Production Cost (US$/payable pound)* <0 <0

*  Zinc Cash Production Cost is the sum of direct costs, 
indirect cash costs and by-product credits.

Ownership
As of December 31, 2004, the Company held 74% of the shares of North Atlantic 
Natural Resources (“NAN”), the owner of the Storliden mine.  During the fi rst 
quarter of 2005, the Company acquired an additional 24% of the shares in NAN 
and initiated corporate procedures for the compulsory purchase of the remaining 
shares.  As of June 30, 2006, the Company controlled 100% of the shares of NAN. 

NOTE:  In order to provide comparable data, production fi gures and fi nancial 
data are presented for full twelve-month periods, which include periods that 
ended prior to the date the Company acquired 100% interest of NAN.

Production
Tonnes of ore milled during 2006 were 362,316 tonnes, or 13.4% greater than 
in 2005.

Zinc and copper mill head grades during 2006 were lower than a year earlier 
as management elected to lower the cut-off grades to extend the life of the mine.  
Head grades for zinc and copper production for the remaining mine life are expected 
to remain at this lower level.

The zinc cash costs for Storliden during 2006 continued to be low due to the 
by-product credits from copper.  

The closure of the mine is currently scheduled for the end of the fourth quarter 
of 2007.  Total costs for the closure of the operations are expected to be less than 
$400,000.  This obligation has already been provided for in the balance sheet.
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Galmoy Mine
 

(100% of production)

  Twelve months ended

Dec 31, ’06 Dec 31, ’05

Ore milled (tonnes) 616,536 644,058

Grades per tonne

Zinc (%) 11.8 13.7

Lead (%) 3.2 4.0

Recoveries

Zinc (%) 83 84

Lead (%) 67 68

Production (metal contained)

Zinc (tonnes) 60,055 74,321

Lead (tonnes) 13,256 17,284

Sales (000’s) $    119,223 $    68,289

Zinc Cash Production Cost (US$/payable pound)* 0.90 0.46

*  Zinc Cash Production Cost is the sum of direct costs, 
indirect cash costs and by-product credits.

Ownership
The Company and ARCON, the previous owner of the Galmoy mine, completed 
a merger during the second quarter of 2005, with ARCON’s fi nancial results con-
solidated into the Company’s fi nancial statements, effective May 1, 2005.

NOTE:  In order to provide comparable data, production fi gures and fi nancial 
data are presented for full twelve-month periods, which include periods that 
ended prior to the date the Company acquired 100% interest in ARCON.

Production
Tonnes of ore milled during 2006 were 4.3% lower to 616,536 tonnes compared 
to 2005.  Production at the mine encountered technical issues related to the 
backfi ll plant which restricted mining during the latter part of the year.  The blast-
ing accident in April also affected production as the mine was at a stand-still for 
seven days.

Zinc recovery in the plant for 2006 was 83%, or one percentage point below 2005.  
This drop in recovery was expected based on the mining program at Galmoy. 

Froth washing of the zinc concentrate has been tested with positive results and 
produced lower magnesium oxide (MgO) content in the concentrate. Other modi-
fi cations to the zinc circuit are being tested during the fi rst quarter of 2007. 

Lead recovery in the plant was 67% for 2006, or one percentage point below 2005.  
This lower recovery was attributable to the processing of lower grade ore but was 
slightly above expectation.  The expansion to the lead circuit was completed during 
the fourth quarter of 2006 and the quality and recovery improvements resulting from 
the circuit changes are expected to be recognized in the fi rst quarter of 2007.

The cash production costs at Galmoy for 2006 increased to $0.90 per pound, 
due primarily to the lower metal production and increased smelter treatment charges 
due to price participation. 
 

Project highlights and exploration

Ozernoe
In June 2006, the Company signed a letter of intent (“LOI”) with IFC Metropol, a 
private Russian fi nancial institution, to acquire from Metropol’s 100% owned sub-
sidiary East Siberian Minerals a 49% interest in the Ozernoe project, a zinc-lead 
deposit located in the Republic of Buryatia in the Russian Federation.  Subse-
quent to the signing of the LOI, and as part of an agreed due diligence Lundin 

Mining technically assisted East Siberian Minerals with a 4,000 metre resource 
verifi cation drill program.  Initial results received from that drilling confi rmed that 
the massive sulphides indeed exist and also confi rmed the existence of the min-
eralization as per the JORC Code compliant resource calculation performed by 
AMC.  Subsequent on-site geochemical analyses of drill core samples have fur-
ther confi rmed these initial conclusions.

A preliminary assessment of the project contemplates construction of an 
openpit mining operation.  Indicated resources are estimated at 157 million 
tonnes grading 5.2% zinc and 1.0% lead.  During the fourth quarter of 2006 the 
Company completed the Ozernoe transaction with IFC Metropol/East Siberian 
Metals, and commenced managing the project.  Key personnel were hired and 
put in place at the site, and a Project Committee with project partners was also 
established.  Management solicited and received bids from engineering fi rms for 
a bankable feasibility study, which is expected to commence during Q2 2007. The 
fi nal purchase price is subject to an adjustment, which is based on recoverable 
zinc metal from the JORC Code resources that will be confi rmed in the bankable 
feasibility study.

Drilling and preliminary geochemical determinations from the Verifi cation Drill 
Program have been completed.  Resource verifi cation and ore defi nition drill 
program were completed in the fourth quarter of 2006 and the results broadly 
confi rmed the Soviet-age resource data with no evidence of errors.  Deviations 
from the historical results have been adequately explained by geological variability 
of the deposit.  Final design of an Infi ll Drill Program of Ozernoe was completed in 
the fourth quarter. 

At full production the plant in Ozernoe is expected to produce on an annual 
basis between 300,000 and 350,000 tonnes of contained zinc, along with signifi -
cant amounts of lead.

Aljustrel
As part of the merger with EuroZinc Mining in Q4 2006, the Company acquired 
the Aljustrel zinc-lead-silver project in Portugal, located approximately 40 kilome-
tres from the Neves-Corvo mine.  

During Q4 2006 the defi nition drilling on the Moinho deposit was completed. 
The drill results allowed for an upgrading of Indicated Resources to the Measured 
category, providing a greater level of confi dence for detailed production design.  
Driving of the access ramps continued with satisfactory advance being made.  
Preparations were also made for the drilling of both slick and fuel lines into the 
mine.  Additional mine development work was conducted in the Moinho zone and 
for conveyor gallery service accesses.  Work was also initiated on the conveying 
systems and the production hoisting system. 

In the plant, redundant equipment and infrastructure were removed and/or 
replaced and the new surface crushing plant and grinding mills were purchased.

Work commenced on surface with the preparation of the new 60kV substation 
area.  General offi ce and staff accommodation, as well as camp areas for the 
workers, are all well underway and progress is essentially according to plan. 

The project is on schedule for start up in September 2007, and when the mine 
reaches full production in September 2008 it is expected to produce on an annual 
basis 80,000 tonnes of contained zinc, 17,000 tonnes of contained lead, and 
1.25 million ounces of silver.

Exploration highlights

Sweden
•   Copperstone & Norrliden – The Copperstone project is located in the Skellefte 

mining district of northern Sweden, about 20 km northeast of the Storliden 
mine.  During the early part of 2006, an exploration program completed nearly 
3,000 metres of drilling.  In subsequent quarters, geophysics (namely time-
domain electromagnetics methods) attempted to further determine the extent 
of the known mineralization at Norrliden.  In Q4 2006 additional drilling resulted 
in the discovery of signifi cant new copper mineralized alternation zones at Cop-
perstone whilst a mining permit for Norrliden was pending as part of an initiated 
pre-feasibility study.  Results of this review are expected before the end of Q2 2007.
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•   Zinkgruvan – In Q2 2006 a special exploration team comprised of exploration 
and mine staff and consultants was assembled as part of the Company’s multi-
year, integrated in-mine and near-mine exploration program.  The team’s primary 
objective is to develop new ore reserves at Zinkgruvan, thus extending the life of 
this core asset.  Encouraging results to date reaffi rm managements’ belief that 
new discoveries will be made.

Ireland
•   Galmoy – The focus of the exploration efforts is to fi nd additional ore to extend 

the life of the Galmoy mine.  During Q1 2006, a new zone of zinc-lead-silver 
mineralization, named the CW Southeast Zone, was discovered.  Exploring the 
extent of this body was a main focus throughout the remainder of 2006, with 
encouraging results.  Another focus was the Rapla South brownfi elds target, 
discovered in Q2 2006, which saw additional drilling in the latter half of the year.

•   Keel – The Keel property is located in Longford County Ireland.  Geophysical 
surveying was carried out in Q1 2006 to identify new drill targets.  Throughout 
Q2 and Q3 2006 a large historical data compilation and geological modelling 
effort were performed, resulting in the selection of various targets for Q4 2006 
drilling.  However, due to the lack of qualifi ed drillers and drill rigs plans for this 
project have been delayed until 2007.

Portugal
•   Iberian Pyrite Belt – As a result of the merger with EuroZinc Mining in Q4 2006, 

Lundin Mining acquired exploration assets in Portugal.  During this quarter, a 
total of 7,307 metres of exploration drilling was carried out in Portugal.  Efforts 
focused on delineation of the Lombador deposit at Neves-Corvo.  At the Chança 
prospect located on the Mertola concession near the Spanish border, two holes 
were successful in intersecting wide zones of intense pyrite and chalcopyrite stock-
work veining.  This drilling confi rmed the presence of a very large and intense 
stockwork zone cross-cutting a thick sequence of volcanics.

Spain
•   Toral – Final preparation and permitting work were being carried out in Q4 2006 

at the Toral zinc-lead-silver project in northwest Spain.  It is anticipated that the 
fi nal demarcation of the license, awarded to Lundin Mining in Q2 2006, will be 
completed in Q1 2007, with the start-up of exploration drilling during Q1 2007.

Metal prices and smelter treatment and refi ning charges

Prices for zinc, copper and lead increased considerably during 2006.  The reduc-
tion in inventory levels of zinc on the London Metal Exchange (“LME”), which 
began in 2005, continued during 2006.  The price of copper exhibited the same 
pattern as zinc and increased signifi cantly compared to 2005.  However, over 
2006 the LME copper inventory has increased due to slower demand.  

(Average LME / LBM)

            Year ended

2006 2005 Change, %

Zinc US$/pound 1.49 0.63 137

US$/tonne 3,275 1,381 137

Lead US$/pound 0.59 0.44 32

US$/tonne 1,290 976 32

Copper US$/pound 3.05 1.67 83

US$/tonne 6,722 3,678 83

Silver US$/oz 11.57 7.31 58

The spot treatment charges (“TC”) for zinc concentrates gradually increased over 
2006, but remain considerably lower than the annual TC agreed to for the year.  
However, the Company expects an improvement in favour of the miners in 2007 
with respect to both the TC as well as with the price sharing mechanism.

The TC annual negotiations for copper concentrates are ongoing, and as with 
zinc above, the terms are improving for the miners.  Furthermore, it is expected 
that the price participation mechanism will also improve in favour of the miners.  
No change is expected in the TC for lead concentrate between 2006 and 2007. 

Outlook
The outlook for metal prices for 2007 is mixed.  The low LME inventory for zinc 
and lead, and the growth in demand for these metals, particularly from Asia, is 
expected to continue and the Company anticipates the zinc and lead prices to 
remain at high levels during 2007.  The demand for copper has slowed and the 
LME inventory has increased and the Company expects that the fundamentals for 
copper will not be as strong as the fundamentals for zinc going forward in 2007.  
Nonetheless, the Company expects the price of copper to stay at historically high 
levels throughout the year.

The Company expects its operational performances in all of its mines to improve 
during 2007 compared with 2006.  As well, overall production of contained zinc 
metal will increase with the addition of the Aljustrel zinc production in September 
2007 and the increased output from Neves-Corvo and Zinkgruvan mines.

It should be noted that the price of silver for all silver production from Zinkgruvan 
going forward has been fi xed by the 2004 silver sale transaction with Silver Whea-
ton whereby Zinkgruvan receives $3.90 per ounce or the market price if the 
market price of silver is less than $3.90 per ounce.  The upfront cash payment 
received from Silver Wheaton in December 2004 has been deferred on the 
balance sheet and is realized on the statement of operations when the actual 
deliveries of silver occur.

Currencies (average)

            Year ended

2006 2005 Change, %

SEK per US$ 7.38 7.47 –1

SEK per C$ 6.50 6.17 +5

C$ per US$ 1.13 1.21 –6

US$ per Euro 1.26 1.25 +1

Liquidity and capital resources

Cash resources
As at December 31, 2006, the Company had working capital of $292.6 million 
compared to working capital of $63.8 million as at December 31, 2005.  Cash 
and cash equivalent was $402.2 million as at December 31, 2006 compared to 
$74.4 million as at December 31, 2005.  The increase in the working capital was 
primarily due to the acquisition of EuroZinc as well as the positive cash fl ow gen-
erated from the Company’s operations.  Increased short-term tax liabilities (based 
on higher taxable income in 2006 vis-à-vis 2005) have served to partially offset 
the increase in asset working capital balances.

Management believes the Company’s fi nancial position at December 31, 2006, 
together with cash fl ows from operations, are more than suffi cient to support the 
Company’s operating and capital requirements on an ongoing basis.

The Company’s 2007 capital spending initiatives include $103 million to com-
plete the Aljustrel redevelopment with production commencing in September of 
2007 and $18 million to complete a bankable feasibility study at its 49% owned 
Ozernoe zinc project in Russia. 
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Critical accounting estimates

The Company’s accounting policies are described in Note 2 of the annual consoli-
dated fi nancial statements for the year ended December 31, 2006.  The following 
policies, which require estimates that are subject to measurement uncertainty, 
are considered to be the most critical to understanding the Company’s fi nancial 
results:

Mining properties and related expenditures
The Company undertakes a review of the carrying values of mining properties and 
related expenditures whenever events or changes in circumstances indicate that 
their carrying values may exceed their estimated net recoverable amounts deter-
mined by reference to estimated future operating results and undiscounted net 
cash fl ows.  An impairment loss is recognized when the carrying value of those 
assets is deemed not to be recoverable.  In undertaking this review, management of 
the Company is required to make signifi cant estimates of, amongst other things, 
future production and sale volumes, unit sales prices, future operating and capital 
costs and reclamation costs to the end of the mine’s life.  These estimates are 
subject to various risks and uncertainties, which may ultimately have an affect on 
the expected recoverability of the carrying values of the mining properties and 
related expenditures.

