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DESERT SUN MINING CORP.

(A Development Stage Company.)

CONSOLIDATED BALANCE SHEETS

{In Canadian Dollars)

As at
June 30, December 31,
2005 2004
{Unaudited) (Audited)
$ §
Assets
Current
Cash and equivalents 15,914,650 21,356 050
Amounts receivakle and prepaid expenses 2,475,562 1,455 386
Ceposits and advances 1,672,769 -
Other receivables (Mote 14 (o)) 2,719,668 1,491,842
Inventories (Mote &) 3587277 261,754
26,369,926 24 G665, 132
Capital
Mineral properties (Mote 2) 49,266,095 32104 499
Froperty, plant and equipmeant (Mote 4) 18528172 ___B106838
Liabilities
Current
Accounts payable and accrued liahilities 4,373,080 3,182,288
Other payables (Mote 14 (¢)) 2,335,567 1481942
Current portion of equipment finance (Mote 11} 2717 936 187 65806
9,426,583 4 862 526
Long-term
Equipment finance (Mate 11) 1,663,047 314,140
Aszet retirement clligations (Mote &) 1,520,000 -
3,183,047 214,140
12.609.630 5176 G666
Contingencies (Mote 3)
Shareholders' Equity
Capital Stock
Share capital (Mote 73 83,880,004 G2 646 554
Share purchase warrants (Mote 8) 13,983,590 9757 728
Contributed surplus (Mote 107 7,773,536 5,023 881
Deficit (24 082 867) (17 728 365)
81.554.563 59699 803
—dl184 100 G876 RS

Approved on behalf of the Board of Directors:

signed” Stan Bhart

Stan Bharti, Chairman

The accompanying notes are an integral part of these conzolidated financial statements.

signed” Bruce Humphrey

Bruce Humphrey, Chief Executive Officer



DESERT SUN MINING CORP.

(& Development Stage Company.)

CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY

{In Canadian Dollars)

Share Contributed
Common Purchase Surplus Accumulated Shareholdars’
Sharas Warrants and Othars Deficit Equity
# § § 5 5 H
Balance, August 31, 2003 32,868,484 16,952,085 1,682 832 428,419 (9462 812) 9,600 524
Issuad for Jacobina
gald property 1,851,852 3,000,000 - - - 3,000,000
Private placements 33,672,810 51,198,701 - - - 51,198,701
Share purchase warrant
valuation - (@ 143 681) 0142 681 - - -
Exercise of share purchasa
warrants 4,241 950 3,254,933 - - - 3,2584923
Waluafion allocation on
exercisa of shara
purchase warrants - 841 847 (841,847) - - -
Exercise of stock options 540,833 344 183 - - - 344 183
Waluafion allocation on
exercise of stock
options - 50,500 - (50 500) - -
Expiry of share purchase warrants - - (226 938) 226 938 - -
Stock-based compensation - - - 4419024 - 4,419,024
Share issua costs - (2,882,000} - - - (3,882 009)
Loss for the period - - - - (8,265, 553) (8,265 553)
Balance, December 31, 2004 73,175,929 G2 646,559 Q757,728 5,023,881 (17,725,365) 50, 699803
Privata placements 10,729,614 25,000,001 - - - 25,000,001
Share purchase warrant
valuation - (3,650,000) 3,650,000 - - -
Share purchase warrants
issued as compensation - - G26,500 - - 626,500
Exercise of share purchasa
warrants 166,477 224,744 - - - 24744
WValuafion allocation on
exercise of share
purchase warrants - 50,338 (50,338) - - -
Exercise of stock opfions 250,000 293 500 - - - 283,500
WValuafion allocation on
exercise of stock
aptions - 116,500 = (116,500) - -
Stock-basad compensation 508,333 BE3 66T - 2,866,155 - 3,749 822
Share issua costs - (1,685, 305) - - - (1,685 305)
Loss for the period - - - - (6,354, 502) (6,354 502)
Balance, June 30, 2005 94,830,353 93 880,004 13,083,800 7,773,536 {24,092 967) 91,554,563

The accompanying notes are an intearal part of these consolidated financial statements.



DESERT SUN MINING CORP.

A Development Stage Company.)

CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT

{In Canadian Dollars)

Three Months Four Months  Six Months Seven Months
Ended Ended Ended Ended
June 30, March 31, June 30, March 31,
2005 2004 2005 2004
{Unaudited) (Unaudited)  {Unaudited) {Unauditad)
§ § § §

Mine Operating Earnings - - - N

Expenses
Amortization 903 25,965 1,927 28,750
Compensation expense (Mote 9) 3,749,823 4 47T 924 3,745,823 4 4FTF 924
Consulting fees 29.281 - 671,281 245,957
Directors' and committes members' fees 12,694 12,000 25,498 24 000
General exploration - - - -
Investor relations and shareholders' information 181,742 223872 308,400 250 469
Management and administrative services 280,650 427 829 1,052,093 GE8,579
Office and miscellanecus 160,887 53,551 259,627 165,107
Professional fees 75,193 49 399 87,083 83,294
Transfer agent, listing and filing fess 58,168 26,340 173,125 40,039
Travel and entertainment 135,078 45 374 208,740 164,129
Operating Loss (4,714,419) (5,342 254) (6,538,297) (5,249 248)
Investment income 135,901 218,549 248,923 280,558
Interest expense (158) - (330) -
Fareign exchange (oss) /gain (65,023) 7,518 (64,798) 7.518
Met loss for the period (4,642 ,697) (5,116,187) (6,354,502) (5,951172)
DEFICIT, beginning of period {19,439170) (10,297 797) {17,728,365) (2462 812)
DEFICIT, end of perod {24,082 867) (15,413 284) {24,082 867) (15,413,984

_______________________________________________________________________________________________________________________________|]
Loss per share - basic and diluted (03.08) (0.09) (0.08) (0.11)
Weighted average number of shares outstanding B4,687,196 57,184 329 79,642,661 52,236,061

The accompanying notes are an integral part of these consolidated financial statements.



DESERT SUN MINING CORP.

(A Development Stage Company.)

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Canadian Dallars)

Three Months Four Months  Six Months Seven Months

Ended Ended Ended Ended
June 30, March 31, June 30, March 31,
2005 2004 2005 2004
(Unaudited) {Unaudited) (Unaudited) {Unaudited)
5 Gl B 5
|
Cash Provided by (Used in):
OPERATING ACTIVITIES
Met loss for the period {4.643,697) (5,116,187) {6,354.502) (5,951 172)
Adjustments for non-cash items:
Amortization 903 25 9E5 1,927 28,750
Compensation expense (Note 9) 3,749,823 4 47T 924 3,749,823 4 477,924
Consulting fees - - 626,500 -
Foreign exchange 57,370 - 57,370 -
Met change in non-cash working capital (3,992,752) (441, 703) (5,169,748) (828 ,191)
{4.828,353) (1,054,001) (7,088,630} (2,282 689
FIMAMCING ACTIVITIES
Private placements, for cash (net of issue costs) (31,275 (172,163) 23,314,696 30,122,508
Exercise of options - - 293,500 -
Exercise of warrants 112,019 - 224,744 -
80,644 {172 163) 23,832,940 30,122 508
INVESTING ACTIVITIES
Mineral properties (net) {6,265,704) (1,799 544 {(15,641,596) (4,805 14E)
Property, plant and equipment inet) (2,219,506} (4792 761) {6.544,114) (496,013
(8,485,210} (2,279,308) (22,185,710} (5,301 159
CHAMGE IM CASH AND EQUIVALENTS, for the pericd (13,232,919} (3,512 469) (5,441,400} 22 538 660
CASH AND EQUINALENTS, beginning of period 29,147,569 32,883 590 21,356,050 6,832 461
CASH AND EQUIVALENTS, end of period 15,914,650 29371121 15,914,650 29 371121

Supplemental information:
Interest paid 156 - 330 -
Income taxes paid - - - -
lzsuance of shares for exploration property,

plant and equipment - - - 3,035,000
Asset retirement obligations provision 1,520,000 - 1,520,000 -
lzsuance of share purchase warrants as compensation - - 626,500 -
Equipment financed by supplier B43,733 - 3,879,147 -
Contributed Surplus - - - 35,000

Cash and equivalents consist of the following:

Cash 5,885,545 5,055 &46 5,885,545 5 055845
Equivalents 10,02%,105 24 315 275 10,029,105 24 315275

The accompanying notes are an integral part of these consolidated financial statements.



DESERT SUN MINING CORP.

(A Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

{In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)
- - - - - = - - - -~ =-- - - ]

1. BASIS OF PRESENTATION AND NATURE OF OPERATIONS

These unaudited, interim consolidated financial statements include the assets, liakilities and operations of Desert
Zun Mining Corp. and its wholly owned subsidiaries (together “Desert Sun” or the “Company™), which were prepared
in accordance with Canadian generally accepted accounting principles (*Canadian GAAPT) for the preparation of
interim financial information, and follow the same accounting policies and methods of application as the audited,
consalidated  annual financial statements of the Company for the period ended December 31, 2004, The
accompanying interim consclidated financial statements do not include all the information and note disclosures
required by generally accepted accounting principles for annual financial statements and therefore should be read in
conjunction with the most recent audited annual consolidated financial statements and the notes below,

Desert Sun was continued under the Canada Business Comporations Act on March 20, 2002, The Company is
engaged in the exploration for, and development and mining of, precicus metals at the Jacobina gold property in the
State of Bahia, northeastern Brazil. Commercial production was declared at the Jacobina Mine on this property
effective July 1, 2005, Desert Sun acquired 100% of the Jacobina property in September 2002 and since then has
focused on refurbishing the Jacokina Ming (mill facilities and the Jodo Belo zone), evaluating and prioritizing other
near term production opportunities, and discovering high pricrity exploration targets.

Desert Sun relies on specialized facilities, highly trained staff and advanced technology to maintain and increase
production levels, Cash flow and the profitakility of operations will be affected by the price of gold and the Brazilian
Feal / s Dollar exchange rate, both of which can fluctuate widely, as well as numerous other factors beyvond the
Company’s control.

2. SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies reflected in these consclidated interim financial statements have been outlined
below and are set out in more detail in the Company’s audited consolidated financial statements for the 16-months

ended December 21, 2004,

Revenue recognition

Fevenue from the sale of gold or silver is recognized when title is transferred and the risks and rewards of ownership
pass to the purchaser, including the setting of a fixed or determinable selling price, reasonable assurance of
collectability, and delivery of the product, Settlement adjustments, if any, are reflected in revenue when the amounts
are determinalle.

Inventories
Inventories consisting of metal-in-circuit ore and bullion are valued at the lower of the weighted average cost of
production and net realizable value, Inventories of material and suppliss expected to be used in production are

valued at the lower of cost and net replacement value,

Froperty, piant and eguipment

Froperty, plant and equipment are initially recorded at cost and amortization is provided on a straight-ling basis over
the estimated useful lives that currently range from two to ten years, The Company reviews the carrying value on a
reqular bhasis and where it exceeds the estimated undiscounted future cash flows, a provision is made against
income in the period that such an impairment is determined by management.



DESERT SUN MINING CORP.

(A Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

{In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

F_-fl'nE ra | 12 rQ IEE r‘*l'e o

Acquisition costs of mineral properties and direct exploration and developmeant expenditures, net of preprocduction
revenues, are capitalized until the properties are placed into production, sold or abandoned and include
preproduction revenues and expenses prior to achieving commercial production. Costs incurred for general
exploration that are not project specific, are charged to operations. Depletion of mining properties and amortization of
capitalized exploration, preproduction and development costs will be calculated and recorded on the unit-of-
production basis over the proven, probable and possible reserves of the mine, following the commencement of
commercial production thereon, or written-off if the properties are sold, allowed to lapse or abandonad.

The recorded amounts of property acquisition costs and their related capitalized exploration and development
expenses represent actual expenditures incurred and are not intended to reflect present or future values. The
Company, however, reviews the capitalized costs on its property interests on a periodic, or anrual, basis and will
recognize an impairment in value based upon the stage of exploration andior development, work programs
proposed, current exploration results and upon managemants assessment of the future probability of profitakle
revenues from the property, or from the sale of the property. Excess carrying value over the estimated undiscounted
future net cash flow is charged to operations in the pericd such impairment is determined by management. Estimated
undiscounted future net cash flows are calculated using estimated metal prices, operating costs, capital costs and
reclamation and closure costs. Management's assessment of each project’s estimated current fair market value may
also be based upon a review of ather property transactions that have ocourred in the same geographic area as that
of the property under review,

Azset retiremeant obligations

Reclamation and closure costs have been estimated based on the Company's interpretation of current regulatory and
operating licence requirements and measured at fair valug. Fair valug is determined based on the net present value
of future cash expenditures expected upon reclamation and closure, Reclamation and closure costs are capitalized
as mine development costs and amortized over the life of the mine on a unit-cf-production basis. The fair value of the
estimated reclamation and closure expenses for the Jacobina Mine (Jodo Belo zone) were recorded as a liability on
completion of the construction phase.

[+

Stock-based compansation

The Company has a stock option plan and a share compensation plan, which are described in Mote 5.

The Compary accounts for all stock-based payments to employees and non-emplovess using the fair value based
method of accounting. The Company expenses as compensation the fair value of opticns over the vesting period. Mo
adjustmeant for subsequent changes inthe price of the Company's shares is recorded. If and when the stock options
are ultimately exercised, the applicakle amounts of additional paid-in capital and contributed surplus will be
transferred to share capital,




DESERT SUN MINING CORP.

(A Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

{In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

FQ re '.ﬂ Fi 'rre Fiims +ran m'a +|'Q Fi

The Canadian dollar is the functional currency of the Company. The Company considers its Brazilian operations to
he integrated operations. As such, monetary assets and liabilities of the Company's foreign operations denominated
in a currency cther than the Canadian dollar are translated into Canadian dollars at the exchange rate prevailing as
at the balance sheet date. Non-monetary assets and liakilities are translated at historical exchange rates prevailing at
each transaction date. Revenue and expenses are translated at the average exchange rates prevailing during the
wear, with the exception of amortization which is translated at historical exchange rates. Exchange gains and losses
on translation are included in the Consclidated Statement of Operations and Deficit,

Loss per share

Loss per share is calculated using the weighted-average number of common shares cutstanding during the period.
Diluted loss per share is caleulated using the treasury stock method. Stock options and share purchase warrants
outstanding were notincluded in the computation of diluted loss per share as their inclusion would be anti-dilutive,

e rl

'EE Q Eﬁ*l’fnﬁ; +Er~

The preparation of the consolidated financial statements in accordance with Canadian GAARP requires managemesnt
to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
any contingent assets and liakilities as at the date of the consolidated financial statements, as well as the reparted
amounts of revenues earmed and expenses incurred during the period. The most significant estimates are related to
recoverakility of exploration and development expenditures on mineral properties; exploration property, plant and
equipment; stock based compensation; and contingencies. Actual results could differ from those estimates.



DESERT SUN MINING CORP.

{4 Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

{In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)

3. MINERAL PROPERTIES
Ealance Additions Amaortized / Balance
January 1, 2005* Written off June 30, 2005
L ] L b
Exploration projects
Findobacu and Bahia gaold belt - 1,128,340 S 1,138,340
Development projects
Serra de Corrego 274,081 148,736 - 422817
Marro do Vento 7422 361 572113 S 7,994,474
Marro do Vento Extension - 1,145919 S 1,145,919
Canavieiras 459 430 647 924 - 1,137,354
Jodo Belo Sul 958 434 18,860 - 977.294
Jacobina Mine
Development costs 15,953,735 12,538,849 - 26,492,584
Attributable exploration 7006 458 40,855 S 7,047,313
Asset retirement obligations - S0, D00 - 910,000
32,104 4949 17,161,596 - 49,266,095

*

The total acquisition and exploration expenditures through December 31, 2004 were allocated to the significant
projects that were acquired, explored or developed during the period from commencement of activities by Desert
SN, based on the measured and indicated mineral resources estimated for each project. All future exploration and
development expenses will be charged to the paricular exploration or development project concerned, and may
include a reasonable allocation of any general exploration expenses.

Jacobina Mine, Bahia State, Brazil

Desert Sun entered into an aption agreement with Yalencia VYentures Inc. ("Valencia™) dated May 17, 2002 to acquire
a 51% interest in the Jacokina properties. On September 20, 2002 Desert Sun entered into a further Memaorandum of
Lnderstanding with Valencia whereby the Company could acquire the remaining 49% interest. In September 2003,
Desert Sun completed the expenditure commitment, acquired the 51% interest in the Jacobina Mine and related
mineral concessions and exercised its option to acquire the remaining 42% interest from Yalencia. The purchase
price of §5 milion was satisfied through a cash payvment of $2 million and the issuance of 1,851 852 common shares
in the capital of the Company, at a price of $1.62 per share. The purchase price was allocated to mineral properties,
(F4,547 859) and property, plant and equipment (real property) (54521410, An officer and director of the Company is
a director of Valencia, Desert Sun owns 100% of the Jacobina property, through a 100% interest in the equity of
Jacokina Mineragio & Comercio Ltda, ("JMC"), the Brazilian company that holds the mining and exploration licences,
fixed property, ete,

Yalencia has provided certain indemnities to Desert Sun for liakilities that were outstanding at the date of acquisition.
These amounts include taxes payable to the Brazilian Federal and State authorities; liabilities to third parties; as well
as labour and health related claims by former emplovess (52,3 million has been accrued at June 30, 2005). An
estimate of the possible further settlements relating to silicosis, for which YValencia has indemnified Desert Sun, is
betwzen $6 milion and $2 milion. It is management's belief, however, that the labour health related claims are
substantially without merit and Desert Sun and Valencia are defending the actions vigorously,



DESERT SUN MINING CORP.

