
APEX SILVER MINES LTD
Form 10-Q/A
January 13, 2005

Use these links to rapidly review the document
 INDEX

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-Q/A
(MARK ONE)

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 FOR THE QUARTERLY PERIOD ENDED
SEPTEMBER 30, 2004.

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 FOR THE TRANSITION PERIOD FROM            TO            .

COMMISSION FILE NUMBER 1-13627

APEX SILVER MINES LIMITED
(EXACT NAME OF REGISTRANT AS SPECIFIED IN ITS CHARTER)

CAYMAN ISLANDS, BRITISH WEST INDIES
(STATE OR OTHER JURISDICTION OF
INCORPORATION OR ORGANIZATION)

NOT APPLICABLE
(I.R.S. EMPLOYER

IDENTIFICATION NO.)

WALKER HOUSE
MARY STREET
GEORGE TOWN, GRAND CAYMAN
CAYMAN ISLANDS, BRITISH WEST INDIES
(ADDRESS OF PRINCIPAL EXECUTIVE OFFICES)

NOT APPLICABLE
(ZIP CODE)

(345) 949-0050
(REGISTRANT'S TELEPHONE NUMBER, INCLUDING AREA CODE)

        INDICATE BY CHECK MARK WHETHER THE REGISTRANT (1) HAS FILED ALL REPORTS REQUIRED TO BE FILED BY
SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 DURING THE PRECEDING 12 MONTHS (OR FOR SUCH
SHORTER PERIOD THAT THE REGISTRANT WAS REQUIRED TO FILE SUCH REPORTS), AND (2) HAS BEEN SUBJECT TO SUCH
FILING REQUIREMENTS FOR THE PAST 90 DAYS: YES ý    NO o

        INDICATE BY CHECK MARK WHETHER THE REGISTRANT IS AN ACCELERATED FILER (AS DEFINED IN RULE 12B-2 OF
THE EXCHANGE ACT): YES ý    No o

Edgar Filing: APEX SILVER MINES LTD - Form 10-Q/A

1



        AT NOVEMBER 3, 2004, 47,500,547 ORDINARY SHARES, $0.01 PAR VALUE PER SHARE, WERE ISSUED AND
OUTSTANDING.
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RESTATEMENT OF PREVIOUSLY FILED FINANCIAL STATEMENTS

        The application of Financial Accounting Standards No. 34 ("FAS No. 34") Capitalization of Interest Costs, requires that interest on debt
borrowed for the construction of certain qualifying assets be capitalized. Management believes its San Cristobal Project asset is such a
qualifying asset and that a portion of the interest related to its outstanding 2.875% Convertible Senior Subordinated Notes due 2024, should be
capitalized as required by FAS No. 34. The Company began capitalizing interest based on capital expenditures made related to the San Cristobal
Project prospectively from the date the debt was incurred. Management has now concluded that the proper interpretation of FAS No. 34 requires
that the interest capitalized should be based on all amounts incurred to acquire and develop the San Cristobal Property. As such the company has
restated its financial statements for the quarter and year to date period ended September 30, 2004 to reflect the additional capitalized interest.
The effect of additional capitalized interest on previously presented results for the quarter ended March 31, 2004 and the three and six month
periods ended June 30, 2004 are included in Note 2(c) of this 10-QA. Changes have been made to Part 1. Financial Information, Item 1.
Financial Statements, Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations and Item 4. Controls and
Procedures, to the original 10-Q filed November 13, 2004. All other items remain as filed.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

APEX SILVER MINES LIMITED
An Exploration and Development Stage Company

CONSOLIDATED BALANCE SHEET

(Expressed in United States dollars)

(Unaudited)

Restated
(Note 2(b))

September 30,
2004

December 31,
2003

Assets
Current assets
Cash and cash equivalents $ 261,354,175 $ 40,098,745
Restricted cash 800,143 800,000
Short term investments 100,702,114 �
Prepaid expenses and other assets 3,341,452 2,194,741

Total current assets 366,197,884 43,093,486
Property, plant and equipment (net) 111,879,657 97,979,316
Long term investments 61,533,642 �
Value added tax recoverable 5,373,061 5,238,648
Deferred financing costs 6,619,960 �
Other non-current assets 187,815 199,542

Total assets $ 551,792,019 $ 146,510,992

Liabilities and Shareholders' Equity
Current liabilities
Accounts payable and other accrued liabilities $ 4,056,839 $ 1,834,848
Accrued interest payable 260,150 �
Current portion of notes payable 689,958 90,500

Total current liabilities 5,006,947 1,925,348
Notes payable 200,000,000 599,458
Commitments and contingencies (Note 5) � �

Total liabilities 205,006,947 2,524,806

Shareholders' equity
Ordinary Shares, $.01 par value, 75,000,000 shares authorized; 47,460,547
and 36,874,640 shares issued and outstanding for respective periods 474,605 368,746
Accumulated other comprehensive income 205,520 �
Additional paid in capital 439,355,586 222,430,086
Accumulated deficit during development stage (93,250,639) (78,812,646)

Total shareholders' equity 346,785,072 143,986,186
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Restated
(Note 2(b))

September 30,
2004

December 31,
2003

Total liabilities and shareholders' equity $ 551,792,019 $ 146,510,992

The accompanying notes form an integral part of these consolidated financial statements.
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APEX SILVER MINES LIMITED
An Exploration and Development Stage Company

CONSOLIDATED STATEMENT OF OPERATIONS

(Expressed in United States dollars)

(Unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

Restated
Note 2(b)

For the Period
December 22,
1994 (inception)

through
September 30, 2004

Restated
(Note 2(b))

2004 2003

Restated
(Note 2(b))

2004 2003

Income and expenses
Interest and other income $ 1,596,780 $ 104,141 $ 3,115,246 $ 432,007 $ 17,384,773
Trading gains�comodities 118,838 505,420 422,799 705,465 639,130
Trading losses�foreign currency (186,913) � (186,913) � (186,913)
Exploration (1,049,969) (637,855) (3,640,318) (2,192,092) (66,530,435)
Administrative (6,193,120) (916,947) (12,239,553) (3,627,670) (46,075,651)
Interest expense and other
borrowing costs (net of
$749,033 and $1,568,592
interest capitalized for the three
and nine month periods of 2004
respectively and none
capitalized in 2003 or prior) (876,962) � (1,871,549) � (1,871,549)
Amortization and depreciation (20,166) (9,596) (37,705) (26,544) (1,168,880)

Loss before minority interest (6,611,512) (954,837) (14,437,993) (4,708,834) (97,809,525)
Minority interest in loss of
consolidated subsidiary � � � � 4,558,886

Net loss for the period $ (6,611,512) $ (954,837) $ (14,437,993) $ (4,708,834) $ (93,250,639)

Net loss per Ordinary
Share�basic and diluted(1) $ (0.14) $ (0.03) $ (0.31) $ (0.13) $ (3.20)

Weighted average Ordinary
Shares outstanding 47,422,586 36,658,117 46,169,444 36,502,367 29,182,404

(1)
Diluted earnings per share were antidilutive for all periods presented.