Measurement of future income tax assets and liabilities
Future income tax assets and liabilities are determined based on differences 
between the fi nancial statement carrying values of assets and liabilities and their 
respective income tax bases (“temporary differences”), and losses carried for-
ward.  Future income tax assets and liabilities are measured using tax rates that 
are expected to be in effect when the temporary differences are likely to reverse.  
The effect on future income tax assets and liabilities of a change in tax rates is 
included in operations during the period in which the change is substantively 
enacted.  The amount of future income tax assets recognized is limited to the 
amount of the benefi t that is more likely than not to be realized.

Management of the Company is required to exercise judgments and make 
assumptions about the future performance of the Company in determining its 
ability to utilize loss carry-forwards and thereby realize the benefi ts of future 
income tax assets.

Valuation of derivative instruments
The Company has determined that the currency contracts and the metal contracts 
do not qualify for hedge accounting and the charge to operations is determined by 
establishing the fair value of the instruments at the end of each reporting period.  
The mark-to-market value, which is based on the market price of the commodities, 
of the outstanding derivative contracts prepared by the counterparties has been 
reviewed by an independent hedging specialist to confi rm the existence and esti-
mated market value of the derivative contracts.

Reserves
Every year the Company conducts a review of its proven and probable reserves 
in accordance with National Instrument 43-101, a rule adopted by the Canadian 
securities administrators as the standard for disclosure of mineral projects.  This 
estimate is used to determine the mine life, viability and amortization rates.  The 
estimate of reserves is based on the drill hole information, historical metallurgi-
cal results, estimates of future operating costs and estimated future metal prices.  
These estimates are performed by a “Qualifi ed Person” as defi ned by National 
Instrument 43-101.

Amortization
The Company uses the units of production method for amortization of mineral 
properties and some of its fi xed assets based on the reserves.  Any signifi cant 
changes in the reserves could impact the amount of annual amortization.

Asset retirement obligations
The Company provides for the fair value of liabilities and capitalized costs for 
asset retirement obligations in the period in which they are incurred.  The liability 
is accreted to its present value and the capitalized cost is amortized over the life 
of the related asset.  Estimates of the liability associated with the retirement of an 
asset are based on existing law and regulations and the expected costs, which 
are subject to change.  If the actual costs of reclamation exceed the recorded 
amount, then the Company will record a loss.  Alternatively, if reclamation costs 
incurred are less than the amount recorded, a gain will be recorded. 

Changes in accounting policies
The accounting policies in the consolidated fi nancial statements as of December 
31, 2006 are consistent with the policies applied as of December 31, 2005.

Risks and uncertainties

Price risk
The most signifi cant risk affecting the profi tability and viability of the Company 
is the fl uctuation of metal prices, primarily zinc, copper, lead and silver, as the 
Company’s earnings and cash fl ow are highly sensitive to changes in these metal 
prices.  Low metal prices will affect the Company’s liquidity, and if they persist for 
an extended period of time, the Company may have to look for other sources of 
cash fl ow to maintain liquidity until metal prices recover.

Volatility in the metal prices is infl uenced by factors such as exchange rates, 
infl ation, political and the world’s supply and demand fundamentals, which are 
beyond the control of the Company.

Credit risk
The Company is subject to credit risk through its trade receivables.  The Company 
manages this risk through evaluation and monitoring process such as using the 
services of credit agencies.  The Company transacts with credit worthy customers 
to minimize credit risk and if necessary, provisional payment arrangements and 
the use of letters of credit, where appropriate.  Credit risk relating to derivative 
contracts arising from the possibility that a counterparty to an instrument with 
an unrealized gain fails to settle the contracts.  The Company transacts only with 
credit worthy counterparties that have strong credit ratings.

Foreign exchange risk
The Company transacts in a number of foreign currencies and as such, may be 
affected by fl uctuations in foreign exchange rates.  Currency fl uctuations affect 
revenues, as the concentrates are sold in US dollars while operating costs and 
capital expenditures are transacted in other currencies.  This exposes the Com-
pany to volatility in earnings.

Derivative instruments
The Company manages its exposure to fl uctuations in metal prices and foreign 
exchange rates by entering into derivatives instruments approved by the Company’s 
Board of Directors.  The Company does not hold or issue derivative instruments for 
speculation or trading purposes.  These derivative instruments are marked-to-
market at the end of each period and may not necessarily be indicative of the 
amounts the Company might pay or receive as the contracts are settled.

Reclamation fund
As at December 31, 2006, the Company had $31.7 million in a number of rec-
lamation funds that will be used to fund future site restoration and mine closure 
costs at the Company’s various mine sites.  The Company will continue to con-
tribute annually to these funds based on an estimate of the future site restoration 
and mine closure costs as detailed in the closure plans.  Changes in environmen-
tal laws and regulations can create uncertainty with regards to future reclamation 
costs and affect the funding requirements.
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Major contractual obligations
The Company’s wholly-owned subsidiary, Somincor, which was acquired as part 
of the EuroZinc acquisition on October 31, 2006, has entered into the following 
commitments:

(a)   Royalty payment under a fi fty year concession agreement to pay the greater 
of 10% of net income or 0.75% of mine-gate production revenue.  Royalty 
cost for the two months ended December 31, 2006 was $0.9 million;

(b)   The port authority of Setubal and Sesimbra, Portugal for the use of the port 
facilities for a thirty-year period beginning in 1996 at an annual cost of $0.1 
million per year;

(c)   Railway transport agreement for ten years expiring in November 2010 at an 
estimated annual cost of $4.5 million per year;

(d)   Setubal bulk terminal land and use license commitments totaling approximately 
$0.4 million per year for the duration of the life of the terminal facilities; and

(e)   Computer equipment leases for the next two years in the amount of approxi-
mately $0.9 million per year.

During 2006, a major Swedish bank issued a bank guarantee of SEK 80 million 
(approx. $10.9 million) related to the future reclamation costs at Zinkgruvan.  The 
benefi ciary of the guarantee is the Swedish authorities.  The Company agreed to 
indemnify the Swedish bank for the corresponding amount of the guarantee. 

The Company has agreed to sell all of the silver contained in the lead concentrate 
production (“contained silver”) from the Zinkgruvan mine to Silver Wheaton Corp.  
The contract extends for 25 years and if the Company has not delivered to Silver 
Wheaton at least 40 million ounces of contained silver, it has agreed to pay $1.00 
per ounce for each ounce of contained silver not delivered.  The transaction with 
Silver Wheaton was completed on December 8, 2004 and to the end of 2006 the 
Company has delivered 3.8 million ounces of contained silver.

The Storliden mine was developed by, and is being operated pursuant to an 
agreement with, Boliden Mineral AB (“Boliden”).  The Company’s subsidiary, 
North Atlantic Natural Resources, (“NAN”), is the operator of the mine and Boliden 
is the main contractor of the mine.  Ore is processed at the Boliden Area Opera-
tions mill.  After all costs of the operation are paid, the remaining cash fl ow is 
shared in the ratio of two-thirds/one-third to NAN and Boliden respectively.  The 
fee charged by Boliden for mining at Storliden is cost plus 15%.  For one-fi fth of 
the Storliden deposit, NAN pays a 1.5% annual royalty on the Net Smelter Return 
to Cogema SA. 

The payment obligations over the next fi ve years are expected to be:

Debt
Capital 
leases Other

Operating 
leases Total

2007 $ – $ 2,842 $ 442 $ 1,473 $ 4,757

2008 – 2,518 3,138 1,215 6,871

2009 35,689 1,065 – 1,115 37,869

2010 – 360 – 1,030 1,390

2011 – 81 – 966 1,047

Total $ 35,689 $ 6,866 $ 3,580 $ 5,799 $ 51,934

Related party transactions
For the year ended December 31, 2006, the Company paid $190,000 for rent, 
accounting and administrative services to a company owned by the Chairman of 
the Company.  As at December 31, 2006, the Company had a $nil balance owing 
to this related party.

Related party transactions are measured at their exchange amount, which is the 
amount of consideration received as established and agreed upon by the Company 
and the aforementioned related party.

Outstanding share data
As at March 26, 2007, the Company had 286,037,672 common shares outstanding 
and 2,215,955 share options and 1,113,961 stock appreciation rights outstanding 
under its stock-based incentive plans.

Evaluation of disclosure controls and procedures
Management carried out an evaluation of the effectiveness of the design and 
operations of the Company’s disclosure controls and procedures (as defi ned in 
Multilateral Instrument 52-109, Certifi cation of Disclosure in Issuer’s annual and 
Interim Filings) as of December 31, 2006.  Based on that evaluation, the Chief 
Executive Offi cer and Chief Financial Offi cer concluded that the Company’s 
disclosure controls and procedures are effective in recording, processing, sum-
marizing and reporting, on a timely basis, information required to be disclosed by 
the Company to satisfy its continuous disclosure obligations, and are effective in 
ensuring that information required to be disclosed in the reports that are fi led are 
accumulated and communicated to management as appropriate to allow for timely 
decisions regarding required disclosure.

During 2006 management, together with its professional advisors, reassessed 
whether the accounting treatment with respect to a long-term sales contract was 
properly applied under US GAAP for the year ended December 31, 2005.  Previ-
ously, management and its advisors believed that certain terms in the long-term 
sales contract required the contract to be treated as a derivative instrument, which 
resulted in the recording of the contract at fair value under US GAAP with changes 
in fair value being taken into income as they occur.  This is a highly complex issue 
and is subject to interpretation.  Management, along with its current professional 
advisors, reassessed this contract during 2006 and determined that the contract 
does not represent a derivative instrument and the fair value of the embedded 
derivative within the contract is not signifi cant at this time.  As a result, the 2005 
amounts in Note 20 of the December 31, 2006 consolidated fi nancial statements, 
reconciling the differences between Canadian and US GAAP have been restated.  
Based on the restatement of the US GAAP reconciliation note, the CEO and the 
CFO have concluded that the Company’s disclosure controls and procedures 
were not wholly effective as at December 31, 2005.

Internal controls over fi nancial reporting
Internal Control over Financial Reporting is a process designed under the super-
vision of the Company’s Chief Executive Offi cer and Chief Financial Offi cer to 
provide reasonable assurance in the reliability of the Company’s fi nancial informa-
tion and the preparation of the fi nancial statements.  The design includes policies 
and procedures that:

(a)  pertains to the maintenance of records;

(b)   provide reasonable assurance that the transactions are recorded accurately 
and that the receipts and expenditures are made in accordance with the 
authorizations of management and directors; and

(c)   provide reasonable assurance in the prevention and timely detection of material 
unauthorized acquisition, use or disposal of the Company’s assets.

Based upon its evaluation, management has determined that the design of the 
Company’s internal control over fi nancial reporting as at December 31, 2006 
did not contemplate the preparation of fi nancial statements in accordance with 
US GAAP.  In light of the above, the Company now requires that senior fi nancial 
personnel attend professional development training on current and new devel-
opments in US GAAP, regulatory and accounting issues in order to improve the 
preparation and monitoring of the US GAAP reconciliation.

Cautionary statement on forward-looking information
This report contains assumptions, estimates, and other forward-looking statements 
regarding future events.  Such forward-looking statements involve inherent risks 
and uncertainties and are subject to factors, many of which are beyond the Com-
pany’s control that may cause actual results or performance to differ materially from 
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those currently anticipated in such statements.  Important factors that could cause 
actual results to differ materially from those expressed or implied by such forward-
looking statements include among others metal price volatility, economic and politi-
cal events affecting metal supply and demand, fl uctuations in ore grade, tonnes of 
ore milled, geological, technical, and mining or processing problems.  Readers are 
cautioned not to put undue reliance on these forward-looking statements.

Non-GAAP performance measures
Zinc and copper cash production costs (US$/pound) are key performance mea-
sures that management uses to monitor performance.  Management uses these 
statistics to assess how well the Company’s producing mines are performing 

Other information

Additional information regarding the Company is included in the Company’s Annual 
Information Form (“AIF”) and Annual Report on Form 40-F, which are fi led with the 
Canadian securities regulators and the United States Securities and Exchange 
Commission (“SEC”), respectively.  A copy of the Company’s AIF is posted on 
the SEDAR website at www.sedar.com.  A copy of the Form 40-F can be obtained 
from the SEC website at www.sec.gov.

compared to plan and to assess overall effi ciency and effectiveness of the mining 
operations.  These performance measures have no meaning within Canadian 
Generally Accepted Accounting Principles (“GAAP”) and, therefore, amounts 
presented may not be comparable to similar data presented by other mining com-
panies.  The data is intended to provide additional information and should not be 
considered in isolation or as a substitute for measures of performance prepared 
in accordance with Canadian GAAP.

The following table presents the calculation of Zinc and Copper Cash Pro-
duction Costs (US$/pound) for each of the Company’s operations for the peri-
ods indicated.

