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UPFRONT

The strategic relationship that Zaruma Resources has with world-renowned Glencore 
International warrants special investor consideration for this promising but over-looked 
Canadian junior mining company.

RECOMMENDATION

We are initiating coverage of Zaruma with a Speculative Buy rating and one-year and three-
year Target Prices of $0.70 and $1.65 respectively.

PROFILE

Zaruma Resources Inc. is an advanced-stage exploration company, with copper and gold 
properties located in Mexico and a gold property in Venezuela. The copper project is nearing 
production.  Zaruma is based in Toronto and managed by a team of mining professionals with 
international experience. 

HIGHLIGHTS

•  Strategic relationship with Glencore International AG
•  Luz del Cobre copper project nearing production (January 2009)
• Majority of required fi nancing for Luz del Cobre development now in place
• Solid existing infrastructure with good access to major transportation centers
•  Signifi cant cost effi ciencies for development of adjacent San Antonio gold project
•  Strong commodity prices should continue
• Company needs greater market awareness
• Challenge includes bringing the copper project into production on time and on 

budget
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THE COMPANY

Source: Company

Zaruma Resources Inc. is in an advanced stage of exploration and development of copper and gold 
properties in Mexico and Venezuela.  The Company holds long-term leasehold rights on two key 
properties: 

(1) the San Antonio Property in Mexico, consisting of two projects: 
 (a) the Luz del Cobre copper project; and 
 (b) the adjacent San Antonio gold project; and 
(2) the El Foco gold project in Venezuela.  

Zaruma is based in Toronto and its shares are listed on both the Toronto and Frankfurt stock 
exchanges, with the symbol ZMR.

BACKGROUND

The Company was incorporated under the name of “Golden News Inc.” in 1983 and changed its 
name twice before continuing under the name of “Zaruma Resources Inc.” under the laws of Yukon 
by articles of continuance effective October 17, 2000. 

The insider ownership stood at approximately 6.5% as of December 10, 2007.

 

Name Position R esidence
Dir ector Officer  
since Shar es H eld or  C ontr olled

T homas F. Utter President, CE O B ad V ilbel, Germany 27-Sep-00 46,225                                       
and Director

Peter L orange Director L ausanne, Switzerland 5-Mar-01 17,500                                       
Frank van de Water CFO, Secretary, Director T oronto, Canada 15-Sep-05 3,060,700                                  
Michael Power Director T oronto, Canada 6-Jun-05 45,000                                       
Michael B . R ichings Director Port L udlow, USA 5-Nov-05 -                                             
Michael R  Carter Managing Director T ucson, USA 30-Oct-07 2,000                                         

3,171,425                                  
E xercisable options
T otal 3,171,425                                  
Shares outstanding as of November 9, 2007 111,488,271                              
I nsider  Owner ship 2.8%
Source: Company and eResearch
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PROPERTIES SUMMARY

(1) The San Antonio Copper and Gold Property

The mine is located in Mexico, an investment friendly country.  The Company acquired 11,000 
hectares of mineral concession in 1993.  The area was reduced to 9,800 hectares but increased to 
11,880 hectares with recent acquisitions.  This area includes both the gold and copper projects.

The book value as of December 31, 2007 was approximately $4.6 million, representing 72% of 
total book value of total properties owned by the Company. In 2006, the write-offs were $899,100 
refl ecting exploration and evaluation costs.  The write-off was signifi cantly reduced in 2007 to 
$300,000.  The reduction in write-off refl ects the fact that copper project exploration expenditures 
were capitalized rather than expensed as this project moves closer to production. 

The copper project is expected to be in production in January 2009 while the San Antonio (gold) 
project is not expected to experience much exploration activity over the next few years. Zaruma is 
focused on bringing the copper project into production.  Also, future activities on the San Antonio 
gold project would depend on whether internal cash fl ows from the copper mine will be suffi cient 
to provide fi nancing for the gold project.  

