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Financial Summary (US$) 
 

(end-Dec) Revenue (M) CFPS P/CF EPS P/E 
 

2009 89.1 -0.01 Nmf -0.04 Nmf 
2010e 179.2 0.13 2.5x 0.11 2.9x 
2011e 237.7 0.17 1.9x 0.16 2.1x 

 

 

All figures in US$ unless otherwise noted 
 

 
 Farallon announced it will undertake a study to construct a 

mine to exploit the Reforma, Naranjo, El Largo and El Rey 
deposits adjacent to the Company’s existing G-9 mine. 
Assuming a positive outcome to the study, management would 
look to have the second operation constructed within 3 years. 

 
 Additional metallurgical studies at the Reforma, Naranjo, El 

Largo and El Rey deposits will be key. The mineralization at 
these deposits is of a different composition and finer grained 
than at G-9, which may complicate metal recoveries.  

 
 We view the potential for a second mine as a positive step and 

low-cost-growth option for Farallon.  The proposal for a second 
mine remains in the conceptual stage and thus we are not 
altering our financial model at this time. We maintain our $1.00 
target and Buy recommendation.   

 
2nd Mine Proposed for Campo Morado 
Farallon is formally initiating studies to assess the feasibility of building a second 
mine near its existing G-9 mine. The Company will re-evaluate the Reforma, 
Naranjo, El Largo and El Rey deposits, located within 2 km of the G9 mine. This 
second mine would utilize some of the infrastructure already in place to add 
incremental production to the current G-9 operation. Management will initiate the 
study immediately, and if results are positive it would look to have the second 
mine commence operations within 3years. 
 
A potential second mine next door to the Company’s G-9 mine represents a 
comparatively low-cost avenue for growth for the Company. The Reforma, El Rey, 
Naranjo and El Largo deposits are polymetallic in nature, similar to G-9, but occur 
in a higher stratigraphic layer and are finer grained and of lower grade. Key to the 
assessment of a potential second mine will be the outcome of additional 
metallurgical test work on these deposits to be completed over the next 6 to 12 
months.  
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04/01/10 Target raised ($1.00) 
11/18/09 FY09-10 EPS and target lowered ($0.75) 
06/23/09 Target raised ($0.80) 
03/14/07 Initiating target price ($1.10) 
 

 

Source: Bloomberg 
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There remains a significant amount of work to define the economic potential for a 
second mine at Campo Morado. Key design parameters such as processing 
methodology, deposit sequencing and mining rate have not yet been defined and 
will be significantly influenced by the results of the pending metallurgical test work.  
We expect the near-term funding requirements for this study to be minimal - likely 
less than $1M.  
 
Campo Morado 
The Reforma, El Rey, Naranjo and El Largo deposits were last seriously evaluated 
in 2005 but were deemed uneconomic at the time owing to substantial initial 
capital investment, test work indicating low metallurgical recoveries, and the low 
metal price environment. Management believes that a re-evaluation is warranted 
now that the nearby G-9 mine has been constructed and commissioned. Much of 
the necessary basic infrastructure such as road access, power lines, 
administration offices and a mill are already in place at the nearby G-9 mine and 
will significantly lower the initial capital requirements for a second mine at Campo 
Morado. Additionally, commodity prices have significantly increased since 2005, 
the last time these deposits were seriously studied. The Reforma, El Rey, Naranjo 
and El Largo deposits contain significant precious metals, including approximately 
960koz of gold, which has the potential to significantly improve the economics of a 
new mine given that the gold price has tripled since these deposits were last 
studied. 
 
The results of additional metallurgical studies on these deposits will be a major 
determinant of whether the second mine will proceed. Because of the fine-grained 
nature of the mineralization, previous test work on these deposits contemplated a 
hydro-metallurgical extraction process rather than the conventional milling process 
employed at G-9.  
 
This formal study to assess the feasibility of a second mine is separate from the 
engineering study announced several months ago, which is contemplating the 
exploitation of only the higher-grade zinc portions of the El Largo, Naranjo and El 
Rey deposits using the existing G-9 mining equipment and processing facilities. 
 
Maintain Buy Recommendation 
We view the potential second mine at Campo Morado as a positive step in 
Farallon’s growth. The G-9 mine has been demonstrating steady operational 
improvement since declaring commercial production in April 2009 and is currently 
achieving mill throughput rates 20-30% above design capacity. With operations 
progressing well at G-9, management is now in a position to look for the next 
stage of growth for the Company. The potential to exploit the significant resources 
in the nearby Reforma, El Rey, Naranjo and El Largo deposits represents a low-
cost growth option for the Company that does not put the balance sheet at risk. 
The relatively small initial financial requirements of this study leave the Company 
with more than sufficient financial resources to continue its exploration and 
potential expansion work at the G-9 mine uninterrupted.  
 
