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Farallon Mining Ltd.

FAN-TSX
Increasing Estimates Based on Planned Expansion

Event

We have updated our model after the closing of Farallon’s recent C$11.5 mln
equity financing, and based on the company’s planned expansion at G-9.

Action

We recommend buying Farallon’s shares. In our view, the shares are attractive
due to growth opportunities from a planned production expansion as well as
potential upside from exploration. We have increased our NAV per share
estimate to C$0.86 from C$0.70, and our target price to C$0.55 from C$0.45.

Analysis

= Use of proceeds — Farallon intends to use the net proceeds from the
equity financing to resume exploration at its Campo Morado property,
and to expand the mill at its G-9 mine to 2,000 tpd from 1,500 tpd.

= Adjustments to our estimates — We have updated our model to reflect
the share dilution from the equity issuance, an increase in our mill
throughput assumption to 2,000 tpd from 1,500 tpd by mid-2010, 3Q09
actual commodity prices, and the revised C$/US$ R] forecast of $1.10
(prev. $1.18). Our revised EPS estimates for 2009E, 2010E, and 2011E
are US$0.00 (prev. US$0.01), US$0.19 (prev. US$0.15), and US$0.14
(prev. US$0.08), respectively. We have increased our zinc production
forecast for 2010E and 2011E to 46,400 tonnes and 53,100 tonnes (prev.
40,500 tonnes and 38,700 tonnes, respectively).

= Potential upcoming catalysts — 1) The company intends to resume
exploration in 4Q09; 2) Farallon expects to complete a preliminary
economic assessment on the satellite deposits north of G-9 in 1Q10;
and 3) the company is ramping-up production at the G-9 mine, and
plans to increase production through an expansion in milling capacity
to 2,000 tpd from 1,500 tpd by mid-2010.

Valuation

Farallon’s shares trade at a P/NAV of 0.50x. This compares to the weighted
average of base metal producers of 0.84x. Our target price of C$0.55 is based
on a 0.60x multiple applied to our NAV of C$0.86 per share (in-line with risk
and liquidity-adjusted historic producer multiples).
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RATING & TARGET

RATING OUTPERFORM 2 =
Target Price (6-12 mths) (C$) 055 1
Closing Price (C$) 0.43
Total Return to Target 28%
MARKET DATA

Market Capitalization (US$mIn) 181
Current Net Debt (US$min) (2Q09A) 16
Enterprise Value (US$min) (2009E) 197
Basic Shares Outstanding (min) 463.6
Avg Daily Dollar Volume (3mo, min) n/a
52 Week Range (C$) $0.10 - $0.46

KEY FINANCIAL METRICS

FY-Dec 31 2008A 2009E 2010E
EPS (US$) -0.22 0.00 0.19
P/E (x) nmf nmf 2.0
EPS -1Q (US$) nmf -0.02 0.05
EPS - 2Q (US$) nmf -0.02 0.05
EPS - 3Q (US$) nmf 0.01 0.05
EPS - 4Q (US$) nmf 0.02 0.05
NAVPS (C$) 0.86

P/NAV(x) 0.50

Revenue (US$mIn) nmf 74 172
EBITDA (US$min) nmf 24 118

COMPANY DESCRIPTION

Farallon Mining Ltd. (FAN-TSX) owns 100% of the high-grade
polymetallic mineral concessions at the Campo Morado
property in Mexico. The company's G-9 mine at Campo
Morado is ramping-up production, and uses conventional
flotation to produce zinc, copper, and lead concentrates with
significant gold and silver content.
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Upcoming Catalysts Keep the Focus on Growth

We maintain our positive outlook on Farallon’s shares. The company has a
number of upcoming initiatives which we expect will continue to act as
positive catalysts for the stock. We anticipate the following future catalysts:

Resumption of exploration — We expect Farallon to resume
exploration drilling in 4Q09. In an October 8, 2009 press release the
company stated that it will spend approximately US$2.7 million on a
20,000 metre drilling campaign over the next two quarters. We expect
that the company’s first order of business will be to drill prospective
targets in the area around G-9 as a first step towards increasing the
resource tonnage. We anticipate drilling adjacent to the North Zone,
and at the horizon of the Abajo Zone (the North and Abajo Zones are
two of the three significant areas comprising the G-9 mineral
resource). We note that Farallon’s last drilling program, in 2008, did
meet with success as it discovered a new sulphide lens called the West
Extension (northwest of the North Zone and closer to the San
Augustin decline ramp), and it extended the Abajo Zone to the north
and the North Zone to the west. The Western Extension area has
already provided feed for the mill. Previous drilling has also found
indications of deeper mineralization in the Abajo Zone.