(A Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)
[ = E e R e e e

4, PROPERTY, PLANT AND EQUIPMENT
June 30, December 21,
Accumulated 2005 2004
Cost Amortization Met Met
k] B § B
Canada
Computer equipment 13,854 3,574 10,320 5570
Office furniture and equipment 5,956 1,210 4,746 12,531
Brazil
Equipment 14,845 426 S84 075 14,261,411 5,070,268
Wehicles 3,880,556 411 5859 3,468,967 2,306,143
Computer equipment 287157 40,048 247,109 207 497
Office furniture and equipment 88,156 4 G678 83,478 49 087
Feal property (Mote 2) 452 141 - 452,141 452 141
19,673 246 1,045174 18,528,172 8,106,838
5. INVENTORIES

Imventories consist of the following:

June 30, December 31,

2005 2004

b b
Metal-in-circuit - -
Bullicn 967,630 -
Dore at refinery _ )
Materials and supplies 2,619,647 361,754
3,587,277 361,754

6. ASSET RETIREMENT OBLIGATIONS

The asset retiremeant obligations relating to reclamation and closure costs were caloulated as the net present value of
estimated future cash flows. The following is an analysis of the asset retirement obligations:

$
Liahilities accrued on Jacobina (Jodo Belo zone) 910,000
Liabilities accrued on Serra de Corrego B0 000
Liahilities accrusd on Morro do Vento 300,000
Liabilities accrued on Morro do Vento Extension (Basal and Main Reefs) 230,000

Balance as at June 30, 2005 1,520,000




DESERT SUN MINING CORP.

(4 Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)

T. SHARE CAPITAL
a) Authorized
Lnlimited number of commaon shares without parvalue.

by issued and outstanding

Mumber of Amount
Common Shares
# ]
Issued af, August 31, 2003 32,868 404 16,952,085
|ssLed for Jacobing gold property (Mote 3) 1,851,852 3,000,000
Frivate placements 33672810 51,198,701

Yarrant valuation

Exercise of share purchase warrants - cash procesds

Exercise of share purchase warrants - warrant valuation allocation
Exercise of stock options - cash proceeds

Exercise of stock options - option valuation allocation

Share issue costs

Issued af, December 31, 2004

Frivate placement — March 2005 "

Warrart valuation

Exercise of share purchase warrants - cash proceeds

Exercise of share purchase warrants - warrant valuation allocation
Exercise of stock options - cash proceeds

Exercise of stock options - option valuation allocation

Stock based compensation

Share issue costs

Issued at, June 30, 2005

4,241,950

(9,142,681)
3,284 933

- 841 847

540,833 344 183

. 50,500

= (2.022.000)
73,175,929 62,646,559
10,729,614 25,000,001
2 (3,650,000)

166,477 224744

. 50,2328

250,000 293,500

. 116,500

508,333 883 667

(1,685 .305)

84,830,353

83,880,004




DESERT SUN MINING CORP.

(A Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

{In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)

7. SHARE CAPITAL {continued)

[y %25 million bought deal financing

In March 2005, Desert Sun closed a bought deal financing with a syndicate of underwriters led by Sprott
Securities Inc. and including CIBC World Markets Ing, Salman Partners Inc., Canaccord Capital Corporation,
First Asscciates Investments Inc., Haywood Securities Inc, and Pacific International Securities Inc. pursuant to
which the underwriters purchased 10,729,614 units at a price of $2.33 per unit for agaregate gross proceeds of
25,000,001, Each unit consists of one common share and one-quarter of one common share purchase warrant
of Desert Sun. Each whole warrant is exercisable at a price of $2.50 until November 20, 2008, The gross
procesds have been prorated to common shares and share purchase warrants based on the relative fair value of
each component, as follows: shares: $21,350,001; share purchase warrants: $3 650,000, The Black-Scholes
option pricing model was used to determine the fair value of the share purchase warrants using the following
assumptions: expected dividend yield: 0%; expected wolatility: 100%; risk-free interest rate; 2.9%; and an
expacted life of 3.75 vears.

8. SHARE PURCHASE WARRANTS

The following summarizes the share purchase warrant activity during the period.

June 30, 2005 December 21, 2004
Number of Weighted Average Mumlber of Weighted Average
share purchase Exercise Price share purchase Exercise Price
warrants warrants
# $ # £
Balance, beginning of period 14,809,681 2.34 7,288,260 1.00
lssued — equity financings 2,682,404 2.50 12,778,904 250
lssued — as compensation W 500,000 2.50 = =
Exercised (166,477) 1.35 (4,241 ,950) 077
Expired -- -- (1,015,533) 1.25
Balance, end of period 17,825,608 23 14,809 621 2.34

(il Inthe six months ended June 20, 2005, Desert Sun issusd 500,000 share purchase warrants to two groups as
compensation as a result of its evaluation of the alternative sources of financing availakle to the Company. The
estimated fair market valug of these share purchase warrants of $626 500 was determined using the Black-
Schaoles model, applying the following assumptions: expected dividend vield: 0%, expacted volatility: 100%; risk-
free interest rate: 3.9%; and an expected life of 3.83 years.



DESERT SUN MINING CORP.

(A Development Stage Company.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

{In Canadian Dollars)

Three and Six Months Ended June 30, 20056 (Unaudited)

8. SHARE PURCHASE WARRANTS (continued)

Share purchase warrants outstanding as at June 30, 2005;

Expiry Date Mumber of Share Exercise Price Amount (*)
purchase warrants
# ] §
July 22, 2005 1,864,200 1.35 563.709
Movember 20, 2008 15,961,208 2.80 13,420,181
17,825 608 13,983,890

(*1 Black-Scholes valuation

9. STOCK BASED COMPENSATION
aj Stock Option Flan

At the Annual and Special Meeting of Shareholders held on April 20, 2005, shareholders approved a resolution
authorizing certain amendments to the Company's stock option plan (the *S0P"), among other things, to bring the
S0OF current with the new rules implemented by the Toronto Stock Exchange, The amendments, which have
received regulatory approval, will permit the Company to issue options to purchase common shares equal to 12.5%
of the issued and outstanding common shares of the Company, and also permit that options that have been
exercised or options that have expired will return to the S0P and once again be available for grant by the Company
under the S0P, All stock opticns granted to date now constitute unconditional grants. The number of commaon shares
subject to options grarted under the Company’s SOFP is limited with respect to any one optionee, to 5% of the issued
and outstanding common shares of the Company at the date of the grant of the option. COptions issued are
exercisable for a period determined by the board of directors, which cannot exceed five vears, Effective January 21,
2004, unless determined otherwize by the Board of Directors, all options granted under the Flan vest and bhecome
exercisable immediately.

The following summarizes the stock option activity during the period:

June 30, 2005 December 21, 2004
Number of Weighted Ave. Mumber of Weighted Ave,
Options Exercise Price Ciptions Exercize Frice
#® $ b= ]
Balance, beqinning of period 8.140,163 1.33 3,133,497 0.7s
Granted during the period (Mote 10(ajy 1,100,000 2.06 5,547 499 1.67
Exercised during the period {250,000) 1.7 (540,833 0.64

Balance, end of period 8,990,163 1.42 8140162 1.232




DESERT SUN MINING CORP.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

{In Canadian Dollars)

Three and Six Months Ended June 30, 2005 (Unaudited)

9. STOCK BASED COMPENSATION {continued)

As at June 20, 2005, the following options to acquire commaon shares were outstanding:

Expiry Date Mumber of Options Exercise Price Exercisable Options
# (b ®
July 11, 2007 290,000 0.28 200,000
September 16, 2007 42 000 .40 42,000
September 16, 2007 132,000 060 132,000
September 16, 2007 132,000 0,20 132,000
February 4, 2002 1,146 664 1.00 1,146 664
April 23, 2002 225,000 1.00 225,000
July 2, 2008 100,000 1.00 100,000
July 23, 2002 75,000 1.10 75,000
September 23, 2002 2,150,000 1.62 2,150,000
Cctober 21, 2008 400,000 1.65 400,000
Movember 17, 2008 50,000 1.95 50,000
December 11, 2008 B5,000 1.57 85,000
December 22, 2008 1,362 499 1.70 1,362,499
April 7, 2009 100,000 1.60 100,000
September 20, 2009 (Mote 10i@)) 1,000,000 1.20 375,000
Movember 8, 2009 (Note 100a)) 50,000 1.45 50,000
Cictober &, 2009 (Mate 10(a)) 150,000 1.45 150,000
Movember 24, 2006 (Mote 10(a)) 100,000 1.86 75,000
January 10, 2010 (Mote 10{ah) 100,000 1.94 100,000
January 31, 2010 (Maote 10{a)) 50,000 215 50,000
March 22, 2010 (Mote 100a)) Q50,000 207 Q50,000
2,990 163 1.42 2,340 163

[ Share Compenszation Fian

At the Annual and Special Meeting of Shareholders held on April 20, 2005 shareholders approved, by a

Disinterested Shargholder Viote™, the adoption of @ share compensation plan (the “SCP7 that permits the issuance
of up to 2,000,000 common shares of the Company, The koard of directors of the Company approved the adoption of
the SCF on the basis that it was necessary in order to continue to attract and retain key directors, officers and
consultants and given that this will enable the Company to attract and retain talented people in a competitive glokal
environment. The deemed value of the common shares granted under the SCF shall ke determined by the board of
directors on the basis of the market price, where ‘market price” shall mean the prior trading day closing price of the
shares of the Company. Under the SCP, common shares may only be granted to service providers of the Compary,
which include any full or part-time directors, officers or consultants. The vesting provisions of the SCP provide that
any commaon share to be issued under the SCF may ke issusd without any vesting restrictions, or under vesting
restrictions as established by the board of directors. The board of directors has approved the issue of 1,525 000
commaon shares to directors, officers and consultants, subject to the following vesting provisions: one-third
immediately, one-third after 12-months, and one-third after Z4-months. Regulatory approval has been received,
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10. CONTRIBUTED SURPLUS

The following summarizes contributed surplus activity during the period;

June 30, 2005 December 31, 2004
§ B
Balance, beginning of period 5,023,881 4284148
Stock-based compensation during the period
- Stock options granted 2,358,014 4 419 024
- Compensation shares vesting 1,391,808 -
Stock options exercised during the period {116,500) (60,5000
Share purchase warrants expired during the period - 226,932
Compensation shares issued (883,667 -
Balance, end of pericd 7,773,536 5023881
a) In the maonths Septemibxer 2004 through to November 2004, 1,300,000 options, and in the three maorths
ended March 2005, 1100000 options, for a total of 2 400000 options, were conditionally granted to directors,

officers and consultants of the Company. Shareholder approval for these issues was diven on April 20, 2005 and the
fair market valug is now being recorded as a stock based compensation expense over the wvesting period of the
options granted. The Black-Scholes option pricing model was used to determine the fair market value of $2,358,015
for these options using the following assumptions: expected dividend vield: 0%, expected volatility: 78%; risk-free
interest rate; 4.0%; and an expected life of & yvears,

[ on September 14, 2004 the board of directors approved, subject to shareholder approval, the establishment
of a share compensation plan (the “SCPF" and the issuance of 1,200,000 common shares to directors, officers and
consultants, On March 22, 2005 the board of directors approved the issue of a further 200,000 commaon shares.
These 1,500,000 commaon shares were deemed to be granted and valued upon approval of the SCF by shareholders
at the Annual and Special Meeting of Shareholders held on April 20, 2005 On May 5, 2005 the board of directors
approved the issus of a further 25 000 common shares. All shares issued under the SCP vest as to one-third on the
ariginal issus date, ane-third after 12-months from the original date of issue, and one-third after 24-maonths from the
ariginal date of issue; provided that the individual remained in service with the Company at that time. The deemed
value of the commeon shares granted under the SCP was determined by the board of directors to be $1.74, for those
shares deemed to have been granted on April 20, 2005, and $1.64 for the additional shares granted on May 5, 2005,
being the closing price of the shares of the Company on the prior trading day respectively. During the period ended
June 30, 2005, 508,333 vested common shares valusd at $323 667 were issued pursuant to the stock compensation
plan.
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10. CONTRIBUTED SURPLUS (continued)
Inciuded in contributed surplus are the following valuations regarding stock options and compensation shares:;

Expiry Date Mumber of Units Exercize price Amount (%)
# (% (5

Compensation Options
July 22, zoos ™ 227 272 110 179,545

Stock Qption Plan

Movember 24, 2006 100,000 1.26 100,500
February 4, 2008 1,146 G664 1.00 48 5010
April 22, 2002 225,000 1.00 47 250
July 23, 2008 75,000 1.10 19,124
September 23, 2008 2,150,000 1.62 2279000
Coctober 21, 2008 400,000 1.65 432,000
Movember 17, 2008 50,000 1.895 G000
December 11, 2008 85,000 1.57 27,550
December 22, 2008 1,262 4959 1.70 1,345,274
April 7, 2009 100,000 1.60 104,600
September 20, 2009 1,000,000 1.20 04,050
Cetober 5, 2009 150,000 1.45 157,650
Movember 8, 2009 50,000 1.45 54 300
January 10, 2010 100,000 1.94 126,800
January 31, 2010 50,000 215 55614
March 22, 2010 50,000 2.07 1,309 100
Cancelled options TO000
Share Compensation Plan
Authorized, but not vet granted 502,141
Share Purchase Warrants
Expired share purchase warrants 226,938
773,536
{*) Black-Scholes valuation
(i As part of the private placement in July 20032, atotal of 227 272 Compensation Options were issued to

the underwriter. Each Compensation Cption entitled the holder to purchase one Compensation LUnit at
aprice of $1.10 per Compensation Unit until July 22, 2005, Each Compensation Unit consisted of one
comman share and one half of one common share purchase warrant. Each whole share purchase
warrant entitled the holder to purchase one common share at a price of $1.35 until July 22, 2005, The
fair value of the Compensation Options were determined, using the Black-Scholes option pricing
model, to be 179 545 and have been recorded to contributed surplus.
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11. EQUIPMENT FINANCE
June 30, 2005 December 31, 2004

§ £
Supplier credit facilities, denominated in United States Dollars, bearing interest
at the Z4-month United States Dollar Swap rate applicable at the time of delivery
plus 5.75% to 5.25%, repayvable in quarterly installments, collateralized by security
over the particular asset financed, maturing Septembxer 30, 2007,
[The effective rates of interest applicable to these supplisr credit facilities ranges
from 9 55% to 2.65% ] 4,360,983 501,836
Less:  Current portion 2.717.936 187 896
Long-term portion 1,663,047 314140

Fayments under equipment finance arrangements are as follows:
2005
206
2007

Less:  Interest

12 COMMITMENTS AND CONTRACTUAL OBLIGATIONS

The Company has entered into contracts with the international supplier of its fleet of mining equipment for the
financing of certain of the mining equipment acquired for use at the Jacobina Mine. In addition, the Company has
negatiated a full service contract with this supplier, for the maintenance of the mining equipment provided by them.
Financial abligations in terms of this service contract include bath a fixed component, which is reflected below, as
well as avariable compongnt based on the number of hours that each piece of equipment is in operation.

The Company is also a party to certain management contracts, These contracts contain clauses requiring additional
payments be made upon the occurrence of certain events. As the likelihood of these events taking place is not
determinakle, the contingent payments have not been reflected below,

{in thousands of Canadian doflars) 2005 2006 2007

Service contract i 250 499 42
Office lease (Toronto) ™ 137 275 -
Equipment {Toronta) a 16 16
Management contracts GE2 75 975
TOTAL 1,087 1,765 1,033

(i Desert Sun shares its premises with other puklic companies that have common directors and/or officers.

Deszert Sun's proportional share of these commitments, after recoveries from other companies, is generally 20%.
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13. INCOME TAXES

The estimated taxable income for the period is nil. Tax assets arising from differences in tax values and accounting
values have been reduced by an equivalent valuation allowance, The valuation allowance will be adjusted in the
period that it is determined that it is more likely than not that some portion or all of the future tax assets will be
realized. For further information on the Company's actual losses for tax purposes, refer to Note 12 of the December
31, 2004 audited consolidated financial statements.,

14, RELATED PARTY TRANSACTIONS

All transactions with related parties have occurred in the normal course of operations and are measured at the
exchange amount, which is the amount of consideration established and agreed o by the related parties.

{a) Management and administrative services expense for the three months ended June 30, 2005 includes
$22 500 (first quarter 2005 - $22 5000, which was paid to a company controlled by an officer and director of the
Company for administrative semvices.

() Desert 2un shares its premises with other puklic companies that have common directors andior officers,
Desert Sun is reimbursed by these companies for their proportional share of the common expenses. At June 30,
2005 amounts receivable included $362 394 (December 21, 2004 $158,000) due from these companies.

() Other payables and other receivables consist of amounts that are expected to be paid in taxes and royalties,
and to settle historical creditors in Brazil, for which the Company is indemnified by Valencia. This amount doss not
include any amounts that might become due in respect of outstanding legal claims against JMC relating to silicosis,
for which the Company is also indemnified by Valencia, In the six months ended June 30, 2005 the Compary paid
304,297 (16-months ended December 31, 2004 $1.62 million) to settle amounts in terms of the indemnity, and has
been refunded $1.60 million by Valencia to date, with the cutstanding balance of $384,101 also included in other
receivables at June 30, 2005, An officer and director of the Company is a director of Valencia,

15. SEGMENTED INFORMATION

Geographic segmentation of the Company's assets is as follows:

June 30, December 31,
2005 2004
] b
Canada 22,652,693 22,980,151
Brazil 71.511,500 41,896 3158
94,164,193 B4 2876 469

All expenses included in the consolidated statement of operations were incurred in Canada,
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16. FINANCIAL INSTRUMENTS
Fair Walue

Canadian GAAF requires that the Company disclose information akout the fair value of its financial assets and
liakilities. Fair value estimates are made at the balance sheet date, based on relevant market information and
information about the financial instrument. These estimates are subjective in nature and involve uncertainties in
significant matters of judgement, and therefore cannot be determined with precision. Changes in assumptions could
significantly affect these estimates. The carrying amounts for cash and short-term investments, amounts receivable
prepaid expenses, deposits and advances, inventories, and accounts payvable and accrued liabilities on the balance
sheet date approximate fair value because of the limited term of these instruments.

Foreian Exchange Risk

Certain of the Company's expenses are incurred in United States and Brazilian currencies and are therefore subject
to gains or losses due to fluctuations in these currencies.

On March 3, 2005 Desert Sun entered into an agreement with BankBoston to purchase Brazilian Real (RE) for
maorithly delivery of the equivalent of US$H1 million per month beginning January 1, 2006 at an exchange rate
averaging RE2ODUSET for the vear for the scle purpose of hedging exposure of future foreign denominated
transactions to exchange fluctuations.

