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For us, it is apparent from this morning’s exploration update on the
Las Calandrias project in Patagonia that the potential for additional
near-surface gold silver mineralisation is greater than we initially
thought. We are maintaining our valuation at 19 pence for now, but
reiterate that, with drilling starting next week and the first batch of
results due at the end of April / beginning of May, now is a very good
time to be owning shares in the company.

Drill target blow-out. Since our last update in November, the company has
carried out a work programme that has revealed the presence of an extensive
rhyolite dome complex. The map in Figure 2 shows this complex together with
the locations where mineralisation outcrops at surface. This suggests to us that
the gold-enriched breccia zones at Calandria South may be repeated elsewhere
within the 100 per cent owned licence. We anticipate that not all of these
targets will be drill tested during this campaign. But the potential for this
discovery to become exponentially bigger has become clear.

Calandria South remains the near-term focus. The aim of this campaign
will be to follow up on the Calandria South discovery where 75 per cent of the
prospective dome rim remains untested. The drilling will test the northern and
eastern dome margin plus the area of known mineralisation for continuity and
grade and to establish whether the mineralisation extends deeper than the 100
metre depth limit established by previous drilling. The drilling will also test a
sizeable IP anomaly centred immediately west of the known mineralised zone.

Hearts and halos. The results from the geophysical survey show large
chargeability zones at Calandria South and Calandria North but also at a fresh
anomaly called El Nido East located 1tkm northwest of Calandria South. As
shown in Figure 1, each anomaly is characterised by a ‘heart’ surrounded by a
‘halo’ (our terminology). We note that the heart is where chargeability is highest
thus suggesting a more enriched presence of sulphide mineralisation. The key
now is to discover whether the sulphides contain gold and whether the grade
has economic potential.

Valuation Although there may appear to be significant grounds for raising our
current 19 pence per share valuation, exploration is a high risk game and not a
suitable investment for widows and orphans. We have opted to wait until the
drill results are released before considering an increase in our valuation.

Data

Sales - - - -
EBITDA (1,571) (1,889) (1,578) (1,800)
PTL (1,495) (1,813) (1,553) (1,750)
LPS (4.1p) (3-3p) (1.3p) (1.4p)
Ratios

EV/sales - - - -
EV/EBITDA (1.5) (2.6) (12.7) (11.2)
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The hunt for hydrothermal breccias continues

Though admittedly the results of the geophysical survey came later than we
initially thought in our last update in November, we think that they are worth the
wait. The Induced Polarisation (IP) geophysical survey in Figure 1 has improved
the definition of the footprint of rhyolite domes so that drill targets can be
optimally positioned. Though it doesn’t necessary follow that the more enriched
sulphide areas, highlighted in pink, also carry gold-rich hydrothermal breccia
mineralisation, we think that the potential is worth the cost of finding out.

Figure 1: Results of the geophysical survey at Las Calandrias
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At Calandria South, our acid test for exploration success is for drilling to
encounter more hydrothermal brecciated zones. Arguably the best hole from last
year's initial drilling was CDS15 which cut 91 metres at 1.6g/t gold starting 3.5
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metres from surface. With the system being practically on surface the grades can
afford to be low. More importantly for us is that the mineralisation of the
hydrothermal breccia needs to be continuous, as it has demonstrated to be so far,
to compensate for the low grades and keep the waste zones in any potential future
open pit to a minimum.

The bigger exploration picture revealed for the first time

Over the last 6 months, the company has undertaken extensive geological
mapping guided by high resolution satellite images, geochemical and grab
sampling. The data from this programme was then compiled to produce Figure 2.
This informative map reveals much on the potential of the region to yield a 1
million ounce-plus near-surface gold resource and the amount of work in its
creation is acknowledged.