Properties Location Size Comments
San Antonio Property Sonora, Mexico 11,880 hectares * Estimate copper resources (pre-NI 43-101 standards) of 10.1 million tonnes
   (a) Luz del Cobre * Feasibility Report was filed in November 2006
         (Copper) * Measured resource of 1.6 million tonnes grading at 1.3% Cu

* Indicated resource of 2.9 million tonnes grading at 0.9% Cu
* Estimated to contain 80 million pounds of copper
* Production expected in January 2009

   (b) San Antonio Gold * The Technical Report was filed in September 2004
       (Gold) * Estimated initial resources of close to 300,000 oz of gold, cut-off 2.5 g/t

* Since 1995, 362 holes have been drilled, totaling  56,083 metres of drilling
* Project costs in the 2002-2006 period were $3.28 million (gold and copper)

El Foco Property Bolivar, Venezuela 13,700 hectares * A 39-hole drilling program was done by Zaruma during the 2001-2004 period
       (Gold) * Estimated to contain 94,000 oz of gold

* Costs of $1.42 million incurred over the 2002 to 2006 period for exploration
  evaluation and development
* Technical Report was filed in December 2003

Source: Company

Table 1.  Key Properties



Zaruma Resources Initiating Report

5February 27, 2008

Figure 1.  San Antonio Project

(2) The El Foco Property   

Located in Venezuela, this property was acquired in 1999. Initially, the property was about $45,000 
hectares and was reduced to 13,700 hectares. Exploration activities were conducted from 2001 to 
2004.  Further exploration activities are not expected in the near term.

Source: Company
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 GLENCORE LOAN AGREEMENT
Zaruma has entered into a $22 million loan agreement with a subsidiary of Glencore International 
AG (“Glencore”) of Switzerland. Glencore  is one of the world’s largest suppliers of commodities 
and raw materials, and is also among the world’s largest privately-held companies.

Zaruma is entitled to draw down from the loan facility as needed. The fi nancing rate is LIBOR + 
2%. The loan is repayable at any time, but with the stipulation that once production begins and 
cash fl ow is generated, each year 85% of that cash fl ow is to be returned to Glencore until the loan 
is repaid. 

To fi nance its capex in 2007, Zaruma borrowed approximately $2 million. The total current draw-
down is approximately $4 million. This should accelerate as the year progresses.

The total cost to bring Luz del Cobre into production is estimated at $30 million. Glencore has 
advanced a further $1.5 million to increase the ore reserves. Thus, Zaruma currently faces an 
approximate $7.5 million shortfall.

COMMENT: We believe that Glencore may extend all or part of the balance of the funds necessary. 
Alternatively, Zaruma could tap the equity markets.

COMMENT: To cement their relationship further, Glencore subscribed to a private placement in 
December for an approximate 5% equity interest in Zaruma.

Figure 2.  The El Foco Property  

Source: Company
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 FINANCIAL REVIEW AND OUTLOOK

Revenues: Zaruma is in an advanced stage of exploration and development.  Zaruma is not 
expected to generate any revenues until the Luz del Cobre project comes into production, which is 
expected in January 2009.  As of the time of this report, the prospect of the Copper Project going 
to production remains positive in our view, as Zaruma has obtained most of the fi nancing required 
for the pre-production period.     

Burn Rate: The average monthly burn rate for operating costs and capital expenditures remained 
moderate prior to 2008. The monthly rate, including non-discretionary expenses, was approximately 
$43,500 in 2007.  We expect the monthly burn rate to increase signifi cantly in 2008 to approximately 
$72,000. This refl ects expenses required to bring Luz del Cobre into production.

Capex: Zaruma is planning to spend up to $30 million in 2008/2009 to bring the copper mine into 
production, expected in January 2009. Thus, 2008’s capex will increase substantially from previous 
years ($2 million in 2007). No further exploration and acquisition capital expenditures are expected 
in the near future.

Financing: As detailed previously, Zaruma has the bulk of its 2008 fi nancing requirements in place. 
Beyond 2008, once the Glencore loan has been extinguished, the need for any new fi nancing would 
be dependent on the levels of cash fl ow generated from the copper mine relative to the costs of 
exploring and developing the Company’s other properties.  

Capital Structure: The Company’s capital structure is set out below:

Source: Company

A shown, the debt leverage at the end of 2007 was 28%. This is expected to increase signifi cantly 
in 2008, as the Company intends to borrow the remaining amount for the fi nancing of its 2008 
capex program at Luz del Cobre.  

COMMENT: eResearch views Zaruma’s ability to use debt fi nancing as a positive sign for 
shareholders.  However, debt covenants, in our view, are strict, since 85% of net cash fl ow from 
production will be set aside for debt repayment. On the positive side, once full production is attained, 
cash fl ow could reach as high as $1.5 million per month, or about $18 million on an annual basis. 
Thus, pay-back could be achieved quite quickly.

