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Farallon Mining
(FAN-T, $0.62)
G9 Achieves Profitability in Q4

Financial Summary (US$)
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» Farallon continues to make progress at G9, mill availability is
improving and throughput has exceeded design capacity of
1,500tpd. Mill expansion to 2,000tpd is ahead of schedule and
management is now contemplating additional expansion
options.

v

Metallurgical performance continues to improve with zinc and
copper recoveries increasing to 82% and 60%, respectively in
Q1/10. Q4 cash costs of $0.44/lb of zinc are expected to
decline in 2010 coinciding with decreased use of outside
consultants and contractors,

v

Our revised NAV is $1.03, which is an increase from $0.74
based on our revised commodity price forecasts and improving
throughput and recovery rates at the G9 mill. Qur revised
target is $1.00 based on 1.0x our NAV. We maintain our Buy
recommendation.

Q4 Financials

The continued ramp up of operations at the G9 Mine in the fourth quarter resulted
in Farallon recording positive earnings of $0.1m ($0.00/sh) for the first time. For
the full year Farallon reported a loss of $15.7m ($0.04/sh). Revenue climbed in the
fourth quarter as production of zinc, copper, silver and gold all increased. Net
revenue in Q4 climbed 8% sequentially to $32.3m while cash costs per pound of
zinc produced remained stable at $0.44, resulting in positive cash generated from
operations $4.4m ($0.01/sh) in the quarter. Farallon's balance sheet continues to
strengthen with cash on hand at year end climbing to $21.6m, working capital
increasing to $14.9m and long term debt falling to $24.3m.

G9 - Time & Focus Delivering Results

Production at the G9 mine continued to ramp up during the quarter with both
throughput rates and recovery rates improving. Fourth quarter zinc production
increased 6% sequentially to 23.4mlbs bringing total production for the year to
83.7mibs. Copper production improved to 2.4mlbs in Q4 compared to 1.8mlbs in
Q3.
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The mill operated above design capacity at an average of 1,552tpd during the
quarter and the expansion to 2,000tpd is progressing approximately one month
ahead of schedule. The strong mill performance has continued in Q1/10 with
reperted average throughput rates further increasing to 1,672tpd including one
record day where throughput exceeded 2,400tpd. Mill recoveries have also
steadily improved with zinc and copper recoveries increasing to 80% and 56%,
respectively in Q4/09. Recoveries have further improved in Q1/10 and have exited
the quarter averaging 84% and 68% for zinc and copper, respectively. Farallon will
continue to not recover lead until zinc and copper recoveries achieve targeted
recovery levels,

The strong performance of the mill in the first quarter has given management
reasonable comfort that the throughput rates exceeding the 2,000tpd nameplate
capacity are achievable. As such, management has initiated a study to re-evaluate
the $5.3m mill expansion budget to determine if these funds can be redeployed to
achieve an even greater throughput capacity. This study is expected to be
complete later this month.

Increased mill costs associated with extra staff and consultants employed during
the mill expansion and higher zinc treatment charges were offset by increased by-
product metal credifs during the quarter, resulting in cash operating costs per
pound of zinc produced remaining relatively stable at $0.44. Cash costs are
expected to decline throughout 2010 due lo increasing production volumes and a
decline in the use of outside consultants and contractors who were brought in to
assist with the ramp up and expansion of the mill. Additionally, price participation
charges associated with Farallon's zinc off-take agreements will decline
approximately $0.05/lb as a result of an increase in the base price stipulated in
these contracts.

Since recommencing exploration activities at the start of Q4/09, Farallon has had
good success in increasing its ore resources. On March 29, 2010 management
announced an updated reserve and resource calculation for G9 which included an
18% increase in measured and indicated resources of 3.0mt grading 9.4% zinc
and 1.3% copper. We are expecting additional updates on Farallon's exploration
program in late April, 2010.

Maintain Buy Recommendation

We have adjusted our model to reflect the improving recovery rates at the G9 mill,
and to incorporate our revised commodity price forecasts introduced in February.
Our long term zinc and copper price forecasts increase to $0.95/lb and $2.00/1b,
respectively. Consequently, our NAV increases to $1.03/sh from $0.74/sh and we
are increasing our target price to $1.00. We are encouraged by the progress being
made with the G9 mill and expect management will ultimately target throughput
rates in excess of the 2,000tpd nameplate capacity. We maintain our Buy
recommendation,
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Figure 1: Revised Net Asset Value for Farallon