Reconciliation of unit cash costs of zinc and copper to consolidated statements of operations

Thousands of US dollars, except zinc and copper cash production cost per pound

  Twelve months ended Dec 31, ’06   Twelve months ended Dec 31, ’05

Zinc Zinkgruvan Storliden Galmoy Zinkgruvan Storliden Galmoy

Operating expenses, excluding depreciation 39,132 53,153 54,376 35,794 31,930 30,897

Operating expenses pre-merger with Lundin Mining – – – – – 14,395

Treatment charges for zinc 75,241 23,206 58,356 27,215 13,629 30,263

By-product credits (36,578) (59,455) (11,545) (33,115) (33,470) (10,312)

Other items affecting cash production costs (972) (30,930) (348) 5,438 (12,739) (1,343)

Total 76,823 (14,026) 100,839 35,332 (650) 63,900

Zinc metal payable (tonnes) 64,522 23,639 51,061 59,500 27,223 62,845

Zinc metal payable (000’s pounds) 142,207 52,100 112,538 131,138 60,000 138,511

Zinc cash production cost per pound * 0.54 (0.27) 0.90 0.27 (0.01) 0.46

* of which treatment charges for zinc comprise 0.53 0.45 0.52 0.27 (0.01) 0.46

  Twelve months ended Dec 31, ’06

Copper Neves-Corvo

Operating expenses, excluding depreciation 72,623

Operating expenses pre-merger with Lundin Mining 128,531

Treatment charges for zinc 9,378

By-product credits (16,584)

Other items affecting cash production costs (46,652)

Total 147,296

Copper metal payable (tonnes) 85,440

Copper metal payable (000’s pounds) 188,363

Copper cash production cost per pound * 0.78

* of which treatment charges for copper comprise 0.05
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Management’s Report

The accompanying consolidated fi nancial statements of Lundin Mining Corpora-
tion and its subsidiaries, and all information in the annual report are the respon-
sibility of management and have been approved by the Board of Directors.  The 
fi nancial statements include some amounts that are based on management’s best 
estimates, which have been made using careful judgment.  The fi nancial state-
ments have been prepared by management in accordance with Canadian gener-
ally accepted accounting principles.  Financial and operating data elsewhere in 
the annual report are consistent with the information contained in the fi nancial 
statements. 

In fulfi lling their responsibilities, management of the Company and its subsidiar-
ies has developed and continue to maintain systems of internal accounting controls 
that are appropriate in the circumstances.  Although no cost effective system of 
internal controls will prevent or detect all errors and irregularities, these systems 
are designed to provide reasonable assurance that assets are safeguarded from 
loss or unauthorized use, transactions are properly recorded and the fi nancial 
records are reliable for preparing the fi nancial statements. 

The Board of Directors carries out its responsibility for the fi nancial statements 
in this annual report principally through its audit committee, comprising manage-
ment and outside directors.  The audit committee reviews the Company’s annual 
consolidated fi nancial statements and recommends their approval to the Board 
of Directors.  The Company’s auditors have full access to the audit committee, 
with and without management being present.  These fi nancial statements have 
been audited by PricewaterhouseCoopers LLP, Chartered Accountants, and their 
report follows. 

Colin K. Benner Anders Haker
Vice Chairman and Chief Executive Offi cer Chief Financial Offi cer

Vancouver, BC, Canada
March 31, 2007 

Auditor’s Report

To the Shareholders of Lundin Mining Corporation 

We have audited the consolidated balance sheets of Lundin Mining Corporation as 
at December 31, 2006 and the consolidated statements of operations, sharehold-
ers’ equity and cash fl ows for the year ended December 31, 2006.  These fi nancial 
statements are the responsibility of the Company’s management.  Our responsibil-
ity is to express an opinion on these fi nancial statements based on our audit. 

We conducted our audit in accordance with Canadian generally accepted audit-
ing standards.  Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the fi nancial statements are free of material mis-
statement.  An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the fi nancial statements.  An audit also includes 
assessing the accounting principles used and signifi cant estimates made by man-
agement, as well as evaluating the overall fi nancial statement presentation. 

In our opinion, these fi nancial statements present fairly, in all material respects, 
the fi nancial position of the Company as at December 31, 2006 and the results of 
its operations and its cash fl ows for the year ended December 31, 2006 in accor-
dance with Canadian generally accepted accounting principles. 

The consolidated fi nancial statements as at December 31, 2005, and for the 
year then ended, prior to the restatement for US GAAP (as described in Note 20) 
and the change in identifi ed operating segments (as described in Note 17) were 
audited by other auditors who expressed an opinion without reservation on those 
statements in their report dated February 14, 2006 (except as to Note 9 which 
is as of March 1, 2006 and Note 20 which is as of October 12, 2006).  We have 
audited the restatements in the December 31, 2005 consolidated fi nancial state-
ments and in our opinion, such adjustments, in all material respects, are appropri-
ate and have been properly applied. 

Chartered Accountants 
Vancouver, BC, Canada 
March 31, 2007

Comments by Auditors for U.S. Readers on Canada 
– U.S. Reporting Difference
In the United States, reporting standards for auditors require the addition of an 
explanatory paragraph (following the opinion paragraph) when there is a change 
in accounting principles that has a material effect on the comparability of the 
Company’s fi nancial statements, such as a restatement as described in Note 20 
to the fi nancial statements.  Our report to the shareholders dated March 31, 2007, 
is expressed in accordance with the Canadian reporting standards which do not 
require a reference to such a change in accounting principles or a restatement 
in the auditors’ report when they are properly accounted for and adequately dis-
closed in the fi nancial statements.  

Chartered Accountants 
Vancouver, BC, Canada 
March 31, 2007
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As at December 31, 2006 and 2005
(in thousands of US dollars) Note 2006 2005

Assets

Current
Cash and cash equivalents $ 402,170 $ 74,409

Accounts receivable 96,435 20,231

Inventories 6 24,723 9,609

Prepaid expenses 3,125 1,340

526,453 105,589

Long-term receivables 971 589

Reclamation fund 31,710 4,532

Investments 5 25,882 3,349

Mineral properties, plant and equipment 4, 7 1,710,041 288,217

Deferred fi nancing costs and other assets 4,835 1,785

Future income tax assets 13 12,149 2,753

Goodwill 4 517,559 –

$ 2,829,600 $ 406,814

Liabilities

Current
Accounts payable $ 41,845 $ 10,453

Accrued liabilities 15 104,923 15,369

Income taxes payable 80,530 13,434

Current portion of long term debt and capital leases 8 3,284 –

Current portion of deferred revenue 9 3,264 2,509

233,846 41,765

Long-term debt and capital leases 8 42,851 1,547

Deferred revenue 9 61,066 55,667

Provision for pension obligations 10 15,470 12,111

Asset retirement obligations and other provisions 11 95,867 16,093

Future income tax liabilities 13 250,732 34,488

Non-controlling interest – 627

699,832 162,298

Shareholders’ equity
Share capital 12 1,890,275 243,305

Contributed surplus 8,887 1,357

Cumulative translation adjustments 52,404 (25,399)

Retained earnings 178,202 25,253

2,129,768 244,516

$ 2,829,600 $ 406,814

Commitments and Contingencies 19

Approved by the board

Lukas H. Lundin Dale C. Peniuk

See accompanying notes to consolidated fi nancial statements
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For the years ended December 31, 2006 and 2005
(in thousands of US dollars, except for shares and per share amounts) Note 2006 2005 

Sales $ 539,729 $ 192,073
Cost of sales (219,088) (98,710)

Accretion of asset retirement obligations (1,284) –

Depreciation, depletion and amortization (74,991) (51,999)

244,366 41,364

Expenses
General exploration and project investigation (9,857) (7,146)

Selling, general and administration (17,051) (9,773)

Stock-based compensation 12 (b) (2,381) (1,090)

Foreign exchange gains (losses) (16,907) 4,041

Gains (losses) on derivative instruments 420 (2,095)

Interest and other income and expenses 8,321 1,465

Interest and bank charges (1,646) (511)

(39,101) (15,109)

Earnings before undernoted items 205,265 26,255

Gain on sale of investments 9 17,810

Non-controlling interest (183) (811)

Earnings before income taxes 205,091 43,254

Current income taxes (50,291) (14,060)

Future income tax (expense) recovery (1,851) 769

Net earnings for the year $ 152,949 $ 29,963

Basic earnings per share $ 1.02 $ 0.26

Diluted earnings per share 12 (c) $ 1.01 $ 0.26

Basic weighted average number 
of shares outstanding 149,439,546 115,249,458

Diluted weighted average number 
of shares outstanding 151,152,105 115,975,563

 See accompanying notes to consolidated fi nancial statements
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(in thousands of US dollars, 
except for number of shares)

Number of
shares

Share
capital

Contributed
surplus

Cumulative
translation

adjustments
Retained
earnings Total

Balance, Dec 31, ’04 100,257,813 $  170,278 $  855 $  (75) $  (4,710) $  166,348

Exercise of stock options 810,000 1,365 – – – 1,365

Transfer of contributed surplus 
on exercise of stock options – 588 (588) – – –

Shares issued for acquisitions 21,013,680 71,074 – – – 71,074

Stock-based compensation – – 1,090 – – 1,090

Net earnings for the year – – – – 29,963 29,963

Effects of foreign currency translation – – – (25,324) – (25,324)

Balance, Dec 31, ’05 122,081,493 243,305 1,357 (25,399) 25,253 244,516

Exercise of stock options 1,643,784 6,320 – – – 6,320

Exercise of stock appreciation rights 240,240 1,824 – – – 1,824

Transfer of contributed surplus 
on exercise of stock options – 6,088 (6,088) – – –

Shares issued and options granted for 
EuroZinc acquisition 160,834,548 1,632,738 12,127 – – 1,644,865

Stock-based compensation – – 1,491 – – 1,491

Net earnings for the year – – – – 152,949 152,949

Effects of foreign currency translation – – – 77,803 – 77,803

Balance, Dec 31, ’06 284,800,065 $  1,890,275 $  8,887 $  52,404 $  178,202 $  2,129,768

See accompanying notes to consolidated fi nancial statements

48



C
on

so
lid

at
ed

 s
ta

te
m

en
ts

 o
f c

as
h 

fl o
w

s
For the years ended December 31, 2006 and 2005 
(in thousands of US dollars) Note 2006 2005

Operating activities

Net earnings for the year $ 152,949 $ 29,963

Items not involving cash

Amortization of deferred revenue (3,093) (3,083)

Depreciation, depletion and amortization 74,991 51,999

Stock-based compensation 2,381 1,090

Gain on sale of assets (9) (17,810)

Future income tax expense (recovery) 1,851 (769)

Non-controlling interest 183 811

Provision for pensions 1,333 91

Interest accretion and other 835 –

Unrealized loss (gain) on derivative instruments (26,354) 1,941

Unrealized foreign exchange losses 11,351 –

216,418 64,233

Changes in non-cash working capital items 16 30,803 2,432

Cash fl ow from operating activities 247,221 66,665

Financing activities

Common shares issued 6,320 1,365

Proceeds from loans and other long-term obligations 1,068 23,018

Repayment of debt (3,504) (40,514)

3,884 (16,131)

Investing activities

Acquisition of net assets of subsidiaries, net of cash – (70,849)

Acquistion of cash of subsidiary, net of acquisition costs 234,284 –

Mineral property, plant and equipment expenditures (151,349) (17,957)

Investments (20,696) (4,294)

Proceeds from sale of investments and other assets 1,599 37,080

63,838 (56,020)

Effect of foreign exchange on cash balances 12,818 (6,785)

Increase (decrease) in cash and cash 
equivalents during the year 327,761 (12,271)

Cash and cash equivalents, beginning of year 74,409 86,680

Cash and cash equivalents, end of year $ 402,170 $ 74,409

Supplemental cash fl ow information 16

See accompanying notes to consolidated fi nancial statements 
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Notes to the consolidated fi nancial statements
For the years ended December 31, 2006 and 2005
(Tabular amounts are in thousands of US dollars, except for price per share and per share amounts)

1.  Nature of operations

Lundin Mining Corporation (the “Company”) is engaged in base metal mining and 
related activities, including exploration, extraction and processing on properties 
located in Portugal, Sweden and Ireland.  The Company’s major products are 
copper and zinc.

The main assets of the Company are the Neves-Corvo copper/zinc mine, 
located near Castro Verde, Portugal, the Zinkgruvan zinc/lead/silver mine, 
located approximately 200 kilometres southwest of Stockholm, Sweden and 
the Galmoy zinc/lead mine in Ireland.  The Company also owns the Storliden 
zinc/copper mine in the Skellefte District of northern Sweden, the Aljustrel zinc 
mine under development in Portugal, and is a 49% joint venture partner with IFC 
Metropol (“Metropol”) in the Ozernoe zinc/lead project in Russia.  The Company 
holds exploration permits covering substantial areas in Portugal, Sweden and 
Ireland and strategic investments in companies with advance stage projects.

2.  Signifi cant accounting policies

The consolidated fi nancial statements have been prepared in accordance with 
accounting principles generally accepted in Canada that require management to 
make assumptions and estimates that affect the reported amounts of assets and 
liabilities and disclosures of contingent assets and liabilities as at the date of the 
fi nancial statements and reported amounts of revenues and expenses during the 
reporting period.

Signifi cant estimates used in the preparation of these consolidated fi nancial 
statements include, amongst other things, the fi nal revenue settlements to be 
received, ore reserve determinations, estimated net realizable value of inventories, 
contingent liabilities, tax provisions and future income tax balances, expected 
economic lives of plant and equipment, anticipated costs of asset retirement 
obligations including the reclamation of mine sites and the provision for pensions, 
valuation of options derivative instruments and their respective fair values and the 
assessment of impairment in value of long lived assets, intangibles and goodwill.  
Actual results could differ from these estimates.  Signifi cant differences from United 
States generally accepted accounting principles are disclosed in Note 20.

The signifi cant accounting policies used in these consolidated fi nancial state-
ments are as follows:

(a)  Basis of consolidation
The consolidated fi nancial statements include the accounts of the Company and 
its wholly-owned subsidiaries.  Signifi cant inter-company balances and transac-
tions have been eliminated on consolidation.  Investments over which the Company 
has the ability to exercise signifi cant infl uence are accounted for by the equity 
method.  Under this method, the Company includes in its consolidated statements 
of operations its share of the net earnings or losses of equity investments.  Other 
investments not subject to signifi cant infl uence are accounted for at cost.  Activities 
conducted through a joint venture are accounted for using the proportionate con-
solidation method.

(b)  Translation of foreign currencies
The accounts of self-sustaining foreign operations are translated at year-end 
exchange rates, and revenues and expenses are translated at the average 
exchange rates.  Differences arising from these foreign currency translations are 
recorded in shareholders’ equity as a cumulative translation adjustment until they 
are realized by a reduction in the investment.  