Options and Warrants: The following table shows the outstandings as at December 31, 2007:
 

Zaruma Capital Structure 2005 2006 2007E 2008E
Debt at December 31 0 0 2,000,000 32,000,000
Equity at December 31 3,765,616 4,875,700 5,100,000 4,427,102
Capital 3,765,616 4,875,700 7,100,000 36,427,102
% of debt in the capital structure 0.0% 0.0% 28.2% 87.8%
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Table 1: Options and Warrants Outstanding (December 31, 2007)

 Source: Company

COMMENT: Outstanding warrants that expire within the next twelve months are likely to be 
exercised as they are in-the-money, although slightly. This would increase the shares outstanding 
by 6.0 million and add $836,000 to shareholders’ equity. The options expiring in 2008 are out-of-
the-money. As a result, eResearch does not expect any potential equity benefi ts from option exercises 
in the near term unless Zaruma’s stock price increases signifi cantly. The Company is not expected 
to issue much, if any, new equity to fi nance its capital expenditures in 2008 since most fi nancing 
is secured by borrowing debt from Glencore. As a result, further dilution on shares is likely to be 
minimal over the next 12 months. 

Expiry Exercise Equity
Number Date Price ($) Comments Potential ($)

A. Options
810,000          Sep 23/08 $0.27 Out-of-the-money $218,700
100,000          Nov 24/08 $0.26 Out-of-the-money $26,000
545,000          June 4 /9 $0.23 Out-of-the-money $125,350
150,000          July 28/10 $0.10 In-the-money $15,000
150,000          Nov 23/10 $0.10 In-the-money $15,000

1,150,000       Mar 4/11 $0.13 In-the-money $149,500
750,000          Aug 22/11 $0.13 In-the-money $97,500
695,000          Feb 1/12 $0.24 Out-of-the-money $166,800
400,000          July 6/12 $0.18 In-the-money $70,000
665,000          Oct 2/12 $0.16 In-the-money $106,400
150,000          Oct 30/12 $0.23 Out-of-the-money $34,500
150,000          Nov 16/12 $0.20 Out-of-the-money $30,000

5,715,000       $1,054,750

B. Warrants
3,910,479       Feb 28/08 0.13                In-the-money $508,362

490,000          Dec 18/08 0.16                In-the-money $76,440
1,570,000       May 25/09 0.16                In-the-money $251,200
5,970,479       $836,002

Total 11,685,479     $1,890,752
Current O/S 111,488,271   
Fully Diluted 123,173,750   
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Table 2: Selected Financial Statements

COMMENT: With capex increasing to possibly as much as $30 million in 2008, from just 
$2 million in 2007, the fi nancial picture of Zaruma will change signifi cantly.  Most of the planned 
capex will be fi nanced by debt.  

Year Ending December 31: 
2005 2006 2007E 2008E

Statement of Income/(Loss):
Operating Income 0 0 0 0
Non-Operating Income 1,225 21,493 2,300 2,300
General & Administrative Expense (594,231) (590,914) (530,000) (960,000)
Amortization 0 0 0 0
Stock-based Compensation (56,803) (10,453) (100,000) (80,000)
Other Non-Cash Items 0 0 0 0
Other Income/(Expenses) (866,326) (1,118,915) (220,000) (220,000)
Net Income/(Loss) (1,516,135) (1,698,789) (847,700) (1,257,700)

Total Shares Outstanding 73,080,415 102,696,912 111,488,271 115,888,750
Weighted Average Shares Outstanding 64,551,790 88,586,098 106,808,586 111,808,586
Earnings (Loss) Per Share ($0.02) ($0.02) ($0.01) ($0.01)

Statement of Cash Flow:
Net Income (Loss) (1,516,135) (1,698,789) (847,700) (1,257,700)
All Non-Cash Items 56,803 10,453 100,000 80,000
Cash Flow from Operations (1,459,332) (1,688,336) (747,700) (1,177,700)
Capital Expenditures (Properties) 0 (348,148) (2,000,000) (30,000,000)
Other Investing Items 0 0 0 0
Free Cash Flow (1,459,332) (2,036,484) (2,747,700) (31,177,700)
Working Capital Changes 275,773 (145,381) (190,497) (80,000)
Equity Financing 610,119 2,798,420 950,000 584,802
Debt Financing 0 0 2,000,000 30,000,000
Change in Cash (573,440) 616,555 11,803 (672,898)