The accompanying notes form an integral part of these consolidated financial statements.
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APEX SILVER MINES LIMITED
An Exploration and Development Stage Company

CONSOLIDATED STATEMENT OF CASH FLOWS

(Expressed in United States dollars)

(Unaudited)

Nine Months Ended
September 30,

Restated
Note 2(b)

For the Period
December 22,
1994 (inception)

through
Sept. 30, 2004

Restated
(Note 2(b))

2004 2003

Cash flows from operating activities:
Net cash used in operating activities $ (7,385,181) $ (2,249,713) $ (82,686,748)

Cash flows from investing activities:
Restricted cash to collateralize letters of credit (143) � (800,143)
Purchase of investments (161,845,821) � (161,845,821)
Capitalized property, plant and equipment (12,683,897) (3,150,654) (102,247,558)

Net cash used in investing activities (174,529,861) (3,150,654) (264,893,522)

Cash flows from financing activities:
Payments of notes payable � � (1,949,550)
Proceeds from issuance of convertible notes (net of
issuance costs of $7,000,000 for 2004 and $0 for 2003) 193,000,000 � 193,000,000
Proceeds from issuance of Ordinary Shares (net of
issuance costs of $9,803,000 for 2004 and $0 for 2003) 208,611,848 � 406,922,918
Proceeds from exercise of stock options and warrants 1,558,624 3,174,162 11,244,033
Payment of organizational costs � � (282,956)

Net cash from financing activities 403,170,472 3,174,162 608,934,445

Net increase (decrease) in cash and cash equivalents 221,255,430 (2,226,205) 261,354,175
Cash and cash equivalents�beginning of period 40,098,745 44,145,593 �

Cash and cash equivalents�end of period $ 261,354,175 $ 41,919,388 $ 261,354,175

Supplemental disclosure:
Interest Paid $ 2,859,028 $ �

Supplemental disclosure of non-cash transactions:
Capitalization of depreciation expense related to San
Cristobal Project $ 277,912 $ 346,744
Stock issued as compensation to employees (net of
expired shares) $ 474,320 $ 290,561
Stock issued for payment of notes payable $ � $ 164,000
Stock issued as compensation to consultants $ 465,115 $ 1,986,293
Warrants issued as compensation to consultants $ � $ 761,600

The accompanying notes form an integral part of these consolidated financial statements.
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APEX SILVER MINES LIMITED
An Exploration and Development Stage Company

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Expressed in United States dollars)

1.     Basis of Preparation of Financial Statements

        These unaudited interim consolidated financial statements of Apex Silver Mines Limited (the "Company") and its subsidiaries have been
prepared in accordance with the rules and regulations of the Securities and Exchange Commission ("SEC"). Such rules and regulations allow the
omission of certain information and footnote disclosures normally included in financial statements prepared in accordance with generally
accepted accounting principles in the United States of America, so long as such omissions do not render the financial statements misleading.
Certain prior period amounts have been reclassified to conform to the current period presentation.

        In the opinion of management, these financial statements reflect all adjustments that are necessary for a fair statement of the results for the
periods presented. All adjustments were of a normal recurring nature. These interim financial statements should be read in conjunction with the
annual financial statements of the Company included in its 2003 Annual Report on Form 10-K.

2.     Significant Accounting Policies

a)    Adoption of FAS No. 123

        During the third quarter 2004 the Company adopted the fair value based method of accounting for stock options as presented in Statement
of Financial Accounting Standards No. 123 ("FAS No. 123"), Accounting for Stock-Based Compensation, as amended by FAS No. 148
Accounting for Stock-Based Compensation�Transition and Disclosure, effective as of the beginning of the year. The Company used the
"modified prospective method" of transition, as defined in FAS No. 123, where employee stock-based compensation cost was recognized from
January 1, 2004 as if the fair value based accounting method in FAS No. 123 had been used to account for all employee awards granted,
modified, or settled in fiscal years beginning after December 15, 1994. As a result compensation costs of $4.8 million and $6.4 million were
recognized for the three and nine month periods ended September 30, 2004 respectively including amounts capitalized of $0.4 million and
$0.9 million for the respective periods. The charge for the three and nine month periods ended September 30, 2004 includes a charge of
approximately $3.9 million relating to the modifications of stock awards previously granted to a retiring director and the retiring Company
chairman (see Note 7).

        The adoption of FAS No. 123 requires the Company to restate previously presented results for March 31 and June 30, 2004. The
restatements had no effect on cash flows for either period. The effect of the adoption of FAS No. 123 on results previously reported for the
March 2004 quarter, June 2004 quarter and June 2004 six month period are summarized in the tables in Footnote 2c.

        Prior to 2004 the Company accounted for stock-based employee compensation using the intrinsic value method in accordance with APB
No. 25, Accounting for Stock Issued to Employees, and related interpretations. No stock-based employee compensation was reflected in net loss
for periods prior to 2004, as all options granted have an exercise price equal to the market value of the underlying common stock on the date of
the grant. As provided for under FAS No. 148, the following tables illustrate the

7
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effect on net loss and loss per share per quarter and year-to-date if the Company had applied the fair value recognition provisions of FAS 123 to
stock-based employee compensation for 2004 and 2003.

The Quarter
Ended

March 31,
2004

The Quarter
Ended
June 30,
2004

Six Months
Ended
June 30,
2004

The Quarter
Ended

September 30,
2004

Nine Months
Ended

September 30,
2004

Net loss as restated (Note 2(b)) $ (4,660,969) $ (3,165,512) $ (7,826,481) $ (6,611,512) $ (14,437,993)
Add back: stock based compensation
recognized in net loss, net of tax
effect 529,992 618,854 1,148,846 4,397,893 5,546,739
Total stock based compensation
expense determined under fair value
based method for all awards, net of
tax effect (529,992) (618,854) (1,148,846) (4,397,893) (5,546,739)

Proforma net loss $ (4,660,969) $ (3,165,512) $ (7,826,481) $ (6,611,512) $ (14,437,993)

Net loss per ordinary share basic and
diluted:
As restated (Note 2(b)) $ (0.11) $ (0.07) $ (0.17) $ (0.14) $ (0.31)

Proforma $ (0.11) $ (0.07) $ (0.17) $ (0.14) $ (0.31)

        Refer to Note 7. for details of modifications to compensation award plans triggering compensation expense recognized in the September 30,
2004 quarter.