We are not making changes to our financial model at this time and maintain both 
our $1.00 price target and Buy recommendation.  
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Figure 1:  Revised Net Asset Value for Farallon 
 

US$ m C$ m C$/sh
OPERATING ASSETS

G9 Campo Morado (8%DCR) $450.1 $472.6 $0.96
Total $450.1 $472.6 $0.96

OTHER ASSETS
Working Capital (of which cash is $20.9m) $18.2 $19.1 $0.04
Other Properties $15.0 $15.8 $0.03
Cash from Exercise of Options and warrants $6.7 $7.1 $0.01
Other Investments (Marketable securities) $0.0 $0.0 $0.00
Total $40.0 $42.0 $0.08

TOTAL ASSETS $490.1 $514.6 $1.04

LIABILITIES
Long term debt $21.9 $23.0 $0.05
Convertible Debentures $0.0 $0.0 $0.00
Environmental/Other $0.6 $0.6 $0.00
Long term leases $0.0 $0.0 $0.00
Total $22.5 $23.6 $0.05

TOTAL LIABILITIES $22.5 $23.6 $0.05

NET ASSET VALUE $467.6 $491.0 $0.99

Exchange Rate
US$ /C$ 1.05

US$ 2010 2011 Longterm Shares Outstanding
Zn $1.15 $1.05 $0.95 Basic 472.8
Cu $3.25 $3.00 $2.00 Warrants 4.5
Pb $1.15 $1.05 $0.85 Options 17.2
Au $1,100 $1,100 $1,100 Convertible Debs 0.0
Ag $3.90 $3.90 $3.90 Fully Diluted 494.4  

Source: Company, Paradigm Capital 
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Disclaimer Section 
1. Paradigm Capital Inc. has assumed an underwriting liability for, and/or provided financial advice for 

consideration to Farallon Mining. (FAN-T) during the past 12 months. 
2. Paradigm Capital Inc. expects to receive or intends to seek compensation for investment banking 

services from the subject company in the next 3 months. 
3. Paradigm’s disclosure policies and research distribution procedures can be found on our website at 

www.paradigmcap.com. 
 
Research Rating System 
Paradigm Capital uses the following rating recommendations in its research: 
Speculative Buy – Expected returns of 10% or more over the next 6 to 12 months on high-risk 
development or “pre-revenue” companies, such as junior mining and early stage biotech companies. 
(15% of Paradigm’s coverage list consists of Speculative Buy recommendations.) 
Strong Buy – Analysts’ top sector picks, with expected returns of 10% or more over the next 6 to 12 
months. (1% of Paradigm’s coverage list consists of Strong Buy recommendations.)  
Buy – Expected returns of 10% or more over the next 6 to 12 months. (69% of Paradigm’s coverage list 
consists of Buy recommendations.) 
Hold – Expected returns of +/-10% over the next 6 to 12 months. (20% of Paradigm’s coverage list 
consists of Hold recommendations.) 
Sell – Expected returns of -10% or more over the next 6 to 12 months. (1% of Paradigm’s coverage list 
consists of Sell recommendations.) 
 
About Paradigm Capital Inc. 
Paradigm Capital is a research-driven, independent, institutional equity investment dealer focused on 
sectors and companies that have attractive long-term secular growth prospects. Paradigm Capital’s 
research is available on our website at www.paradigmcap.com. Please speak to your Sales or Trading 
Representative if you require access to the website.  
 
The analyst (and associate) certify that the views expressed in this report accurately reflect their 
personal views about the subject securities or issuers. No part of their compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations expressed in this research report. 
 
Analysts are compensated through a combined base salary and bonus payout system. The bonus 
payout is determined by revenues generated directly or indirectly from various departments including 
Investment Banking, based on a system that includes the following criteria: reports generated, 
timeliness, performance of recommendations, knowledge of industry, quality of research and investment 
guidance and client feedback. Analysts are not directly compensated for specific Investment Banking 
transactions. 
 
The opinions, estimates and projections contained herein are those of Paradigm Capital Inc. (“PCI”) as 
of the date hereof and are subject to change without notice. PCI makes every effort to ensure that the 
contents herein have been compiled or derived from sources believed reliable and contain information 
and opinions, which are accurate and complete. However, PCI makes no representation or warranty, 
express or implied, in respect thereof, and takes no responsibility for any errors and omissions that may 
be contained herein and accepts no liability whatsoever for any loss arising from any use of or reliance 
on this research report or its contents. Information may be available to PCI, which is not reflected 
herein. This research report is not to be construed as an offer to sell or solicitation for or an offer to buy 
any securities. PCI, its affiliates and/or their respective officers, directors or employees may from time to 
time acquire, hold or sell securities mentioned herein as principal or agent. PCI may act as financial 
advisor and/or underwriter for certain of the corporations mentioned herein and may receive 
remuneration for same. Paradigm Capital Inc. is a member of The Toronto Stock Exchange, The TSX 
Venture Exchange and The Investment Industry Regulatory Organization of Canada (IIROC). 
 
Any products or services mentioned on this website are made available only in accordance with local 
law (including applicable securities laws) and only where they may be lawfully offered for sale. Paradigm 
Capital Inc. will not open accounts except in jurisdictions in which it is registered. 
 
To U.S. Residents: This report was prepared by Paradigm Capital Inc. which is not subject to U.S. rules 
with regard to the preparation of research reports and the independence of analysts. Paradigm Capital 
U.S. Inc., affiliate of PCI, accepts responsibility for the contents herein, subject to the terms as set out 
above. Any U.S. person wishing to effect transactions in any security discussed herein should do so 
through Paradigm Capital U.S. Inc.  
 