For integrated foreign operations, monetary assets and liabilities are translated 
at year-end exchange rates and non-monetary assets and liabilities are translated 
at historical rates.  Revenues, expenses and cash fl ows are translated at average 
exchange rates, except for items related to non-monetary assets and liabilities 
which are translated at historical rates.  Gains or losses on translation of monetary 
assets and monetary liabilities are charged to earnings.

(c)  Cash and cash equivalents
The Company considers cash and cash equivalents to be cash on deposit and 
highly liquid short-term interest bearing securities with maturities at the date of 
purchase of three months or less.

(d)  Inventories
Materials and supplies have been valued at weighted average cost less allowances 
for obsolescence.  Ore stockpile and concentrate stockpile inventories have been 
valued at the lower of production cost and net realizable value.  Production costs 
include mining costs, milling costs, service on ground, direct labour and mine-site 
overhead expenses. 

(e)  Mineral properties, plant and equipment
Mineral properties
The Company records its interest in mineral properties at cost and mineral proper-
ties include mineral property development and preproduction costs, less accu-
mulated depletion and depreciation.  Drilling activities on producing mines and 
properties with feasibility studies are capitalized.  Exploration costs are charged 
to operations in the period incurred until such time as it has been determined that 
a property has economically recoverable reserves, in which case, subsequent 
exploration costs are capitalized.

Upon commencement of production, mineral properties and deferred costs 
relating to mines are amortized over the estimated life of the proven and probable 
reserves to which they relate, calculated on a unit-of-production basis.

Plant and equipment
Plant and equipment are recorded at cost and depreciated over the estimated life 
of the related assets calculated on a unit of production or straight-line basis, as 
appropriate.  

Depreciation of plant and equipment is provided on a straight-line basis over 
the estimated economic life of the assets as follows:

Years

Buildings, mine-site Life of mine

Buildings, other 20–50

Plant and machinery 5–20

Equipment 5

Mining equipment under capital lease
Leases that transfer substantially all of the benefi ts and risks of ownership of 
property to the Company are accounted for as capital leases.  At the time the 
capital lease is entered into, the asset is recorded together with the related long-
term obligation and is amortized on a straight line basis over its estimated useful 
life but not to exceed the life of mine.  The interest portion of the lease payments 
are charged to earnings as incurred.

Impairment assessment
The Company performs impairment tests on its mineral properties, plant and 
equipment when events or changes in circumstances indicate that their carry-
ing values of assets may not be recoverable.  These tests compare the expected 
undiscounted future cash fl ows from these assets to their carrying value.  If short-
falls exist, the assets are written down to fair value.

(f)  Goodwill
Acquisitions are accounted for using the purchase method whereby the assets 
and liabilities are recorded at their fair values as at the date of acquisition and any 
excess purchase price over the fair value is recorded as goodwill.  Goodwill is 
identifi ed and allocated to the reporting units by preparing estimates of the fair 
value of each reporting unit and comparing this amount to the fair value of the 
assets and liabilities of the reporting unit.  Goodwill is not amortized.
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The Company evaluates, at least on an annual basis, the carrying amount of the 
goodwill in order to determine whether current events or changes in circum-
stances indicate that such carrying amounts may no longer be recoverable.  This 
is accomplished by comparing the fair value of the Company’s reporting unit to 
the carrying amount.  If the carrying amount exceeds fair value, the Company will 
charge this excess amount to operations.  Assumptions used in the fair value esti-
mates are subject to signifi cant risks and uncertainties.

The following table summarizes changes to the goodwill carrying value:

Goodwill, Dec 31, ’05 $ –

Residual purchase price allocated to goodwill  501 247 

Effect from changes in foreign exchange rates  16 312 

Goodwill, Dec 31, ’06 $ 517 559

(g)  Derivatives
The Company has determined that its derivative instruments do not qualify for hedge 
accounting and therefore records the derivatives at their fair value with gains or 
losses arising from changes in their fair value being recorded in operations.

(h)  Deferred revenue
The Company received an upfront payment in relation to the Silver Wheaton 
agreement (Note 9).  The upfront payment, which is accounted for as deferred 
revenue, is recognized as sales revenue on the basis of the proportion of the 
settlements during the period to expected total settlements, equivalent to approxi-
mately $1.82 per ounce of silver.  Arrangement fees for the Silver Wheaton agree-
ment are amortized to operations on the same basis as the deferred revenue.

(i)  Provision for pension obligations
The Company’s Zinkgruvan mine has a defi ned benefi t pension plan, which is 
unfunded.  The cost of the defi ned benefi t pension plan is determined periodically 
by independent actuaries.  The actuarial valuation is based on the projected bene-
fi t method pro rated on service (which incorporates management’s best estimate of 
future salary levels, retirement ages of employees and other actuarial factors).  For 
each year actuarial gains and losses are calculated.  Accumulated actuarial gains 
and losses are amortized over the estimated remaining period of services.

(j)  Asset retirement obligations
The Company records the fair value of its asset retirement obligation as a long-term 
liability as incurred and records an increase in the carrying value of the related 
asset by a corresponding amount.  In subsequent periods, the carrying amount 
of the liability is accreted by a charge to operations to refl ect the passage of time 
and the liability is adjusted to refl ect any changes in the timing of the underlying 
future cash fl ows.

Changes to the obligation resulting from any revisions to the timing or amount 
of the original estimate of undiscounted cash fl ows are recognized as an increase 
or decrease in the asset retirement obligation, and a corresponding change in the 
carrying amount of the related long-lived asset.  Upward revisions in the amounts 
of estimated cash fl ows are discounted using the credit-adjusted risk free rate 
applicable at the time of the revision.  Downward revisions in the amount of esti-
mated cash fl ows are discounted using the historical credit-adjusted risk free rate 
when the original liability was recognized.

(k)  Revenue recognition
Revenue arising from the sale of metal concentrates is recognized when title and 
the signifi cant risks and rewards of ownership of the concentrates have been 
transferred to the customer in accordance with the agreements entered into 
between the Company and its customers.  The Company’s metal concentrates 
are provisionally priced at the time of sale based on the prevailing market price as 
specifi ed in the sales contracts.  Any subsequent variations in the prices are rec-
ognized as revenue adjustments until the settlement date and the price is fi nalized.

(l)  Stock-based compensation
The Company follows the Canadian Institute of Chartered Accountants Handbook 
Section  3870, “Stock-Based Compensation and Other Stock Based Payments” 
to account for stock-based compensation expense using the fair value method 
with respect to stock-based payments to directors and employees, including 
awards that are direct awards of stock that call for settlement in cash or other 
assets, or stock appreciation rights that call for settlement by the issuance of 
equity instruments.  Under this standard, stock-based payments are recognized 
as a compensation expense over the vesting period of the options or when the 
awards or rights are granted with a corresponding credit to contributed surplus.  
With respect to options that vest over time, the fair value is amortized using the 
graded vesting attribution method and expensed on a monthly basis.  When the 
stock options or rights are ultimately exercised, the applicable amounts of contrib-
uted surplus are transferred to share capital.

Stock appreciation rights that call for settlement by cash are initially recorded 
as a liability with a corresponding charge to compensation expense, or are 
deferred, if they were issued as a result of a business combination.  These rights 
are re-measured at the end of each period with a corresponding charge to com-
pensation expense. 

(m)  Income taxes
The Company accounts for income taxes using the liability method.  Under this 
method, future income tax assets and liabilities are determined based on differ-
ences between the fi nancial statement carrying values of assets and liabilities 
and their respective income tax bases (“temporary differences”).  Future income 
tax assets and liabilities are measured using the tax rates expected to be in effect 
when the temporary differences are likely to reverse.  The effect on future income 
tax assets and liabilities of a change in tax rates is included in operations in the 
period in which the change is enacted or substantively enacted.  The amount of 
future income tax assets recognized is limited to the amount of the benefi t that is 
more likely than not to be realized.

(n)  Earnings per share
Basic earnings per share are calculated using the weighted average number 
of common shares outstanding during the year.  In calculating diluted earnings 
per share, the treasury stock method is used with respect to outstanding stock 
options and warrants to be included in the weighted average number of common 
shares outstanding, if dilutive.  In applying the treasury-stock method, the assumed 
proceeds upon the exercise of outstanding stock options and warrants is used to 
purchase common shares at the average market price during the year.

For the purpose of calculating the earnings per share amounts for the years 
ended December 31, 2006 and 2005, the Company has adjusted the weighted 
average number of shares outstanding as if the three-for-one stock split, effective 
February 5, 2007, had occurred at January 1, 2005.

(o)  Variable Interest Entities (VIE)
The Company adopted the accounting guideline which requires the consolida-
tion of VIEs by the primary benefi ciaries in 2005.  The primary benefi ciary is 
the enterprise that will also absorb or receive the majority of the VIE’s expected 
losses, expected residual returns, or both.  A VIE is an entity where (a) its equity 
investment at risk is insuffi cient to permit the entity to fi nance its activities with 
additional subordinated support from others and/or where certain essential char-
acteristics of a controlling fi nancial interest are not met, and (b) it does not meet 
specifi ed exemption criteria.  The adoption of the accounting of this accounting 
guideline relating to VIEs did not have a material effect on the Company.

(p)  Certain comparative fi gures have been reclassifi ed to conform to current 
year’s presentation.
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3.  New accounting standards

In January 2005, the CICA issued three new standards relating to fi nancial 
instruments intended to increase harmonization with US GAAP and International 
Financial Reporting Standards.  These standards are applicable for fi scal years 
beginning on or after October 1, 2006.  The Company will adopt these standards 
beginning on January 1, 2007.

Financial instruments – recognition and measurement, section 3855
This standard prescribes when a fi nancial asset, fi nancial liability, or non-fi nancial 
derivative is to be recognized on the balance sheet and whether fair value or cost-
based measures are used.  This standard also specifi es how fi nancial instrument 
gains and losses are to be presented.

Derivative contracts and embedded derivatives in non-derivative contracts are 
to be recorded on the balance sheet at their respective fair values, with any mark-
to-market adjustments included in net income.

Hedges, section 3865
This standard is applicable when a company chooses to designate a hedging 
relationship for accounting purposes.  It builds on the existing AcG-13 “Hedging 
Relationships” and Section 1650 “Foreign Currency Translation”, by specifying 
how hedge accounting is applied and what disclosures are necessary when it is 
applied.

Comprehensive income, section 1530
This new standard requires the presentation of comprehensive income and its 
components.  Other comprehensive income includes holding gains and losses on 
certain investments that are classifi ed either as held-to-maturity, held-for-trading 
or available-for-sale, gains and losses on certain derivative instruments and foreign 
currency gains and losses relating to self-sustaining foreign operations, all of 
which are not included in the calculation of net earnings until they are realized.

The Company is still evaluating the effects of the adoption of these standards.

4.  Business acquisitions

(a)  EuroZinc Mining Corporation
On October 31, 2006 the Company completed the acquisition of 100% of the 
issued and outstanding common shares of EuroZinc Mining Corporation (“Euro-
Zinc”) by issuing 160.8 million common shares (post-split) valued at C$11.36 
(average closing price of the Company’s shares on the Toronto Stock Exchange 
the two days before, the day of, and two days after August 21, 2006, the date of 
announcement) per share and cash payments totaling $0.05 million to the former 
EuroZinc shareholders.  In addition, the Company issued 2.3 million stock options 
and 1.5 million stock appreciation rights (“SARs”) to the former EuroZinc employees 
in exchange for  the cancellation of the EuroZinc stock options.  The terms and 
conditions of these stock options and stock appreciation rights remain the same 
as the EuroZinc stock options, except for the number of options issued and their 
respective exercise prices, which were adjusted according to the exchange ratio.

This acquisition has been accounted for under the purchase method.  These 
consolidated fi nancial statements include EuroZinc’s results for the two months 
ended December 31, 2006.

The preliminary allocation of the purchase price of the shares of EuroZinc is 
summarized in the following table.

Purchase price:

Common shares issued (160.8 million shares) $ 1,632,738

Stock options issued in exchange for EuroZinc 
options (2.3 million options) 12,127

Stock appreciation rights (1.5 million SARs) 10,595

Acquisition costs 12,852

Cash 50

1,668,362

Less: cash and cash equivalents acquired (243,649)

Net purchase price $ 1,424,713

Net assets acquired:

Restricted cash $ 4,007

Non-cash current assets 104,053

Mineral properties 922,614

Plant and equipment 321,895

Other long-term assets 24,139

1,376,708

Current liabilities $ (138,785)

Other liabilities (69,247)

Reclamation and closure cost obligations (66,893)

Future income tax liabilities (178,317)

Net identifi able assets 923,466

Residual purchase price allocated to goodwill 501,247

Net assets acquired $ 1,424,713

The purchase consideration has been allocated to the fair value of the assets 
acquired and liabilities assumed, with goodwill assigned to specifi c reporting 
units, based on management’s best estimates and taking into account all available 
information at the time of acquisition as well as additional information.  The fair 
values allocated to the assets and liabilities were based in part on an independent 
valuation report dated March 28, 2007 but may still be subject to change as the 
Company fi nalizes its allocation and the analysis of the nature of goodwill.  This 
process was performed in accordance with recent accounting pronouncements 
relating to “Mining Assets and Business Combinations” (CICA Emerging Issues 
Committee Abstract 152).  The amount allocated to goodwill is not deductible for 
tax purposes.

(b)  North Atlantic Natural Resources AB (“NAN”)
On December 30, 2004 the Company acquired all of Boliden Mineral AB’s (“Boli-
den”) 11,537,000 shares in NAN, representing 36.9% of the outstanding shares 
and votes.  The consideration paid was 2,176,800 common shares issued valued 
at C$10.40 per share for total consideration of C$23 million (approximately $18.7 
million).