The Quarter
Ended

March 31,
2003

The Quarter
Ended
June 30,
2003

Six Months
Ended
June 30,
2003

The Quarter
Ended

September 30,
2003

Nine Months
Ended

September 30,
2003

Net loss as reported $ (1,693,285) $ (2,060,712) $ (3,753,997) $ (954,837) $ (4,708,834)
Add back: stock based compensation
recognized in net loss reported, net of
tax effect � � � � �
Total stock based compensation
expense determined under fair value
based method for all awards, net of tax
effect (440,890) (449,863) (890,753) (449,863) (1,340,616)

Proforma net loss $ (2,134,175) $ (2,510,575) $ (4,644,750) $ (1,404,700) $ (6,049,450)

Net loss per ordinary share basic and
diluted:
As reported $ (0.05) $ (0.06) $ (0.10) $ (0.03) $ (0.13)

Proforma $ (0.06) $ (0.07) $ (0.13) $ (0.04) $ (0.17)

b)    Correction of Error Regarding Capitalized Interest

        The application of Financial Accounting Standards No. 34 ("FAS No. 34") Capitalization of Interest Costs, requires that interest on debt
borrowed for the construction of certain qualifying assets be capitalized. Management believes its San Cristobal Project asset is such a
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qualifying asset and that a portion of the interest related to its outstanding 2.875% Convertible Senior Subordinated Notes due 2024, should be
capitalized as required by FAS No. 34. The Company began capitalizing interest based on capital expenditures made related to the San Cristobal
Project prospectively from the date the debt
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was incurred. Management has now concluded that the proper interpretation of FAS No. 34 requires that the interest capitalized should be based
on all amounts incurred to acquire and develop the San Cristobal Property. As such the company has restated its financial statements for the
quarter and year to date period ended September 30, 2004 to reflect the additional capitalized interest. The effect of additional capitalized
interest on previously presented results for the quarter ended March 31, 2004 and the three and six month periods ended June 30, 2004 are
included in Note 2(c).

c)    Effect of adjustments and restatements

        The effect of the adoption of FAS No. 123 and the restatement of capitalized interest on results previously reported for the March 2004
quarter, June 2004 quarter and June 2004 six month period are summarized in the following tables:

For the Quarter Ended March 31, 2004

As Reported

Adjustments
Related to the
Adoption of
FAS 123

Restatement
Related to
Capitalized
Interest Restated

Income and expenses
Interest and other income $ 494,383 $ � $ � $ 494,383
Trading gains�comodities (627,524) � � (627,524)
Exploration (1,143,620) (32,626) � (1,176,246)
Administrative (2,761,949) (497,366) � (3,259,315)
Interest expense and other borrowing costs (198,795) � 114,341 (84,454)
Amortization and depreciation (7,813) � � (7,813)

Net loss (4,245,318) (529,992) 114,341 (4,660,969)
Net loss per Ordinary Share�basic and diluted $ (0.10) $ (0.01) $ 0.00 $ (0.11)

Weighted average Ordinary Shares
outstanding 43,879,777 43,879,777 43,879,777 43,879,777

Assets
Current assets $ 393,131,859 $ � $ � $ 393,131,859

Property, plant and equipment $ 99,610,138 $ 220,156 $ 114,341 $ 99,944,635

Total assets $ 502,925,397 $ 220,156 $ 114,341 $ 503,259,894

Liabilities and Shareholders' Equity
Total liabilities $ 153,487,671 $ � $ � $ 153,487,671

Additional paid in capital $ 432,022,065 $ 750,148 $ � $ 432,772,213

Accumulated deficit $ (83,057,964) $ (529,992) $ 114,341 $ (83,473,615)

Total shareholders' equity $ 349,437,726 $ 220,156 $ 114,341 $ 349,772,223

Total liabilities and shareholders' equity $ 502,925,397 $ 220,156 $ 114,341 $ 503,259,894
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For the Quarter Ended June 30, 2004

As Reported

Adjustments
Related to the
Adoption of
FAS 123

Restatement
Related to
Capitalized
Interest Restated

Income and expenses
Interest and other income $ 1,024,083 $ � $ � $ 1,024,083
Trading gains�comodities 931,485 � � 931,485
Exploration (1,385,503) (28,600) � (1,414,103)
Administrative (2,196,863) (590,255) � (2,787,118)
Interest expense and other borrowing costs (1,615,351) � 705,218 (910,133)
Amortization and depreciation (9,726) � � (9,726)

Net loss (3,251,875) (618,855) 705,218 (3,165,512)
Net loss per Ordinary Share�basic and diluted $ (0.07) $ (0.01) $ 0.01 $ (0.07)

Weighted average Ordinary Shares outstanding 47,397,387 47,397,387 47,397,387 47,397,387

For the Six Month Period Ended June 30, 2004

As Reported

Adjustments
Related to the
Adoption of
FAS 123

Restatement
Related to
Capitalized
Interest Restated

Income and expenses
Interest and other income $ 1,518,466 $ � $ � $ 1,518,466
Trading gains�comodities 303,961 � � 303,961
Exploration (2,529,123) (61,226) � (2,590,349)
Administrative (4,958,812) (1,087,621) � (6,046,433)
Interest expense and other borrowing costs (1,814,146) � 819,559  (1) (994,587)
Amortization and depreciation (17,539) � � (17,539)

Net loss (7,497,193) (1,148,847) 819,559 (7,826,481)
Net loss per Ordinary Share�basic and diluted $ (0.16) $ (0.03) $ 0.02 $ (0.17)

Weighted average Ordinary Shares outstanding 45,499,606 45,499,606 45,499,606 45,499,606

Assets
Current assets $ 380,426,352 $ � $ � $ 380,426,352

Property, plant and equipment $ 102,768,719 $ 483,677 $ 819,559  (2)$ 104,071,955

Total assets $ 551,785,567 $ 483,677 $ 819,559 $ 553,088,803

Liabilities and Shareholder's Equity
Total liabilities $ 204,839,673 $ � $ � $ 204,839,673

Additional paid in capital $ 432,521,594 $ 1,632,524 $ � $ 434,154,118

Accumulated deficit $ (86,309,839) $ (1,148,847) $ 819,559 $ (86,639,127)

Total shareholder's equity $ 346,945,894 $ 483,677 $ 819,559 $ 348,249,130

Edgar Filing: APEX SILVER MINES LTD - Form 10-Q/A

14



For the Six Month Period Ended June 30, 2004

Total liabilities and shreholder's equity $ 551,785,567 $ 483,677 $ 819,559 $ 553,088,803
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        The effect of the restatement of capitalized interest on results previously reported for the quarter and nine month period ended
September 30, 2004 are summarized in the following tables:

For the Quarter Ended September 30, 2004

As Reported

Restatement
Related to
Capitalized
Interest Restated

Income and expenses
Interest and other income $ 1,596,780 $ � $ 1,596,780
Trading gains�comodities 118,838 � 118,838
Trading loss�foreign currency (186,913) � (186,913)
Exploration (1,049,969) � (1,049,969)
Administrative (6,193,120) � (6,193,120)
Interest expense and other borrowing costs (1,539,295) 662,333 (876,962)
Amortization and depreciation (20,166) � (20,166)

Net loss (7,273,845) 662,333 (6,611,512)
Net loss per Ordinary Share�basic and diluted $ (0.15) $ 0.01 $ (0.14)

Weighted average Ordinary Shares outstanding 47,422,586 47,422,586 47,422,586

For the Nine Month Period Ended September 30, 2004

As Reported

Restatement
Related to
Capitalized
Interest Restated

Income and expenses
Interest and other income $ 3,115,246 $ � $ 3,115,246
Trading gains�comodities 422,799 � 422,799
Trading loss�foreign currency (186,913) � (186,913)
Exploration (3,640,318) � (3,640,318)
Administrative (12,239,553) � (12,239,553)
Interest expense and other borrowing costs (3,353,441) 1,481,892  (1) (1,871,549)
Amortization and depreciation (37,705) � (37,705)