UsSS m C$m CS$ish
OPERATING ASSETS
G9 Campo Morado (8%DCR) $475.5 $499.3 $1.00
Total $475.5 $499.3 $1.00
OTHER ASSETS
Working Capital (of which cash is $21.6m) $14.9 $15.6 $0.03
Other Properlies $15.0 $15.8 $0.03
Cash from Exercise of Oplions and warrants $9.0 $0.4 $0.02
Other Investments {Markeltable securilies) $0.0 $0.0 $0.00
Tolal $38.9 $40.8 $0.08
[TOTAL ASSETS $514.4 $540.1 $1.08 |
LIABILITIES
Long term debt $24.3 $25.5 $0.05
Convertible Debenlures $0.0 $0.0 $0.00
Environmenial/Other $0.6 $0.6 $0.00
Long lerm leases $0.0 $0.0 $0.00
Total $24.9 $26.1 $0.05
|TOTAL LIABILITIES $24.9 $26.1 $0.05 |
INET ASSET VALUE $489.5 $513.9 $1.03 |
Exchange Rate
Us$ IC$ 1.05
Shares Qutstanding
Basic 472.6
Warrants 4.2
Options 21.9
Convertible Debs 0.0
Fully Diluted 498.7

Source ; Company, Paradigm Cabr'rél
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Disclaimer Section

1. David Davidson does not have an ownership posilion in Farallon Resources {FAN-T).

2. Jeff Woolley does not have an ownership pesition in Farallon Resources (FAN-T),

3. Paradigm Capital Inc. has assumed an underwriling liability for, andfor provided financial advice for
consideralion to Farallon Resources (FAN-T) during the pasl 12 months.

4. Paradigm Capital inc. expecls to receive or intends lo seek compensation for investment banking
services from the subject company in lhe next 3 months.

5. Paradigm's disclosure policies and research distribution procedures can be found on our website
at www .paradigmeap,com.

Research Rating System

Paradigm Capital uses the following raling recommendations in its research;

Speculative Buy — Expected returns of 10% or more over lhe nexl 6-12 months on high-risk developmentl or
"pre-revenue” companies, such as junior mining and early stage blotech companies. (17% of Paradigm's
coverage list consisls of Speculative Buy recommendations).

Buy - Expected returns of 10% or more over lhe nexl 6-12 months. {(64% of Paradigm’s coverage list consisls
of Buy recommendations}.

Hold — Expecled returns of +/~-10% over the next 8-12 months. {15% of Paradigm's coverage list consists of
Hold recommendations).

Sell — Expected relurns of ~10% or more over lhe nexl 8-12 months. {4% of Paradigm's coverage lis| consists
of Sell recommendations).

About Paradigm Capital Inc.

Paradigm Capilal is a research-driven, independenl, instilulional equity investment dealer locused on sectors
and companies that have attraclive long-lerm secular growth prospecls. Paradigm Capital's research is
available on our website at www.paradigmcap.com. Please speak lo your Sales or Trading Represeniative if
you require access lo the websile

The analysl (and associate) certify Lhat the view expressed in this report accuralely refiect their personal views
about the subject securities or issuers; No part of their cornpensalion was, is, or will be direclly or indirectly,
relaled lo specific recommendalions expressed in this research report.

Analysts are compensaled lhrough a combined base salary and bonus payoul system. The banus payoul is
determined by revenues generated direclly or indireclly from various depariments including Investment
Banking, based on a syslem lhat Includes lhe followlng crileria: reporls generaled, imeliness, performance of
recommendatlons, knowledge of induslry, quality of research and investmenl guidance and clienl feedback.
Analysts are not directly compensated for specific Invesiment Banking transactions.

The opinions, estimales and projeclions contained hereln are those of Paradigm Capital Inc. (“PCI*) as of lhe
date hereof and are subjecl to change without nolice. PCI makes every effort to ensure (hat the contenls herein
have been compiled or derived from sources believed reliable and contain infermalion and opinions, which are
accurale and complete. However, PCl makes no representation or warmranly, express or implied, in respecl
thereof, takes no responsibility for any loss arising from any use of, or reliance on, this research report or ils
contents. [nformalion may be availasle lo PCI, which is not reflecled herein. This research report is not 1o be
conslrued as an offer to sell, or solicitalion for or an offer o buy, any securilies. PCI, its affiliates andfor their
respective officers, directors or employees may from lime fo time acquire, hold or sell securilies menlioned
herein as principal or agenl. PCl may act as financial advisor and/or underwrites for certain of the corporalions
mentioned herein and may receive remuneration for same. Paradigm Capilal Inc. is a member of The Toronto
Stlock Exchange, The TSX Venlure Exchange and The Investment Industry Regulatory Organization of Canada
(IROC).

Any products or services mentioned on this website are made available only In accordance wilh local law
(including applicable securities laws) and only where they may be lawfully ofiered for sale. Paradigm Capilal
Inc. will nol open accounts excepl in jurisdiclions in which it is registered.

To U.S. Residenls: Thls report was prepared by Paradigm Capital Inc, which is nol subjecl o the U.S. rules with
regard la lhe preparation of research reports and lhe independence of analysts. Paradigm Capital U.S. Inc,
affiliale of PCI, accepls responsibllity for the conlenls hereln, subject to the lerms as set out above, Any US,
person wishing lo effect transaclions in any security discussed herein should do so through Paradigm Capilal
U.S. iInc.
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