Prior to the acquisition of Boliden´s NAN shares, the Company had held 
11,580,000 shares in NAN, representing 37.1% of the shares and votes.  Follow-
ing the acquisition, the Company held 23,117,000 shares in NAN, representing 
74.0% of the shares and votes.  In February 2005, a public offer (the “Offer”) 
in line with the Swedish Industry and Commerce Stock Exchange Committee´s 
(Näringslivets Börskommitté (NBK)) mandatory bid rules was made to the NAN 
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shareholders to acquire the remaining shares that the Company did not already 
own.  Shareholders holding 7,367,854 shares, representing 23.6% of the total 
number of shares and votes of NAN, accepted the Offer.  With the additional 
shares purchased as a result of the Offer, Lundin Mining, held 30,484,854 shares 
in NAN, representing 97.6% of the total number of shares and votes.  As consid-
eration for the 23.6% of the shares, the Company issued an additional 1,383,321 
common shares valued at C$13.25 per share, being the average closing price of 
the Company´s shares on the Toronto Stock Exchange the two days before, the 
day of, and two days after the date of announcement.

As of December 31, 2006, Lundin Mining owned 31,240,710 shares in NAN 
which equals 100% of the outstanding shares.  The remaining 2.4% of the shares 
were obtained through the Swedish corporate procedures for compulsory pur-
chase during the second quarter of 2006.  In order to achieve ownership of these 
shares Lundin Mining has provided the trustee in the arbitration proceedings with 
a bank guarantee in the amount of $2.0 million.  The fi nal purchase price per share 
was set at SEK 13.10 ($1.80) plus interest by the arbitration board and was paid 
in December 2006.

The acquisition of the outstanding shares has been accounted for using the 
purchase method.  The allocation of the fair value of the net assets acquired is as 
follows:

Purchase price:

Consideration paid in shares $ 33,420

Consideration paid in cash 1,457

Acquisition costs 2,614

37,491

Less: cash acquired (5,195)

Net purchase price $ 32,296

Net assets acquired:

Non-cash current assets less current liabilities $ 2,822

Mining properties 43,478

Property, plant and equipment 198

Future income tax liabilities (6,471)

Other provisions (300)

Sub-total 39,727

Less: carrying value of prior investment in NAN (7,431)

Net assets acquired $ 32,296

(c)  ARCON International Resources Plc (“Arcon”)
On March 3, 2005 the Board of Lundin Mining and the Board of ARCON announced 
that they had reached an agreement in principle on the terms of a recommended 
merger of the two companies.

Lundin Mining offered (the “Merger Offer”) to acquire all of the issued and out-
standing shares of ARCON in exchange for $36.2198 cash (the “cash compo-
nent”) and 3.2196 Lundin Mining Swedish Depository Receipts (“SDRs”) (the 
“share component”) for every 100 ARCON Shares.  

The cash component represented a value of approximately $65.3 million and 
the share component represented a value of approximately $56.3 million from 
the issuance of 5,621,239 common shares at a price of C$12.53 ($10.02) per 
share, being the average closing price of the Company’s shares on the Toronto 
Stock Exchange the two days before, the day of, and two days after the date of 
announcement.  The combined value of the offer was $121.6 million.

On April 12, 2005 the Directors of Lundin Mining announced that all of the 
conditions of the Merger Offer had been satisfi ed or waived and, accordingly, the 
Merger Offer was declared unconditional in all respects.  ARCON was consoli-
dated in the fi nancial statements of Lundin Mining as of May 1, 2005.

The acquisition of ARCON has been accounted for using the purchase method.  
The allocation of the fair value of the net assets acquired is as follows:

Purchase price:

Cash paid $ 65,277

Common shares issued    56,347

Acquisition costs 5,347

 126,971

Less: cash acquired (2,251)

Net purchase price $ 124,720

Net assets acquired:

Net non-cash operating working capital $ (15,030)

Mining properties 135,657

Plant and equipment 17,773

Other long-term receivables 3,930

Other long-term liabilities (9,492)

Other provisions (8,118)

Net assets acquired $ 124,720

5.  Investments

Investments consist of marketable securities which had a market value of $30.7 
million at December 31, 2006 (December 31, 2005 – $9.2 million).

6.  Inventories

Inventories comprise of the following:

2006 2005 

Ore stock piles $ 4,522 $ 2,021

Concentrate stock piles 9,305 3,982

Materials and supplies 10,896 3,606

Total $ 24,723 $ 9,609
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7.  Mineral properties, plant and equipment

Mineral properties, plant and equipment consist of:

2006 2005

Cost
Accumulated 

depletion Net Cost
Accumulated 

depletion Net

Mineral properties $ 1,470,393 $ 128,478 $ 1,341,915 $ 307,317 $ 50,492 $ 256,825

Plant and equipment 360,646 27,655 332,991 39,652 8,260 31,392

Development 35,135 – 35,135 – – –

$ 1,866,174 $ 156,133 $ 1,710,041 $ 346,969 $ 58,752 $ 288,217

On October 31, 2006, the Company completed the acquisition of EuroZinc (Note 
4(a)), which includes the mining assets of both the Neves-Corvo and Aljustrel 
mines.  The allocation of the purchase price to mineral properties was $922.6 mil-
lion and to plant and equipment was $321.9 million.

On November 17, 2006, the Company completed the acquisition of a 49% 
interest in the Ozernoe project, a major zinc/lead deposit located in the Republic 
of Buryatia in the Russian Federation for cash consideration of $125 million, of 
which $115 million has been paid and the remaining $10 million is payable after 
the project commences commercial production.  The fi nal purchase price is 
subject to an adjustment based on recoverable zinc metal from the JORC Code 

Long-term debt consists of:

Dec 31, ’06 Dec 31, ’05

Somincor bonds – 2005 to 2009 (a) $ 35,689 $ –

Capital lease obligations (b) 6,866 1,547

Deferred employee housing sales 239 –

Investment incentive loan (c) 1,061 –

Aljustrel debt (d) 2,280 –

Total 46,135 1,547

Less: current portion of long-term debt and 
capital leases (3,284) –

$ 42,851 $ 1,547

The payment obligations over the next fi ve years are expected to be:

Debt Leases Other Total

2007 $ – $ 2,842 $ 442 $ 3,284

2008 – 2,518 3,138 5,656

2009 35,689 1,065 – 36,754

2010 – 360 – 360

2011 – 81 – 81

Total $ 35,689 $ 6,866 $ 3,580 $ 46,135

(a)   On December 17, 2004, the Company’s wholly-owned subsidiary, Somincor, 
issued 540,000 unsecured bonds with a nominal value of 50 each for a total 
of 27,000,000, which is equivalent to $35,689,000.  These bonds have a 
fi ve-year term with 100% of the principal repayable at maturity on December 
17, 2009 and bear interest at “EURIBOR 6 months” plus 0.875%.  Interest 
payments are due on June 17 and December 17 of each year;

resources to be confi rmed by the bankable feasibility study, which is being prepared.  
A joint venture company (“JVC”) has been formed and is held 49% by the Company 
and 51% by Metropol.  The JVC will develop the Ozernoe Zinc deposit and operate 
the mine.  The Company is responsible for arranging project fi nancing in an amount 
equal to 60% of the cash required to put the project into commercial production, 
with the remaining 40% contributed as equity by the Company and Metropol on 
a pro rata basis.  The Company accounts for its interest in the Ozernoe project 
using the proportionate consolidation method of accounting.  Non mineral prop-
erty joint venture assets and liabilities are not signifi cant at December 31, 2006.

(b)   Capital lease obligations relate to mining and computer equipment and pas-
senger vehicles with three or four year terms and bear interest at between 
1.25% to 1.75% above “3 month” and “6 month” EURIBOR;

(c)   The European Union (“EU”) established special investment programs to 
promote the development of some countries within the EU.  The Neves-Corvo 
mine is located in one of these regions in Portugal which qualifi ed for invest-
ment incentives.  Between 2001 and 2002 Somincor incurred approximately 
$20,000,000 of eligible expenditures resulting in a non-refundable grant of 
$800,000 and an interest-free loan of $4,565,000.  The remaining balance of 
the interest-free loan is repayable in three installments of $200,000 ( 151,000) 
and one fi nal payout of $461,000 ( 349,000) on July 30, 2008; and

(d)   The Aljustrel debt of $2,280,000 ( 1,725,000) was assumed on the acquisition 
of EuroZinc and represents the balance owing to the vendor of the Aljustrel 
mine.  It is due and payable on November 14, 2008.

9.  Deferred revenue

On December 8, 2004, the Company entered into an agreement with Silver 
Wheaton Corp. (“Silver Wheaton”) whereby the Company agreed to sell all of 
its silver contained in concentrate from the Zinkgruvan mine in Sweden to Silver 
Wheaton in consideration for an upfront cash payment of $50 million (C$60.6 
million), 6 million (post-consolidation) Silver Wheaton shares and 30 million Silver 
Wheaton share purchase warrants with an aggregate fair value of $22.8  million, 
plus a per ounce payment at a price equal to the lesser of (a) US$3.90 (subject to 
a consumer price adjustment after three years) and (b) the then prevailing market 
price per ounce of silver.

8.  Long-term debt
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The following table summarizes the changes in deferred revenue balance:

2006 2005 

Balance, beginning of year $ 58,176 $ 72,315

Amortization (3,093) (3,083)

Effect from changes in foreign exchange rates 9,247 (11,056)

Balance, end of year 64,330 58,176

Less: current portion of deferred revenue (3,264) (2,509)

$ 61,066 $ 55,667

The Company has agreed that the agreement will result in a minimum 40 million 
ounces of silver in concentrate being sold to Silver Wheaton over a 25-year period.  
If at the end of the 25-year period, the Company has not delivered concentrate 
containing the agreed 40 million ounces, the Company will pay to Silver Wheaton 
US$1.00 per ounce of silver not delivered.  During 2006, the Company delivered 
concentrate containing 1,671,000 ounces (2005 – 1,887,000) of silver to Silver 
Wheaton, for an aggregated total of concentrate containing 3,811,000 ounces 
since the inception of the contract.

10.  Provision for pensions

The Company has calculated its liability relating to the defi ned benefi t plan at the 
Zinkgruvan mine using the Projected Unit Credit Method.  Actuarial assumptions 
used to determine benefi t obligations at December 31, 2006 and 2005 were as 
follows:

2006 2005

Discount rate 4.00% 5.50%

Rate of salary increase 2.50% 3.00%

Long-term rate of infl ation 2.50% 3.00%

Information about Zinkgruvan’s defi ned benefi t and other retirement plans as at 
December 31, 2006 and 2005 is as follows:

2006 2005 

Accrued benefi t obligation:

Balance, beginning of the year $ 12,728 $ 11,598

Current service costs 684 537

Interest costs 499 533

Actuarial (gains) losses (2,066) 862

Benefi ts paid (505) (425)

Effects of foreign exchange 2,043 (377)

Balance, end of the year 13,383 12,728

Adjustments of cumulated unrecognized 
actuarials losses 958 –

Unrecognized actuarial gains 158 (862)

Accrued benefi t liability 14,499 11,866

Provision for indirect taxes on 
non-vested pension obligations 325 237

Pension obligations covered by insurance 
policies 646 8

Total provision for pension obligations $ 15,470 $ 12,111

The defi ned benefi t plan is unfunded and, accordingly, there are no plan assets 
and the Company made no contributions to the plan.  The Company’s pension 
expense related to the defi ned benefi t plan is as follows:

2006 2005 

Current service costs $ 684 $ 537

Interest costs 499 533

Actuarial losses 42 –

Indirect taxes 266 252

Pension expense $ 1,491 $ 1,322

In addition, the Company recorded a pension expense of $791,000 (December 
31, 2005 – $1,498,000) relating to defi ned contribution plans.

 

11.  Asset retirement obligation and other provisions

The asset retirement obligations and other provisions relate to the operations of 
Neves-Corvo, Zinkgruvan, Storliden, Aljustrel and Galmoy mines, as follows:

Asset retirement obligation

Balance, Dec 31, ’04 $ 11,137

Amounts arising on acquisition of mineral property interest 6,186

Change in estimate 76

Other provisions 426

Effect of foreign exchange (1,732)

Balance, Dec 31, ’05 16,093

Amounts arising on acquisition of EuroZinc – (Note 4 (a)) 62,562

Accretion 1,284

Change in estimate 8,773

Other provisions (381)

Effect of foreign exchange 2,700

Balance, Dec 31, ’06 91,031

Other mine closure obligations

Balance, Dec 31, ’05 –

Severence indemnity amounts arising 
on acquisition of EuroZinc – (Note 4 (a)) 4,331

Provisions during the period 350

Effect of foreign exchange 155

Balance, Dec 31, ’06 4,836

Total $ 95,867

On October 31, 2006, the Company acquired EuroZinc, the owner of the Neves-
Corvo and Aljustrel mines in Southern Portugal.  As part of the allocation of the 
purchase price, the Company allocated $62.6 million for future site restoration 
and mine closure costs and $4.3 million to severance indemnity.  The future site 
restoration and mine closure costs were determined based on the current life of 
mine plan, estimated undiscounted future site restoration costs of 100.5 million 
for the Neves-Corvo mine and 5.3 million for the Aljustrel mine and a credit-
adjusted, risk-free interest rate of 5.0%.  The Company expects the payments for 
site restoration costs to be incurred near the end or following the closure of the 
Neves-Corvo mine in 2022.  For the two months ended December 31, 2006, the 
Company recorded accretion expense of $0.5 million.  The asset retirement obli-
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gations for the Neves-Corvo and Aljustrel mines at December 31, 2006 totaled 
$65.1 million.

The asset retirement obligation at the Zinkgruvan mine at December 31, 2006 
was $11.7 million (December 31, 2005 – $8.2 million).  This was based on esti-
mated undiscounted future site restoration costs of $30.7 million (SEK 211.3 mil-
lion) and a credit-adjusted, risk-free interest rate of 5.5%.  The Company expects 
the future reclamation costs to be incurred subsequent to the end of the mine life.

In March 2006 Zinkgruvan presented a revised closure plan to the Swedish 
Environmental Supreme Court.  This closure plan for the tailings facility indicated 
a fi nal closure cost of approximately $1.4 million (SEK 10 million).  However, the 
Supreme Court upheld the original 2001 closure plan and required the Company 
to post a $10.9 million (SEK 80 million) bond.  Zinkgruvan is currently updating the 
closure plan for resubmission to the Swedish Environmental Court for approval.  