Net loss (15,919,885) 1,481,892 (14,437,993)
Net loss per Ordinary Share�basic and diluted $ (0.34) $ 0.03 $ (0.31)

Weighted average Ordinary Shares outstanding 46,169,444 46,169,444 46,169,444

Assets
Current assets $ 366,197,884 $ � $ 366,197,884

Property, plant and equipment $ 110,397,765 $ 1,481,892  (2) $ 111,879,657

Total assets $ 550,310,127 $ 1,481,892 $ 551,792,019

Liabilities and Shareholders' Equity
Total liabilities $ 205,006,947 $ � $ 205,006,947

Additional paid in capital $ 439,355,586 $ � $ 439,355,586
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For the Nine Month Period Ended September 30, 2004

Accumulated deficit $ (94,732,531) $ 1,481,892 $ (93,250,639)

Total shareholder's equity $ 345,303,180 $ 1,481,892 $ 346,785,072

Total liabilities and shareholders' equity $ 550,310,127 $ 1,481,892 $ 551,792,019

(1)
The interest expense reported in the Consolidated Statement of Operations for the period December 22, 1994 (inception) through
March 31, 2004, June 30, 2004 and September 30, 2004 has also decreased by the above amounts from amounts previously reported.
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(2)
Capitalized property, plant and equipment reported in the Consolidated Statement of Cash Flows for the quarter ended March 31,
2004, the quarter and six months ended June 30, 2004, the quarter and nine months ended September 30, 2004 and for the period
December 22, 1994 (inception) through March 31, 2004, June 30, 2004 and September 30, 2004 has increased by the above amounts
from the amounts previously reported and in addition net cash used in operating activities decreased by the above amounts from the
amounts previously reported.

d)    Recently Issued Accounting Policies

        The Emerging Issues Task Force ("EITF") formed a committee ("Committee") to evaluate certain mining industry accounting issues,
including issues arising from the application of FAS No. 141, "Business Combinations" ("FAS No. 141"), and FAS No. 142, "Goodwill and
Other Intangible Assets" ("FAS No. 142"), to business combinations within the mining industry, accounting for goodwill and other intangibles
and the capitalization of costs after the commencement of production, including deferred stripping. The issues discussed included whether
mineral interests conveyed by leases represent tangible or intangible assets and the amortization of such assets. In March 2004, the EITF reached
consensus that the mineral rights should be considered tangible assets. The EITF also reached consensus on other mining related issues
involving impairment and business combinations. On April 28, 2004, the FASB ratified the consensus of the EITF that mineral rights should be
considered tangible assets. At this stage these developments do not affect the Company, but the Company will continue to monitor the progress
of the EITF on other mining industry accounting issues.

        On October 13, 2004, the Financial Accounting Standards Board ("FASB") decided to defer the effective date of its proposed standard,
"Share-Based Payment", from fiscal years beginning after December 15, 2004, to periods beginning after June 15, 2005. The new standard
would apply to stock options and other awards granted, modified or settled in cash on or after July 1, 2005. The proposed statement would
amend FASB Statement No. 123, "Accounting for Stock-Based Compensation", and would likely be known as FASB Statement No. 123R,
"Share-Based Payment (Revised 2004)". As the Company has adopted FASB Statement 123, it does not anticipate that the new standard will
have a material impact on its results of operations or financial position.

        In September 2004 FASB issued FSP 03-1-1, Effective Date of Paragraphs 10-20 of the EITF 03-1, "The Meaning of Other Than
Temporary Impairment," delaying the effective date for the recognition and measurement guidance of EITF 03-1. The proposed FSP would
provide implementation guidance with respect to debt securities that are impaired solely due to interest rates and/or sector spreads and analyzed
for other-than-temporary impairment. The final FSP is expected to be issued in December 2004. The Company does not anticipate that the new
standard will have a material impact on its results of operations or financial position.

3.     Value Added Tax Recoverable

        The Company has recorded value added tax ("VAT") paid in Bolivia and Mexico as recoverable assets. Bolivian law states that VAT paid
prior to production is recoverable as a credit against Bolivian taxes arising from production, including income tax. The VAT paid in Bolivia is
expected to be recovered through production from the proven and probable reserves at the San Cristobal Project that the Company intends to
develop. At September 30, 2004, the recoverable VAT recorded for Bolivia is $5,373,061. The VAT paid in Mexico is related to exploration
activities and according to Mexican law is recoverable upon application to the tax authorities. In November 2004 the company received a VAT
tax refund from the Mexican tax authorities in the amount of $296,285 including $18,734 of interest. At September 30, 2004 this amount was
recorded as a current other asset.
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4.     Property, Plant and Equipment

        The components of property, plant and equipment were as follows:

Restated
(Note 2(b))

September 30,
2004

December 31,
2003

Mineral properties $ 107,511,750 $ 95,041,160
Buildings 1,408,242 1,408,242
Mining equipment and machinery 3,844,216 2,971,288
Aircraft 815,483 �
Other furniture and equipment 902,209 845,252

114,481,900 100,265,942
Less: Accumulated depreciation (2,602,243) (2,286,626)

$ 111,879,657 $ 97,979,316

        The September 30, 2004 and 2003 mineral property balances contains $1,568,592 and $0 of capitalized interest for the respective periods.

5.     Commitments and Contingencies

        At September 30, 2004, the Company has outstanding irrevocable letters of credit in the aggregate amount of $700,000 associated with the
planned port facilities for the San Cristobal Project. The Company has an agreement with the bank providing the letters of credit under which
$800,000 has been deposited to collateralize the current and possible future letters of credit.

        The Company has placed orders and entered into agreements for certain long lead equipment for its San Cristobal Project totaling
approximately $20.4 million including the foreign currency value of an order to be settled for 12.8 million Euros. Should the Company cancel
any of the orders it would incur escalating cancellation fees that for all orders were estimated to total approximately $2.7 million at
September 30, 2004. The total cancellation fees will escalate to approximately $5.3 million at December 31, 2004 and the Company plans to
take delivery of the equipment throughout 2005. Prior to taking delivery of the final equipment in late 2005 the cancellation fees are not
expected to exceed $15.3 million.

6.     Notes Payable

        In March and April 2004, the Company completed the private placement of 2.875% Convertible Senior Subordinated Notes due 2024. The
placement of notes resulted in gross proceeds of $200,000,000 and net proceeds, after commissions, of $193,000,000. The notes were issued at a
price of $1,000 and are convertible into the Company's Ordinary Shares at a conversion rate of 34.9406 shares per $1,000 principal amount of
notes (equal to an initial conversion price of approximately $28.62 per share), subject to adjustment in certain circumstances. Holders of the
notes may convert their notes only if: (i) the price of Apex Silver Ordinary Shares reaches a specified threshold; (ii) the trading price for the
notes falls below certain thresholds; (iii) the notes have been called for redemption; or (iv) specified corporate transactions occur.