Figure 2: The exploration potential of Las Calandrias
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Arguably the most important breakthrough is that Calandrias North and South
are part of a much larger geological system consisting of a large family of rhyolite
domes at El Nido (EI Nido = nest). Of significance is that the same indications led
to the discovery at Calandria South and this increases our confidence that more
gold is waiting to be discovered elsewhere within the licence area. We think these
regional targets would more likely be drill-tested during the next drill campaign
in Q3/Q4 2010.
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Financials

£000s 2007A 2008A 2009E 2010E
Revenue - - - -
Operating costs - - - -
Admin (8,293) (1,266) (979) (1,200)
Share based payments (72) - (100) (100)
Impairments (670) (607) (500) (500)
Net operating expenses (1,571) (1,873) (1,579) (1,800)
Operating loss (1,571) (1,873) (1,579) (1,800)
Net interest 76 60 25 50
Loss before tax (1,495) (1,813) (1,554) (1,750)
Tax - - - -
Loss after tax (1,495) (1,813) (1,554) (1,750)
Loss per share (pence) (4.1) (3.3) (1.3) (1.4)

Source: FinnCap

Table 2: Balance sheet

£000s 31-Dec-07 31-Dec-08 31-Dec-09 31-Dec-10
Non current assets

Intangible assets 1,478 1,833 2,533 4,033
Tangible assets 102 102 102 102

1,579 1,935 2,635 4,135
Current assets

Debtors 52 42 52 62
Cash at bank and in hand 1,501 172 1,523 (1,722)
1,553 214 1,575 (1,660)
Creditors
Amounts due within one year (6) (126) (111) (96)
Net current assets 1,559 339 1,686 (1,564)
Net assets 3,138 2,274 4,320 2,570
Equity
Share capital 5 5 12 12
Share premium 4,936 5,896 9,489 9,489
Other reserves 92 92 92 92
Loss from income statement (1,906) (3,719) (5,273) (7,023)
Total Equity 3,127 2,274 4,320 2,570
Source: FinnCap
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Table 3: Cash flow

£000s 2007A  2008A 2009E 2010E
Operating cash outflow (1,418) (1,873) (1,579) (1,800)
Non cash items

Debtors (28) (10) (10) (10)
Creditors (121) (120) 15 15
Impairment 670 607 500 500
Return on investments 76 60 25 50
Capex and exploration investment (1,210) (963) (1,200) (2,000)

Cash out flow before liquid

resources & financing (2,031) (2,299) (2,249) (3,245)

Management of liquid resources (475) - - -
Financing 1,040 969 3,600 --
Net decrease in cash in theyear  (1,465) (1,329) 1,351 (3,245)
Cash at beginning of year 2,491 1,501 172 1,523
Cash at end of year 1,501 172 1,523 (1,722)

Source: FinnCap
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FinnCap is a trading name of JMFinn Capital Markets Limited,

registered as a company in England with number 06198898,
Authorised and regulated by the Financial Services
Authority. Member of the London Stock Exchange

A marketing communication under FSA Rules, this document has not
been prepared in accordance with legal requirements designed to
promote the independence of investment research and is not subject to
any prohibition on dealing ahead of the dissemination of investment
research.

This research cannot be classified as objective under JMFinn Capital Markets Ltd research
policy. Visit www.finncap.com

The recommendation system used for this research is as follows. We expect the indicated target
price relative to the FT All Share Index to be achieved within 12 months of the date of this
publication. A ‘Hold’ indicates expected performance relative to this index of +/-10%, a ‘Buy’
indicates expected outperformance >10% and a ‘Sell’ indicates expected underperformance of
>10%.

Approved and issued by JMFinn Capital Markets Ltd for publication only to UK persons who are
authorised persons under the Financial Services and Markets Act 2000 and to Professional
customers. Retail customers who receive this document should ignore it. JMFinn Capital Markets
Ltd uses reasonable efforts to obtain information from sources which it believes to be reliable,
but it makes no representation that the information or opinions contained in this document are
accurate, reliable or complete. Such information and opinions are provided for the information
of JMFinn Capital Markets Ltd's clients only and are subject to change without notice. JMFinn
Capital Markets Ltd’s salespeople, traders and other representatives may provide oral or written
market commentary or trading strategies to our clients that reflect opinions contrary to or
inconsistent with the opinions expressed herein. This document should not be copied or otherwise
reproduced. JMFinn Capital Markets Ltd and any company or individual connected with it may
have a position or holding in any investment mentioned in this document or a related
investment. JMFinn Capital Markets Ltd may have been a manager of a public offering of
securities of this company within the last 12 months, or have received compensation for
investment banking services from this company within the past 12 months, or expect to receive or
may intend to seek compensation for investment banking services from this company within the
next three months. Nothing in this document should be construed as an offer or solicitation to
acquire or dispose of any investment or to engage in any other transaction. JMFinn Capital
Markets Ltd is authorised and regulated by the Financial Services Authority, London E14 5HS,
and is a member of the London Stock Exchange.