17. COMPARATIVE FIGURES AND CHANGE OF YEAR END

Certain of the comparative figures have been reclassified to conform to the presentation adopted in the current
periad,

Desert Sun has changed its financial year end from August 31 to December 31, Under Brazilian law, Jacokina
Mineracao & Comercio Ltda. CJMCT is required to have a vear end of December 21, &s JMC halds a 100% interest
in the Jacobina Mine and related exploration properties, the Company believes that it would be more cost efficient
and in the best interests of shareholders for both companies to have the same financial year end. The Company
implemented this change by having a transition period of 16 months, with the last day of the transition period being
December 31, 2004,

18. SUBSEQUENT EVENTS

After June 30, 2006 all of the broker warrants (227 272 broker warrants, with 113,626 underlying share purchase
warrants) as well as all of the share purchase warrants (1,864,200 share purchase warrants) that were due to expire
on July 22, 2005 were exercised, for gross proceeds of $2,920.213.



FORM 52-109FT2

CERTIFICATION OF INTERIM FILINGS
DURING TRANSITION PERIOD

|, Bruce Humphrey, the President and Chief Executive Officer of Desert Sun
Mining Corp., certify that:

1.

I, have reviewed the interim filings (as this term is defined in Multilateral
Instrument 52-109 Certification of Disclosure in Issuers’ Annual and
Interim Filings) of Desert Sun Mining Corp. (the issuer) for the interim
period ending June 30, 2005;

Based on my knowledge, the interim filings do not contain any untrue
statement of a material fact or omit to state a material fact required to be
stated or that is necessary to make a statement not misleading in light of
the circumstances under which it was made, with respect to the period
covered by the interim filings; and

Based on my knowledge, the interim financial statements together with the
other financial information included in the interim filings fairly present in all
material respects the financial condition, results of operations and cash
flows of the issuer, as of the date and for the periods presented in the
interim filings.

Date: Auqust 10, 2005

“‘Bruce Humphrey”

Bruce Humphrey
President and Chief Executive Officer



FORM 52-109FT2

CERTIFICATION OF INTERIM FILINGS
DURING TRANSITION PERIOD

|, Stephen Woodhead, the Chief Financial Officer of Desert Sun Mining Corp.,
certify that:

1.

|, have reviewed the interim filings (as this term is defined in Multilateral
Instrument 52-109 Certification of Disclosure in Issuers’ Annual and
Interim Filings) of Desert Sun Mining Corp. (the issuer) for the interim
period ending June 30, 2005;

Based on my knowledge, the interim filings do not contain any untrue
statement of a material fact or omit to state a material fact required to be
stated or that is necessary to make a statement not misleading in light of
the circumstances under which it was made, with respect to the period
covered by the interim filings; and

Based on my knowledge, the interim financial statements together with the
other financial information included in the interim filings fairly present in all
material respects the financial condition, results of operations and cash
flows of the issuer, as of the date and for the periods presented in the
interim filings.

Date: Auqust 10, 2005

“Stephen Woodhead”

Stephen Woodhead
Chief Financial Officer
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This interim repor, inciuding this MDEA confains certain “Forward-Looking Statements™ within the
meaning of the United States Privale Securities Litigation Reform Act of 1995, which are prospective and
reflact management’s expectations regarding Desert Suns future growth, results of operations,
performance and business prospects and opportunities. Forward-fooking information can often be
identified by forward-ooking words such as “anticipate”, “helisve”, “expact”, “goal”, “plan™, “intend”,
‘atimate”, “may” and Will" or simifar words suggesting future outfcomeas, or other expectations, belafs,
Mans, objectives, assumptions, intentions or stafements aboul future events or pemormance. Al
sfatements, other than statements of historical fact, included herein, inciuding without Fmitation,
statements regarding pofential mineralization and reserves, estimates of future production, unit costs,
costs of capital profects and timing of commencament of aperations, exploration results and future plans
and objactives of Desart Sun are forward-iooking statements that involve vanous risks and uncertaintias.
There can be no azsurance that such statements will prove to be accurate, and actual results and future
events couwld differ materially from those anticipafed in such statements. Important factors that could
cause actual results to differ maternally from Desert Sun's expectations are disclosed in its documents
filed from time to time with the Toronto Stock Exchange, the United States Secunties ahd Exchange
Commission and other regulatony authonties and nclude, but are not limited fo, faiure fo establish
esfimated resources and resenes, the grade and recovery of are which is mined varving from estimates,
capital and oparating costs varying significantly from estimates, delays in obtaining or failures to obtain
required govemmental, environmental or other project approvals, inflation, changes in exchange rates,
fluctuations in commadity prices, delays in the development of profacts and other factors.

Fotential shareholders and prospective investors should be aware that these statements are subject ©
known and unknown risks, uncerfainties and other facfors that could cause aclfual results fo difer
maternally from those suggested by the forward-looking statements. Shareholders are cautionad not to
place undue reliance on forward-looking information. By its nature, forward-looking information involves
humerous assumplions, inherent nsks and uncertainties, both genearal and specific, that contribute to the
poszsibiity that the predictions, forecasts, profections and vanous future events will nof occur. Desert Sun
undertakes no obligation o update publicly or otherwise revise any forward-looking infommation whether
as a result of new information, future events or other such factors which affect this information, except as
required by law.

This inferim report, including this MDE&A, also uses the ferms "measured resources”, Tndicated resources’
and ‘inferred resources’. Desert Sun Mining Comp. advises investors that although these terms are
recognized and required by Canadian reguiations (under National Instrument 43-101 Standards of
Disciosure for Mineral Frojgcts), the U5, Secunties and Exchange Commission dogs hot recoghize them.
Investors are cautfoned not to assume that any part or all of the mineral deposits in these categories will
ever be converfed info reserves. In addiion, Tnfermed resources’ have a great amount of uncertainty as to
their exizfence, ahd economic and legal feasibiity. It cannot be assumed that all or any part of an Infarred
Mineral Resource will ever be upgraded to a higher category. Under Canadian rules, estimates of inferred
Mineral Resources may hot form the basis of feasibility or pre-feasibiiity studies, or economic studies
exoept for Praliminary Assessment as defined under 43-107. Investors are cautioned not o assume that
part or all of an inferred resource exists, or is economically or legally mineable.



1. Introduction

This discussion and analysis of the consolidated operating results and financial condition of Desert Sun Mining Corp. (“Desert
Zun”, ar the “Company™) for the three and six months ended June 30, 2005 should e read in conjunction with the related
unaudited interim consolidated financial statements, including the notes thereto, as well as the audited consclidated financial
statements and notes for the 16-marths ended December 31, 2004

Desert Sun was originally incorporated (Fredonia Gil & Gas Ltd) under the laws of British Columbia on May 21, 1920, In
1984, the Company changed its name to Consalidated Fredonia Oil & Gas Ltd,, in 1926 to Sun River Gold Caorp. and in 1991
to Yellow Point Mining Corp. On August 26, 1994, the Company changed its name to Desert Sun Mining Carp. and on March
20, 2003, Desert Sun was continuesd under the Canada Business Corporations Act.

The unaudited interim consolidated financial statements and related notes of Desert Sun have been prepared in accordance
with accounting principles generally accepted in Canada ("Canadian GAAPT for the preparation of interim financial
information. Desert Sun's policies are consistent with accounting policies generally accepted in the United States CUS
GAAPT in all material respects except as outlined in Note 12 to the audited Consolidated Financial Statements for the 18-
months ended December 31, 2004,

Desert sun's Consclidated Financial Statements and related notes are expressad in Canadian dollars, All amounts in this
report are in Canadian dollars, except where otherwise indicated.

Dr. Bill Pearson, P.Geo. is the Qualified Person as defined under Mational Instrument 43-101 responsible for the geoscientific
and technical disclosure contained within this document. Mr. Peter Tagliamonte, P.Eng is the Gualified Persaon, as defined by
Maticnal Instrument 43-101, for all mining engineering work at the Jacobina Mine.

Change in the ending date of Financial Year

Desert Sun has changed its financial yvear end from August 31 to December 31, Under Brazilian law, Jacobina Mineracio e
Comercio Ltda, ("JMC™) is required to have a year end of December 21, As IMC holds a 100% interest in the Jacobina Mine
and related exploration properties, Desert Sun's principal assets, the Company believes that it would ke more cost efficient
and in the best interests of shareholders for both companies to have the same financial year end. The Company implemented
this change by having a transition yvear of 16 months, with the last day of the transition yvear being December 21, 2004, Below
is a comparizon of the quarterly periods for the current fiscal year with the comparable periods:

Current fiscal vear Comparative FPeriod
First quarter: 3-months ended March 31, 2005 3-maonths ended Movember 30, 2002
Second quarter: 3-moriths ended June 30, 2005 4-months ended March 31, 2004
Third quarter: F-maorths ended September, 30, 2005 3-manths ended June 30, 2004
Fiscal yvear: 12-months ended December 31, 2005 16-months ended Decemlber 31, 2004

This MDEA inciudes certain forward-looking statements. Pleasze read the cautionary note at the commencement of this report.

2. Vision and Strategy

Desert Sun is a Morth American-based gold producer engaged in the exploration for, and development, extraction and
processing of metals. Desert Sun's strategy is to provide its shareholders with superior returns from high quality assets in
areas of low political risk. Desert Sun has a strong and liguid balance sheet, no delt ather than supplier finance arrangements
and has not hedged or sold forward any of its future gold production.

Desert Sun's principal asset is the Jacobina Gold Mine and the associated 155-kilometer long Bahia Gold Belt, located in the
State of Bahia in northeastern Brazil. The Jaccokina Ming was commissioned in the first quarter of 2005 and commerzial
production has been declared as of July 1, 2005, The Company is expected to produce at in excess of 80% of capacity in the
third quarter, reaching full production capacity of 100,000 ounces per annum by the end of the third quarter of 2005,

The common shares of Desert Sun trade on the Toronto Stock Exchange under the trading symbol DSM, on the American
Stock BExchanges under the symbol DEZ and are also quoted over the counter on the Berlin and Frankfurt Stock Exchangss
under the symbol DRT.

The Company has a strong management team, board of directors and special advisory board, with diverse expertise in gold
exploration, ming development and finance. Desert Sun's goal is to grow the Company into a 250,000 ounce per year
producer within three to four years. The Company's short-term growth strategy is focused on the development of its
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Jacobina Mine, where Desert Sun expects to develop four further mining areas within 10 kilometers of the existing plant site.
The Company has three unigque growth pillars: a producing gold mine, development projects that will significantly expand its
gold production base to become an intermediate-sized gold producer, and excellent exploration targets on its extensive land
holdings.

3. Overview of Second Quarter

At June 30, 2005, Desert Sun had treasury assets with a market valuge of $15.9 million. Post quarter end, the Company
received $2.9 million from the exercise of warrants and broker warrants that were to expire in July 2005,

The Jacokina Mine began gold production on schedule in March 2005 and declared commercial production as at July 1, 2008,
The development of the Jacobina Mine, including refurbishment of the mill facilities and the Jodo Belo underground ming, all
capital equipment and vehicles, and costs of operation between March and June 2005 net of the sales of gold, cost $46.6
million (US$37 million) to June 20, 2005, In addition to this, the Company has provided for asset retirement obligations at the
Jacokina Ming in the amount of $1.5 million and has attributakble capitalized acquisition and exploration expenditure of $7.0
millicn.

In the second quarter, 11,873 cunces of gold were produced , while 9,889 cunces were sold at an average price of USE427.10
per ounce for proceeds of US4 2 million. The average London gold pm fix for the second quarter of 2005 was USE427 .40,

On March 3, 2005 Desert Sun entered into an agreement with BankBoston to purchase Braziian Real (RE) for monthly
delivery of the equivalent of US$1 million per manth beginning January 1, 2006 at an exchange rate averaging RE2.0:LUSE
for the year. The Company is monitoring the exchange rate between the Brazilian Real and the US Dollar closely and for
example, could recently have enterad into similar contracts for the 2007 calendar year at an exchange rate averaging RE2.9:
EERD

CORE BUSINESS - GOLD MINING

Jacobina Mine
Desert Sun owns 100% of the Jacokina property:

In the first (2002 - 2003) of 9 three-stage development program, completed in September 2003, Desert Sun secured
exclusive cwnership of the Jacobina property and completed a feasikility study that suppaorted the reapening of the Jacobina
Mire.

The second stage (2003 - 2005), which was completed in June 2005, involved bringing the Jacokina Mine back into
production in ling with the proposals contained in the SNC Lavalin feasibility study, as modified through the development
process. Rehabilitation of the Jacokina Mine started in earnest in April 2004, Existing faciities were refurkished and
improvements made in the mining and processing methods, The plant facilities were completed in February 2005, with a
rated capacity of 4,200 tonnes per day and expected annualized production of some 100,000 ounces. The first gald pour
took place in March 2005 and commerzial production was declared as of July 1, 2005,

With production at the Jacobina Mine expected to reach 100% of design capacity in September 2005, the Company has
initiated the third stage (2005 - 2008) of its development program, the goal of which is the expansion of annual production
through development of additional mining areas within the immediate vicinity of the existing plant faciities to owver 250 000
cunces per annum. Planning done to date has highlighted the potential for developing four additional mining areas over the
nextthree to four vears in order to successfully achisve this goal.

The mining method is sublevel retreat, longhole stoping, using electric-hvdraulic jumbos, 154onne LHDs (Load Haul Dump)
and 35tonne trucks., A ramp and drifts provide access to the mine for men, equipment and materials. The plant uses
conventional crushing, grinding and CIFP technology.

Labour, safety and training

In Jung 2005 Desert Sun emploved 390 (March 31, 2005; 2932) personngl on site at the Jacokina Mine and at the exploration
projects. This staff complement was supplemented by temporary contractors for a total of 713 (March 2005 618) individuals
on site. In the year to date, the Company has conducted 6,063 hours of safety training, including 3,203 hours in the current
gquarter. At the end of the quarter, the SIFAT week started at the Jacokina Ming, where the Company and its workers
participate in safety and social activities related to health, safety and environmental issues. This is an annual legal
requirement in Brazil.



Environmental
Lnder Desert Sun's operational management, the Jacokina Mine has had no environmental spills or incidents. All effluent
maonitaring requirements are in compliance with Operating Licence conditions.

4. Qutlook for the rest of 2005

Desert Sun anticipates continuing the strong forward momentum of the past couple of vears in 2005, Total production for 2005
is forecast at 55 000 to 60,000 cunces. annual steady state production, being 100,000 ounces per annum, is expected to be
reached in the third quarter of 2005, Average head grade is projected to be 2.1 9 AWt with an average recovery rate expected
at the plant of 96.5%. The production forecastis based on milling 4,200 tonnes per day.

It is not anticipated that cash costs, once at full production, will vary significantly from the forecasted USE200 per ounce
adjusted for the strengthening of the Brazilian Real, which is expected to add US$30 to US$H40 per cunce. The Jacohina Mine
operating cost structure reflects an exposure of approximately 25% US$ based and 75% RE based costs. Cash costs in the
third quarter will also be impacted by production levels of approximately S0%.

An anticipated further decling in the US dollar, geopaolitical tensions and lower levels of producer hedging have the potential to
push gold prices higher. Desert Sun has no debt other than supplier finance arrangements and its gold production is entirely
unhedged enabling it to fully participate in higher gold prices. Revenue from gold bullion production will be recognized when
fitle passes to the purchaser and as a result revenue will be recorded when the gold is sold, notwhen itis produced.

The Brazilian Real remained relatively stable in relation to the Canadian Dollar, the Company’s functional currency, during the
first six months of the vear, strengthening 13% from 2.2085 to 1.9249 but averaging $1.00: RE2.0781. In this period, funds
raizsed in Canadian dollars were invested in Brazil, largely in Brazilian Real.

Having declared commercial production being reached as of July 1, 2005, the exchange rate of most importance to the
Company during the second half of the vear will be that between the US Dollar and the Braziian Real. Based on extensive
consultation, the Company expects the Brazilian Real to weaken from the current USE1: RE2.30 to USE: RE2Z.6 during this
period. The project is financially robust at the current exchange rate, which is expected to be the imit of the Brazilian Real's
appreciation. Elections are scheduled for early 2006 in Brazil, historically a time of weakening in the naticnal currency.
Brazilian interest rates are also expected to begin declining over the balance of 2005,

5. Consolidated Financial Results of Operations
Expenses

{in thousands of Canadian doliars, except per share amounts)

Three months: Three months: Fiscal year: Fiscal vear:
June 30, 2005 March 31, 2005 2004 2003
Corporate administration 964 1,328 3,725 1,757
Mon-recurring cash bonus 1] 495 768 318
Mon-cash compensation expense 3,750 0 4,419 249
Amortization and depletion 1 1 7 3
Fareign exchange (gain) / loss G5 0 18 2
Interest expense 0 0 2 1
Interest income {136) {113) (673) (22
Net Loss for the Period 4,644 1,711 8,266 2,254
Per Share: Basic and diuted 0.06 0.02 0.14 0.08
Ciperating cash (outflow) (4,828) {2,260} {2,887) (1,558}

Three months ended June 30, 2005
On a consolidated basis, Desert Sun recarded a net loss from operations of $4.6 million in the three months ended June 30,
2005, or & cents per share; compared with £1.7 milion (or 2 cents per share) in the three months ended March 21, 2005,

The statement of operations highlights significant increases in overheads over the comparable period in 20034, which
includes increased management remuneration dus to a higher staff complement and an increased contractual time
commitment on the part of the officers of the Company; higher listing and filing fees as a result of the increased market
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capitalization of the Company (used to calculate exchange annual sustaining fees) and the listing of the Company's securities
an the American Stock Exchange; and consulting fees that include 3626500, being the value expensed for the 500,000
warrants issued during the course of considering various financing alternatives for the Company (as valued in terms of the
Black-Scholes Model), Head office cash operating costs, i.e. cash corporate administration costs less non-cash consulting
fees, in the quarter were $964 000 (March 31, 20058 $701,000), and the Company is projecting a sustainable level of
$800,000 per quarter.