Until such time as the new closure plan is approved, Zinkgruvan has based its 
estimated asset retirement obligation at December 31, 2006 of $11.7 million on 
the 2001 closure plan.

The asset retirement obligation at the Galmoy mine at December 31, 2006 was 
$13.4 million (December 31, 2005 – $6.1 million), which was based on an undis-
counted asset retirement obligation of 15 million and a credit-adjusted, risk-free 
interest rate of 5.5%.  Expenditures for site restoration costs are scheduled to 
commence from 2007 to 2021.  For the year ended December 31, 2006, the 
Company recorded accretion expense of $0.8 million (2005 – $nil).

The Company estimates that its asset retirement obligations with respect to the 
Storliden mine are insignifi cant.

There are other provisions totaling $0.4 million relating to obligations to land 
owners close to the existing mining operations regarding future rights in exploration.

12.  Share capital

All shares and stock options shown in the tables are calculated as if the three-for-one 
stock split, which was effective February 5, 2007, had occurred at January 1, 2005.

 
(a)  The authorized and issued share capital is as follows:
Authorized – unlimited number of common shares with no par value and one spe-
cial share with no par value.

(b)  Stock options
The Company has an incentive stock option plan (the “Plan”) available for certain 
employees, directors and offi cers to acquire shares in the Company.  At the Octo-
ber 19, 2006 Special Meeting of Shareholders, the shareholders of the Company 
approved a resolution setting the number of shares reserved under the Plan at 
7,000,000.  As a result of a three-for-one stock split of the Company’s shares on 
February 5, 2007, the number of shares reserved under the Plan was 21,000,000, 
which is less than 10% of the number of issued and outstanding shares of the 
Company.  The term of any options granted will be fi xed by the Board of Directors 
and may not exceed 10 years from the date of grant.

Option pricing models require the input of highly subjective assumptions 
including the expected price volatility and expected life.  Changes in the subjec-
tive input assumptions can materially affect the fair value estimate and therefore 
the existing models do not necessarily provide a reliable single measure of the fair 
value of the Company’s stock options granted/vested during the year.

The Company uses the fair value method of accounting for all stock-based pay-
ments to employees, directors and offi cers.  Under this method, the Company 
recorded a stock compensation expense of $2.4 million for 2006 (2005 – $1.1 
million) with a corresponding credit to contributed surplus.  The fair value of the 
stock options granted at the date of the grant using the Black-Scholes pricing 

model assume risk-free interest rates of 3.9% to 4.1%, no dividend yield, 
expected life of 0.5 to 2.0 years and expected price volatility of 36% to 43%.

The continuity of incentive stock options issued and outstanding during 2006 
and 2005 is as follows:

Number of options
Weighted average 

exercise price (C$)

Outstanding, Dec 31, ’04 1,117,500 $ 2.14

Granted during the year 1,695,000 4.00

Exercised during the year (810,000) 1.99

Oustanding, Dec 31, ’05 2,002,500 3.76

Granted during the year 360,000 10.23

Granted in exchange for 
EuroZinc options – (Note 4(a)) 2,319,549 5.41

Exercised during the year (1,643,783) 3.61

Outstanding, Dec 31, ’06 3,038,266 $ 5.11

During the twelve months ended December 31, 2006, the Company granted 
360,000 incentive stock options to employees and offi cers at a weighted aver-
age price of C$10.23 and expiring between February 14, 2008 and October 10, 
2011.  In addition, the Company granted 2,319,549 incentive options to the former 
EuroZinc employees, offi cers and directors on the same EuroZinc terms as the 
exchange ratio pursuant to the acquisition of EuroZinc (Note 4(a)).

Range of exercise prices (C$) Year of expiry

Number of 
options 

outstanding

Weighted average 
remaining contractual 

life (Years)
Number of options 

exercisable

Weighted 
average exericse 

price (C$)

$0.38 – $4.22 2007 795,000 0.6 795,000 $ 3.92

$7.39 – $12.49 2008 330,000 1.4 330,000 9.92

$2.10 – $2.31 2009 17,424 2.7 17,424 2.10

$2.28 – $3.33 2010 995,062 3.5 662,814 2.57

$4.41 – $10.15 2011 900,780 4.4 439,059 9.61

3,038,266 3.0 2,244,297 $ 5.81
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(c)  Diluted earnings per share

(in thousands, except for share amounts) 2006 2005 

Earnings available to common shareholders $ 152,949 $ 29,963

Divided by:

Weighted average shares outstanding – basic 149,439 115,248

Incremental shares 1,713 729

Weighted average shares outstanding – diluted 151,152 115,977

Basic earnings per share $ 1.02 $ 0.26

Diluted earnings per share $ 1.01 $ 0.26

(d)  Stock appreciation rights
In connection with the October 31, 2006 acquisition of EuroZinc (Note 4(a)), the 
Company issued stock appreciation rights to certain former EuroZinc employees 
in exchange for the cancellation of their stock options.  The terms of the newly 
issued stock appreciation rights were the same as those of the cancelled options, 
with the exception of the number of shares and the exercise prices, which were 
adjusted for the share exchange ratio of the EuroZinc acquisition.

The continuity of stock appreciation rights issued and outstanding is as follows:

Number of stock 
appreciation rights

Weighted average 
exercise price (C$)

Outstanding, Dec 31, ’05 – $ –

Granted in exchange for EuroZinc 
options – Note (4(a)) 1,461,321 5.26

Exercised during the year (240,240) 5.21

Outstanding, Dec 31, ’06 1,221,081 $ 5.27

The stock appreciation rights are recorded as a current liability and are adjusted 
based on the Company’s closing stock price at the end of each reporting period.  
The liability as at December 31, 2006 was $9.2 million (December 31, 2005 – $nil).
All stock appreciation rights are fully vested and exercisable.

Expiry date
Number of stock 

appreciation rights
Weighted average 

exercise price (C$)

Dec 24, 2009 285,600 $ 2.31

June 8, 2010 135,360 2.31

July 5, 2010 290,361 2.28

May 4, 2011 338,400 9.03

May 11, 2011 171,360 10.15

Outstanding, Dec 31, ’06 1,221,081 $ 5.27

13.  Income taxes

The reconciliation of income taxes computed at the Canadian statutory tax rates 
to the Company’s income tax expense for the years ended December 31, 2006 
and 2005 is as follows:

2006 2005 

Combined basic federal and provincial rates 34.12% 35.60%

Income tax expense based on 
statutory income tax rates $ 70,040 $ 15,687

Effect of lower tax rates in foreign jurisdictions (23,487) (2,972)

Tax benefi ts recognized on prior year losses 1,323 (3,882)

Tax benefi ts not recognized on 
current year gains/losses – 3,410

Non-deductible and non-taxable items 3,159 –

Other 1,107 1,048

Income tax expense  $ 52,142 $ 13,291

Temporary differences and loss carry-forwards which give rise to future income 
tax assets and liabilities as at December 31, 2006 and 2005 are as follows:

Future income tax assets: 2006 2005 

Canadian tax loss carryforwards $ 7,056 $ 3,591

Irish tax loss carryforwards 33,543 32,719

Portugal tax loss carryforwards 2,020 –

Provision for pensions – 3,180

Working capital 3,678 –

Other 2,548 1,624

Asset retirement obligations 5,312 –

54,157 41,114

Valuation allowance (9,221) (5,642)

Future income tax assets 44,936 35,472

Future income tax liabilities

Tax-allocation reserve 7,644 5,746

Derivatives 2,030 –

Mining properties, plant and equipment 273,845 61,461

283,519 67,207

Net future income tax liability $ 238,583 $ 31,735

After taking into account the right of 
offset these balances are presented as follows:

Net future income tax asset $ 12,149 $ 2,753

Net future income tax liability 250,732 34,488

$ 238,583 $ 31,735

At December 31, 2006, the Company had accumulated non-capital losses for 
Canadian income tax purposes of approximately $23.6 million which will expire 
between 2007 and 2026 and accumulated non-capital losses for Irish tax pur-
poses of approximately $134.2 million which have an indefi nite life.

The transaction that occurred on October 31, 2006 gave rise to the acquisi-
tion of control of Lundin Mining Corporation by EuroZinc Mining Corporation for 
Canadian tax purposes and would result in a restriction to the utilization of the 
non-capital losses incurred up to the taxation year ended October 31, 2006.

The Company also has, through its subsidiaries, other tax losses and other 
deductions carried forward, the amounts for which tax benefi ts have been recog-
nized in the fi nancial statements.
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14.  Related party transactions

For the year ended December 31, 2006, the Company paid $190,000 (2005 – 
$175,000) for rent, accounting and administrative services to a company owned 
by the Chairman of the Company.  As at December 31, 2006, the Company had 
a $nil balance (2005 – $nil) owing to this related party.

Related party transactions are measured at their exchange amount in these con-
solidated fi nancial statements, which is the amount of consideration received as 
established and agreed upon by the Company and the aforementioned related party.

15.  Accrued liabilities

2006 2005 

Royalty payable $ 21,298 $ –

Advances on metal concentrates 15,582 –

Stock appreciation rights liability 9,222 –

Derivative related liability 14,815 1,941

Put premium obligation 9,476 –

Unbilled goods and services 
and payroll obligations 34,530 13,428

$ 104,923 $ 15,369

Derivative related liability includes the fair value of outstanding derivative con-
tracts plus accrued amounts for contracts settling on or before December 31, 
2006, but paid subsequent to year-end.

16.  Supplemental information

2006 2005 

Changes in non-cash working capital items consists of:

Accounts receivable and other current assets $ 28,139 $ (4,542)

Accounts payable and other current liabilities 2,664 6,974

$ 30,803 $ 2,432

Non-cash fi nancing and investing activities

Common shares issued for acquisition 
of NAN/ARCON $ – $ 71,074

Common shares issued 
for acquisition of EuroZinc 1,632,738 –

Stock options and stock appreciation rights 
issued on acquisition of EuroZinc 22,722 –

Equipment acquired through capital lease – 1,547

$ 1,655,460 $ 72,621

Operating activities included the following cash payments

Interest paid $ 3,392 $ 417

Income taxes paid $ 22,232 $ 3,219

17.  Segmented information

The Company is currently engaged in mining, exploration and development of 
mineral properties, primarily in Portugal, Sweden and Ireland.

The Company has fi ve reportable segments as identifi ed by the individual 
mining operations at each of its four operating mines as well as its signifi cant joint 
venture with Metropol.  In 2005, the Company identifi ed one operating segment, 
consequently the information presented below has been restated to present the 

comparative information as at and for the year ended December 31, 2005.  Seg-
ments are operations reviewed by the executive management.  Each segment is 
identifi ed based on quantitative factors whereby its revenues or assets comprise 
10% or more of the total revenues or assets of the Company.

Operating segmented information is as follows:

As at or for the year ended Dec 31, ’06  Zinkgruvan  Storliden  Galmoy  Neves-Corvo*  Ozernoe  Other Total

Sales $ 197,014 $ 114,323 $ 119,223 $ 110,899 $ – $ (1,730) $ 539,729

Operating profi t 138,344 44,755 38,847 23,520 – (1,100) 244,366

Capital expenditures 15,043 156 10,794 9,550 115,398 408 151,349

Goodwill – – – 517,559 – – 517,559

Total Assets 437,570 107,082 175,527 2,152,939 150,292 (193,810) 2,829,600

As at or for the year ended Dec 31, ’05 Zinkgruvan Storliden Galmoy Neves-Corvo Ozernoe Other Total

Sales $ 85,683 $ 58,959 $ 47,630 $ – $ – $ (199) $ 192,073

Operating profi t 32,122 10,329 (552) – – (535) 41,364

Capital expenditures 10,967 303 3,263 – – 3,424 17,957

Total Assets 209,716 48,877 148,482 – – (261) 406,814

*Neves-Corvo fi gures include capital expenditures, goodwill, and total assets for the Aljustrel zinc mine under development in Portugal.
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Geographic segmented information is as follows:

As at or for the year ended Dec 31, ’06 Sweden Ireland Portugal Russia Other Total

Sales $ 311,337 $ 119,223 $ 110,899 $ – $ (1,730) $ 539,729

Goodwill – – 517,559 – – 517,559

Mineral properties, plant and equipment 163,392 111,788 1,283,777 150,292 792 1,710,041

As at or for the year ended Dec 31, ’05 Sweden Ireland Portugal Russia Other Total

Sales $ 144,642 $ 47,630 $ – $ – $ (199) $ 192,073

Mineral properties, plant and equipment 152,469 135,748 – – – 288,217

18.  Financial instruments

(a)  Financial risk
The various derivative contracts include forward sales and calls and put options 
for the purpose of managing these risks and are not for trading purposes.

The following table summarizes the outstanding derivatives contracts of the 
Company as at December 31, 2006, of which all of the foreign exchange and a 
large portion of the metals contracts were assumed on the acquisition of EuroZinc 
on October 31, 2006 (Note 4 (a)).  Note that in addition to those contracts sum-
marized in the table, the Company is also a party to several structured derivatives 
deals.  Based on the nature of these individual contracts, they cannot be presented 
in a tabular format, and are therefore described in detail below the table.

Copper 2007 2008 
2009–
2011* Total

Puts (tonnes) 52,704 – – 52,704

Average price (US$/Ib) $ 0.85 $ – $ – $ 0.85

Calls (tonnes) 9,900 – – 9,900

Average price (US$/Ib) $ 4.00 $ – $ – $ 4.00

Forward sales (tonnes) 8,600 – – 8,600

Average price (US$/Ib) $ 2.97 $ – $ – $ 2.97

Silver 2007 2008 
2009–
2011* Total

Forward sales (ounces) 39,852 95,460 284,532 419,844

Average price 
(US$/ounce) $ 11.60 $ 11.60 $ 11.60 $ 11.60

Lead

Forward sales (tonnes) 2,250 4,500 – 6,750

Average price (US$/lb) $ 0.54 $ 0.54 $ – $ 0.54

Zinc

Forward sales (tonnes) 1,200 2,400 – 3,600

Average price (US$/lb) $ 1.22 $ 1.22 $ – $ 1.22

US currency

Forward sales $ 192,000 $ – $ – $ 192,000

Average US$/EUR 1.2907 – – 1.2907

* Between 2009 and 2011, silver forward sales are 117,072 oz, 114,720 oz, and 52,740 oz 
respectively, all at $11.60/oz.