7.     Stock Option Plans

        The Company has established a new plan to issue up to two million share options and other awards to be valued by reference to the
Company's shares for officers, employees, consultants and agents of the Company and its subsidiaries (the new plan, collectively with the
Company's previous plan, the "Plan"). Options granted and other awards under the Plan are non-assignable. Options exist

13

Edgar Filing: APEX SILVER MINES LTD - Form 10-Q/A

19



for a term, not to exceed ten years, as fixed by the Compensation Committee of the Board of Directors of the Company. Options typically vest
over periods of up to four years with the first tranche vesting on the date of grant or the anniversary of the date of grant. Unexercised options
expire ten years after the date of grant.

        The Company has established a share option plan for its non-employee directors (the "Director Plan"). Under the Director Plan, the total
number of options granted cannot exceed five percent of the Company's outstanding shares. Pursuant to the Director Plan, non-employee
directors receive (i) at the effective date of their initial election to the Company's board of directors, an option to purchase the number of
Ordinary Shares equal to $50,000 divided by the closing price of the Ordinary Shares on the American Stock Exchange (the "AMEX") on such
date, (ii) at the close of business of each annual meeting of the Company's shareholders, an option to purchase the number of Ordinary Shares
equal to $50,000 divided by the closing price of the Ordinary Shares on the AMEX on such date, and (iii) at the close of business of each
meeting of the Company's Board of Directors, an option valued at $3,000 calculated using the Black-Scholes option-pricing model to purchase
Ordinary Shares with an exercise price equal to the closing price of the Ordinary Shares on the AMEX on such date. Options granted to a
non-employee director vest on the date of the grant and expire ten years after the date of the grant or one year after the date that such
non-employee director ceases to be a director of the Company. Options granted under the Director Plan are transferable only in limited
circumstances.

        A summary of the Company's stock options at September 30, 2004, and December 31, 2003 and changes during the periods is presented in
the following table:

Nine Months Ended 2004 Year Ended 2003

Options
Number of
Shares

Average
Price Per
Share

Number of
Shares

Average
Price Per
Share

Outstanding at beginning of period 2,119,426 $ 12.75 1,963,891 $ 11.01
Granted during period 216,309 $ 17.96 592,005 $ 16.69
Forfeited or expired during period � $ � (86,750) $ 11.08
Exercised during period (108,450) $ 11.23 (349,720) $ 9.84

Outstanding at end of period 2,227,285 $ 12.75 2,119,426 $ 12.75

Exercisable at end of period 1,154,925 1,097,081
Weighted average fair value of options outstanding $ 5.54 $ 3.37
Weighted average remaining contractual life 7.2 years 7.8 years
        Options granted during 2004 and 2003, ranged in exercise price from $16.94 to $21.70 and from $13.83 to $16.95 respectively.

        The Company estimates the fair value of options granted using the Black-Scholes option-pricing model on the date of grant using the
following assumptions:

Nine months
ended

September 30,
2004

Year ended
December 31,

2003

Weighted average risk-free interest rate 2.65% 2.50%
Volatility 44.80% 42.80%
Expected dividend yield � �
Weighted average expected life (in years) 3.85 2.93
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        Volatility is based on the historical volatility of the Company's stock over its public trading life. The Company currently does not foresee
the payment of dividends in the near term. The risk-free interest rate used is based on U.S Treasury bills with similar lives as the options.

        Under the Plan, the Company also issues shares of the Company, with vesting dates of two to four years, to employees as bonus and or
retention incentives. At September 30, 2004 the Company had issued 125,010 such shares with a weighted average vesting date of
November 2005 and a weighted average value of $15.72 per share at date of grant. The Company recognizes compensation expense over the
vesting period of the shares.

        On September 30, 2004, the Company amended the Director Plan to extend the expiration date of options granted pursuant to the Director
Plan from one year after the director ceases to serve as a director of the Company to three years after such date, unless the Board elects
otherwise, provided that the term of the options may in no event exceed ten years after the date of the grant. The effect of the modification to the
Director plan for the September 30, 2004 quarter was a non-cash charge of $45,859.

        In addition, in relation to the retiring Company chairman, on September 30, 2004 the stock awards and stock options previously granted to
the chairman were modified as follows: (i) share awards and share option agreements were modified to permit unvested restricted stock and
options to vest in accordance with their original terms, rather than terminating upon termination of employment and; (ii) vested stock options
previously granted will expire in accordance with their original terms, rather than terminating within 180 days following termination of
employment. The effect of the modifications to the retiring Company chairman's awards for the September 30, 2004 quarter was a non-cash
charge of $3,829,824.

8.     Shareholders' Equity

        During 2004, the Company completed two offerings of its Ordinary Shares for a total of 10,393,276 shares at an average offering price of
$21.02 per share, realizing total gross proceeds of $218,414,590 and net proceeds of $208,611,848 after commissions and fees. These offerings
were made pursuant to two universal shelf registration statements previously filed with the Securities and Exchange Commission, and
substantially exhausted the securities available under those registration statements. The proceeds from the two offerings will be used to finance a
portion of the construction and development of the Company's San Cristobal Project, advance evaluation of exploration properties and for other
general corporate purposes.
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9.     Concentration of Risk and Investment Policy

        The Company considers all highly-liquid investments with a maturity of three months or less when purchased to be cash equivalents.
Short-term investments include investments with maturities greater than three months, but not exceeding twelve months. Long-term investments
include investments with maturities greater than twelve months.

        The Company determines the appropriate classification of its investments in debt and equity securities at the time of purchase and
reevaluates such determinations at each balance sheet date. Debt securities are classified as held to maturity when the Company has the intent
and ability to hold the securities to maturity. Debt securities are stated at amortized cost, which approximates market, and include government
agency and corporate obligations. Short term securities investments available for sale are marked-to-market at each reporting period. Changes in
the value of the securities are recorded, net of tax, as a component of other comprehensive income. If declines in value are deemed other than
temporary, a charge is made to net loss for the period.

        At September 30, 2004 the Company has debt securities included in short and long term investments with maturity dates as follows:

One year or less One to Two years Two to Five years Total

$ 96,991,771 $ 55,984,867 $ 5,548,775 $ 158,525,413
        The debt securities have interest yields ranging from 1.51% to 7.75% with a weighted average yield of 2.31%.

        The Company's investments are comprised of the following:

Sept. 30, 2004
December 31,

2003

Current investments
Equity securities $ 3,710,343 $ �
Debt securities 96,991,771 �

Total current investments $ 100,702,114 $ �

Long term investments
Debt securities $ 61,533,642 $ �

Total long term investments $ 61,533,642 $ �

        The Company recorded a $54,591 loss and a $205,520 gain to other comprehensive income for the quarter and nine month periods ended
September 30, 2004, respectively. Both amounts are related to equity securities the Company holds available for sale. No amounts were recorded
to comprehensive income for the same quarter and nine month periods during 2003.

10.   Related Party Transactions

        During the third quarter 2004, the Company made a $300,000 relocation advance to an executive officer under the Company's relocation
policy, which provides for 90 day interest free advances to an employee who completes the purchase of a residence in the new location prior to
completing the sale of the employee's residence in the former location.