Preliminary economic assessment (PEA) for satellite deposits at G-9
— Farallon is currently in the process of preparing a PEA on the El
Largo, Naranjo, Reforma, and El Rey deposits at Campo Morado.
These deposits are located north of the operating G-9 mine, and could
potentially leverage the existing mill infrastructure to extend the mine
life. The El Largo deposit is expected to be accessible from the existing
underground workings with approximately 500 metres of further
development, while the other deposits are within roughly 5 km of the
mill. We estimate a value of US$56 million in value to the potential of
these deposits (C$0.12 per share of our C$0.86 net asset value per
share).

Increasing production by expanding the mill - Farallon is presently
ramping-up production at the G-9 mine to the design capacity of 1,500
tonnes/day. The company is planning to increase the throughput rate
to 2,000 tonnes/day by mid-2010. We provide more detail on this
expansion in the following section.
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Expected Expansion of the G-9 Mill to 2,000 Tonnes/Day

The expected expansion of the mill to a throughput rate of 2,000 tonnes/day
from 1,500 tonnes/day primarily involves an investment in the regrind
capacity of the bulk circuit, as well as extra flotation capacity to the bulk and
zinc rougher circuits. From our understanding, the existing crushing and
primary grind capacity is sufficient to support the higher throughput rates.
The original construction of the plant was designed to accommodate for an
expansion to the regrind stage, and the concrete foundation is already in place.
We have assumed a capital cost of US$10 million for the expansion, at the high
end of preliminary management estimates of US$5 million to US$10 million.
Farallon has initiated the engineering work for the expansion and plans to
begin the installation of the additional components in 2Q10. Our zinc
production forecast remains unchanged for 2009E at 35,300 tonnes, but we
have increased our estimates for 2010E and 2011E to 46,400 tonnes (previously
40,500 tonnes), and 53,100 tonnes (previously 38,700 tonnes), respectively. We
have assumed a 9% reduction in operating costs on a per tonne basis following
from the expected economies of scale with spreading fixed costs over the 33%
increase in throughput. The company’s recent equity financing and our
expectation for improving cash flow should, in our view, provide adequate
balance sheet strength to ensure that the company does proceed with the
expansion.

Changes to our Estimates

We have increased our NAV/share modestly to C$0.86 (previously C$0.70). By
our analysis, the positive impact on the time value of cash flows from
increasing production by roughly 33% to 2,000 tonnes/day, from 1,500
tonnes/day, more than offsets the dilution from the equity financing (which
will partly be used to fund the expansion). The breakdown of our net asset
value estimate for Farallon is shown in Exhibit 1.
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Exhibit 1: Farallon Mining Net Asset Value Estimate

Farallon Mining Ltd.
Ownership US$ (mln) US$/shr Valuation Basis

Mines
G-9 100.0% 340.6 0.71 NPV @ 8% Real FY End 2009

Projects
Other Campo Morado 100.0% 55.6 0.12 NPV @ 8% Real FY End 2009
Other 0.0% - 0.00
Other 0.0% - 0.00

Other Assets
Cash and Marketable Securities 409 0.08 Balance sheet as at 4Q-09E
Working Cap net of Cash and ST Debt 0.5 0.00 Balance sheet as at 4Q-09E
Options 4.4 0.01 various expiry dates

Debt and Obligations
Short Term Debt - 0.00 Balance sheet as at 4Q-09E
Long-term Debt (29.2) -0.06 Balance sheet as at 4Q-09E
Corporate SG&A (32.9) -0.07 DCF @ 8% Real FY-09E
Deferred Taxes - 0.00 Balance sheet as at 4Q'-09E
Provision for Contingencies - 0.00

