RESEARCH REPORT

Farallon Mining
(FAN-$0.32)

Positive Cash Flow in First Quarter of Commercial Production

Financial Summary (C$)

(end-Dec) Revenue (m) CFPS P/CF (x) EPS

2007 0.1 -0.02 nm -0.03 nm
2008 35.9 -0.01 nm -0.03 nm
2009e 120.2 0.07 5.1 0.05 7.2
2010e 213.1 0.22 15 0.21 1.6

Al figures in C$ unless otherwise noted

» Farallon continues to make progress at G9, mill availability is
improving, metallurgical results (recoveries and concentrate
grades) are improving and management is confident they can
reach guidance levels.

» G9 generated positive cash flow from mining operations of
$5.7m in its first quarter of commercial production, based on
current base metal prices, we should see cash flow from
operations continue to grow in the second half of the year.

» Our revised NAV is $0.78, which is down from $0.82 based on

balance sheet adjustments and changes to share capital. Our
target remains $0.80 based on 1.0x our NAV. We maintain our
Buy recommendation.

Q2 Financials — First Quarter of Commercial Production

Farallon reported a Q2 net loss of $8.0m or $0.02 per share, excluding a non-cash
foreign exchange loss of $3.9m, the Company had a net loss of $4.1m or $0.01 per
share. Revenues were $20.1m compared to $6.7m last quarter while costs of sales
were $14.4m resulting in positive cash flow from operations of $5.7m and net
operating profit of $1.4m for the quarter. During the quarter, Farallon completed a
private placement financing for gross proceeds of $6.6m issuing 41.7m shares and
a further 8.8m shares to settle debt with two of the company’s suppliers. In addition,
Farallon secured a $30m, four year term loan facility with Credit Suisse (6.97%
fixed rate), at June 30", the facility had been drawn down by $29.2m. The first
payment is not due until the second half of 2010. At quarter end, cash and
equivalents stood at $13.2m and working capital was $13.7m. After only one full
guarter at commercial production the company has proven its ability to generate
positive operating cash flow, with base metal prices and operations at G9
continuing to improve, we expect operating profits to grow for the remainder of the
year.

Stock Rating:

Buy

12- target (C$)
Potential ROR

$0.80
142%

Company Profile

Sector Base Metals
Ticker FAN-T
Shares O/S, basic (m) 426.0
Shares O/S, diluted (m) 443.6
Mkt cap, basic (C$) $140.6
Mkt cap, FD (C$) $146.4
NAV/sh (C$) $0.78
Cash (US$) $13.2m
Debt (US$) $29.2m
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G9 — Time & Focus Should Pay Off in Q4

Despite lingering recovery problems in the mill, a situation that requires time and
focus to rectify, operations continue to show improvement. Engineering with respect
to the water treatment plant is expected to take the better part of the next quarter, as
a result, significant improvements to recoveries and concentrate grades are not
expected until Q4 2009. The plan is to age process water in the tailings pond as
opposed to recovering it in the process tank, this should allow the reagents to
dissipate reducing reagent carryover and improving metallurgy. The current pumping
system is not currently set-up to pull process water up to the plant and engineering
work for pumping systems and pipelines will be completed during Q3.

The mine reached design of 1,500 tpd in April with production from three separate
zones within the G9 ore deposit. In late June ore production came from the South
East zone, which will be the source of approximately 30% - 45% of the production
for the next three years. Total ore processed during the quarter was 114,644 tonnes
averaging 1,260 tpd, up 7% from last quarter. Head grades and recoveries were
essentially all improved over Q1. Production included 21.3m Ibs of zinc, 1.7m Ibs of
copper, 0.6m Ibs of lead, 284,350 ounces of silver and 4,400 ounces of gold.

Maintain Target and Buy Recommendation

We believe the next quarter will be critical for Farallon as engineering work continues
on the water treatment plant. The results of the engineering work will not prove a
success until Q4 but we anticipate the work will achieve recovery and concentrate
goals.

We have adjusted our model to reflect the recent private placements, debt financing
and slightly reduced output for 2009. Our NAV has been reduced from $0.82 to $0.78
due to the above changes and working capital adjustments, Figure 1. Our target
remains $0.80, based on approximately 1.0x our NAV.
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Figure 1. Revised Net Asset Value for Farallon

US$ m Ctm C$/sh
OPERATING ASSETS
G9 Campo Morado (8%DCR) $299.6 $342.4 $0.77
Total $299.6 $342.4 $0.77
OTHER ASSETS
Working Capital (of which cash is $13.2m) $13.7 $15.6 $0.04
Other Properties $13.1 $15.0 $0.03
Cash from Exercise of Options and warrants $1.6 $4.5 $0.01
Other Investments (Marketable securities) $0.9 $1.0 $0.00
Total $29.3 $36.1 $0.08
|ToTAL ASSETS $328.8 $378.5 $0.85 |
LIABILITIES
Long term debt $29.2 $33.3 $0.08
Convertible Debentures $0.0 $0.0 $0.00
Environmental/Other $0.7 $0.8 $0.00
Long term leases $0.0 $0.0 $0.00
Total $29.9 $34.1 $0.08
|TOTAL LIABILITIES $29.9 $34.1 $0.08 |
INET ASSET VALUE $299.0 $344.4 $0.78 |
Exchange Rate
US$ /C$ 1.14
Uss$ 2009 2010 Longterm Shares Outstanding

Zn $0.75 $1.05 $0.80 Basic 426.03

Cu $2.25 $3.00 $1.75 Warrants 6.59

Pb $0.75  $0.95 $0.70 Options 17.60

Au $925 $925 $925 Convertible Debs 0.00

Ag $5.30 $5.30 $5.30 Fully Diluted 443.62

Source : Company, Paradigm Capital
Paradigm Capital Inc, IIROC/TSX member 3 August 14, 2009
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Disclaimer Section

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

2. Michael Bandrowski does not have an ownership position in Farallon Resources (FAN-T).

3. Paradigm Capital Inc. has assumed an underwriting liability for, and/or provided financial advice for
consideration to Farallon Resources (FAN-T) during the past 12 months.

4. 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 6-12 months on high-risk development
or “pre-revenue” companies, such as junior mining and early stage biotech companies. (17% of
Paradigm’s coverage list consists of Speculative Buy recommendations).

Buy — Expected returns of 10% or more over the next 6-12 months. (64% of Paradigm’s coverage list
consists of Buy recommendations).

Hold — Expected returns of +/-10% over the next 6-12 months. (15% of Paradigm’s coverage list consists
of Hold recommendations).

Sell — Expected returns of —10% or more over the next 6-12 months. (4% 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 view 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 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, takes no responsibility 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 underwrites 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 the 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.
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