Tatal acquisition, exploration and development expenditures in the three months ended June 30, 2005 were $7.8 million and
in the three months ended March 31, 2005 were $9.4 million, compared with $29 million in the sixteen months ended
December 31, 2004, and $2 million in the year ended August 31, 2002, All expenditure since 2003 relate to exploration and
development activities at the Jacobina Mine and within the Bahia Gold Belt. The inorease in exploration expenditures alone,
from $2 million in fiscal 2003, to $8 million in fiscal 2004, and $3.1 million in the first six months of fiscal 20085, reflects ongoing
efforts to expand the Company's resource and reserve base and to search for additional ore bodies.

Significant operating expenses are as follows:

Management and administrative services costs of §281.000 were incurred in the three months ended June 30, 2005,
comparad with §771,000 in the three manths ended March 31, 2005 that included bonusas paid upon the achievement of
significant milestones of $495,000. Also included in the above expense (s $23.000 (three months ended March 31, 2005:
S23,000) paid to a company controfled by a director of Desert Sun, for administrative services. Managemeant costs have now
reached a refatively stable level, higher than fiscal 2004 as a result of the growth in the Company with addifional officers and
stalf being added as well as increased time commitments by existing officers and stalf, and ongoing management consulting
and administration fees of approximately $300,000 per quarter can be expected.

Investor relations and shareholders’ information expenzes were £181,000 in the three months ended June 30, 2005
{three months ended March 31, 2005; 5127,000). The Company sustains a public relations campaign directed to increase
awaraness of the Company and its praject both in North America and Europe. Significant activities during the period included
the Annuai Report and Annual and Special Meeting of Shareholders ($35.000), presentations to targeted audiencas by senior
management in Europe (348 .000) and North Amenrica (521,000), and atfendance af trade shows (524, 000).

Travel and entertainment costs were 5135 000 in the three months ended June 30, 2005, a signfficant increase from the
574,000 incurred in the three months ended March 31, 2005. The travel and enterfainment costs relate principally to the
investor relations and marketing activities of mahagement as they endeavour to keep investors informed about developmeants
at the Campany. Travel and entertainment expanditure in the quarter was high as a result of visits by management to London
ahd mainiand Europe (330,000), Brazil (50,0000 and the USA (§30,000).

Office and miscellaneous expenses were $167,000 in the three months endead June 30, 2005, compared with $99.000 in the
first quarter of 2005, Desert Sun shares office space and administrative senvices with certain other public companies, which
together during 2004 negotiated and upgraded additional office apace. The costs of ongoing office administration should be
modest as the Company s reimbursed by these other companies for their proportionate share (generally 80%) of all common
expenses such as office rental, telephone, computer maintenance and ofice supplies. Mizcellaneous expenses included the
cost of attending the Brazilian Ball as a silver sponsor for the first time (525,000) and Ontario capital faxes (§35,000).

6. Operational Review

In the six months ended June 30, 2005 the Company achieved significant milestones at the Jacohina Mine and associated
exploration program:

1. The Jacobina Mine has been reactivated and at full production, expected to be reached in the third quarter, will
produce 100,000 cunces of gold per annum. The first gold was poured in March 2005 and commercial production was
declared effective July 1, 2005,

2. The Jacokina Mine produced a total of 11,925 ounces from the first gold pour at the end of March 2005 to June 230,
2005, Of this total, 9,829 ounces have been sold at an average net sale price of US$427 per ounce. Proceeds from the sale of
gold aunces from the Jacokbina Mine of USE4.2 milion, less the attributable costs of production, have been credited against
mine development costs, with total development costs to reactivate the Jacobina Mine capitalized to June 30, 2005 totaling
approximately US337 million. This compares wel with the estimate at the time of the original feasibility study of US%34 million.

3. During the second quarter of 2005, the mill processed 210 400 tonnes with an average grade of 2160 Au't resulting
in the production of 11,873 cunces of gold. For the month of June, the mill processed 80 612 tonnes with an average grade of
2,20 g Aut and produced 5,205 cunces of gold. The metallurgical recovery rate for June was 95.2%.
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EN The estimated mineral reserves, which are included in the table of mineral resources below, determined at a US$350
perounce gold price, are as follows:

Estimated Mineral Reserves as of August 1, 2005 '
Area Proven Probable Proven & Probable
Tonnes a Auw't Tonnes a Auit Tonnes o Aukt Ounces
Contained

Joao Belo * 1,955,000 2.02 9,147,000 2.04 11,102,000 2.04 727,000
Maorra do Vento ® il il 3,586,000 2.09 3,586,000 2.09 241,000
Basal Reef” il il 2,304,000 2.51 2,304,000 2.51 186,000
Serra de Corrego ? Mil Mil ayz.no0n 214 972,000 214 67.000
Total 1,855,000 2.02 | 16,008,000 213 17,964,000 2.1 1,221,000
Less: Production March to July 2005 341,920 2.08 22,869
Estimated Mineral Reserves as of August 1, 2005 ° 17,620,000 21 1,200,000

" Mineral resarves have been classified in accordance with CIM standards under NI 43-101.

# Desert Sun Mining mineral reserve estimate March 1, 2005 (Pearson and Tagliamonts, 2005) (ses DSM Press Release March 3, 2005).

* As per original Dynatec mineral resarve estimation of Septamber 2002 in the SMC Lavalin feasibility study (ses DSM Press Relsase September 12,
2003).

* Desert Sun Mining mineral reserve estimate August 11, 2005 jreviewsd by Devpro Mining Inc.) (see DSM Press Release August 11, 2005),

* Totals have bean roundad.

5. Aninternal review and evaluation of the Company's development projects was completed in January 2005, with Marro
do Yento identified as the next project most likely to be developed. The prefeasibility study for Marro do Vento, located 0.5
km from the processing plant, was completed in August 2005 and confirmed the sconomic viahility of developing the Morro do
Yento Mine, Micon International Limited of Toronto completed the review of mineral resources; AMEC Americas Limited of
Yancouver completed a review of the mill expansion and Devpro Mining Ine. of Sudbury, in conjunction with Desert Sun staff,
completed the mine plan and mineral reserve estimate, All environmental reports that are required to initiate work at Marro co
Yento have been submitted to the Brazilian environmental review agency, Centro de Recursos Ambientais (CRA).
Development and mining of the Marro do Wento area can be carried out under the existing Jacobina environmental licence.

. In 2005, Desert Sun has continued to make solid progress on its US35million exploration program within the Bahia
Gold Belt and has completed 71 holes totaling 13,262 metres of diamond drilling to test targets in the Jacobina Mine area: the
Canavieiras and Moo do Vento Extension targets, and the Findobagu/Entry Foint target area, located in the northern Bahia
Gold Belt, appraximately 50 km north of the town of Jacobina. Currently, there are two underground drills at Canavieiras; one
surface drill and one underground drill at Morro do Vento Extension, and two suface drills in the northermn area.

JACOBINA MINE

Reactivation of the Jacobina Mine started in earnest in April 2004, By May 2004, the underground mine was de-watered, by
June 2004 the antiquated rail haulage system removed , the drifts enlarged to accommodate mechanized equipment and new
ramp development started, and in July 2004 ore development commenced. A complete fleet of new equipment was
purchased, which included 15-tonne LHDs (Load Haul Dump, 35-tonne haulage trucks, electric hydraulic 2-boom jumbos,
and electric hydraulic ITH production drills. Mew wventilation, compressed air, and electrical systems were installed. Mine
offices, heavy equipment mechanical shops, warehouses, staff facilities and a haulage road were completed by Octobar 2004,
The plant has been completely refurbished and modernized, with four additional leach tanks installed to increase leach time
and gold recovery from the historical 2% to 96.5%. A new regeneration kiln has been installed and the CIF (carbon in pulp)
circuit has been upgraded with a 100% increase in the screen capacity. A new crushing plant has been constructed with a
throughput capacity of 500 tonnes per hour. The production plant has been fully automated with Siemens technology and is
now operating with 40% less manpower.

Gold procuction for 2005 is projected to be between 55,000 and 60,000 cunces, a small reduction from the criginal target of
G2 000 ounces established in the 2005 business plan. The capital project, including development of the Jacckina Mine,
refurbishment of the mill facilities as well as all machinery, equipment and vehicles, cost a litle under USE37 million. The
ariginal 2003 SMNC Lavalin Feasibility Study projected costs of US$34 milion. Lower development costs were offset by later
than expected pre-cperational revenue, as a result of the delaved delivery of the long hole drills. The Jacobing Mine is
preparing to open its second production stope.

Mr. Flavio Lamberti is responsitle for evaluating Desert Sun's potential development projects including Morre de Vento,
Canavieiras, Serra de Corrego, and Morro do Vento Extension (Basal/Main reefi. An independent pre-feasibility study,
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ordinated by Mr. Rick Adams, P.Eng. of Devpro Mining Inc., has confirmed the economic viability of developing Maorro do
Vento. In August 2005, the board of directors of Desert Sun approved the plan to proceed with Morro do Vento. In conjunction
with the project development initiative, a plant optimization review with AMEC and Lakefield seeks to evaluate the expansion
capacity of the plant. The plant expansion will be based on the timeline of the staf-up of the development projects.

EXPLORATION

The Bahia Gold Belt, wholy owned by Desert Sun, totals 131,539 hectares, which includes 5996 hectares in the mining
lease, 97 476 hectares of granted exploration concessions and 28 067 hectares of filed applications for exploration
concessions. The property covers a strike length of 155 kilometers over the Jacobina r'%l--L||- sedimentary rocks, which
underlie the Serra do Jacokina mountains. The Company is canducting a major exploration pr ong the Belt, and has
outlined four primary target areas for more detailed follow-up. These targets include the Findobagu area 55 kilometers north of
Jacobing where geclogical mapping, prospecting, and rock and soil geochemical sampling has identified gold-bearing quartz
veins, stockwarks and extensive silicified zones in a thick package of fuchsite-bearing, locally cxidized (after pyrite) quartzites
and metaconglomerates that may be the northern and separate extension of the Serra do Cdrrego Formation; a new basinal
entry point area with significant conglomerates, located five kilometers north of Findobagu; and a 45+ kilometer strike length
extension of the Serra do Corrego Formation conglomerates, which hosts the existing mines.

The following table provides the updated mineral resource estimate that has been reviewed and confirmed by Terry
Hennessey, P.Geo. of Micon Intermational. The resource estimation methods cand classification used is the same as
autlined in the August 2003 report by Mr. Hennessey filed on SEDAR.

Summary of Mineral Resources as at December 12, 2004*

Category Area Tonnes Grade Contained Gold
(gt Au) (ounces)

IMeasurad Jodio Belo 2,300,000 241 180,000
[tapicuro™ 250,000 5.70 5,000

Serra do Carreqo 10,000 .60 3,000

Canavigiras 5, 0000 G6.73 12,000

Subtotal 2,620,000 2.83 240,000

[indicated Jodo Belo 10,200, 0004 237 T9E0,000
[tapicuro™ 9,280,000 2.63 F90,000

Serra do Coreqo 310,000 2.39 TO,000

Canavieiras 250,000] 3.61 100, 000

Jodio Belo Sul TT0,000 255 G0,000

Subtotal 22,200,000 2.49 1,810,000

Total Jodo Belo 12,600,000 2.38 G70,000
Measured and [jtapicur;™ 9 630,000 2.7 240,000
Indicated Serra do Corego 520,000 244 72,000
Canavieiras S00,000 380 110,000

Jodio Belo Sul T70,0000 255 G0,000

Total 24,800,000 2.53 2,050,000

linferred 5,300,000 2.33 390,000
uls 1,000,000 3.88 120,000

Itapicuro®™ 3,800,000 3T 390,000

Serra do Carego 1,200, 2.05 170,000

Canavieiras 3,700 2.41 290,000

Jodo Belo Sul+ 3,900 | 1.67 210,000

Cther Areas 2,700,000 3.23 280,000

Total 22,200,0000 2.61 1,900,000

* Totals have been roundad.
** ftapicury includes Maomo do Vento, Morro do Vento Extension and BasalMain Reef.

+ Previously included in Other Areas.



Morro do Vento

At the Moo do Vento target area located 0.5 Kilometers north of the processing plant, 80 holes totaling 12,700 meters were
completad to December 31, 2004, The target intermediate reef package is 40 to 70 meters wide, and extends along the full
two kilometer strike length.

Anintermal review and evaluation of the Company's development projects was completed in January 2005, which established
Marro do Vento as the first project to be developed upon completion of the Jacobina Mine. An internal study was completed in
April indicating that underground mining is the best option far this project and an independent 42-101 compliant pre-feasibility
stucly was completed in early August 2005,

Highlights of the pre-feasibility study:
o Mineral reserves estimated to be 3,526,000 tonnes at 2.09 g Aut containing 241,000 ounces of gald
Marro do Vento Ming to produce 50,000 ounces per vear at a cash cost of USE240 per ounce, beginning in 2006
Capital cost (net of pre-production cash flow) is estimated at US$17.2 million
Recoverad gold including pre-production is estimated at 229,000 ounces
20% Internal Rate of Return with a Net Present Walue of US$&8.4 million at a 5% discount rate
5.5 year ming life with excellent potential to outline additional mineral reserves

The Marro do Vento mine will be the second production area at Jacobina and will add an additional 523,000 cunces per vear
bringing overal production to 150 000 cunces per year. The mining method and egquipment will be similar to that currently
used at the Jacobina Mine operations. The throughput of the processing plant will need to be expanded from 4,200 tonnes
per day to 6,500 tonnes per day to accommodate the additional ore.

The Company has started work on collaring the 720 Level access portal for Morro do Vento and will begin slashing the aocess
adit shortly. A power ling directly to the Maorro do Vento site is currently under construction and the mining equipment is being
ordered. A strong mine developmeant team is being assembled that will oversee all work on the project.

The total indicated mineral resources at Morro do Verto are estimated to ke 5,790,000 tonnes grading 2.12 g Awt, containing
406,000 cunces of gold using a conventional polvgonal method. Inferred mineral resources are estimated to be 2,470,000
tonnes grading 2.42 g Auft, containing 192 000 cunces of gold. The pre-feasibility study considered the indicated mingral
resources above the 200 level, which resources total 5,018,000 tonnes grading 2.08 g Au/t, containing 325,000 ounces of
gold. Prabable mineral reserves at USEIE0 per ounce gold price are estimated to be 3,586 000 at 2.09 g Aut containing
241,000 ounces of gold. Thers is excellent potential to both upgrade and expand mineral resources below the 800 |evel.

Mining will be by conventional lond hole open stoping using top hammer long hole drills, 6.2 m* LHDs, and 354anne low
profile haulage trucks, Geotechnical aspects of the mine design have bheen reviewesd by MLF, who indicated that ground
conditions are expected to be good and there should be no problems with ground stability with the current mine desian. AMEC
considers that the Morro do Wento mingralization will behave in a metallurgically similar way to the Jodo Belo ore currently
being processed and that treatment of any ratio of these ores will not significantly impact metallurgical plant performance.

Upgrading of an existing access road and construction of a bridge or culvert across the tapicuru River will be required as part
of the haulage system from the 800 Level adit on the east side of Morro do Vento, Access to the 720 Level adit will ke from
the north end of the Morro do Vento area, approximately 200 metres from the crusher, via the existing Jacobina Mine (Jodo
Belo Zong) haul road. Existing mine irfrastructure, including mechanical shops, warehousing and staff facilities will be utilized
to accommodate the Morro do Vento operation,

The results of the study have identified a number of modifications to the milling facilities to increase the throughput from
4 200 tonnes per day to 6,500 tonnes per day:

¢« Installation of a new secondary crushing circuit to produce a finer crushed product prior to grinding.

« Replacement of the arinding cyclones and corresponding feed pumps with higher capacity units in order to handle the
increased throughput,

« nstallation of a new thickener that would function in parallel with the existing circuit. The current sandislime system
wolld be abandoned.

« In the leaching area, an increase in the number of mechanically agitated leach tanks to provide the optimal leach
residence time is required. A new leach feed vibrating screen, leach feed sampler and leach transfer pumps are also
required to handle the increased capacity.

s Installation of a new CIF tails vibrating screen and sampler to handle the increased tailings capacity.

« Replacement of the tailings disposal pipeline with a new larger diameter pipeling to handle the increased capacity.
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s Installation of new process water distribution pumps to handle the increased water requirements.
«  Primary crushing, carbon in pulp, carkbon stripping and reactivation, reagent handling and refining circuits were
deemed to have sufficient capacity to accommodate the increased capacity.

Mo additional environmental licenses are required for the Morro do Vento operation. The existing freshwater supply and
discharge water systems will be utilized as well as the storm water drainage system. Closure costs associated with the Marra
do Vento mine are considerad to be included with the Jacokina Mine complex dosure plan.

Total capital cost is estimated to ke US$E31.2 million for the project. Gold produced from capital development in ore, amounts
fo USHE14 million making the total new capital requirements for the project of US$17.2 million. The underground mine
sustaining capital has been estimated to be US$5.2 million, to primarily be incurred in the vears 2007 and 2008 for equipment
rebuilds and ongoing mine development.

Devpro Mining Inc (Devpro) was contracted by Desert Sun to co-ordinate the preparation of this pre-feasikility level report.
Mr. Terrence Hennessey, P.Geo, of Micon Intermational Limited (Micon) reviewed the geclogical aspects of the study and the
mineral resource estimates. Mr. Rick Adams, FP.Eng. of Devpro reviewed the mining methods and layouts, preparation of the
mineral reserve estimates, and mine capital and operating cost estimates. Mr. Joe Milbourne, P.Eng. of AMEC Americas Ino.
of Vancouver, B.C., ("AMEC") prepared a study of the milling and metallurgical aspects of the Marro do Vento deposit
mineralization, and, MLF Geotecnica Mechanica de Rochas Ltda (*MLF™) of Mova Lima, Brazil reviewed the geo-mechanical
aspects of the project with respect to ground stability. The individuals cited abowve are all independent qualified persons as
defined under National Instrument 42-101.