11.   Subsequent Events

        In October 2004, the Company completed the private placement of 4.00% Convertible Senior Subordinated Notes due 2024. The placement
of notes resulted in gross proceeds of $100,000,000 and net proceeds, after commissions, of $96,500,000. The notes were issued at a price of
$1,000 and are
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convertible into the Company's Ordinary Shares at a conversion rate of 34.9406 shares per $1,000 principal amount of notes (equal to an initial
conversion price of approximately $28.62 per share), subject to adjustment in certain circumstances. Holders of the notes may convert their
notes only if: (i) the price of Apex Silver ordinary shares reaches a specified threshold; (ii) the trading price for the notes falls below certain
thresholds; (iii) the notes have been called for redemption; or (iv) specified corporate transactions occur.

        On November 8, 2004, the Company's Bolivian affiliate Minera San Cristobal, S. A. and Aker Kvaerner Metals Inc. signed an Engineering,
Procurement and Construction Management Agreement ("EPCM Agreement"), which sets out terms for the development of the San Cristobal
project. Under the EPCM Agreement, Aker Kvaerner will provide on-going engineering, procurement of equipment and construction
management services. The EPCM Agreement also provides special bonus provisions and incentive payments for safe, timely and technically
sound completion of pre-specified tasks as the project progresses towards and when it reaches completion. Under the terms of the EPCM
Agreement, Minera San Cristobal has the right to suspend the work at any time.
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Item 2: Management's Discussion And Analysis Of Financial Condition And Results Of Operations

General

        The following discussion and analysis summarizes the results of operations of Apex Silver Mines Limited ("Apex Limited" or "we") for the
three month and nine month periods ended September 30, 2004 and changes in our financial condition from December 31, 2003. This discussion
should be read in conjunction with the Management's Discussion and Analysis included in our Annual Report on Form 10-K for the period
ended December 31, 2003.

        Apex Limited is a mining exploration and development company that holds a portfolio of silver exploration and development properties
primarily in South America, Mexico and Central Asia. We currently focus our resources primarily on the development and financing of our San
Cristobal Project in Bolivia. At present, none of our properties is in production and, consequently, we have no current operating income.

Restatement of Prior Financial Statements

        The Company has restated its financial statements for the three and nine months ended September 30, 2004. The restatement resulted from
capitalization of interest based on prospective expenditures on the San Cristobal property rather that all expenditures incurred to acquire and
develop the property. These adjustments reduced the Company's previously reported loss for the three and nine months ended September 30,
2004 by $0.7 million or $0.01 per share and $1.5 million or $0.03 per share respectively. The following discussion reflects those adjustments.
For further discussion refer to Note 2(b) of the financial statements.

Overview

        During the first nine months of 2004, we completed two share offerings resulting in net proceeds of approximately $208.6 million, after
commissions and fees. We also completed the issuance of $200 million of 2.875% Convertible Senior Subordinated Notes due 2024, resulting in
net proceeds of $193 million after commissions. In addition, during October 2004 we completed an offering of $100 million of 4.00%
Convertible Senior Subordinated Notes due 2024, resulting in net proceeds of $96.5 million after commissions. Net proceeds from the share
offerings and the convertible notes will be used to finance a portion of the construction and development of the Company's San Cristobal
Project, advance evaluation of exploration properties and for other general corporate purposes.

        We continue to work with Barclays and BNP Paribas to secure commercial bank debt financing and develop other financing options for San
Cristobal as part of a total financing package that may incorporate support from export credit agencies, multilateral agencies and other public
lenders. During 2004 we also filed a universal shelf registration statement, on Form S-3, with the Securities and Exchange Commission. The
registration became effective August 5, 2004, and allows us to sell up to $200 million in any combination of equity or debt securities as
described in the registration statement in one or more offerings.

        We have completed updating the San Cristobal development plan, resulting in estimated capital costs of approximately $560 million. This
represents an approximate $65 million or 13% increase to the 2000 updated feasibility study. The increase in capital was primarily due to
changes in infrastructure (rail versus truck hauling of concentrates), higher energy and raw material costs and other normal cost escalation over
the four-year period. The capital cost excludes the contractor-provided mining fleet, working capital and advances to power and port facility
providers which are expected to be recouped through credits applied against payments for the contracted services. We continue to renew
contacts with potential customers and are making strategic staff additions; we are also initiating limited road, bridge and camp work at and
around San Cristobal and the outlying communities. We have entered
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into an agreement with an engineering and construction firm that will manage the engineering, procurement and construction for the San
Cristobal Project and we are continuing to negotiate contract mining arrangements.

        During the third quarter 2004 the Company adopted the fair value based method of accounting for stock options as presented in Statement
of Financial Accounting Standards No. 123 ("FAS No. 123"), Accounting for Stock-Based Compensation, as amended by FAS No. 148
Accounting for Stock-Based Compensation�Transition and Disclosure, effective as of the beginning of the year. The Company used the
"modified prospective method" of transition, as defined in FAS No. 123, where employee stock-based compensation cost was recognized from
January 1, 2004 as if the fair value based accounting method in FAS No. 123 had been used to account for all employee awards granted,
modified, or settled in fiscal years beginning after December 15, 1994. As a result compensation costs of $4.8 million and $6.4 million were
recognized for the three and nine month periods ended September 30, 2004 respectively including amounts capitalized of $0.4 million and
$0.9 million for the respective periods. The charge for the three and nine month period ended September 30, 2004 includes a charge of
approximately $3.9 million relating to the modification of stock awards previously granted to a retiring director and the retiring Company
Chairman.

        For the fourth quarter of the year we expect to spend approximately $20 million on San Cristobal engineering and infrastructure
development, project financing efforts, exploration and general corporate costs.

Results of Operations�Three Months Ended September 30, 2004

        Interest and other income.    Interest and other income was $1.6 million for the third quarter of 2004 compared to $0.1 million recorded
during the third quarter of 2003. The 2004 increase is primarily the result of interest earned on increased cash, cash equivalents and investments
resulting from the issuance of equity and convertible notes during the year.

        Trading gains�commodities.    During the third quarter of 2004, we recorded a mark to market gain related to our metals trading program of
$0.1 million compared to a $0.5 million mark to market gain for the same period in 2003. The mark to market gain for the third quarter of 2004
resulted from decreasing metals prices during the third quarter of 2004 as compared to the same period of 2003. We measure the fair value of
open positions at the end of each reporting period, recording the difference in the carrying value to the current net loss, in accordance with
Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging Activities ("FAS No. 133"). Under
FAS No. 133, fair value measurements may vary substantially from period to period based on spot prices, forward prices and quoted option
volatilities.

        Trading losses�foreign currency.    During the third quarter of 2004, the Company incurred a mark-to-market loss of $0.2 million on a
foreign exchange transaction related to the long lead advance order of certain capital equipment in which the purchase price is denominated in
Euros in accordance with FAS No. 133. The Company purchased calls and wrote puts to partially offset a potential deterioration in the value of
the U.S. dollar relative to the Euro.

        Exploration.    Exploration expense was $1.0 million for the third quarter of 2004 compared to $0.6 million for the same period of 2003.
The higher expense for the third quarter of 2004 as compared to the third quarter of 2003 is primarily related to increased exploration activity in
Bolivia and Peru.