Cash, Beginning of the Period 668,082 94,642 711,197 723,000
Cash, End of the Period 94,642 711,197 723,000 50,102

As at December 31:
2005 2006 2007 2008E

Balance Sheet:
Cash 94,642 711,197 723,000 50,102
Other Current Assets 16,800 170,991 620,000 620,000
Mining Properties 4,238,742 4,586,890 6,500,000 36,500,000
Other Assets 0 0 57,000 57,000
Total Assets 4,350,184 5,469,078 7,900,000 37,227,102
Current Liabilities 584,568 593,378 800,000 800,000
Other Liabilities 0 0 0 0
Debt Obligations 0 0 2,000,000 32,000,000
Total Liabilities 584,568 593,378 2,800,000 32,800,000
Shareholders' Equity 3,765,616 4,875,700 5,100,000 4,427,102
Total Liabilities & Equity 4,350,184 5,469,078 7,900,000 37,227,102

Book Value (S.E.) Per Share $0.05 $0.05 $0.05 $0.04
E= estimate by eResearch
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VALUATION

(1) Discounted Cash Flow Method

Table 3:  NPV Table

  Source: eResearch

Assumptions

• Copper prices per pound shown at $2.50, $3.00, $3.50, and $4.00, respectively. We have 
used $3.00 in our DCF model. We expect copper prices will remain strong despite a slowing 
U.S. economy as continuing strong demand over the next few years is anticipated to come 
from China, India, and the Asia-Pacifi c region;

• Discount rates are at 20%, 15%, and 10%. The chosen discount rate of 15% in our DCF 
valuation model refl ects our assessment of Zaruma’s lower business risk levels as Luz del 
Cobre is nearing production;

• The estimated life of Luz del Cobre is six years, commencing January 2009;
• Between 14 million and 15 million pounds of copper are expected to be produced per 

annum;
• Average production cost per pound is estimated between $1.00 and $1.30; and
• Numbers of shares outstanding are estimated at 111,500,000. 

Analysis

Under our DCF valuation model, the intrinsic value for the shares of Zaruma is in the $0.90 range, 
which refl ects our estimate of the net asset value shown above.

(2) Price-to-Book Ratio Method

Our selection of Zaruma’s peers, basically advanced-stage exploration companies, includes the 
following:

Andean American Mining Corp.
Andean American Mining Corp. is in advanced stage of exploration of its gold properties in Peru.  
One of its major properties, the Santa Rosa project, is in production. The Invicta project, its largest 
property, is in the pre-feasibility report stage and is expected to be in production by April 2010. 

ZMR NPV Per Share @ Share Price in Canadian Dollars
Various Copper Prices Per Pound $2.50 $3.00 $3.50 $4.00
20% Discount Rate $0.59 $0.94 $1.28 $1.63
15% Discount Rate $0.72 $1.13 $1.54 $2.05
10% Discount Rate $0.88 $1.37 $1.86 $2.26

NPV Zaruma Resources Inc. $1.13
Add:  Cash Per Share* $0.01
Less:  Debt Per Share * -$0.24
  Net Asset Value $0.90

* Based on forecasted debt and cash levels 12 months forward.
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Inca Pacifi c Resources Inc.
Inca Pacifi c Resources Inc. is engaged in the exploration and development of mineral properties 
in Peru.  The Company fi led a Technical Report in January 2008. The Magistral Project has an 
estimated mine life of 15 years. 

Western Goldfi elds Inc.
Western Goldfi elds Inc. is a gold mining company with operations focused in southern California.  
The Company’s principal asset is the Mesquite Mine, which came into production in January 2008.  
The mine is estimated to contain 3.9 million oz of gold and equivalent. 

Table 4 below shows the assorted book values per share and accompanying price-to-book (P/B) ratios 
for the peer companies as well as Zaruma. With the exception of Western Goldfi elds (and Zaruma), 
which trades on the TSX, all selected companies are listed on the TSX Venture Exchange.