In addition to the derivative contracts noted in the table above, the Company is 
also a party to the following structured derivatives as at December 31, 2006:

   multiple structured foreign exchange contracts with various counterparties having 
the following terms:

(i)  to sell between US$5.0 million and US$7.5 million and buy Euro dollars at 
prices between US$1.2025 and US$1.3000 per 1.00, on a monthly basis 
from April to August 2007;

(ii)  to sell US$1.0 million and buy Euro dollars at prices between US$1.1800 
and US$1.3000 per 1.00, on a monthly basis from April to August 2007;

(iii)  to sell US$4.0 million and buy Euro dollars at US$1.2850 per 1.00, on 
a monthly basis from April to June 2007, and to sell US$2.0 million and 
buy Euro dollars at US$1.2850 per 1.00, on a monthly basis from July to 
December 2007, with a fl oor of US$1.2000 per 1.00;

(iv)  to sell between US$2.0 million and US$4.0 million and buy Euro dollars at 
prices between US$1.2640 and US$1.2980 per 1.00, on a monthly basis 
from April to September 2007;and

(v)  to sell between US$3.5 million and US$7.0 million and buy Euro dollars at 
prices between US$1.2410 and US$1.2900 per 1.00, on a monthly basis 
from April to December 2007.

   two structured lead put contracts with a counterparty having the following terms:

(vi)  on a monthly basis between January and December 2007, the Company 
has a contingent right (triggered if LME spot is below $0.46/lb) to sell 600 
tonnes at $0.46/lb or a contingent obligation (triggered if LME spot is at or 
above $0.59/lb) to sell 600 tonnes at $0.54/lb; and

(vii)  on a monthly basis between January and December 2007, the Company 
has a contingent right (triggered if LME spot is below $0.52/lb) to sell 600 
tonnes at $0.52/lb or a contingent obligation (triggered if LME spot is at or 
above $0.64/lb) to sell 600 tonnes at $0.59/lb.

The net derivative liability on the mark-to-market valuation of all the outstanding 
derivatives and fi nancial instruments as at December 31, 2006 was $2.9 million 
(December 31, 2005 – $2.0 million).  For the year ended December 31, 2006, 
the Company recorded a net gain of $0.4 million on derivative instruments 
consisting of a $27.6 million realized loss from the settlement of derivative con-
tracts, offset by a unrealized mark-to-market adjustment to earnings of $28.0 
million (2005 – $2.0 million loss) from the outstanding derivative contracts.

60



(b)  Fair values
The fair value of cash and cash equivalents, accounts receivable, accounts pay-
able, other current liabilities and the amounts due from and to related parties is 
estimated to approximate their carrying values due to the immediate or short-term 
maturity of these fi nancial instruments.  Management also believes that the fair 
value of long-term debt approximates its carrying value.

19.  Commitments and contingencies

The Company’s wholly-owned subsidiary, Somincor, which was acquired as part 
of the EuroZinc acquisition on October 31, 2006, has entered into the following 
commitments:

(a)   Royalty payment under a fi fty year concession agreement to pay the greater of 
10% of net income or 0.75% of mine-gate production revenue.  Royalty costs 
for the two months ended December 31, 2006 was $0.9 million;

(b)   The port authority of Setubal and Sesimbra, Portugal for the use of the port 
facilities for a thirty-year period beginning in 1996 at an annual cost of $0.1 
million per year;

(c)   Railway transport agreement for ten years expiring in November 2010 at an 
estimated annual cost of $4.5 million per year;

(d)   Setubal bulk terminal land and use license commitments totaling approximately 
$0.4 million per year for the duration of the life of the terminal facilities; and

(e)   Computer equipment leases for the next two years in the amount of approxi-
mately $0.9 million per year.

During 2006, a major Swedish bank issued a bank guarantee to the Swedish 
authorities in the amount of $10.9 million (SEK 80 million) relating to the future 
reclamation costs at the Zinkgruvan mine.  The Company has agreed to indemnify 
the Swedish bank for this guarantee. 

The Company has agreed to deliver all future production of silver contained in 
concentrate (“contained silver”) from the Zinkgruvan mine to Silver Wheaton, with 
delivery guarantees of a minimum 40 million ounces of contained silver over a 25-
year period.  If at the end of this period the Company has not delivered the mini-
mum 40 million ounces of contained silver, the Company will be obligated to pay 
Silver Wheaton $1.00 per each ounce of contained silver not delivered.

The Storliden mine is being operated pursuant to an operating agreement 
between Boliden Mineral AB (“Boliden”) and the Company, whereby Boliden 
is the main contractor of the mine.  Ore is processed at a Boliden mill and after 
all operating costs are paid, the remaining cash fl ow is shared two-thirds by the 
Company and one-third by Boliden.  Boliden charges an operator’s fee to the 
Storliden mine at cost plus 15%.  There is also a 1.5% annual royalty based on 
the Net Smelter Revenue.

The Company is party to certain operating leases and contracts relating to 
offi ce rent, offi ce equipment and car leases.  Future minimum payments under 
these agreements at December 31, 2006 are as follows:

2007 $ 1,473

2008 1,215

2009 1,115

2010 1,030

2011 966

Total $ 5,799

20.  Differences between canadian and united states 
generally accepted accounting principles

The consolidated fi nancial statements have been prepared in accordance with 
Canadian generally accepted accounting principles (“Canadian GAAP”), which 
differ in certain material respects from those principles that the Company would 
have followed had its consolidated fi nancial statements been prepared in accor-
dance with United States generally accepted accounting principles (“US GAAP”) 
and from practices prescribed by the United States Securities and Exchange 
Commission (“SEC”) in applying US GAAP material measurement differences to 
these consolidated fi nancial statements.

Had the Company followed US GAAP, certain items on the consolidated 
statements of operations, and the consolidated balance sheets would have 
been reported as follows: 

As at Dec 31,

Consolidated balance sheets 2006 2005
(restated)  

Total assets – Canadian GAAP basis $ 2,829,600 $ 406,814

Investments (a) 4,847 5,846

Deferred exploration (d) (3,107) –

Total assets under US GAAP $ 2,831,340 $ 412,660

Total liabilities under Canadian GAAP $ 699,832 $ 162,298

Future income taxes (a) 1,386 1,637

Total liabilities under US GAAP $ 701,218 $ 163,935

Shareholders’ equity under Canadian GAAP 2,129,768 244,516

Unrealized gain on available for 
sale investments (a), net of taxes 3,193 4,209

Deferred exploration (d) (2,839) –

Shareholders’ equity under US GAAP 2,130,122 248,725

Total liabilities and 
shareholders’ equity under US GAAP $ 2,831,340 $ 412,660

Years ended Dec 31,

Consolidated statements of operations 2006 2005
(restated)  

Net earnings under Canadian GAAP $ 152,949 $ 29,963

Deferred exploration (d) (2,839) –

Net earnings under US GAAP 150,110 29,963

Basic earnings per share, US GAAP $ 1.00 $ 0.26

Diluted earnings per share, US GAAP $ 0.99 $ 0.26

Net earnings under US GAAP 150,110 29,963

Other comprehensive income

Unrealized gains on available for sale 
investments (a), net of taxes 3,193 4,209

Foreign currency translation adjustments (b) 77,803 (25,324)

Comprehensive income under US GAAP $ 231,106 $ 8,848
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Consolidated statements of cash fl ows

Years ended Dec 31,

2006 2005 

Operating activities

Operating activities under Canadian GAAP $ 247,221 $ 66,665

Deferred exploration (d) (3,107) –

Operating activities under US GAAP 244,114 66,665

Financing activities

Financing activities under  
Canadian and US GAAP 3,884 (16,131)

Investing activities

Investing activities under Canadian GAAP 63,838 (56,020)

Deferred exploration (d) 3,107 –

Investing activities under US GAAP 66,945 (56,020)

Effect of foreign exchange 
on cash balances 12,818 (6,785)

Increase (decrease) in cash and cash 
equivalent under US GAAP 327,761 (12,271)

Cash and cash equivalent, beginning 
of year under US GAAP 74,409 86,680

Cash and cash equivalent, 
end of year under US GAAP $ 402,170 $ 74,409

(a)   The Company’s investments in public companies are classifi ed as available-
for-sale investments under FASB Statement No. 115, Accounting for Certain 
Investments in Debt and Equity Securities.  Under US GAAP, these invest-
ments are recorded at fair value on the balance sheet with changes in the 
fair value recorded as other comprehensive income, net of applicable income 
taxes.  The $3.2 million (2005 – $1.2 million) unrealized gain, net of taxes, 
relates to investments in shares of various public companies valued at $30.7 
million, while the 2005 unrealized gain relates to shares in Union Resources 
Ltd. valued at $5.8 million.

(b)   Under US GAAP, cumulative translation adjustments are included as a com-
ponent of other comprehensive income.  Under Canadian GAAP, cumulative 
translation adjustments are presented as a separate line item within share-
holders’ equity.

(c)   Under US GAAP, the Company had previously determined that the Silver 
Wheaton agreement (Note 9) was a non-fi nancial derivative instrument under 
FASB Statement No. 133, Accounting for Derivative Instruments and Hedg-
ing Activities.  A non-fi nancial derivative is required to be recorded at fair 
value.  Upon further review of the agreement, the Company subsequently 
determined it did not meet the defi nition of a non-fi nancial derivative as the 
silver contained in concentrate that is sold under this contract was not readily 
convertible into cash.  The Company consideres the embedded derivatives 
identifi ed within the contract to have a non-signifi cant fair value at December 
31, 2006 and 2005.
    The Company became aware of this difference during the preparation 
of the annual 2006 consolidated fi nancial statements.  The impact of this 
restatement on the December 31, 2005 balance sheet was to decrease total 
assets by $3.4 million, decrease total liabilities by $12.0 million and increase 
shareholders’ equity by $8.6 million.  The impact on the statement of opera-

tions was to increase net earnings for the year ended December 31, 2005 
under US GAAP by $8.6 million and increase earnings and diluted earnings 
per share by $0.08.

(d)   Under US GAAP and practices prescribed by the SEC, exploration expen-
ditures relating to mineral properties, for which commercial feasibility has 
not yet been established, are expensed as incurred.  In addition, land use 
costs are expensed as incurred.  Under Canadian GAAP, these costs may be 
deferred and amortized over the estimated life of the property following com-
mencement of commercial production, or written-off if the property is sold, 
allowed to lapse, abandoned or impaired.  During the year ended December 
31, 2006, the Company deferred mineral property expenditures totaling $2.8 
million (December 31, 2005 – $nil), net of taxes, at the Ozernoe Russian 
project.

(e)   Under US GAAP, investments in incorporated joint ventures are accounted 
for using the equity method.  In accordance with a concession granted by the 
SEC, foreign private issuers may use the proportionate consolidation method 
for joint venture accounting if their fi nancial statements are presented under 
Canadian GAAP.

(f)   Recent United States accounting pronouncements: 

(i)  In July 2006, FASB issued Interpretation No. 48, Accounting for Uncer-
tainty in Income Taxes, an interpretation of FASB Statement No. 109 
(“FIN 48”).  FIN 48 clarifi es the accounting for income taxes by prescrib-
ing the minimum recognition threshold a tax position is required to meet 
before being recognized in the fi nancial statements.  FIN 48 also provides 
guidance on derecognition, measurement, classifi cation, interest and 
penalties, accounting in interim periods, disclosure and transition.  In 
addition, FIN 48 clearly scopes out income taxes from FASB Statement 
No. 5, Accounting for Contingencies.  FIN 48 applies to all tax positions 
related to income taxes subject to FASB Statement No. 109, Accounting 
for Income Taxes.  This includes tax positions considered to be “routine” 
as well as those with a high degree of uncertainty. 
    FIN 48 is effective for fi scal years beginning after December 15, 2006.  
Differences between the amounts recognized in the statements of fi nan-
cial position prior to the adoption of FIN 48 and the amounts reported after 
adoption should be accounted for as a cumulative-effect adjustment to 
the beginning balance of retained earnings.  The cumulative effect adjust-
ment would not apply to those items that would not have been recognized 
in earnings, such as the effect of adopting FIN 48 on tax positions related 
to business combinations.  The interpretation is effective by the beginning 
of the fi rst annual period beginning after December 15, 2006, with early 
adoption permitted.  The Company is presently evaluating the impact of 
this interpretation on the Company’s consolidated fi nancial statements. 

(ii)  In September 2006, the FASB issued FASB Statement No. 157, Fair 
Value Measurements (“SFAS 157”).  SFAS 157 provides enhanced guid-
ance for using fair value to measure assets and liabilities and provides 
expanded disclosure about the extent to which companies measure their 
assets and liabilities at fair value, the information used to measure fair 
value, and the effect of fair value measurements on earnings.  SFAS 157 
applies whenever other standards require (or permit) assets or liabilities 
to be measured at fair value; however, it does not expand the use of fair 
value in any new circumstances.  SFAS 157 is effective for fi scal years 
beginning after November 15, 2007, and interim periods within those 
fi scal years and early adoption is permitted.  The Company is presently 
evaluating the impact of this standard on the Company’s consolidated 
fi nancial statements. 