Morro do Vento Extension

The Marre do Vento Extension target is located immediately north of the processing plant at the Jacokina Mine area. In 2004
a drill hole intersected 4.94 g Au/t over a true width of 12.6m in the Main Reef in the Maorro do Vento Extension. In 2005, 12
drill holes totaling 5,371 metres have been completed. Two hales returned significant intersections in the Main Reefof 225 g
At over a true width of 17.8 metres and 2.71 g Aut over 5.3 metres. Initially, this drilling was focused on explaring the down
dip extension of mineral rescources in the Basal Reef, which was previously mined at shallower levels, and the little-explored
Main Reef, which is about 50 metres stratigraphically above the Basal Reef, but has now been expanded to test the southermn
continuation of these reefs into the Marro do Wento area. The first hole in the Morro do Vento portion of the target zone
returned 5.81 g Aut over 2.2 metres true width inthe Main Reef and 4.47g AWt aver 1.8 metres true wicth in the Basal Reef,
Drilling from surface is currently focused on testing the area between the two major target areas. Rehabilitation of the ald
access levels is complete, which will allow more efficient drilling from underground. An underground drill has now been moved
on site to test the potential of the Main REeef near the old mine warkings on the Morro do Vento Extension area.

Canavieiras

The Canavieiras area at Jacohina comprises three target areas: conglomerate reefs located between 50 to 100 meters below
the historical ming workings; the southeast extension of the reefs that were previously mined; and reefs above the historical
mine workings. The former Canavieiras Mine is located 2 kilometers north of the processing plant and is located in a block
bounced by faults that is approximately 1.2 kilometers long and 400 meters wide, In 2004, 41 holes totaling 5,368 meters
were completed and as a result the strike length of the reefs below the old workings was extended to at lzast 300 meters and
high grade intersections continue to be returned from the reef extension southeast of the old workings. Both targets continue
to be open along strike.

Im 2005 to date, 38 holes totaling 3,920 metres have been completed at Canavieiras. Currently there are two underaround drill
rigs working at Canavieiras from the new 80 metre lond crosscut in the southeast portion of the old Canavieiras Mine, with a
surface drill rig to be added shortly, High grade results were returned from target conglomerate reefs below the old workings
with intersections of 23.62 g Aut (14.66 g Auwt with highs cut to 30 g AWt over a true width of 12.9 metres and 11.02 g Auft
(7.93 g Aut cut) over @ true width of 12,6 metres in one hole and 2.40 g Aut (7.84 g Au't cut) over 152 metres and 9.29 g
AW (T TE g At cut) over 6.4 metres in ancther.

Crilling at Canavieiras continues to foous on following up the potential extension of this high grade zone and the potential
strike extension to the south. Four historical drill holes completed about 230 metres south of the Canavigiras mine returned
significant results including 1042 g Awt (7.57 g Au't cut) over a trug width of 4.8 metres. These historical holes confirm that
the mineralization extends to the south, but further driling is required to fully evaluate the potential of this large target area
that extends at least G600 metres along strike to the south from the existing old mine area.
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Pindobacu

Desert Sun is carrying out a reconnaissance diamond drill program to test several targets identified from geological
mapping/sampling and soil geochemistry undertaken by Desert Sun, as well as an induced polarization geophysical survey by
Fugro-LASAGeomag, in the northern portion of the Bahia Gold Belt at Pindobacu; an area located 50 Kilometers due north of
the town of Jacckina. The Pindobacu target is acecessikle by paved road from Jacobina and is 2 kilometers west of the town of
Findobagu. The mineralogy and geochemistry of this system are remarkably similar to the gold mineralization in the quartz
pebble conglomerates in the Jacobina Mine area to the south. The regional Pindobagu Fault system, which forms the eastem
houndary of the Jacobina Basin, is clearly @ major focus of hydrothermal alteration and mineralization. This mineralized
structure probably extends for at lzast 15 kilometers along strike and the alteration zone is up to 100 meters wide,

Waork completed in the northern area in 2005, includes completion of four diamond drill holes totaling 1,285 metres in the
Entry Point target area and four holes totaling 207 metres in the Fumaga target area. In addition, geclogical and structural
mapping of the Pindobagu target area is in progress to better determine the controls on distribution of gold minsralization to
guicle further drilling. An extensive induced polarization (IF) geophysical survey has been initiated to outline additional drill
targets in major target areas.

The Entry Point Target is located 5.5 kilometres north of the town of Pindobagu, midway between the Pindobagu (five
kilometers to the south) and Fumaga (six kilometers to the north) targets. Three reconnaissance drill holes were completed to
test the stratigraphy of the area and to test for the potential to host gold mineralization. The first hole, drilled to a length of 440
metres, intersected a package of interbedded pebbly quartzite and quartzite with several beds of conglomerates with small to
medium-sized pebbles of quantz. Widespread hydrothermal alteration including fuchsite and silicification was present in this
hole with local disseminated pyrite. Anomalous gold values typically ranaing from 100 to 300 ppb to a high of 576 pph were
alzo returned. The second hole tested the area beneath a garimpos (local miner working area) and intersected a mafic dvke
cut by quartz veins with geochemically anomalous (100-200 ppkd Au values. The third hole intersected primarily quartzite with
lozal fuchsite and pyrite. The drill holes in the Entry Faoint area have confirmed the presence of quartz pebhble conglomerates
with hydrothermal alteration, however driling has been on the edge of the system and further work will be done to locate the
channels with the coarsest conglomerates that are the prime target for gold mineralization. Or. Paul Karpeta, an expert on
Frecambrian conglomerate-hosted gold deposits, will be returning to the site in August to assist in locating the most likely
areas with channgls. Results of the IP survey will also assistin this work.

In the Fumaga target area, a hole drilled to test the down dip extension of the intersection previously obtained of 0.7 g Aut
over a true width of 10.0 metres, returned 1.37 g Aut over 3.6 metres including @ 1 metre interval grading 3.27 g Aut. A
further hole, drilled to test a coincident soil and induced polarization anomaly, returned 0.86 g ALt over 1.0 metre,

At the Pindobagu target, two holes were drilled on the same section as the earlier hale that intersected 7.20 g Aut over a trus
width of 2.0 metres and approximately 120 metres north of the early successful hale that intersected 5.46 g Aut over a true
width of 21.9 metres. The first returned 3.89 g Aut over a true width of 9.0 metres including a higher grade portion of 7.12 9
Aut over a 4.8 metre true width, while the second intersected 4.02 g Aut over a trus width of 1.9 metres. The altered and

structural control on the gold mineralization. Redional geclogical mapping indicates that the gold garimpos (free miner
workings) associated with this structure extend for a strike length of 22 kilomtres from Biguinha, 23 Kilometres south of the
town of Pindobacu, to Fumaca, 15 kilometres north of Findobagu.

Jacobina Basin Study

Dr. Paul Karpeta, an expert on Precambrian quartz pebble conglomerate-hosted gold deposits with extensive experience
waorking on deposits in Witwatersrand, South Africa and Tarkwa, Ghana, recertly carried out a study of the Jacobina Basin in
an attempt to identify additional entry points outside of the Jacokina Ming area. Entry points are the areas in a basin where
major streams carry and deposit sediments into the basin and are typically marked by the thickest conglomerates with the
largest pebbles. This work, which was done in close collaboration with Desert Sun personnel led by senior geclogist Pedro
Moura de Macedo, identified a significant area of Jacobina Group sediments with quartz pebhble conglomerste layers, which
are exposed in a large tectonic window across an area 5,000 meters long by 900 meters wide about five Kilometers northwest
of Pindobagu. Gold garimpos (free miner workings) occur around this “window™ near the contact with volcanic rocks of the
Mundo Movo Formation, which have been thrust over the conglomerates and then subsequently eroded. In contrast to the
mine area, the sedimentary ocks here are relatively flat lving hence only a small portion of the overall stratigraphic sequence
is actually exposed.

Dr. Karpeta concluded that the Jacobina Basin has been subdivided by oross structures into major compartments, which
controlled sedimentation in those compartments. One such cross structure is marked by a prominent lineament about six
kilometers south of the town of Pindobacu, north of which is the Findobacu Compartment and to the south is the Jacobina
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Compartment., Each of these compartments will have a different stratigraphy and hence different auriferous conglomerates,
Typically, within each compartment there is usually one entry point marked by the thickest conglomerates with the biggest
pebbles, which typically are the richest conglomerates. Dr. Karpeta concluded that these entry points occur arcund the
Jacckina Mine area in the Jacobkina Compartment and potentially arcund Mina Velha, five kilometers northwest of Pindobagu,
inthe Findobagu Compartment.

Dr. Karpeta has commented that there are strong similarities in the style of sedimentation and gold mineralization at Jacobina
to those of the Tarkwa and Witwatersrand Belts, that the presence of extensive hydrothermal alteration is very encouraging
and indicative of the possikility of more extensive gold mineralization elsewherz in the Belt in addition to the obvious potential
for extending the known deposits in the Jacokina Mine area, and finally that the exploration done to date at Jacobina is still
very limited in comparison to both Tarkwa and YWitwatersrand and that exploration along much of the Bahia Gold Belt is just
heginning.

7. Liquidity and Capital Resources

The following takle summarizes the Company's consolidated cash flows and cash on hand:

{in thousands of Canadian doliars) Three months: Three months: Fiscal year: Fiscal vear:
June 30, 2005 March 31, 2005 2004 2003

Cash and equivalents 15915 29,148 21,356 G822

Warking capital 16.943 26,787 19,803 6,414

Cash used by operating activities (4,828) {2,260) (2,887) (1,552)

Cash used by investing activities (8.485) (13.701) (33,526) (3,154}

Cazh provided by financing activities B 23,752 50,946 9,809

Cash Resources

The increase in cash and equivalents from $21.4 milion at December 31, 2004 to $29.1 million at March 31, 2005 was
primarily attributable to the issuance of capital stock by way of a bought deal in March 2005 that raised $23.3 million. Since
March 31, 2005 cash and equivalents have decreased by $13.2 million, to $15.9 milion as a result of funding the completion
of the refurbishment of the Jacobina Mine as well as an agaressive exploration program. The Jacokina Mine is expected to
generate positive cash flow on a going forward asis, with the cash on hand to be used to fund the development of the Morro
do Vento project, the ongoing exploration program and head office overheads.

In addition to the $22.2 milion raised, net of issue costs, through the issuance of commeon shares (fiscal 2004 — £51 million),
%204 000 was received from the exercise of aptions and $225,000 from the exercise of warrants in the six months to June 20,
2005, Bubsequent to the quarter end, a further $2.9 million was received as a result of the exercise of all of the broker
warrants and share purchase warrants that were due to expire on July 22, 2005,

Cash and equivalents at June 20, 2005 consisted of $3.9 million cash on deposit with the Royval Bank in Canada, $2.0 million
cash on deposit with Bank Boston and Banco do Brazil in Brazil and $10.0 million cash invested in short-term liguid
investments in Canada. The Company's investment strategy for surplus cash requires funds only to be invested in highly
liquid and secure investments which can be redesmead on short notice and at no or little additional cost.

Desert Sun remains debt free (except o the extent of supplier extended credit terms) and its gold production and reserves are
totally unhedged. Desert Sun has no unfunded pension liabilities, All financial commitments associated with financed
equipment are included in liakilities upon receipt of the associated asset by the Company. Other than the agreement for the
purchase of Brazilian Real through 2006 (see Section 3, Desert Sun does not have any off-balance sheet arrangements nor
does it have any guarantees outstanding.

Uses of Liguidity

Desert Sun's cash requirements over the next 12 months will be primarily to fund:

« Development of the Morro do Vento Mine, together with associated mill upgrades;

« Exploration within the mining area to facilitate the development of additional mines;

« Exploration further afield, but within the 100% controlled, 155-kilometer Bahia Gold Belt, and
« Corporate administration and working capital.

The Company currently, and through projected operating revenues, has the financial resources to undertake its aggressive
exploration program and to fund anticipated corporate administration and working capital requirements. Management's
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investigation of alternative financing strategies to the issuing of additional shares, including Braziian and international project
financing loans, to fund development of the additional mining areas over the next three to four years, are at an advanced
stage.

Commitments and Contractual Qbligations

The Company has entered into cantracts with an intermational supplier for the financing of its initial fleet of mining equipment
for use at the Jacobina Mine. While the amounts payable under the financing contracts relating to the equipment are recarded
as current and long-term abligations in the financial statemenrts, the Company has also negotiated a full service contract with
this supplier for the maintenance of the mining equipment provided by them. Financial obligations in terms of this service
contract include both a fiked component, which is reflected below, as well a5 a variable component based on the number of
hours that each piece of equipment is in operation.

The Company is also a party to certain management contracts.

{in thousands of Canadian dollars) 2005 2006 2007

Equipment finance 1,688 3,287 450
Service contracts 250 449 42
Office lease (Toronto) " 137 275 5
Equipment {Taranta) a 16 16
Management contracts [y a7 975
TOTAL 2,645 5,062 1,483

(i Desert Sun shares its premises with other public companies that have commoeon directors and/or officers. Desert Sun's

proportional share of these commitments, after recoveries from other companies, is generally 20%.

In connection with exploration and development activities, the Company is required to make certain payments regarding
mining licenses, leases, occupation and surface rights. If the properties are no longer of interest to Desert Sun it can stop
making the payments, although its property rights will terminate. There are no long-term contractual arrangements with any
related parties that create or result in any cbligations that are not on an arm's-length basis.

Change in Non-Cash Operating Working Capital

{in thousands of Canadian dollars)

Three months: Three months: Fiscal wvear: Fiscal vear:
June 30, 2005 March 31, 2005 2004 2003
Decrease (increase) incurrert assets:
Amounts receivable and prepaid expenses (2,048) (645) (1,2826) (27)
Other receivables (595) (633) (1,492) -
Inventaries (1.339) {1,887) (262) -
Increase (decregse) in current liakilities:
Accourts payable and acorued liakilities {165) 1,606 2,695 471
Cither payables 211 633 1,482 -
Cither - - [ -
Foreign Excharge (57) - - -
Total (3,993) {926) 953 444

The most significant increases in working capital during the three and six months ended June 30, 2005 resulted from a large
investment in invertories and substantial deposits placed in respect of additional equipment to be delivered in the third
quarter. This equipment will be used bath to improve efficiencies at the Jacokina Mine and well as at the Morro do VYento Mine
to be developed shaortly, The initial stocking of the spares inventory began late in 2004 and is expected to be substantially
complete by the end of the third quarter of 2005, Inventories required by the Company have been contained as a result of the
full service agreement concluded covering the major mining equipment, with all spares in this regard being provided by the
supplier on a consignment stock basis. Inventory as at June 20, 2005 was $3.6 million of which $1.0 milion consisted of gold
in-process and $2.6 million of materials and supplies. Mo significant gold dore was held at the refinery at June 30, 2005, while
gold metal in-cireuit added during the second half of the vear will be included in irventory at vear end,
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Investing Activities

{in thousands of Canadiah dollars)

Mining Interests Three months: Three months: Fiscal vear: Fiscal wvear:
June 30, 2005 March 31, 2005 2004 2003
Jacckina Mine — development costs (4,835) {7,745) (15,954) >
Exploration and development projects (1.431) {1,631) (9,785) (3,112)
Property, plant and equipment (2.219) {4,325) (7,797 421
Total (&,485) {13,701) (33,536) (3,154

Development of the Jacckina Mine infrastructure is complete, the first gold pour took place in March 2005 and commercial
production was declared effective July 1, 2005 with the mill processing at 80% of design capacity. Acquisitions of capital
assets (net) in the six month pariod were $10.4 million, but $2.9 milion thereof was financed in terms of credit arrangements
with the supplier. The exploration program, and related expenditure, started off slowly during the three months to March 2005,
but is quickly making up for time spent on data compilation and lost as a result of poor weather conditions. With the necessary
funding in place, and the rainy season expected to come to an end soon, the exploration program has moved into high gear in
hoth the northern “blue sky™ areas and at the development projects in the vicinity of the Jacobina Mine.

Financing Activities

In March 2005, Desert Sun closed a bought deal financing with a syndicate of underariters led by Sprott Securities Inc. and
including CIBC World Markets Ine, Salman Fartners Inc., Canaccord Capital Corporation, First Associates [Investments [nc.,
Hayvwood Securities Inc. and FPacific International Securities Inc. pursuant to which the underwriters agreed to purchase
10, 729614 units at a price of $2.33 per unit for aggregate gross proceeds of $25,000,001. Each unit consisted of one
comman share and one-quarter of ong commaon share purchase warrant. Each whole warrant is exercisable at a price of
$2.50 until Novernber 20, 2008, The warrants trade on the Toronto Stock Exchange under the symbol DSMWT.

Subsequent to June 30, 2005, investors exercised all of the share purchase warrants and broker warrants that were due to
expire on July 22, 2005, This resulted in for gross proceeds to the Company of $2.9 million.

Share Incentive Plans

A significant factaor that has and will continue to contribute to the Company's success s its akility to attract and retain qualified
and competent people. To help accomplish this, the Company has adopted a Stock Cption Flan and a Share Compensation
Flan, together designed to advance the interests of the Company by encouraging directors, officers, employees and
consiltants to have equity participation in Desert Sun. As at June 30, 2005 a total of 8.99 million options to acquire cammaon
shares were outstancing at an average exercise price of $1.42, of which 1.1 million were granted during the current period.
Upon approval of Desert Sun's new Stock Option Plan by shareholders on April 20, 2005, 2.4 milion options to purchase
common shares granted since September 2004, including the 1.1 million options aranted in 2008, were deemed to have been
issued and $2.4 million was charged to operations as stock-based compensation in the current period. An additional $1.4
million of stock-based compensation expenss was also recognized during the period on the grant of 1.525 million comman
shares to directors, officers and consultarts under the new Share Compensation Plan approved by shareholders of April 20,
2008, Of the common shares granted, 502,333 shares were issusd, with the remaining two thirds to be issued on the first and
secord anniversaries of the original grant respectively.