 

COMMENT:  The current P/B ratio for Western Goldfi elds likely refl ects the successful start-up 
of its Mesquite Mine into production in January 2008, and resulting in the highest P/B ratio in 
the comparison. Andean and Inca Pacifi c are both a long way off to getting their properties into 
production and, as a result, their P/B multiples are lower.

eResearch believes that the P/B ratio for Zaruma could begin to approach that of Western Goldfi elds 
refl ecting the Company bringing its copper project into production in January 2009.

If Zaruma had the same P/B multiple as Western Goldfi elds, its intrinsic value equivalent would 
be $0.30 per share.

We put lesser weight on this valuation methodology since Zaruma will be fi nancing the bulk of its 
2008 capex with debt and not equity.

(Market price as of February 22, 2008)
Stock Stock

Company Symbol Price
Andean American Mining Resources AAG $0.66 63,786,027            $42.10 $0.49 1.35           
Inca Pacific Resources IPR $1.54 36,394,808            $56.05 $0.66 2.33           
Western Goldfields Inc. WGI $3.69 117,221,002          $432.55 $0.61 6.05           

Zaruma Resources Inc. ZMR $0.18 111,488,271          $20.07 $0.05 3.60           
Peer Average 3.24           

Shares 
Outstanding

Market Cap ($M) Book Value per 
Share

P/B Ratio

Table 4:  Book Values & P/B 

  Source: eResearch
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(3) Mineral Property Ratio

We use the same peer companies in our third valuation methodology.
 

Analysis

Zaruma’s Mineral Property Ratio of 2.71x compares to the peer group average of 3.75x, again, 
refl ecting the higher ratio for Western Goldfi elds.

After adjusting for 2008 estimated capex, essentially all fi nanced by debt, Zamura’s property ratio 
declines to 1.32x.  This decline refl ects the fact that the expected book value of the property increases 
without any change to the market price.  We believe that, as Luz del Cobre nears the production 
stage, there will be greater investor awareness and appreciation for Zaruma with a consequent re-
evaluation of the property ratio.

Assuming Zamura can attain the average of its peers, or 3.75x, the Company’s intrinsic value would 
approach $0.66 per share.

(4) Summary

The results of our three valuation calculations are the following intrinsic values per share:
(1) DCF:   $0.90
(2) P/B:   $0.30 
(3) Property Ratio:  $0.66

Weighting these 40%/20%/40% gives a weighted average of $0.68 per share.
 

(C$1 = US$1) ZMR Andean American Inca Pacific Western Goldfields
ZMR:TSX AAG: TSX-V IPR: TXS-V WGI: TSX

 December-07 September-07 August-07 June-07
Corporate: 

Share Price (average last 20 days) C$ 0.17 C$ 0.67 C$ 1.59 C$ 3.62
Shares O/S 115,888,750 63,786,027 36,394,808 117,221,002
Market Cap C$ 19,701,088 C$ 42,736,638 C$ 57,867,745 C$ 424,340,027

Mineral Properties:
Book Value (Cost) C$ 6,490,153 C$ 36,617,154 C$ 20,082,260 C$ 49,825,173
Market Value C$ 17,558,720 C$ 35,990,586 C$ 52,311,072 C$ 382,127,808
Difference C$ 11,068,567 -C$ 626,568 C$ 32,228,812 C$ 332,302,635
Property Ratio 2.71 0.98 2.60 7.67
Average Ratio (Peers) 3.75

Adjusted Book Value (Cost) 1 C$ 36,490,153
Adjusted Property Ratio 1.32
Selected Ratio 3.75

Common Equity (Per Statements) C$ 5,084,270
Adjusted Common Equity (Selected Ratio) 2 C$ 46,103,365

Equity Per Share (Per Statements) C$ 0.04
Adjusted Equity Per Share (Selected Ratio) 3 C$ 0.66

Note 1: Mineral Properties are adjusted for debt financing.
Note 2: Shareholders' Equity adjusted for additions to Mineral Properties and the equity financing associated with exercise of warrants.
Note 3: Adjusted Equity Per Share is calculated on 115,888,750 shares O/S to account for the exercise of warrants.

Table 5: Corporate Comparison 

  Source: eResearch
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TARGET PRICES

(1) One-Year Projection

With reference to the analysis outlined above, and recognizing that increasing investor interest 
should ascribe to the Company’s shares as it nears production of its copper project, we are setting 
our one-year Target Price at $0.70 per share.