        Administrative.    Administrative expense was $6.2 million for the third quarter of 2004, compared to $0.9 million for the third quarter of
2003. The increase in administrative expense during the third quarter of 2004 is primarily the result of non-cash stock compensation expense of
$4.4 million associated with the adoption of FAS No. 123. This charge included $3.9 million related to the extension of existing options for a
retiring director and the retiring Company chairman. In addition,
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administrative costs have increased with the addition of personnel and related support costs associated with the advancement of San Cristobal.

        Interest Expense.    Interest expense was $0.9 million, net of approximately $0.7 million capitalized, for the third quarter of 2004, and no
interest expense was recorded for the same period of 2003. The 2004 interest expense is entirely related to the 2.875% Convertible Senior
Subordinated Notes issued 2004.

Results of Operations�Nine Months Ended September 30, 2004

        Interest and other income.    Interest and other income was $3.1 million for the first nine months of 2004 compared to $0.4 million recorded
during the first nine months of 2003. The 2004 increase is primarily the result of interest earned on increased cash, cash equivalents and
investments resulting from the issuance of equity and convertible notes during the year.

        Trading gains�commodities.    During the first nine months of 2004, we recorded a mark to market gain related to our metals trading
program of $0.4 million compared to a $0.7 million mark to market gain for the same period in 2003. The mark to market gain for the first nine
months of 2004 resulted from decreasing metals prices during the first nine months of 2004 as compared to the same period of 2003. We
measure the fair value of open positions at the end of each reporting period, recording the difference in the carrying value to the current net loss,
in accordance with FAS No. 133. Under FAS No. 133, fair value measurements may vary substantially from period to period based on spot
prices, forward prices and quoted option volatilities.

        Trading losses�foreign currency.    During the first nine months of 2004, the Company incurred a mark-to-market loss of $0.2 million on a
foreign exchange transaction related to the long lead advance order of certain capital equipment in which the purchase price is denominated in
Euros in accordance with FAS No. 123. The Company purchased calls and wrote puts to partially offset a potential deterioration in the value of
the U.S. dollar relative to the Euro.

        Exploration.    Exploration expense was $3.6 million for the first nine months of 2004 compared to $2.2 million for the same period of
2003. The higher expense for the first nine months of 2004 as compared to the first nine months of 2003 is primarily related to increased
exploration activity in Bolivia and Peru.

        Administrative.    Administrative expense was $12.2 million for the first nine months of 2004, compared to $3.6 million for the first nine
months of 2003. The increase in administrative expense during 2004 is primarily the result of non-cash stock compensation expense of
$5.5 million associated with the adoption of FAS No. 123 which included the extension of existing options for a retiring director and the retiring
Company chairman amounting to $3.9 million and a one time $1.5 million payment made to a consultant for financial advisory and consulting
services associated with the equity and convertible notes offerings. In addition costs have increased with the addition of personnel and related
support costs associated with the advancement of San Cristobal.

        Interest Expense.    Interest expense was $1.9 million, net of approximately $1.6 million capitalized, for the first nine months of 2004, and
no interest expense was recorded for the same period of 2003. The 2004 interest expense is entirely related to the convertible notes issued during
2004.

Liquidity and Capital Resources

        As of September 30, 2004, we had cash and cash equivalents of $261.4 million, compared to $40.1 million at December 31, 2003. The
increase in cash is the result of net proceeds of $208.6 million received from the sale of Ordinary Shares, net proceeds of $193.0 million from
the issuance of convertible notes and $1.6 million recorded from the exercise of stock options by employees and a
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director. The increase was partially offset by $12.7 million invested in property, plant and equipment related to the development of the San
Cristobal Project and $7.4 million used to fund operations, property holding costs and administrative costs, net of interest and other income. In
addition we have invested $3.3 million in short term investments and $158.5 million in debt securities with maturity dates greater than three
months. An additional $0.8 million of cash has been restricted to collateralize outstanding letters of credit.

        At September 30, 2004 our aggregate cash and short and long term investments amount to $423.6 million. In October 2004 we increased
our cash position by completing an offering of $100 million of 4.00% Convertible Senior Subordinated Notes due 2024, resulting in net
proceeds of $96.5 million after commissions. Proceeds from the offering will be used to finance a portion of the construction and development
of the Company's San Cristobal Project, advance evaluation of exploration properties and for other general corporate purposes.

        In August 2004 a universal shelf registration statement filed with the Securities and Exchange Commission became effective, and allows us
to sell up to $200 million in any combination of equity or debt securities as described in the registration statement. Proceeds from any future
offering(s) under the shelf registration may be used to construct and develop San Cristobal, continue exploring our other properties, maintain
control or ownership of our properties, acquire additional mining related properties or businesses and for general corporate purposes. No
securities have been sold under the universal shelf registration statement.

        In the fourth quarter 2004, we expect to spend approximately $20 million on San Cristobal engineering and infrastructure development,
project financing, exploration and general corporate costs. In addition, we expect our capital spending levels to rise significantly during 2005
provided that we proceed with full scale construction at San Cristobal beginning early next year. We plan to fund these project and operating
cash expenditures from our existing cash balances and from interest and other income.

        We have completed updating the San Cristobal development plan, resulting in estimated capital costs of approximately $560 million. As
such, we will require additional financing from outside sources to complete development of the San Cristobal Project. There can be no assurance
that we will be able to obtain the required financing on terms that we find attractive, or at all.

New and Recent Accounting Developments

        The Emerging Issues Task Force ("EITF") formed a committee ("Committee") to evaluate certain mining industry accounting issues,
including issues arising from the application of FAS No. 141, "Business Combinations" ("FAS No. 141"), and FAS No. 142, "Goodwill and
Other Intangible Assets" ("FAS No. 142"), to business combinations within the mining industry, accounting for goodwill and other intangibles
and the capitalization of costs after the commencement of production, including deferred stripping. The issues discussed included whether
mineral interests conveyed by leases represent tangible or intangible assets and the amortization of such assets. In March 2004, the EITF reached
consensus that the mineral rights should be considered tangible assets. The EITF also reached consensus on other mining related issues
involving impairment and business combinations. On April 28, 2004, the FASB ratified the consensus of the EITF that mineral rights should be
considered tangible assets. At this stage these developments do not affect the Company, but the Company will continue to monitor the progress
of the EITF on other mining industry accounting issues.

        On October 13, 2004, the Financial Accounting Standards Board ("FASB") decided to defer the effective date of its proposed standard,
"Share-Based Payment", from fiscal years beginning after December 15, 2004, to periods beginning after June 15, 2005. The new standard
would apply to stock options and other awards granted, modified or settled in cash on or after July 1, 2005. The proposed statement would
amend FASB Statement No. 123, "Accounting for Stock-Based Compensation", and
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would likely be known as FASB Statement No. 123R, "Share-Based Payment (Revised 2004)". As the Company has adopted FASB Statement
123, it does not anticipate that the new standard will have a material impact on its results of operations or financial position.