8. Critical Accounting Policies and Estimates

FPreparing financial statements requires managemeant to make estimates and assumptions that affect the reported amounts of
aszsets and liabkilities and the disclosure of any contingent assets and liabiities as at the date of the consolidated financial
statements, as well as the reported amounts of revenues earned and expenses incurred during the period. These estimates
are based on historical experience and other assumptions that are believed to be reasonable under the circumstances. The
Company's critical accounting policies are those that affect the consclidated financial statements and are summarized in Mote
2 of the audited consclidated financial statements for the 16-months ended December 21, 2004, Critical accounting policies
and estimates in the period included capitalization of exploration/development expanditures and the recognition of impairment
of those assets, accounting for forzign currency franslation, stock-based compensation, and contingent liakilities. Actual
results could differ from these estimates.
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9. Risks & Uncertainties

Nature of Mining, Mineral Exploration and Development Projects

The Company's mining operations, and exploration and development projects are subject to conditions beyvond its contral,
which can affect the cost of mining for varving lengths of time. Such conditions include environmental hazards, explosions,
unusual or unexpected geological formations or pressures, pillar collapses, and periodic interruptions in both production and
tranzportation due to inclement or hazardous weather conditions. Such risks could result in damage to, or destruction of,
mineral properties or producing facilities, personal injury, environmental damage, delays in mining, monetary losses and
possikle legal liability, Through high operational standards, emphasis on training and continuous improvement, Deseart Sun
works to reduce the mining risks. The Company also maintains insurance to cover normal business risks,

Gold Price

The principal business of the Company is the production of gold. Desert Sun's future profitability is largely dependent on
movements in the price of gold. Gold prices are affected by numercus factors beyond the Company's contraol, including central
hank sales, producer hedaing activities, the relative exchange rate of the US dollar with other major currencies, glokal and
regional demand, political and economic conditions and production costs and levels in major gold producing regions. In
addition, the price of gold has on cocasion been subject to rapid short-term changes dus to speculative activities, Desert Sun
is better positioned than most of its competitors to withstand low commodity prices due to the relatively low cash cost per
ounce at the Jacobina Mine, However, if as a result of 3 sustained decline in gald prices, revenues from gold sales were to fall
helow cash operating costs, the feasibility of cortinuing cperations would ke evaluated and if warranted, could he
discontinued, The Compary does not enter into gold price hedging programs, which would anly be considered to the extent
necessary to satisty any lender requirements for loan transactions.,

Currency Fluctuations

By virtue of its international operations, the Company incurs costs and expenses in a number of forgign currencies other than
the Canadian dollar. The exchange rates covering such currencies have varied substantially. In the first six months of the yvear
funds raised in Canadian dollars were invested in Brazil, largely in Brazilian Real. The Brazilian REeal remained relatively
stable in relation to the Canadian Dollar, the Company's functional currency, strengthening 13% from 22065 to 1.9249, bt
averaging R$2.0781: $1.00.

Dezert Sun's future operating results and cash flow will be primarily affected by changes in the United States dollar [ Brazilian
Real exchange rate as substantially all revenues will e earnsd in LS dollars, while a substantial portion of the operating
(75% ) and capital (50%) expenditures will be in Brazilan Real. Desert Sun will actively hedge the United States dollar against
strengthening of the Brazilian Real when this is considerad prudent,

On March 3, 2005 Desert Sun entered into an agreement with BankBoston to purchase Brazilian Real (RE) for monthly
delivery in the equivalent of USE1 million per month Beginning January 1, 2006 at an exchange rate averaging RE2.0:U3%1
for the year. The Company is monitoring the exchangs rate between the Brazilian Real and the US Dollar closely and for
example, could recently have entered into similar contracts for the 2007 calendar year at an exchange rate averaging RE2.9:
NS

Risk of contingent liabilities

Desert Sun owns 100% of Jacobina Mineragdo e Comercio Ltda. ("JMZ7), the Brazilian company that holds the mining and
exploration licences, fixed property, and asscociated plant and equipment. In terms of the agreement under which the
Company acqguired JMC, Valencia Ventures Inc. ("Valencia™) provided certain indemnities to Desert Sun for outstanding
ligkilities. These amounts include taxes payable to the Braziian Federal and State autharities, liakilities to third parties, as well
as labour and health related claims by former employees. Claims relating to silicosis, for the pericd prior to the Company's
acquisition of JMC, for which Valencia has indemnified Desert Sun could amount to some 56 to $9 milion. It is management’s
helief that the lakbour related claims are substantially without merit and Desert Sun and Valencia intend to defend the actions
vigorously.

Faor a more complete description of the uncertainties and risk factors faced by the Company, please refer to Management's
Discussion and Analysis of the audited consolidated financial statements for the 16-morths ended December 31, 2004,
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10. Quarterly Data
Summary of Quarterly Results (unauditad)

{in thousands of Canadian dollars, excent per share amounts)

2005 2 | 2005 17| 2004 5" | 2004 4] 2004 3™ | 2004 2™ 2004 17| 2003 47| 2003 3™
quarter quarter quarter quarter quarter quarter quarter quarter quarter
June 30 | Mar 31 Dec 31 Sept 30 June 30 | Mar 31 Nov 30 Aug 31 May 31
2005 2005 2004 2004 2004 2004 2003 2003 2003

J-months | 3-months | -months | 3-months | 3-months | 4-months | 3-months | 3-months | 3-months

Revenue -- - -- - -- -- -- -- --
Met Loss far
the period 4 544 1,711 1,368 SET 543 4,953 835 37 442
Met Loss per
share — basic 006 0.02 0.01 0. 0o 0,09 0.0z 0.0z 0.
and diluted

Included in the net loss for the 2004 fiscal vear were the following non-cash compensation expenses (as calculated in terms of
the Black-Scholes Model): for the three months ended June 20, 2004 $104,600 and for the four months ended March 31,
2004; $4,314 424, Excluding these book entries the net loss for the fifth, fourth, third, second (four-monthy and first quarters
would be 1,368,217, $566 701, $438,264, $538,262 and $834,025, respectively.

Ir the first quarter of fiscal 2005, the net loss included consulting services relating to the evaluation of financing alternatives
that were settled through the issue of 500,000 warrants. The net loss for the three months ending March 31, 2005, excluding
this non-cash expense (valued in terms of the Black-Scholes Model), was $1,084,305. The net loss in the second quarter of
2005 included a non-cash compensation expense, the fair value of which was caloculated in terms of the Black-Scholes Model,
of $2,358,015 following the adoption by the shareholders at the Annual and Special Meeting held on April 20, 2005 of a new
Stock Option Flan and the resultant ratification of stock options granted between September 2004 and March 2005, A further
non-cash compensation expense in the amount of $1,391 8028 was recognized as a result of the grant of commeon shares
following the approval by sharehclders of a Share Compensation Flan atthe same Annual and Special Meeating.

11. Related Party Transactions

Included in other receivables and cther payvables is $2.2 million that is expected to be paid in taxes and royalties, to settle
historical creditors in Brazil, and to settle legal claims for which judgement has been enforced against the Company; for which
Desert Sun is indempnified by Yalencia. This amount does not include any amounts that might become due in respect of legal
claims relating to silicosis in respect of cases pending or before the courts, for which the Company is also indemnified by
Walencia. In the six months ended June 30, 2005 the Company paid $304,297 (16-months ended December 31, 2004 $1.68
million) to setle amounts in terms of the indemnity and has been refunded $1.60 milion by Valencia to date, with the
outstanding balance of $3284 101 also included in other receivables at June 30, 2005, An officer and director of the Company
is a director of Valencia Ventures Ine.

Desert Sun shares its premises with other puklic companies that have common directors and / or officers. Desert Sun is
reimbursed by these companies for their proportional share of common expenses. At June 30, 2005 amounts receivable
included £262 394 (March 31, 2005 $433,000; December 31, 2004: $152,000) due by these companies to Desert Sun.
Subsequent to the quarter end, this amount receivable has been reduced to $108,000.

Managemant and administrative services expense includes $22 500 (first quarter 2005 - $22 5000, which was paid to a
company contralled by an officer and director of the Company for administrative services.

The Company engages certain directors to provide business advice and administrative services as they are highly qualifisd
and knowledgeatle of the Company's affairs. Payments are based on the fair value of such services as determined by
management. There are expected to be ongoing service commitments resulting from contractual agreements for these
engagements.
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12. Corporate Accountability

The audit committes of the board of directors of Desert Sun is responsible for establishing procedures for:

i. the receipt, retention and treatment of complaints received regarding accounting, internal accounting controls and auditing
matters; and

ii. the confidential, ancnymous submission by employveess of concerns regarding questionable accounting or auditing
matters;

and in connection therewith, the board of directars has adopted a Corporate Accountalility Policy.

This Palicy has been adopted to ensure that:

i.  Complairts are received, investioated and retained on a confidential and anorymous basis that is in compliance with all
applicable laws; and

ii.  Employees wil not be penalized or retaliated against for making a good faith report of a complaint.

The Audit Committee has the responsibility of cversesing this policy and has delegated the day-to-day administration of this
policy to the Corporate Secretary and General Counsel and the Vice President, Investor Relations. Al directors, officers and
employees of the Company and its subsidiaries are required to promptly report any complaints, following set out procedures,
either internally to a desionated officer or externally to two independent directars by using the Haotline (an e-mail address and
post-office box established for the purpose of receiving complaints). The Hotling is being monitored by two independent
directors, so that complaints can ke reported in an anonymous (if so desired) and confidential manner. Desert Sun is fully
committed to maintaining procedures for the anonvmous and corfidential reporting of complaints and all reports of complaints
will e treated on a confidential basis and, if reported using the Haotline, will e treated on an anonymous basis. Generally, a
report of a complaint will only be disclosed to those persons who have a nesd to know in order to properly carry out an
investigation of such complaint in accordance with the procedures set outin the paolicy.

13. Supplement to the Consolidated Financial Statements
Az at August 10, 2005, the following items were issued and outstanding:

«  B7.035 554 common shares;

«  B.990 162 common share purchase options at an average price of $1.27, maturing at various dates until March 22, 2010;
and

« 15,961,202 share purchase warrants at a price of $2.50, maturing November 20, 2008,

August 10, 2005
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DESERT SUN PRESENTS SECOND QUARTER 2005 RESULTS

DESERT SUN MINING CORP. (TSX: DSM; AMEX: DEZ) reports iinancial and operating results for the six

months endad June 30, 2005,

Diesert Sun's principal asset, the Jacobina Gold Mine and associated 155-kilometre long Bahia Gold Belt property, is
located inthe State of Balia in northeastern Brazil. The Jacobina Ming was commissioned in the first quarter of 2003
and commercial production has been declared effective July 1, 2005, The Company expects to produce at 80%% of
capacity in the third quarter, reaching its full rate of production of 100,000 cunces per annum by the end of the third
quarter of 2003,

The development of the Jacobina Mine, including underground operations at the Jodoe Belo mine, refurbishment of the
mill facilities, all capita
commissioning and June 2003, amounted to $47 million (USS37 million). This compares well with the estimate at the
time of the ariginal 2003 feasibility study of USE34 million. The Jacobina Mine produced a total of 11,935 ounces
from the first gold pour at the end of March 2003 1o June 30, 2005, Of this total, 9,880 ounces were sold during the

quarter at an average net sale price of US$427 per ounce. Proceeds from the sale of gold cunces from the Jacobina

equipment and wvehicles, as well as the net costs of operation between the time of

Mine of US$4.2 million, less attributable costs of production, were credited against mine development costs.

During the second quarter of 2003, the mill processed 210,400 tonnes with an average grade of 2.16 g Auwtresulting
in the production of 11,873 ounces of gold. For the month of June, the mill processed 20,618 wonnes with an average
o Total
production for 2005 s forecast at 55,000 to 60,000 ounces. including production in the development phase as
mentionad above. Annual average head grade is projected to be 2.1 ¢ Aw/t with an average recovery rate expected al

i

grade of 2.30 g Au'tand produced 5805 ounces of gold. The metallurgical recovery rate for June was 95.2

the plant of 96.5%. It is not anticipated that cash costs, once at full production. will vary significantly from the
forecasted LISS200 per ounce adjusted for the strengthening of the Brazihan Real, which is expected to add USS3010
LIS$40 per ounce. The Jacobina Mine operating cost siructure reflects an exposure of approximately 25% USS
based and 73% RS based costs. Cash costs in the third quarter will also be impacted as expected, untl full production
has been reached at the end of the third quarter.

O a consolidated basis, Desert Sun recorded a net loss from operations of $4.6 million in the three months ended
June 30, 2003, or & cents per share: compared with $1.7 million {or 2 cents per share) in the three months ended
March 31, 2005, Upon approval of Desert Sun's new Stock Option Plan by shareholders on Apnl 20, 2005, 2.4
million opticns to purchase common shares granted since Seplember 2004, including the 1.1 million options granted in

2005, were deemed o have been issued and 2.4 million was charged 1o operations as stock-based compensation in



the current period. Additional stock-based compensation of $1.4 million was recognized during the pericd on the
grant of 1,525,000 million common shares to directors, officers and consultants under the new Share Compensation
Plan approved by shareholders of April 20, 2005, OF the common shares granted, 508,333 shares were issued. with

the remaining two thirds 1o be issued on the first and second anniversaries of the original grants respectively.

Significant operating expenses were as follows:

Management and administrative services: $28 1,000, compared with $77 1000 in the three months ended March 31,
2005 that included bonuses paid upon the achievement of significant milestones of 495,000, Management costs
have now reached a relatively stable level, and ongoing management consulting and administration fees of
approximately $300,000 per quarter can be expected.

Investor relations and shareholders” information: $181.000, compared with $127.000 in the three months ended
March 31, 2005, Significant activities during the period included the Annual Report and Annual and Special
Meeting of Shareholders, marketing presentations and attendance at trade shows.

Travel and entertainment: $135.000, a significant increase from the $74.000 incurred in the three months ended
March 31, 2005 as a result of visits by management 1o London and mainland Europe, Brazil and the USA. The
travel and entertaimment costs relate principally to the investor relations and marketing activities of management.

Office and miscellanzous: $161.000, compared with $99.000 in the first quarter of 2003, Desert Sun shares ofTice
space and administrative services with certain other public companies. The Company is reimbursed by these other
companies for their proportionate share (generally 80%) of all commeon expenses such as office rental. telephone,

computer maintenance and office supplies.

Total acquisition. exploration and development expenditures in the three months ended June 30, 2005 were $7.8
million. compared with $94 million in the three months ended March 31, 2005, This expenditure included $12.6
million (net) on development at the Jacobina Mine, establishment of an Asset Retirement provision in the amount of
51.5 million, 1.1 million at the early stage exploration projects at Pindobacu and along the Bahia Gold Belt, and $0.9

million, $0.6 million and $0.3 million at the advanced stage projects Morre do Vento Extension (Basal and Main
reefs), Canavieiras and Mormo do Vento respectively.

An internal review and evaluation of the Company’s development projects was completed in January 2003, with
Morro do Vento identified as the next project most likely to be developed. The pre-feasibility study for Morro do
Vento, located 0.5 kom from the processing plant, was completed in August 2005 and confirmed the economic viability
of developing the Morro do Vento Mine. Micon International Limited of Toronto completed the review of mineral
resources: AMEC Americas Limited of Vancouver completed a review of the mill expansion and Devpro Mining Ine.
of Sudbury, in conjunction with Desert Sun staft, completed the mine plan and mineral reserve estimate. All
environmental reports that are required to initiate work at Morro do Vento have been submitted o the Brazilian
environmental review agency, Centro de Recursos Ambientais (CRA). Development and mining of the Moo do
WVento area can be carried out under the existing Jacobina environmental licence.

The Morro do Vento Ming will be the second production area at Jacobina and will add an additional 30,000 cunces
per vear bringing overall production to 150,000 ounces per vear in 2007 . The mining method and equipment will be
similar to that currently used at the Jacobina Mine operations. The throughput of the processing plant will nead to be
expanded from 4.200 tonnes per day to 6,300 tonnes per day to accommodate the additional ore. The Company has
started work on the access portal and power line, and the mining equipment is being ordered. A strong mine

development team is being assembled that will oversee all work on the project.



The total indicated mineral resources at Morro do Vento are estimated to be 5,790,000 tonnes grading 2.18 g Awlt,
containing 406,000 ounces of gold using a conventional polygonal method. Inferred mineral resources are estimated to
be 2,470,000 tonnes grading 2.42 g Aw't, containing 192,000 ounces of gold. The pre-feasibility study considered the
indicated mineral resources above the 800 Level only, which resources total 5,018,000 tonnes grading 2.08 g Awt,
containing 335000 ounces of gold. Probable mineral reserves at TS3350 per ounce gold price are estimated to be
3586000 tonnes at 2.09 g Aw'tcontaining 241,000 ounces of gold. Therz is excellent potential to both upgrade and
expand mineral resources below the 800 Level.

Total capital costis estimated to be USS31.2 million for the project. Gold produced from capital development in ore,
amounts to USS14 million making the total new capital requirements for the project of US$17.2 million. The
underground mine sustaining capital has been estimated to be US$5.8 million, to primarily be incurred in the years

2007 and 2008 for equipment rebuilds and ongoing mine development.

With $15.9 million cash on hand at June 30, 2005, $2.9 million received from the exercise of warrants and broker
warrants in July 2003, and positive cash flow from operations projected to start in the third quarter, Desert Sun has
the financial resources to maintain its exploration program. fund administration and working capital requirements and
move forward with the Moo do Vento project. Work on alternative financing strategies, including Brazilian and
international project finance facilities, (o fund completion of the Maormo do Vento project as well as the development of
additional mining areas over the next three 1o four vears, is at an advanced stage.

Desert Sun Mining is a Canadian gold mining company listed on the Toronto Stock Exchange and the American
Stock Exchange with 100% ownership of the Jacobina Mine and the 133 km long Bahia Gold Belt in the state of
Bahia. in northeastern Brazil. Proven and Probable mineral reserves in the Jacobina Mine area are now 17,620,000
tonnes at 2.1 1 g Aw't containing 1,200,000 ounces of gold. This includes the addition of reserves from the Moo do
Vento project. As a result of the Diesert Sun’s exploration programs to date, Measured and Indicated resources total
24800000 tonnes at 2.53 g Aw't containing 2,050,000 ounces of gold, and Inferred Resources total 22,200,000
tonnesat 2.61 g Aw't contaming 1,900,000 ounces of gold. The mineral reserves are included within the Measured and
Indicated mineral resources. For additional information. contact Naomi Nemeth, Vice President Investor Relations at
416-861-3901 (infole desertsunmining com) or visit Desert Sun's website at www.desertsunmining.com.

Statements in this release that are not historical facts are “forward-looking statements ™ within the meaning
of the ULS. Private Securities Litigation Reform Act of 1995, Readers ave cautioned that any such statements
are not guarantees of future performance and that actual developments or results may vary materially from
those in these “forward-looking statements ™. This news release alvo uses the terms "measured resources”,

indicated resowrces' and nferved resovrces’. Desert Sun Mining Corp. advises investors that although these
terms are recognized and required by Canadian resulations (under National Inserument 43-101 Standards of
Disclosure for Mineral Projects), the U.S. Securities and Exchange Commission does not recognize them.