(2) Three-Year Projection

Given that there are no signifi cant hitches in bringing the Luz del Cobre copper project into 
production and that output is successfully mined, the Company should generate substantial cash 
fl ow which can be used to further its exploration efforts on its other properties. 

Our DCF calculation of Luz del Cobre three years hence, using the same 15% discount rate, provides 
a net present value of $0.99 per share for the remaining three-year estimated mine life.

Add the existing weighted intrinsic value to the three-year DCF value to account for similar 
expectations for the San Antonio and El Foco projects as for Luz del Cobre, and the projected 
intrinsic value is $1.67.

Our three-year Target Price is, accordingly, $1.65 per share.
 

RISKS

eResearch believes the following risk factors could affect Zaruma and its stock price.

Financing
Zaruma has large capital requirements to bring its copper project into production. Despite the loan 
agreement with Glencore, there may be a shortfall that has to be fi nanced. It is uncertain whether 
Glencore will advance all or part of the difference, or whether Zaruma will fi nd it necessary to go 
to the capital markets and raise new equity.

Beyond 2008, it is expected that once the Luz del Cobre project is in production (expected in January 
2009), internal cash fl ows would signifi cantly increase and, following the loan repayment, would 
be suffi cient to cover its annual burn (non-discretionary operating expenses). Funds for exploring 
and developing the Company’s other properties will probably require new equity capital.

Sensitivity to Copper and Gold Prices
The volatile nature of copper and gold prices presents commodity price risk to Zaruma since it does 
not have a hedge program for its production due to the uncertain nature of the production levels and 
timing.  However, eResearch believes that the long-term price prospects of both copper and gold 
remain strong, refl ecting the world’s solid economic fundamentals with strong demand expected 
to continue from India and China.

Timelines
Zaruma expects to bring the copper project into production in January 2009.  Any delays in bringing 
the copper project into production could have a negative impact on the stock price.
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Environment
The Company has obtained all necessary environmental permits and unrestricted access to ground 
water to operate the Luz del Cobre project and is in compliance with environmental regulations.

Political Risk
Zaruma faces  relatively higher political risk in Venezuela that, if it further escalates, could have a 
material impact on obtaining necessary permits and licenses to carry on its exploration activities.    

 
APPENDIX 1: MANAGEMENT AND DIRECTORS

Dr. Thomas Utter - President and Chief Executive Offi cer (CEO)
Thomas Utter graduated as a geologist from Frankfurt University, Germany in 1974, and was 
awarded a Ph. D. in Geochemistry in 1978. He has been President and CEO of Zaruma since 2000. 
Mr. Utter has been involved in the international mining and mineral resources industry for 30 years, 
having worked on all seven continents.

Frank van de Water, B.Com, CA - Chief Financial Offi cer (CFO)
Frank van de Water has been involved in international mining, with metals and resource companies 
in over 35 countries in North and Latin America, Europe, Asia and Africa for more than 30 years. 
He spent two years as the Finance Director of Amalgamated Metal Corporation (LSE), one of the 
largest metal dealers on the London Metal Exchange at that time. He has been the Chief Financial 
Offi cer of Zaruma since July, 2002.

Prof. Dr. Peter Lorange - Director
President of IMD - International Institute for Management Development (Lausanne, Switzerland), 
Nestle Professor, Doctor in Business Administration (M.I.T., Harvard), more than 30 years’ 
experience in management development, business consulting and global strategic planning. Prof. 
Lorange was appointed director of the Company in March 2001.

Michael E. Power, P.Eng, Director
Michael Power has more than 30 years’ experience in the mining industry.  He previously held 
senior positions with leading international mining companies such as Senior Evaluation Engineer 
and Senior Analyst with Noranda Inc., VP Corporate Development with Hemlo Gold Mines (now 
Newmont) and Director and VP River Gold Mines/Western Quebec Mines.

Michael B. Richings, P.Eng - Director 
Mr. Richings is President and CEO of Vista Gold Inc. He has more than 30 years’ experience in the 
international mining and resource industry. Amongst his successes was the building of Vista Gold 
into a plus 10 million ounce gold resource company. 