NET ASSET VALUE 379.9 $0.79 C$0.86

Fully Diluted Shares Outstanding 482,709

Basic Shares Outstanding 463,619

Copper: '08A=US$3.16/1b, '09E=US$2.24/1b, '10E=US$3.10/1b, '11E=US$3.23/lb, L-T=US$1.90/1b
Lead: '08 A=US$0.95/1b, '09E=US$0.61/Ib, '10E=US$0.62/1b, '11E=US$0.62/1b, L-T=US$0.55/1b
Zinc: '08 A=US$0.86/1b, '09E=US$0.79/1b, '10E=US$1.30/1b, '11E=US$0.90/1b, L-T=US$0.85/1b

Silver: '08A=US$14.99/0z, '09E=US$13.40/0z, '10E=US$13.75/0z, '11E=US$12.60/0z, L-T=US$11.50/0z

Gold: '08A=US$873/0z, '09E=US$999/0z, '10E=US$1,050/0z, '11E=US$950/0z, L.-T=US$800/0z

Source: Raymond James Ltd.

We have updated our model to reflect the share dilution from the equity
issuance, an increase in our mill throughput assumption to 2,000 tonnes/day
from 1,500 tonnes/day by mid-2010, 3Q09 actual commodity prices, and the
revised C$/US$ R] forecast of $1.10 (previously $1.18). We have made slight
decreases to our copper and lead recovery estimates for 2H09. This reflects
what is in our minds is the company’s key near-term challenge, optimizing the
metallurgical performance of the mill, in particular with respect to the re-use
of process water. Our revised EPS estimates for 2009E, 2010E, and 2011E are
US$0.00 (previously US$0.01), US$0.19 (previously US$0.15), and US$0.14
(previously US$0.08), respectively. We have increased our zinc production
forecast for 2010E and 2011E to 46,400 tonnes and 53,100 tonnes (previously
40,500 tonnes and 38,000 tonnes, respectively). The summary of the changes to
our forecast are shown in Exhibit 2.
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Exhibit 2: Changes to our Forecast

New Estimates 2008A  2009E  2010E  2011E
Zinc Production (tonnes) 0 35,299 46,428 53,060
Zinc Cash Cost (US$/1b) 0.00 0.40 0.01 (0.11)
Total Production Cost (US$/1b) 0.00 0.70 0.20 0.05
EPS Basic (US$) (0.22) 0.00 0.19 0.14
CEPS (US$) (0.18) 0.04 0.22 0.17
Previous Estimates 2008A  2009E  2010E  2011E
Zinc Production (tonnes) 0 35,299 40,532 38,690
Zinc Cash Cost (US$/Ib) 0.00 0.38 0.09 (0.02)
Total Production Cost (US$/Ib) 0.00 0.69 0.31 0.20
EPS Basic (US$) 0.22) 0.01 0.15 0.08
CEPS (US$) (0.18) 0.05 0.19 0.11
% Change 2008A  2009E 2010E 2011E
Zinc Production (tonnes) N/A 0% 15% 37%
Zinc Cash Cost (US$/1b) N/A 3% (84%)  500%
Total Production Cost (US$/Ib) N/A 2% (33%)  (76%)
EPS Basic (US$) 0% (89%) 23% 72%
CEPS (US$) 0% (21%) 18% 50%
Copper Price Forecast (US$/Ib) 3.16 2.24 3.10 3.23

Source: Raymond James Ltd.

Optimizing Recoveries is the Key Challenge

The G-9 mine is currently ramping-up to its stated pre-expansion design
capacity of 1,500 tonnes/day. While mining operations are typically subject to a
number of risks, these are heightened and of greater volatility during the
ramp-up phase. In our view, the company’s key challenge is the metallurgical
performance at the plant. In particular, copper recoveries to-date have been
lower-than-expected primarily due to the presence of reagents in the process
water that is re-circulated into the mill and has suppressed the possible
recovery rates. Farallon continues to review alternatives to enhance its process
water management in order to improve the recoveries. Options that the
company has examined and continues to review include: 1) Diverting process
water from the mill to the tailings to limit the amount of reagent recycling,
followed by skimming of clean water from the tailings storage facility for
processing (a strategy that would require an upgrade to the pumping capacity,
but is expected to incur minimal capital costs). This would allow remaining
heavy metals in the process water to settle in the tailings pond, and a
breakdown of the reagents as they age. 2) Use of the completed water
treatment plant to remove cyanide (used to separate the copper and lead). 3)
Diversion of thickener overflow back to the rougher flotation circuits to
remove more of the contained heavy metals.
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Risks