Investors are cautioned not to assume that any part or all of the mineral deposits in these categories will ever
he converted into reserves. In addition, inferved resonrces” have a great amount of uncertainty as to their

existence, and economic and legal feasibility. It cannot be assumed that all or any part of an Inferved Mineral
Resource will ever be upgraded to a higher category. Under Canadian nuddes, estimates of Inferred Mineral

Resources may not form the basis of feasthility or pre-feasibility studies, or economic studies except for

Prefiminary Assessment as defined wnder 43-101. Investors are cautioned not to assume that part or all of an

inferved resource exists, or is economically or legally mineahle.
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DESERT SUN INCREASES JACOBINA MINE AREA
RESERVES BY 22% WITH MORRO DO VENTO PROJECT

- Morro do Vento pre-feasibility study increases mineral reserves from nearly 1 million to 1.2 million in
the Jacobina Mine area
- Study indicates reserves of 241,000 ounces of gold from above 800 metre level at past-producing Morro
do Vento Mine

DESERT SUN MINING CORP. (TSX:DSM, AMEX:DEZ) anncunced today a 22% increase in mineral
reserves for the Jacobina Mine area with the addition of 3 386,000 tonnes grading 2.00p Awtonne containing
241,000 ounces of gold from the Morro do Vento project. With this addition, reserves in the Jacobina Mine area are
17,620,000 wnnes at 2.1 1g Aw't containing 1.2 million cunces of gold (see Table 1), Morro do Vento is located in
close prosimity 1o the reactivated Jacobina Mine on the Bahia Gold Belt near the city of Jacobina in the Bahia state
of Brazil. The results from the recently completed pre-feasibility study confinm the economic viability of developing
the Maorro do Vento Mine.

Pre-Feasibility Study Highlights:
¢ Moo do Vento Mine to produce an addiional 50,000 ounces per vear at cash cost of TUS$240 per ounce
beginning in early 2007
¢ Capilal cost {net of pre-production cash flow) s estimated at TIS$17 .2 million
¢ Recoverad gold including pre-production is estimated at 229,000 cunces
e 20% Internal Rate of Return with a Net Present Value of US$E 4 million at a 5% discount rate
¢ 5.5 vear mine life with excellent potential to cutline additional mineral reserves

“The mcrease in mineral reserves for the Jacobina Mine area to 1.2 million ounces of gold is another important step in
Deszert Sun's overall growth strategy for the Bahia Gold Belt,” commented Bruce Humphrey, P.Eng.. President and
CEO. *Bringing the Morro do Yento Mine on stream is expected to increase our total production
capacity to 150,000 ounces per vear from the current full production rate of 100,000 ounces per year. Our

strategic plan ncludes further increasing resources and reserves through continued aggressive exploration programs.”™

Mineral Reserves

The pre-feasibility study estimates probable mineral reserves above the 800 level at 3,586,000 tonnes grading 2.09¢
Au't containing 24 1,000 ounces of gold. Dilution was estimated by adding 0.5 metre of wall rocks from the
hangingwall and footwall that would be excavated with the ore. The overall dilution added was approximately 13%
at an average grade of 0.38g Auw't. The block cut-oft grade was 1.3g Awt which was the same cut-ofT grade
established in the Jacobina Mine feasibility study previously completed by SNC Lavalin (see press release
September 12, 2003).



Mineral Resources

The total indicated mineral resources at Morro do Vento are estimated to be 5.790.000 tonnes grading 2.1 8g Au't
contamning 406,000 cunces of gold. Inferred mineral resources are estimated to be 2,470,000 tonnes grading 2 42
Aw't contaimng 192,000 ounces of gold. The pre-feasibility study considered only the measured and indicated
resources above the 800 metre level, which total 5,018,000 tonnes grading 2,082 Aut containing 335,000 ounces.
There 15 potential to both upgrade and expand mineral resources below the 200 metre level.

At Morro do Wento, the bulk of the mineral resources is hosted in two conglomerate reefs separated by a 30-metre
thick quartzite unit that are part of the Intermediate Reefs in the upper part of the Serra do Cérrego Formation. The
reels strike approximately north-south and dip between 407 to 707 to the cast. The two reefs range in thickness from
| metre to 12 metres averaging about 6-7 metres and extend for the full 2-lkm strike length of the Moo do Vento
AN,

Development Approach

Dezert Sun declared commercial production effective July 1, 2003 at the Jacobina Mine and will report gold sales
and operating costs for the current operation using this as a start date. The Jacobina Mine is on track to achieve the
target production rate of 100,000 ounces per vear for the fourth quarter of this vear. Earlier in 2005, Desert Sun
entered into an agreement with BankBoston to purchase Brazilian Real (RS) for monthly delivery of the equivalent of
LS5 1 mullion per month beginning January 1, 2006 at an exchange rate averaging RE3:1LS%1 for the year. This
equates o approximately 60% of the Jacobina Mine capital and operating budgets and the rate 1= in line with the
exchange rate assumed in the 2003 feasibility study.

The Morro do Vento Mine will be the second production area in the Jacobina Mine area and will add an additional
50,000 ounces per vear bringing overall production to 150,000 ounces per vear. The mining method and equipment
will be similar to that currently used at the Jacobina Mine operations. The pre-feasibility study recommends that the
throughput of the processing plant should be expanded from 4,200 tonnes per day to 6,500 tonnes per day to
accommodate the additional ore. The cost of this expansion is included i the pre-feasibility capital estimates,

Mining and Processing

Access to the Morro do Vento deposit will be achieved by slashing existing adits on the 720 metre level and 800
metre level. Mining will be by conventional long hole open stoping using top hammer long hole drills, 6.2 m* LHDs
{ Load-Haul- Dump), and 35-tonne low profile haulage trucks. A review of the geotechnical aspects of the mine
design indicates that ground conditions are expected to be good and there should be no problems with ground
stability with the current mine design.

“As recommended in the pre-feasibility study, we will carry out exploration and development programs below the
800 metre level,” commented Peter Tagliamonte, P.Eng., Vice President. Operations and Chiel Operating Officer.
“Tt 1= important to note that we believe additional dnlling will further expand resources and provide us with
development options that will optimize the potential of this mme and plant expansion. The development crews have
already started work enlarging the mine access o allow large mechanized equipment to operate. The ordering of the
required equipment has started and we have assembled a strong mine team that will oversee all work on the project.”

Extisting mine infrastructure including mechanical shops, warechousing, dry/changehouse facilities, and food services,
will be utilized to accommaodate the Morro do Vento operation.

The pre-teasibility study indicates that the Moo do Vento mineralization will behave in a metallurgically similar way
to the Jodo Belo ore currently being processed and that treatment of any ratio of these ores will not significantly
mmpact metallurzical plant performance.



The results of the study have identified a number of modifications to the milling facilities to increase the throughput
from 4.200 tonnes per day to 6,300 tonnes per day:

s [nstallation of a new secondary crushing circuit to produce a finer crushed product prior to grinding,

¢ Replacement of the grinding cveclones and corresponding feed pumps with higher capacity units in order to
handle the increased throughput.

e [Installation of a new thickener that would function in parallel with the existing circuit. The current sand/'slime
system would be abandoned.

¢ In the leaching area, an increase in the number of mechanically agitated lzach tanks to provide the optimal
leach residence time is required. A new leach feed vibrating screen, leach feed sampler and leach transfer
pumps are also required to handle the increased capacity.

¢ Installation of a new carbon-in-pulp tails vibrating screen and sampler to handle the increased tailings
capacity.

¢ Replacement of the tailings disposal pipeline with a new larger diameter pipeling to handle the increased
capacity.

¢ Installation of new process water distribution pumps to handle the increased water requirements.

¢ Primary crushing, carbor-in-pulp, carbon stipping and reactivation, reagent handling and refining circuits

were deemed to have sullicient capacity to accommodate the increased capacity.

Environmental
No additional environmental licenses are required for the Morro do Vento operation. The existing freshwater supply
and discharge water systems will be utilized as well as the stormwater drainage system. Closure costs associated with

the Morro do Vento Mine are considered to be included with the Jacobina Mine complex closure plan.

Economics

Total capital costs are estimated to be US$31.2 million For the project. Gold produced from capital development in
ore of USS 14 million will be offset against development costs, making the total new capital requirements for the
project of USE17.2 million. The underground mine sustaining capital has been estimated by Desert Sun to be USS
5.8 million. Most of the expenditures are to be incurred in 2007 and 2008 for equipment rebuilds and ongoing mine

development.

With US5159 million cash on hand at June 30th and operating revenues projected to start in the third quarter.
Desert Sun has the financial resources to maintain its exploration program, fund administration and working capital
requirements and move forward with the Morro do Vento project. Work on altermative financing strategies, including
Brazilian and international project finance facilities, to fund completion of the Morro do Vento project as well as the

development of additional mining areas over the next three to four years, 1s at an advanced stage.

Operating expenses are expected to average USS13.50 per tonne of ore once full production is achieved. The

average cash cost per ounce during full production is estimated to be TJSS240 per ounce.

Based on operating and capital cost estimates, an Internal Rate of Return of 200 %6 was caleulated for the project with
a Met Present Value of USSE.4 million at a discount rate of 5 %

A summary of the results of the financial analysis at a gold price of USS400 per ounce is given below.



SUMMARY OF FINANCIAL ANALYSIS - MORRO DO VENTO

Activity Estimated Project Totals
Cie milled 3,586,000 tonnes
Recovered gold 229000 ounces

Fevenues LS501,606,000

Capital expenditures L3531, 154,000
Sustaining capital LIS%5, 787,000

Expenses L5542.089.000

EBITDA LIS549,517,000

Project estimated internal rate of return (IRE) 20%

Project net present value (NFV) (@ 5% LISSE.400,000

Implementation Schedule

Site worl for the underground mine has already begun using squipment available from the Jacobina Mine operations.
The pre-teasibility study indicates that mine development will require approximately seven months before stope
production can be started. The overall process plant upgrading will require approximately sixteen months to
complete. The ramp-up implementation of the mill upgrade will correspond and accommaodate the ramp up of ore
production from Morro do Vento.

Pre-feasibility Study Consultants

Devpro Mining Inc. (Devpro) was contracted by Desert Sun Mining to co-ordinate the preparation of this Pre-
feasibility level report. Mr. B. Terrence Hennessey, P.Geo. of Micon International Limited (Micon) reviewed the
geological aspects of the study and the mineral resource estimates. Mr. Rick Adams, P.Eng. of Devpro reviewed the
mining methods and layouts, preparation of the mineral reserve estimates, and mine capital and operating cost
estimates. Mr. Joe Milbournz, P.Eng. of AMEC Americas Inc. of Vancouver, B.C.. (AMEC) prepared a study of
the milling and metallurgical aspects of the Morro do Vento deposit mineralization, and. MLF Geotecnica Mechanica
de Rochas Ltda (MLF) of Nova Lima. Brazil reviewed the geo-mechanical aspects of the project with respect to
ground stability. The individuals cited above are all independent qualified persons as defined under National
[nstrument 43-101.

The pre-teasibility report is intendad to comply with the requirements for Technical Reports (as defined in the
Canadian Securities Administrator’s (CSA) National Instrument 43- 101, as such [tems are described in Form 43-
LO1F1 — Technical Report Table of Contents. The report will be filed shortly on SEDAR.

Dr. Bill Pearson, P.Geo. is the Qualified Person as defined under National Instrument 43- 101 responsible for the
scientific and technical work on the exploration program. Mr. Peter Tagliamonte, P.Eng 15 the Chualihed Person, as
defined by National Instrument 43- 101, for all mining engimeering work at the Jacobina Mine.

Desert Sun Mining is a Canadian gold mining company listed on the Toronto Stock Exchange and the American
Stock Exchange with 100% ownership of the Jacobina Mine and the 135 km long Bahia Gold Belt in the state of
Bahia, in northeastem Brazil. Provenand Probable mineral reserves in the Jacobina Mine area are now 17,620,001
tonnes at 2,11 g Au't containing 1,200,000 ounces of gold. This includes the addition of reserves from the Morro do

Vento project. As a result of the Desert Sun’s exploration programs to date, Measured and Indicated resources total



24 800,000 tonnes at 2.53 g Awt containing 2,050,000 ounces of gold. and Inferred Resources total 22,200,000
tonnes at 2.61 g Au't containing 1900000 ounces of gold. The mineral reserves are included within the Measured
and Indicated mineral resources. For additional information. contact Naomi Nemeth, Vice President Investor
Relations at 416-861-5901 {infodesertsunmining com) or visit Desert Sun's websile at

www.desertsunmining.com,

Statements in this release that are not hisiorical facts are "forward-looking statements " within the meaning of the U5 Private
Securities Litigation Reform Act of 1005, Readers are cautioned that any such statemenis are nof guarantees of fiture
perfarmance and that actual develapments or results may vary materially from these in these “forward-looking statemenis ", This
news release alvo uses the terms “measured resources”, "indicated resowrces” and ‘inferred resowrces’ Desert Sun Mining Corp.
advises investors that although these terms are recognized and reguired by Canadian regulations funder National Insirument
43101 Standards of Disclosure for Mineral Projects), the US. Securities and Exchange Commission does not recognize them.
Investors are cautioned not to assume that any part or all af the mineral deposits in these categories will ever be converted into
reserves, In addition, inferred resowrces"have a great amount of uncertainty as to their existence, and economic and legal
Jeasibility. It cannot be assumed that all er any part of an Inferred Mineral Resowrce will ever be upgraded to a higher category.
Under Canadian rules, estimates af Inferred Mineral Resources may not form the basis of feasibility or pre-feasibility studies, or
economic studies except for Preliminary Assessment as defined under 43-101, Investors are cautioned not to assume that part or
all af an inferred resource exises, or is economically or legally mineable.



Table 1 — Estimated Mineral Reserves in Jacobina Mine Area

Estimated Mineral Reserves as of August 1, 2005

Area Proven Probable Proven & Probable
Tonnes q Auwt Tonnes o Ault Tonnes a Au't Ounces
Contained
Joao Belo® 1,955 000 2.0z 2147 000 204 | 11,102,000 204 T27.000
Easal Reef [4il il 2,304,000 251 2,304,000 2.51 186,000
Semra de il il ST 2 000 214 G72,.000 2.14 67,000
Cormego?
Subtotal 1,965,000 2.0z 12,423,000 214 | 14,378,000 212 980,000
Meorro do il il 3,586,000 209 3,586,000 2.04 241,000
Wento
Total 1,955,000 202 16,009,000 213 | 17,964,000 2.1 1,221,000
HSE;’:L_II:nr-:-clu-:tl-:-n Maris- 341 980 208 22,869
TOTAL® 17,620,000 2N 1,200,000

L Mineral resarves have bean classified in accordance with CIM standards under MI 42-101

? Dasert Sun Mining mineral reserve sstimate March 1, 2005 (Pearson and Tagliamonte, 2005) (s=s DSM Press Release March 3, 2005)
T s per ariginal ODynatec mineral reserve estimation of September 2003 in the SNC Lavalin feasibility study (see DSM Press Relsase

September 12, 20032)

. Totals have besn rounded
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DESERT SUN MINING APPOINTS MIKE HOFFMAN,
VICE PRESIDENT, STRATEGIC DEVELOPMENT

DESERT SUN MINING CORP. (TSX:DSM, AMEX:DEZ) is pleased to announce that Mike Holffman,

P Eng.. has joined the company as Vice President. Strategic Development. and will assume his new role in
mid-September 2005, Mr. HolTman's primary responsibilities will be 1o facilitate the planned expansion of
gold production at Desert Sun’s Jacobina Mine in Brazil and to build a strategic development program for the
company. Mr. Hoffman will be based in Toronto at DSM s head ofTice.

Mr. Hoffman is a registered Professional Engineer in Ontario with 23 years™ experience in the mining
industry. Following his graduation from Queens University with an Honours Bachelor of Science Degree in
Mining Engineering, Mr. Hoflman worked for several major mining companies and mining consultants in
Morth America, Central America, South America and Africa. Some of these include Rio Algom., MRDL the
BLM Service Group and Royal Oak Mines Inc. In his most recent position, Mr. Hoffman was Vice
President, Projects for Goldeorp Ine, where he was responsible for expansion planning for Goldeorp's
[lagship Red Lake Mine in northern Ontario. Mr. HofTman has been very active in several professional
mining associations and technical organizations.

“Itis a pleasure o welcome Mike to the Desert Sun Mining team,” commented Bruce Humphrey, President
and CEQ. “His extensive feasibility and implementation experience will be extremely valuable o Desert Sun
as we embark on our aggressive production expansion program.”

On July 1, 2003, Desert Sun declared commercial production at the Jacobina Mine with a rated capacity of
00,000 ounces of gold per vear. Development has begun on the second mine, Morro do Vento, which 1s
scheduled to add 50,000 ounces per vear of production by the end of 2006, Twao other properties currently
being explored. Morro do Vento Extension and Canavieiras. have the potential to bring total gold production
from the Jacobina plant area mines to 250,000 ounces per year by 2009,

Desert Sun Mining is a Canadian gold mining company listed on the Toronto Stock Exchange and the
American Stock Exchange with 100% ownership of the Jacobina Mine and the 155 km long Bahia Gold Belt
in the state of Bahia, in northeastern Brazil. Proven and Probable mineral reserves in the Jacobhina Mine area
are 17,620,000 tonnes at 2.1 1g Au't containing 1,200,000 ounces of gold. As a result of the Desert Sun’s
exploration programs to date, Measured and Indicated resources total 24,800,000 tonnes at 2.53g Aul
containing 2,050,000 ounces of gold, and Inferred Resources total 22,200,000 tonnes at 2.61g Au/t containing
1900000 ounces of gold. The mineral reserves are included within the Measured and Indicated mineral
resources. For additional information, contact Naomi Nemeth, Vice President Investor Relations at 416-861-
5901 (infordesertsunmining.com) or visit Desert Sun’s website at www.desertsunmining.com.