David Kelly, CA - Director
David Kelly is a qualifi ed Chartered Accountant and has some 9 years’ experience in fi nance 
positions in Australia, the United Kingdom and Switzerland, including senior roles with Chartered 
Accountants, Deloitte Touche Tohmatsu, Royal & SunAlliance Insurance Group plc, and Glencore 
International AG.
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Michael R. Carter Geologist, General Manager Luz del Cobre,
Mr Carter is a geologist with more than 35 years experience mainly in design, construction and 
operating gold and copper projects. Amongst his many successes was the project management of 
the Mulatos Gold Mine for Alamos Gold, General Manager of Geomaque’s San Francisco gold 
mine, both in Sonora, Mexico.

Prof. Dr. Richard Viljoen - VP Exploration
Dr. Viljoen has more than 30 years’ experience in exploration and economic geology in senior 
positions with international mining companies: Gold Fields of South Africa, JCI - Johannesburg 
Consolidated Investment Company, Limited and others. Dr. Viljoen is the recipient of the Lindgren 
award for excellence in economic geology presented by the Society of Economic Geologists in 
the USA and of the Draper Medal, the highest award of the Geological Society of South Africa. In 
November 2003, he was appointed Vice-President, Exploration of Zaruma.

James E. Poulter - Senior Exploration Geologist, Mexico
Mr. Poulter has nearly 40 years’ experience in geological works associated with mining and 
exploration. He serves as Project Manager since July 1995. Previously, Mr. Poulter worked for a 
number of mining companies including: Rayrock Mines, Inc., Independent Consultants, Superior 
Oil Company, and The Anaconda Company.

Dr. Alfredo Bernasconi – Exploration Manager, Venezuela
Dr. Bernasconi holds a Ph.D degree and has 30 years’ exploration and project management 
experience, mainly with major mining companies (JCI, BP Minerals, Placer Dome).
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APPENDIX 2: PROPERTIES 

Source: Information provided in this Appendix has been obtained from the Company and  
  its website.

(1) San Antonio Property

(a) The Luz del Cobre Project (Copper)

Feasibility Study fi led in November 2006: 

Based on the SX-EW plant processing copper solution from mining 2,800 tonnes of ore per day, 
the project capital cost estimate was US$24.4 million. This study is based on contract mining of 
the open pit, a mine life of over 5 years and an average copper recovery of 78.6%. The Company 
expects actual recoveries to be between 78.6% and the recent laboratory test metallurgical recoveries 
of 88.5%, depending on fi eld conditions, including weather. 

The economic feasibility was modeled using an average annual copper cathode production of 15 
million pounds, a selling price of $2.23 and an operating cost of $0.92 per pound. The pre-tax net 
operational cash fl ow would be an average of $19.4 million per year, the internal rate of return is 
expected to be 60.5% before taxes, and 45.1%, after taxes. The net present value of the project 
was calculated to be $39 million at a 5% discount rate and $30 million at a 10% discount rate. The 
capital payback period was estimated to be 1.9 years after reaching full production. 
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Proven and probable reserves within the optimized open pit shell and adjusted to a base case recovery 
of 78.6% copper, total 4.4 million tonnes at 1% copper, after dilution, of which 3.4 million tonnes 
at 1.11% copper is mixed oxide - secondary sulphide ore, and 0.95 million tonnes at 0.63% copper 
is oxidized material. 

In the meantime, the economic feasibility of the project has been fi ne-tuned and the Company 
looks at a planned production of 15 million pounds of copper cathodes per annum over 5 years at 
estimated operating costs of between US$1.00 and 1.30 per pound. At a projected copper price of 
US$2.78/lb, the anticipated average net operating cash fl ow is between US$ 19 million and US$ 
26 million per annum. Recovery of capital investment is estimated in less than 2 Years.

All permits to start construction were obtained. The Change of Use of Land for mining and processing 
was approved. 

In the third quarter 2007, Zaruma reported that surface exploration for additional oxide copper 
mineralization successfully delineated a previously undefi ned target zone near the Luz del Cobre 
copper deposit, which has been traced for 1500 metres. 

A drilling programme fi nanced by a loan from Glencore is currently being completed. The Company 
expects the ore reserves at Luz del Cobre to increase by at least 10%. In the western portion of the 
San Antonio property, exploration also fi nanced by Glencore has found new copper mineralization 
at Sapo Norte in the Sapo-Carrizo area.