62



(iii)  In September 2006, the FASB issued FASB Statement No. 158, Employ-
ers’ Accounting for Defi ned Benefi t Pension and Other Postretirement 
Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R) 
(“SFAS 158”).  SFAS 158 represents the completion of the fi rst phase 
in the FASB’s postretirement benefi ts accounting project and requires 
an entity to: recognize in its statement of fi nancial position an asset for a 
defi ned benefi t postretirement plan’s overfunded  status or a liability for 
a plan’s underfunded status; measure a defi ned benefi t postretirement 
plan’s assets and obligations that determine its funded status as of the 
end of the employer’s fi scal year, and; recognize changes in the funded 
status of a defi ned benefi t postretirement plan in comprehensive income 
in the year in which the changes occur. 
    SFAS 158 does not change the amount of net periodic benefi t cost 
included in net income or address the various measurement issues asso-
ciated with postretirement benefi t plan accounting.  The requirement to 
recognize the funded status of a defi ned benefi t postretirement plan and 
the disclosure requirements are effective for fi scal years ending after 
December 15, 2006 and the requirement to measure plan assets and 
benefi t obligations as of the date of the employer’s fi scal year-end state-
ment of fi nancial position is effective for fi scal years ending after Decem-
ber 15, 2008.  Earlier application of the recognition or measurement date 
provisions is encouraged; however, early application must be for all of an 
employer’s benefi t plans.  The effect of the application of this standard on 
the accumulated other comprehensive income as at December 31, 2006, 
was not signifi cant and the Company is presently evaluating the impact of 
the remainder of this standard on the Company’s consolidated fi nancial 
statements. 

(iv)  In September 2006, the FASB issued FSP No. AUG AIR-1, “Accounting 
for Planned Major Maintenance Activities”.  The FSP permits companies to 
account for planned major maintenance activities using either the direct 
expensing method, the built-in overhaul method or the deferral method.  
The FSP will be effective for the Company December 1, 2007 and is to 
be adopted on a retrospective basis.  The Company is currently assess-
ing the alternative accounting treatments available under the FSP.
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Supplementary information (unaudited)
(Amounts in United States Dollars unless otherwise indicated)

Signifi cant differences between Canadian Generally Accepted Accounting 
Principles (“Canadian GAAP”) and International Financial Reporting 
Standards (“IFRS”) / International Accounting Standards (“IAS”).

The shares of Lundin Mining trade on the Toronto Stock Exchange and the American 
Stock Exchange;  the Company’s SDRs trade on the Stockholm Stock Exchange 
(“SSE”).  Most companies that trade on the SSE are required to report in accor-
dance with IFRS/IAS.  However, as a Canadian company, Lundin Mining is required 
to report in accordance with Canadian GAAP.  The Company has reviewed the 
differences between Canadian GAAP and IFRS/IAS and has identifi ed the follow-
ing items which would or may have a signifi cant impact on the fi nancial statements 
of Lundin Mining.

According to IFRS 3, future costs such as restructuring items, which are 
expected to occur subsequent to an acquisition, should not be provided for in the 
purchase price allocation. Instead, these costs should be realized in the income 
statement when the costs actually occur.  However, according to Canadian 
GAAP, restructuring costs that are expected to occur as a result of an acquisition 
should be provided for in the purchase price allocation.  Restructuring costs that 
arose during 2006, as a result of the merger with EuroZinc, in the amount of $7.0 
million, have been provided for in the purchase price allocations.

According to Canadian GAAP, impairment test of assets should be carried out 
by comparing the future cash fl ows of the assets to their carrying values.  Future 
cash fl ows are dependent on a number of assumptions, including, among other 
things, future metal prices, exchange rates and discount rates.  According to 
Canadian GAAP, future cash fl ows should be based on undiscounted values.  Lundin 
Mining believes that the future cash fl ows from the Company’s assets exceed their 
carrying values and, accordingly, no write downs are necessary.  According to IAS 
36, the future cash fl ows should be based on discounted values.

According to Canadian GAAP, the investments the Company holds in other 
companies should be valued at the lower of cost or fair market value.  However, 
according to IAS 39, these investments should be recorded at fair market value.  
The fair market value, as at December 31, 2006, was $30.1 million, which exceeded 
the carried cost value by $4.8 million.

According to Canadian GAAP, when an asset is acquired other than in a busi-
ness combination and the tax basis of that asset is less than its cost, the cost 
of future income taxes recognized at the time of acquisition is added to the cost 
of the asset.  However, according to IFRS 12 the recognition of temporary dif-
ferences that may arise on the initial recognition of an asset on the purchase of 
an asset other than in a business combination are not permitted.  In connection 
with the acquisition of the Ozernoe project, the Company has recognized a future 
income tax liability of $34.9 million under Canadian GAAP.

Adoption of annual report

The annual report was submitted to the Board of Directors on March 27, 2007.  
The balance sheets and profi t and loss accounts will be received by the Compa-
ny’s shareholders at the annual general meeting on May 23, 2007.

Compensation to directors and management

Remuneration and other compensation of Board of Directors
As resolved by the Board of Directors, remuneration is paid to the Chairman of the 
Board in the amount of C$200,000 per year and to each of the directors in the 
amount of C$75,000 per year.  In addition, the Chairman of the Audit Committee 
receives a fee of C$10,000 per annum and C$1,500 per meeting, the Chairmen 
of the Compensation, Environment and Corporate Governance committees each 
receive a fee of C$5,000 per annum and C$1,500 per meeting and each Com-
mittee member receives a fee of C$1,000 per meeting.  All expenses incurred by 
Directors in respect of their duties are reimbursed by the Company.

No separate remuneration is paid to the CEO in his capacity as a Director of 
the Board.

Remuneration of management
It is the responsibility of the Board of Directors to review and recommend com-
pensation policies and schemes for the Company, to set salary and benefi t levels 
and to award incentive stock options.

The Company’s compensation policy is designed to be competitive with similar 
mineral exploration and mining companies and will recognize and reward execu-
tive performance consistent with the success of the Company’s business.  The 
current compensation plan for the Other Chief Executives consists of salary, 
benefi ts, bonuses, pension and incentive stock options.  In establishing levels of 
compensation, the Board of Directors takes into consideration individual perfor-
mance, responsibilities, length of service and levels of compensation provided by 
industry competitors.  “Other Chief Executives” refers to the six employees, Karl-
Axel Waplan (from November 2006), Anders Haker, Kjell Larsson, Neil O’Brien, 
Manfred Lindvall (from February 2006) and João Carêllo (from November 2006) 
who, together with the CEO, constitute the Company’s Management.

Compensation committee
The Compensation Committee is to administer the Company’s executive compen-
sation program.  The Compensation Committee is comprised of Messrs. Anthony 
O’Reilly, Don Charter, David Mullen and Lukas H. Lundin, a majority of whom are 
independent directors.  The Compensation Committee meets at least annually 
to receive information on and determine matters regarding executive compensa-
tion in accordance with policies approved by the Board.  Recommendations for 
changes to the policies shall be reviewed on an annual basis to ensure that they 
remain current, competitive and consistent with the Company’s overall goals.

Severance pay
The CEO is engaged by the Company pursuant to an agreement entered into on 
November 23, 2004 and made effective January 1, 2005.  The contract is for an 
indefi nite term but may be terminated by either party in accordance with its provi-
sions.

If the agreement is terminated by the Company without cause, or by the CEO 
for Good Cause (which includes, among other things, a material reduction in 
the CEO’s responsibilities or a requirement that the CEO be based anywhere 
other than within a 50 mile radius of the existing location) then the Company is 
obligated to pay the CEO severance compensation (the “Severance Compensa-
tion”) that will include: (i) all salary to the termination date; (ii) a lump sum pay-
ment equal to 36 months of salary; and (iii) an additional amount equal to three 
times the average cash incentives paid to the CEO during the last three years.  In 
addition, all incentive stock options shall remain in effect, and the Company will 
continue to provide all benefi ts, for a period of three years following the termina-
tion date.

The CEO shall be entitled to terminate the agreement for Good Cause at any 
time within twelve months after a takeover of control of the Company.  In that 
event, the CEO’s Severance Compensation will also include the right to receive, 
in lieu of common shares issuable upon the exercise of options, a cash amount 
equal to the difference between the exercise price of such options and the aver-
age closing price of the Company’s shares for the 30 day period preceding the 
termination date.

The Company and the Company’s Other Chief Executives have mutual terms of 
notice of six to twelve months. In the event of termination on part of the Company 
a severance payment of six to twelve monthly salaries is payable.  

Pensions
For the Chief Executive Offi cer and the Other Chief Executives, the Company 
pays pension insurances with fi xed fees.  Pension costs refer to the expenses that 
affect the net result for the year.  The retirement age is 65 years and the pension 
agreement stipulates that pension provisions shall amount to 25–35% of the pen-
sion-entitled salary.
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Remuneration and other benefi ts during the year

 
Board remunera-
tion/base salary

Variable 
salary

Other 
benefi ts

Pension 
expense

Financial 
instruments Total

Chairman of the Board $ 179,499 $ – $ – $ – $ – $ 179,499

Other Board members 322,570 – – – – 322,570

CEO 304,530 289,775 2,113,708 46,406 4,190,987 6,945,407

Other Chief Executives

(six individuals) 1,047,257 113,298 1,120,020 157,924 3,243,308 5,681,807

Total $ 1,853,856 $ 403,073 $ 3,233,728 $ 204,330 $ 7,434,295 $ 13,129,283

Exchange rates, SEK/US$: 7.38; C$/US$: 1.13; US$/EUR: 1.26.

Comments on the table:
    CEO Base salary in 2006 of $304,530 consists of $248,221 paid to the previ-
ous CEO for the period January 1 to October 31 and $68,630 paid to the cur-
rent CEO for the period November 1 to December 31.

    Variable salary in 2006 of $289,775 was paid to the previous CEO for the 
period January 1 to October 31. 

    Other benefi ts of $2,113,708 was paid to the previous CEO when exercising 
incentive stock options.

“Financial instruments” in the table above refers to calculated fair value at the time 
of issue for those stock options that the CEO and the Other Chief Executives 
were granted free of charge in 2006. For disclosure of the valuation of the stock 
options, see below.

Allocated incentive stock options after split 

   Plan 2005/2007 previous year       Plan 2006/2009 current year

Number Value/ benefi t, US$ Number Value/ benefi t, US$

Chairman of the Board – $ – – $ –

Other Board members – – – –

CEO 300,000 164,631 428,400 4,190,987

Other Chief Executives (four individuals) 300,000 164,631 508,881 3,243,308

Total 600,000 $ 329,262 937,281 $ 7,434,295

As a result of the acquisition of EuroZinc Mining Corporation on October 31, 
2006, the Company issued 847,281 post-split replacement stock options to two 
former EuroZinc executives, whom are now current executives, in exchange for 
the cancellation of their EuroZinc options.  These options, which are considered 
to be stock appreciation rights in accordance with Canadian generally accepted 

accounting principles, had a fair value of US$7,718,000 using the Black-Scholes 
pricing model and a historical volatility of 43%.  The terms for these options are 
disclosed in note 12(d) of the consolidated fi nancial statements as Stock Appre-
ciation Rights.
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AGM

Lundin Mining’s Annual General Meeting is 
scheduled for May 23, 2007. 

Dividend
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Next report

The three months interim report for the fi rst quarter of 2007 will be published on 
May 10, 2007. 
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Mineral Reserves and Resources – defi nitions

Mineral Resource

A Mineral Resource, as defi ned by CIM-standards, is a concentration or occur-
rence of material in the crust of the Earth in such form and quantity that there are 
reasonable prospects for eventual economic extraction.  The location, quantity, 
grade, geological characteristics and continuity of a Mineral Resource are known, 
estimated or interpreted from specifi c geological evidence and knowledge.  Min-
eral Resources are sub-divided, in order of increasing geological confi dence, into 
Inferred, Indicated and Measured categories. 

Inferred Resource

An Inferred Resource is the part of a Mineral Resource for which tonnage, grade 
and mineral content can be estimated with a low level of confi dence.  It is inferred 
from geological evidence and assumed but not verifi ed geological and/or grade 
continuity.  It is based on information gathered through appropriate techniques 
from locations such as outcrops, trenches, pits, workings and drill holes which 
may be limited or of uncertain quality and reliability. 

Indicated Resource

An Indicated Resource is that part of a Mineral Resource for which tonnage, 
densities, shape, physical characteristics, grade and mineral content can be esti-
mated with reasonable level of confi dence.  It is based on exploration, sampling 
and testing information gathered through appropriate techniques from locations 
such as outcrops, trenches, pits, workings and drill holes.  The locations are too 
widely or inappropriately spaced to confi rm geological and/or grade continuity 
but are spaced closely enough for continuity to be assumed. 

Measured Resource

A Measured Resource is that part of a Mineral Resource for which tonnage, densi-
ties, shape, physical characteristics, grade and mineral content can be estimated 
with a high level of confi dence.  It is based on detailed and reliable exploration, 
sampling and testing information gathered through appropriate techniques from 
locations such as outcrops, trenches, pits, workings and drill holes.  The locations 
are spaced closely enough to confi rm geological and/or grade continuity. 
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Mineral Reserve

A Mineral Reserve, as defi ned by CIM-standards, is the economically mineable 
part of an Indicated or Measured Mineral Resource.  It includes diluting materials 
(waste) and allowances for losses, which may occur when the material is mined.  
Appropriate assessments, which may include feasibility studies, have been car-
ried out, and include consideration of and modifi cation by realistically assumed 
mining, metallurgical, economic, marketing, legal, environmental, social and gov-
ernmental factors.  These assessments demonstrate at the time of reporting that 
extraction could reasonably be justifi ed.  Reserves are sub-divided in order of 
increasing confi dence into Probable Reserves and Proven Mineral Reserves. 

Probable Mineral Reserve

A Probable Mineral Reserve is the economically mineable part of an Indicated, 
and in some circumstances Measured Mineral Resource.  It includes diluting 
materials and allowances for losses, which may occur when the material is mined.  
Appropriate assessments, which may include feasibility studies, have been car-
ried out, and include consideration of and modifi cation by realistically assumed 
mining, metallurgical, economic, marketing, legal, environmental, social and gov-
ernmental factors.  These assessments demonstrate at the time of reporting that 
extraction could reasonably be justifi ed. 

Proven Mineral Reserve

A Proven Mineral Reserve is the economically mineable part of a Measured Mineral 
Resource.  It includes diluting materials and allowances for losses, which may 
occur when the material is mined.  Appropriate assessments, which may include 
feasibility studies, have been carried out, and include consideration of and modifi -
cation by realistically assumed mining, metallurgical, economic, marketing, legal, 
environmental, social and governmental factors.  These assessments demonstrate 
at the time of reporting that extraction could reasonably be justifi ed.
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