Some of the risk factors that pertain to the projected 6-12 month stock price
target for mining companies in our universe are as follows: Mining companies
are subject to a range of risks, including, but not limited to: environmental
risk, political risk, operational risk, financial risk, hedging risk, commodity
price fluctuation risk, and currency risk. Any difference between our metal
price forecasts and realized metal prices will likely have an impact on our
earnings and valuation estimates for the mining companies in our research
coverage universe. The operation of mines, and mills is complex and is
exposed to a number of risks, most of which are beyond the company’s
control. These include: environmental compliance issues, personnel accidents,
metallurgical/other processing problems, unexpected rock formations, ground
or slope failures, flooding or fires, earthquakes, rock bursts, equipment
failures, consultant errors and, interruption due to inclement weather
conditions, road closures, and/or local protests. Other risks include, but are not
limited to: uncertainties surrounding reclamation costs, aging equipment and
facilities which could lead to increased costs, strikes, and transportation
disruptions.

RAYMOND JAMES



RJ Disclosures

Analyst Certification

The views expressed in this report (which include the actual rating assigned to the company as well as the analytical
substance and tone of the report) accurately reflect the personal views of the analyst(s) covering the subject
securities. No part of said person's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views contained in this research report.

Stock Ratings

STRONG BUY 1: the stock is expected to appreciate and produce a total return of at least 15% and outperform the
S&P/TSX Composite Index over the next six months. OUTPERFORM 2: the stock is expected to appreciate and
outperform the S&P/TSX Composite Index over the next twelve months. MARKET PERFORM 3: the stock is
expected to perform generally in line with the S&P/TSX Composite Index over the next twelve months and is
potentially a source of funds for more highly rated securities. UNDERPERFORM 4: the stock is expected to
underperform the S&P/TSX Composite Index or its sector over the next six to twelve months and should be sold.

Distribution of Ratings

Out of 206 stocks in the Raymond James Ltd. (Canada) coverage universe, the ratings distribution is as follows:
Strong Buy and Outperform (Buy, 62%); Market Perform (Hold, 35%); Underperform (Sell, 3%). Within those rating
categories, the percentage of rated companies that currently are or have been investment-banking clients of
Raymond James Ltd. or its affiliates over the past 12 months is as follows: Strong Buy and Outperform (Buy, 42%);
Market Perform (Hold, 31%); Underperform, (Sell, 20%). Note: Data updated monthly.

Risk Factors

Some of the general risk factors that pertain to the projected 6-12 month stock price targets included with our
research are as follows: i) changes in industry fundamentals with respect to customer demand or product/service
pricing could adversely impact expected revenues and earnings, ii) issues relating to major competitors, customers,
suppliers and new product expectations could change investor attitudes toward the sector or this stock, iii)
unforeseen developments with respect to the management, financial condition or accounting policies or practices
could alter the prospective valuation, or iv) external factors that affect global and/or regional economies, interest
rates, exchange rates or major segments of the economy could alter investor confidence and investment prospects.

Analyst Compensation

Equity research analysts and associates at Raymond James Ltd. are compensated on a salary and bonus system.
Several factors enter into the compensation determination for an analyst, including i) research quality and overall
productivity, including success in rating stocks on an absolute basis and relative to the S&P/TSX Composite Index
and/or a sector index, ii) recognition from institutional investors, iii) support effectiveness to the institutional and
retail sales forces and traders, iv) commissions generated in stocks under coverage that are attributable to the
analyst’s efforts, v) net revenues of the overall Equity Capital Markets Group, and vi) compensation levels for
analysts at competing investment dealers.

Analyst Stock Holdings

Effective September 2002, Raymond James Ltd. equity research analysts and associates or members of their
households are forbidden from investing in securities of companies covered by them. Analysts and associates are
permitted to hold long positions in the securities of companies they cover which were in place prior to September
2002 but are only permitted to sell those positions five days after the rating has been lowered to Underperform.
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Review of Material Operations

The Analyst and/or Associate are required to conduct due diligence on, and where deemed appropriate visit, the
material operations of a subject company before initiating research coverage. The scope of the review may vary
depending on the complexity of the subject company's business operations.