Statemerts ix this release that are not historical facts are " forward-looking statemeris ™ within the meaning of the US. Privare



Securities Litigation Reform Act of {995, Readers are cawtioned that avy such statements are not guarantees of future
performance and that actual develapments or results may vary materially from those in these “forward-looking statemenis ™. This
news release also uses the ferms "measured resources”, indicated resowrces” and ‘inferred resowrces’. Desert Sun Miving Corp.
advises investars that altheugh these termys are recognized and required by Cawadian regulations (under National Instrumert 43-
1 Standards of Disclosure for Mineral Projects), the UL, Securities and Exchange Commission does not recagnize them.
Investars are cautioned not to assume that any part or all of the miveral deposits in these categories will ever be corverted into
reserves. In addition, ‘inferred resources” have a great amount of uncertainty as to their existerce, and economic and legal
Sfeaxibility. It canwot be assumed that all ar any part of ar Inferred Mineral Resowrce will ever be upgraded 1o a higher category.
Under Canadian rules, estimates of Inferred Mineral Resources may not form the basiv of feasibility or pre-feasibility studies, or
ecanamic studies excepi for Preliminary Assessment as defined wnder 43-101. Investors are cautioned not to assume that part or
all of an inferred resowrce exists, or is economically or legally mineable.
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September 15, 2005

DESERT SUN MINING UPDATES EXPLORATION -
FURTHER HIGH GRADE INTERSECTIONS AT
CANAVIEIRAS

DESERT SUN MINING CORP. (TSX:DSM, AMEX:DEZ) reports that it has nowcompleted 93 holes totaling
12,98 1 metres of diamond drilling to test targets in three major areas: the Canavieiras and Morro do Vento Extension
targets in the Jacobina Mine area as well as the northern Bahia Gold Belt target area. 50 km north of Jacobina. This

update reports the new drill results received for each of these target areas.

Canavieiras
To date, 44 holes totaling 5,005 metres have been completed at Canavieiras located 3 km north of the processing plant.
Table | summarizes results of twelve (12) new drill holes at Canavieiras. Highlights are as follows:

Extensions of Reefs Previously Mined
«  21.62g Au't (19.49 highs cut to 30g/t) over 2.0m true width in 9.9m (true width section) grading
7.0dg Aw/t (6.49 cut) in CAN-84
+« 15,28z Au't over 4.0m true width in 17.8m (true width) grading 4.67g Au't in CAN-95
+« 18,128 Au'tover a true width of 2.0m in CAN-89
¢ 17.57o Aw/t(11.77 cut) over a true width of 1.4m in CAN-O4
« 4.06g Aw't over a true width of 8.4m in CAN-88

Reefs Below Old Workings
« 397 o Aot (3.31 cut) over 15.4m true width in 31.5m grading 2.28 g Au/t (1.96 cut) in CAN-94
¢ 249 & Aw't over a true width of 20.9m in CAN-84
« 426 ¢ Aot over a true width of 5.8m in CAN-93
« 523 £ Aot over atrue width of 4.4m in CAN-91
« 328 g Auft over atrue width of 6.4m in CAN-85

“The grades and widths that we see here continue to confirm and expand upon the excellent resulis obtained at
Canavieiras earlier this vear.” commented Dr. Bill Pearson, P.Geo., Vice President. Exploration. “The area in which we
have defined higher grade mineralization now extends for 400 metres along strike and at least 200 metres across strike
with the zones open to the east and south. We are now focusing on completing sufficient dalling to outline indicated
mineral resources upon which we could base a pre-feasibility study as well as exploring the 600 metres of potential strike
extension 1o the south.”

Currently there are two underground drill rigs and one surface g working at Canavieiras. Drilling continues to follow-up
high grade gold values (see press releases July 14, 2003 and June 23, 2005} intersected in conglomerate reefs below the

ald workings and in extensions of reefs previously mined. A surface rig has just started drilling near the portal of an ald



adit about 230 metres south of the former Canavieiras Mine. The adit is being rehabilitated and serviced in preparation
for underground drilling.

As previously reported (see press release Tuly 14, 20035) wide spaced historical holes retumed significant results in the
southern extension area including CAN-7, which intersected 10.42g Aw't (7.57g Aw't cut) over a true width of 4.8
metres. These historical holes confirm that the mineralization extends to the south but further drilling is required to fully
evaluate the potential of this extensive target area that extends at least 600 metres along strike to the south from the
existing old mine arca. Dirilling is also continuing from the new cross-cut at the southern end of the mine workings, The
first two holes from this cross cut (CAN-95 and CAN-97) intersected east-west striking faults which significantly
disrupted the mineralization. Dlling is now being done from the eastern end of the cross cut to avold problems with these
Faults.

Hole CAMN-88 which intersected 4.062 Au/t over 84 metres in the Piritozo and Liberino reefs is about 8 metres north of
CAN-21 drilled in the 2004 program which intersected 8 Og Aw't over a core length of 13.0 metres in the Hollande reef
which is about 20 metres above the Liberino reef in the northern part of the old mine area. The mineralization m these
holes displays a classic hvdrothermal silica texture with disseminated pyrite and very fine native gold. These results
combined with previous high grade holes (CAN-79 and CAN-87 see press releases July 14, 2005 and June 25, 2005)
strongly suggest that there is a hydrothermal feeder system responsible for the high grade gold mineralization. This
structure is likely steeply dipping with a southeasterly strike. Wherever this structure cuts the conglomerate stratigraphy,

high grade gold mineralization is very likely 1o occur.
Morro do Vento Extension

At the Morro do Vento Extenzion area located immediately north of the processing plant. 19 drill holes totaling 7.985
metres have been completed of which new results are available for four holes as summanized in Table 2. Recent drilling
has focused on exploring the southern continuation of the Basal and Main reefs into the Morro do Vento area. The Main
Reel, which is stratigraphically about 50 metres above the Basal Reell is a major target that was intersected in the new
drill holes and 15 the northem extension of the same reef in the Morro do Vento area that was previoushy mined.

Highlights from new holes in the Morro do Vento Extension target include:

o 184 Au't over atrue width of 7.1m in 14.4m (true widith) grading 2.54¢ Au/t in Basal Reef in Hole
MCZ-92

o S5.94¢ Aut over 3.8m true width in Main Reef in Hole MCZ-91

o 351g Au't over 4.9m true width in Main Reef in Hole MCZ-93

An underground drilling program has commenced at the Morro do Vento Extension area from the 630-metre level o test
the potential for the Main Reel at shallower levels. Surface drilling is continuing to complete drilling needed to outline
additional indicated mineral resources and to continue to test the 600 metre long target area between the Morro do Vento
Extenzion and the north end of Morro do Vento.

Northern Area (Pindobagu — Fumaca)

To date, 30 holes totaling 5,991 metres have been completed in the northern areato test the Pindobagu. Entry Point and
Fumaga targets. The drilling program in progress at Pindobagu where the majority of drilling has been completed (21
holes totaling 37 10 metres) consists of several fill-in holes near hole PB-02 (5 462 Au/tover 219 metres) and a series of
LO0-metre spaced holes 1o provide a first dnll test of the full stiike length which based on geclogical mapping is
approximately 1300 metres.  Induced Polarization (1P} surveys have been completed to better characterize the
distribution of the mineralization which responds well to this geophysical survey technique.  This data is currently being



analvzad by John Buckle, P.Geo.. consulting geophysicist.

New results from drilling received to date are shown in Table 3. Hole PBE-11, collared 40 metres south of PBE-02
returned 1.95g Au'tover 9.3 metres true width including 4.92g Autovera 3.1 metre true width. Holes PB-13 to PB-16
mclusive tested the southern extension of the target zone and although these holes intersected zones with strong

silicification, only narow sections with gold values were obtained from two of the holes (PB-15-16).

“Based on dnlling results to date as well as geological and geophysical interpretation, the most prospective area at
Pindobagu appears to extend for approximately 700 metres along strike.” commented Dr. Pearson. “Drilling 15 now
being focused i this area to better define the centres of hydrothermal gold mineralization within this extensive altered
svstem. Dr. Paul Karpeta. an expert on Precambrian conglomerate- hosted gold deposits has returned to Jacobina to
review results of the Entry Point drilling (see press release Tuly 14, 2005 ) and recommend additional dnll holes to test the

areas most likely to be channels with the thickest sections of coarser conglomerates.”

At Fumaca. located 15 km north of Pindobagu, drll hole FN-06 that tested an area of strong silicification related to the
northern extension of the Pindobagu Fault intersected 5.38g Aw't over a true width of 1.4 metres.

Assaying for the program was carried out by Lakefield Geosol, an 1SO 9001, 2000 laboratory based in Brazil, using fire
assay on 50 gram pulps. Check assaying 15 routinely carried out, by ALS Chemex in Vancouver, on 10% of sample
pulps and 5% of sample rejects. Independent standard reference samples are also inserted at regular intervals into each
batch of analyses. Security is maintained at the core logging and sampling facility.  Dr. Bill Pearson, P.Geo. is the
Oualified Person as defined under National Instrument 43- 101 responsible for the scientific and technical work on the
exploration program.

Desert Sun Mining is a Canadian gold mining company listed on the Toronto Stock Exchange and the American Stock
Exchange with 100% ownership of the Jacobina Mine and the 135 km long Bahia Gold Belt in the state of Bahia. in
northeastern Brazil. Proven and Probable mineral reserves in the Jacobina Mine area are 17,620,000 tonnes at 2.11 g
Aw't containing 1.200.000 ounces of gold. As aresult of the Desert Sun’s exploration programs to date, Measured and
Indicated resources total 24,500,000 tonnes at 2.53 ¢ A/t containing 2,050,000 cunces of gold. and Inferred Resources
total 22,200,000 tonnes at 2.61 g Aw't containing 1,900,000 cunces of gold. The mineral reserves are included within the
Measured and Indicated mineral resources. For additional information, contact Macimi Nemeth, Vice President. Investor
Relations at 416-861- 5901 {infol desertsunmining com) or visit Desert Sun’s website at www.desertsunmining.com.

Statements in thix release that are not historical facis are "forward Jeoking statements " within the meaning of the US. Private
Securities Litigation Reform Actaf 1995, Readers are canifoned that any such statements are nof guarantees af fiture performance
and that actual develapments or results may vary materially from those in these “forward dooking statements ™. This nens relase also
uses the terms "measwred resowrces”, Tndicated resonrces” and inferred resowrces”. Desert Sun Mining Corp. advises investors that
although these ferms are recognized and required by Canadian regulations (under Navional Instrument 43-100 Standards of
Disclasure for Mineral Prajects), the US. Securities and Exchange Commission does not recognize them. Investors are cautioned not
i assume that any part or all af the mineral deposiis in these categories will ever be converted into reserves, In addition, inferred
rescurces " have a great amount af uncertainty as to their existence, and economic and legal feasibility. It cannat be assumed that all
ar any part afan Inferred Mineral Resowrce will ever be upgraded to a higher category. Under Canadian rules, estimates of Inferred
Mineral Resowrces may not form the basis of feasibility or pre-feasibility studies, or economic studies except for Preliminary
Assessment as defined under 43-101. Investors are cautioned not to assume that part or all of an inferred resource exisis, or is
econamically ar legally mineable.



Hole No.!

CANAVIEIRAS

CAN-83
Dip -87/az 89

CAN-84
Dip -4vaz 268

mel.
mel.
CAN-BS5
Dip -65/az 92
mel.
mel.

CAN-86
Dip-T0 ez 270

inel.

CAN-S8

Dip +49/az 88
incl
incl

CAN-89
Dip +60/4az 271

CAN-90
Dip -6d4/az 90

CAN-91

Dip -53/az 270
mel.
mel.

Table 1: New Drilling Results for Canavieiras

From {m) To (m) Gold
(g/t)
METSR254 E33516l El 547
[7.20 17.72 2.35
METHE025 E335181 El 548
0.00 (011 7.04
highs cut to 30g/1 6.49
(0.0 2.69 4.60
7.47 1011 21.62
highs cut to 30g/1 19.49
5475 TR.83 2.49
METIR09] E335064 El 607
46,33 172.20 1.55
46,33 [54.19 3.28
|66 83 16877 2.21
METER003 E 335178 El 548
.23 2.14 1.99
48.82 3338 2.44
48.82 086 5.17
METERI0D E335117 El 548
21.37 29.81 4.06
21.37 22.41 1.66
2634 29.81 7.31
METARI09 E335116 El 551
[1.5% [3.59 18.12
METAE]TS E335050 El 597
MU not intersected - faulted
127.62 [30.55 1.67
METSR255 E335159 El 546
32.40 52,84 1.48
28.90 3690 3.16
32.40 36.90 5.23

Interval
(m})

1011

2.69
2.64

24.08

0.91
4.56
2.04

=44
.04
347

2.93

20.44
=00
4.50

True
Width
(my)

9.9

2.6
2.6

20.9

21.0
6.4
1.6

0.9
4.4
2.0

84
1.0
34

2.0

1.6

19.8
7.8
4.4

Reef

Piritoso

Lib + Pir

Libering

Piritoso

ML

MU +LU
ML
LU

Piritoso
ML
ML

Pir +Lib
Piritoso

Libering

Piritoso

LU

ML
ML
ML

Depth Below
570 Adit
Level {m}l

40

fad [
rh

AT

| 11
| (30

[15

20

o B 1

L I

[0

ot Lh
=

)



Hole No.!

CAN-93
Dip -d/az 268

incl.

CAN-94
Dip -16/az 270

mnel.

CAN-O5
Dip -63/az 236

mnel.
inel,

CAN-97
Dip -8iaz 72

From (m) To (m)

MNETSRI TS E335193
48.20 6756
6120 6756
D075 9420

NETSE] 38 E335199

5.60 7.99
highs cut to 309/t
63.67 L1710
highs cut to 302t
91.06 L1710

highs cut to 30g/1

METIROOT E335217
30,949 5100
30.99 3585
4655 3100

Gold
(z/t)

El 550
1.86
4.26
4.95

El 545

17.57
11.77
2.28
1.96
3.97
3.3

El 578
4.67
4.62
15.28

WMULL cut off by faults

NETSR009 E335220
67.87 6933
[56.32 [ =50

El 578
4.25
1.43

disrupted by faults and dvkes

Interval True

(m) Width
(m)

1936 17.6
.36 5.8
345 3.1
2.39 1.4
53.43 31.5
26,04 15.4
20001 17.8
4 86 4.3
445 4.0
| .46 0.7
[2.18 6.1

"all holes are LTK48 diamond drill core size — dip and azimuth measured in degrees
“depth caleulated based on midpoint of intersection

Reef

ML
ML
LU

Piritoso

ML

ML

Lib + Pir

Libering

Piritoso

Libering
ML

Depth Below
S70 Adit
Level {m}l

76

f0
Ol

-
rh

S0

30

9

40

)
| 31



o1
Hole No.

MORRO DO VENTO EXTENSION

MCZ-91
Dip -55/az 268

MCZ-92
Dip -56/az 265

mel.

MCF-93
Dip -5(Vaz 269
ml.
inel.
ml.

MVT-372
Dip -52/az 254
incl.
incl.

mel.

Table 2: New Drilling Results for Morro do Vento Extension

From (m)

NETS5110
426.27

METS54]12
397.45
418.25

42635

MNET55057
299 96
290 06
303 .03
36520

o934

METH4REL
417.30
417.30
42670
49705
49970

To (m)

E334850
430,45

E334870

E334789
31674
R
E1
37260
37260
E334807
430.77
41850
430.77
001,80
0180

Gold
(g't)

El 639
5.94

El 690
1.00
2.54
3.84

o= M
in

"JI—"H.
&

Led
=

nooo
o

h
Py

el

El 653
1.19
2.84
2.37
1.69
2.96

Interval

(my)

418

i, |10
[ &2, 0300
7.0}

7.40

13.47

1.2

4.07

True
Width
{m)

'_'J'I
h

=
=

15.8

2.0
7.0
3.1

! all holes are NQ diamond drill core size — dip and azimuth measured in degrees
“depth calculated based on mid point of ntersection

Reef

Main

W
Bazal
Bazal

Main+FW

Mlain
Main
Baszal
Basal

Main+FW

Main
Fw
Basal
Bazal

Depth Below
630 Adit
Level (m)?

259

'.‘I\':»-l

250

20

[ 15
15
| 54

[ 55

298
208
306
360
360



L1
Hole MNo.

PINDOBACU

rB-11
Dip -51/az 269

re-12
Dip -51/az 269

PB-13
Dip -55/az 270

rB-14
Dip -48/az 271

PB-15
Dip -48/az 271

PB-16
Dip -51/az 270

FUMACA
FN-06
Dip -50/az 270

FN-07
Dip -60/az 270

FN-08
Dip -50/az 270

FN-09
Dip -30/az 270

inel.

inel.

From (m) To (m)
NEE 11900 E348913
52.85 6383
57.24 GiES
NEE11749 E348926
57.93 60.75
84.37 &6.00
NEE11552 E34R015

no significant values

NEE1145] E348876

no significant values

MNER 11450 E348022
3154 32.90
47 .36 48,48
125.20 125.73

NER11350 E348927

32.15 32.74
37.60 ART6
MER23ITO0 E3 50096
[ 1698 117.27
125.20 127.26
125.20 125.73
MER23ITO0 E351396
GE.05 G50
WNEE2388] E351268

no significant values

NEE23013

no significant values

E351299

Gold (g/t)

El 633
1.95
4.92

El 650
1.41
1.62

El 657

El 658

El 639
0.58
1.28

20.12

El 625
1.58
1.61

El 727
1.07
538
20.12

El 664
1.53

El 634

El 636

Interval
(mj)

7’7

l.63

.16

(.29
206

.53

1 . . . . . .
all holes are NO) diamond drill core size — dip and azimuth measured in degrees

* depth caleulated based on midpoint of intersection

Table 3: New Drilling Results for Pindobagu and Fumaga

True
Width
(mj)

2.7
1.6

1.1
0.9
0.4

0.2
1.4
04

1.4

Depth Below
Surface (m) :

=l
th

L

-1
oo La

24
40
147

Al Lad

th

136
147
147

AT



SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused
this Form 6-K to be signed on its behalf by the undersigned, thereunto duly authorized.

Desert Sun Mining Corp.
(Registrant)

Dated: January 28, 2006 Signed: /s/ Tony Wonnacott
Tony Wonnacott,
Corporate Secretary