(b) The San Antonio Project (Gold)

On September 8, 2004, the Company fi led a Technical Report on SEDAR  titled “Technical Report 
on the Resource Estimate of the Gold Mineralization found on the San Antonio property, Sonora 
State, Northwestern Mexico” following NI 43-101 standards. The authors and Qualifi ed Independent 
Persons of this report  are Reno Pressacco, M.Sc.(A), P.Geo of Micon International Limited, Toronto, 
Ontario, and Eugene Puritch, P.Eng. of P&E Mining Consultants Inc., Brampton, Ontario. The 
estimated initial resource of close to 300,000 ounces of contained gold occurs in closely spaced 
breccia bodies over a strike length of 700 metres along the Realito structural trend:

 Source: Company

Underground Setting
Cut-Off 2.5 Au g/t Tonnes Grade Au g/t Au oz. Tonnes Grade Au g/t Au oz.
Golfo de Oro 1,200,000  4.67 180,300    96,000      4.25           13,200      
Centenario 295,000     3.79 35,900      -            -             -            
California 244,000     4.59 28,200      66,000      3.57 7,600        
 Total 1,739,000  4.37 244,400    3.97 20,800      

Open Pit Setting
Cut-Off 1.0 Au g/t Tonnes Grade Au g/t Au oz. Tonnes Grade Au g/t Au oz.
California 370,000     1.93 22,900      7,200        2.13 4,900        
 Total 370,000     2.08 22,900      3.97 4,900        

Measured and Indicated Inferred

Measured and Indicated Inferred
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This study did not include mineralization at Cerro Sapuchi, located one kilometre north of the Realito 
structure, since no recent work has been completed on that resource. The resource estimate reported 
in 1996 was 1.4 million tonnes at 2 g/t Au, containing 89,000 ounces, although the calculation was 
not done to NI 43-101 standards.

San Antonio has the geological ingredients for a major gold and copper camp. Geological, 
geochemical, geophysical and mineralogical facts point to a possible porphyry-driven IOGC system 
to be the driving force behind the wide spread mineralization on the property. The Company expects 
to go to the next stage of the development of the gold potential with drilling along the projected 
strike extension of the Realito Trend and at Cerro Sapuchi.  

(2) El Foco Property

The Alcaravan resource on the Company’s wholly-owned El Foco property in Venezuela, is oxidized 
saprolite material down to an average depth of 60 metres. The estimate is based on an open pit, heap 
leach setting, with a cut-off grade of 0.7 g/t Au and a gold price of US$ 375 per ounce.

The updated resource model and calculation was done by Qualifi ed Person and independent 
consultant Eugene Puritch, BSc., P.Eng., of P & E Mining Consultants Inc.(Brampton, Ontario) 
in February 2005. This undiluted mineral resource was estimated using the Canadian Institute 
of Mining, Metallurgy and Petroleum, (“CIM”), Standards on Mineral Resources and Reserves, 
Defi nitions and Guidelines, prepared by the CIM Standing Committee on Reserve Defi nitions, and 
adopted by CIM Council in November, 2004.

Underneath the saprolite, and not included in the above resource estimate, is an open ended, primary, 
unweathered, inferred resource of 389,000 tonnes of sulphide material, grading 3.7 g/t Au to contain 
46,000 ounces of gold, using a cut-off of 2.0 g/t. This resource  was also estimated by Qualifi ed 
Person Eugene Puritch, based on the existing database, and suggests that there is a considerable 
upside potential to its size.  

 Source: Company

Geological Setting
Gold mineralization at the El Foco Property is hosted by mafi c to intermediate intrusive to 
metavolcanic rocks intercalated with minor epiclastic sediments of the lower proterozoic carichapo 
group. These rock sequences, typically denominated as “greenstones” are folded and faulted into 
a regional, asymmetrical synclinorium which is bordered to the west by the Chicanan River shear 
zone and to the south and east by middle proterozoic supamo grantitic intrusives. 

Based on a re-interpretation of the geological and geophysical data by the Company, it was 
concluded that the greenstones at the El Foco Property have been intruded over wide parts by a 
layered ultramafi c to mafi c intrusion which forms a sheared-off part of the proterozoic Mochila 
complex, which crops out on the west of the Chicanan River. 

ALCARAVAN SAPOLITE Tonnes Grade Au g/t Gold Ounces
Measured 123,000 3.4 13,500
Indicated 913,000 2.7 80,500
Total measured and indicated 1,036,000 2.8 94,000
Inferred 56,000 2.6 4,800
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