        In September 2004 FASB issued FSP 03-1-1, Effective Date of Paragraphs 10-20 of the EITF 03-1, "The Meaning of Other Than
Temporary Impairment," delaying the effective date for the recognition and measurement guidance of EITF 03-1. The proposed FSP would
provide implementation guidance with respect to debt securities that are impaired solely due to interest rates and/or sector spreads and analyzed
for other-than-temporary impairment. The final FSP is expected to be issued in December 2004. The Company does not anticipate that the new
standard will have a material impact on its results of operations or financial position.

Forward-Looking Statements

        Some information contained in or incorporated by reference into this report may contain forward-looking statements. These statements
include comments regarding mine development and construction plans, costs, grade, production and recovery rates, permitting, financing needs,
the availability of financing on acceptable terms, the timing of engineering studies and environmental permitting, and the markets for silver, zinc
and lead. The use of any of the words "anticipate," "continues," "estimate," "expect," "may," "will," "project," "should," "believe" and similar
expressions are intended to identify uncertainties. We believe the expectations reflected in those forward-looking statements are reasonable.
However, we cannot assure that these expectations will prove to be correct. Actual results could differ materially from those anticipated in these
forward-looking statements as a result of the factors set forth below, in addition to the factors described in "Risk Factors" set forth in our Annual
Report on Form 10-K for the period ended December 31, 2003:

�
worldwide economic and political events affecting the supply of and demand for silver, zinc and lead;

�
political and economic uncertainties and instability in Bolivia and other developing countries in which we conduct business;

�
volatility in market prices for silver, zinc and lead;

�
financial market conditions, and the availability of financing on terms acceptable to our company;

�
uncertainties associated with developing a new mine, including potential cost overruns and the unreliability of estimates in
early stages of mine development;

�
variations in ore grade and other characteristics affecting mining, crushing, milling and smelting operations and mineral
recoveries;

�
geological, technical, permitting, mining and processing problems;

�
the availability and timing of acceptable arrangements for power, transportation, water and smelting;

�
the availability, terms, conditions and timing of required government approvals;

�
uncertainties regarding future changes in tax legislation or implementation of existing tax legislation;

�
variations in smelting operations and capacity;

�
the availability of experienced employees; and
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�
the factors discussed under "Risk Factors" in our Form 10-K for the period ended December 31, 2003.

        Many of those factors are beyond our ability to control or predict. You should not unduly rely on these forward-looking statements. These
statements speak only as of the date of this report on Form 10-Q. Except as required by law, we are not obligated to publicly release any
revisions to these forward-looking statements to reflect future events or developments.

Item 3. Quantitative and Qualitative Disclosures About Market Risk and Hedging Activities

        Currently our major principal cash balances are held in U.S. dollars. We maintain minimum cash balances in foreign currencies and
therefore have a relatively low exposure to currency fluctuations. Because we conduct our activities mainly in Bolivia, as well as in several other
foreign countries, we may in the future engage in hedging activities to minimize the risk of exposure to currency and interest rate fluctuations.

        To complete the project financing for San Cristobal, we expect to be required to hedge a portion of our planned production. In addition,
when San Cristobal enters production, we may sell forward a portion of our production and use price hedging techniques to mitigate some of the
risks associated with fluctuating metals prices. We currently engage in limited metals trading activities, utilizing puts and calls and other market
instruments in anticipation of potential lender requirements for the San Cristobal project financing. See "Item 2, Results of Operations." During
the quarter, the Company incurred a mark-to-market loss of approximately $0.2 million on a foreign exchange transaction, the purpose of which
is to partially offset a potential deterioration in the value of the U.S. dollar relative to the Euro, related to the long lead advance order of certain
capital equipment for the project.

Item 4. Controls and Procedures

        Our management carried out an evaluation, under the supervision and with the participation of our principal executive officer and principal
financial officer, of the effectiveness of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) as of
the end of the period covered by this report. Based on this evaluation, the principal executive officer and principal financial officer have
concluded that our disclosure controls and procedures were not effective at a reasonable assurance level as of September 30, 2004.

        During the quarter and nine month period ended September 30, 2004, there were no changes in our internal control over financial reporting
that materially affected, or are reasonably likely to affect, our internal control over financial reporting. However, the Company's management
was advised by its registered independent public auditor that, during the course of their review of the Company's financial statements for the
quarter ended September 30, 2004, they have noted a material weakness in internal controls related to the financial reporting process with
respect to the Company's ability to properly apply generally accepted accounting principles to non-routine transactions or to transactions subject
to new or complex accounting pronouncements, as the result of a lack of adequate staffing in the Company's accounting department. The
Company has evaluated this deficiency and concluded that this situation constitutes a material weakness. The Company's restatement of its
financial statements in this filing, related to FAS No. 34 and the capitalization of interest, although identified after the original determination of a
material weakness, is considered a result of that originally identified material weakness.

        The Company has retained the public accounting firm currently assisting in the Company's Section 404 compliance effort to assist the
Company in preparing its financial statements and to provide technical expertise in the proper application of generally accepted accounting
principles to various transactions and other financial statement matters. The Company is continuing to evaluate the hiring of additional personnel
for its accounting department, including personnel with technical
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expertise in the application of generally accepted accounting principles to non-routine and complex transactions. The Company has not yet been
able to test and assess the effectiveness of these mitigating steps and additional testing may reveal additional weaknesses in the design and
effectiveness related to the financial reporting process with respect to the Company's ability to properly apply generally accepted accounting
principles to non-routine transactions or to transactions subject to new or complex accounting pronouncements. In the event that the reported
material weakness is not effectively remediated or additional weaknesses are revealed, it is reasonably possible that management may conclude
that the Company's controls are ineffective and an adverse opinion or disclaimer of opinion on our internal controls as of December 31, 2004
may be issued by our independent registered public accounting firm.

        It should be noted that our disclosure controls and procedures and our internal controls will not necessarily prevent all error or fraud, and
can thus not provide absolute assurance that all control issues or fraud can be detected.
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PART II: OTHER INFORMATION

Item 1. Legal Proceedings

        None.

Item 2. Changes in Securities and Use of Proceeds

        None

Item 3. Defaults Upon Senior Securities

        None.

Item 4. Submission of Matters to a Vote of Security Holders

        None.

Item 5. Other Information

        None.

Item 6. Exhibits and Reports on Form 8-K

(a)
Exhibits:

10.1 EPCM Services Supply Agreement between Minera San Cristobal, S.A. and Aker Kvaerner Metals Inc., Dated
November 8, 2004*

10.2 Form of Change of Control Agreement*

10.3 Relocation Advance*

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act

32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C., 1350 (Section 906 of the
Sarbanes-Oxley Act)

*
Previously filed.
(b)

Reports filed on Form 8-K during the quarter ended September 30, 2004:

        None.
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SIGNATURES

        Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on behalf of the
undersigned thereunto duly authorized.

APEX SILVER MINES LIMITED

Date: January 12, 2005 By: /s/  JEFFREY G. CLEVENGER      

Jeffrey G. Clevenger
President and Chief Executive Officer

Date: January 12, 2005 By: /s/  MARK A. LETTES      

Mark A. Lettes
Senior Vice President and Chief Financial Officer
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