Raymond James Relationships

Raymond James Ltd. or its affiliates expects to receive or intends to seek compensation for investment banking
services from all companies under research coverage within the next three months.

Raymond James Ltd. or its officers, employees or affiliates may execute transactions in securities mentioned in this
report that may not be consistent with the report’s conclusions.

Additional information is available upon request. This document may not be reprinted without permission.

All Raymond James Ltd. research reports are distributed electronically and are available to clients at the same time
via the firm’s website (http://www.raymondjames.ca). Immediately upon being posted to the firm’s website, the
research reports are then distributed electronically to clients via email upon request and to clients with access to
Bloomberg (home page: RJLC), First Call Research Direct and Reuters. Selected research reports are also printed and
mailed at the same time to clients upon request. Requests for Raymond James Ltd. research may be made by
contacting the Raymond James Product Group during market hours at (604) 659-8000.

In the event that this is a compendium report (i.e., covers 6 or more subject companies), Raymond James Ltd. may
choose to provide specific disclosures for the subject companies by reference. To access these disclosures, clients
should refer to: http://www.raymondjames.ca (click on Equity Capital Markets / Equity Research / Research
Disclosures) or call toll-free at 1-800-667-2899.

All expressions of opinion reflect the judgment of the Research Department of Raymond James Ltd. or its affiliates
(RJL), at this date and are subject to change. Information has been obtained from sources considered reliable, but we
do not guarantee that the foregoing report is accurate or complete. Other departments of RJL may have information
which is not available to the Research Department about companies mentioned in this report. RJL may execute
transactions in the securities mentioned in this report which may not be consistent with the report’s conclusions. RJL
may perform investment banking or other services for, or solicit investment banking business from, any company
mentioned in this report. This information is not an offer or solicitation for the sale or purchase of securities.
Information in this report should not be construed as advice designed to meet the individual objectives of every
investor. Consultation with your investment advisor is recommended. For institutional clients of the European
Economic Area (EEA): This document (and any attachments or exhibits hereto) is intended only for EEA Institutional
Clients or others to whom it may lawfully be submitted. RJL is a member of CIPF. ©2009 Raymond James Ltd.

Raymond James Ltd. is not a U.S. broker-dealer and therefore is not governed by U.S. laws, rules or regulations
applicable to U.S. broker-dealers. Consequently, the persons responsible for the content of this publication are not
licensed in the U.S. as research analysts in accordance with applicable rules promulgated by the U.S. Self Regulatory
Organizations.

Any U.S. Institutional Investor wishing to effect trades in any security should contact Raymond James (USA) Ltd., a
U.S. broker-dealer affiliate of Raymond James Ltd.
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Company-Specific Disclosures (RJL = Raymond James Ltd.)

la RJL has managed or co-managed a public offering of securities within the last 12 months with respect to the
subject company.

1b  RJL has provided investment banking services within the last 12 months with respect to the subject company.

1lc  RJL has provided non-investment banking securities-related services within the last 12 months with respect to
the subject company.

1d RJL has provided non-securities-related services within the last 12 months with respect to the subject
company.

le RJL has received compensation for investment banking services within the last 12 months with respect to the
subject company.

1f  RJL has received compensation for services other than investment banking within the last 12 months with
respect to the subject company.

Analyst and/or Associate or a member of his/their household has a long position in the securities of this stock.
RJL makes a market in the securities of the subject company.
RJL and/or affiliated companies own 1% or more of the equity securities of the subject company.

<Name> who is an officer and director of RJL or its affiliates serves as a director of the subject company.
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Within the last 12 months, the subject company has paid for all or a material portion of the travel costs
associated with a site visit by the Analyst and/or Associate.
7 None of the above disclosures apply to this company.
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FARALLON MINING LTD. | FAN-TSX RATING & TARGET CHANGES
Date Price Rating Target
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Rating

1-STRONG BUY 2-OUTPERFORM 3-MARKET PERFORM
4-UNDERPERFORM 0-UNDER REVIEW
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