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BAJA MINING EL BOLEO PROJECT
core MINERA Y METALURGICA DEL BOLEO, S.A. DE C.V.

FEASIBILITY STUDY SUMMARY REPORT

1 SUMMARY

1.1 GEOLOGY & MINERAL RESOURCE MODELLING

El Boleo Cu-Co-Zn-Mn deposit is located near the town of Santa Rosalia, Baja California Sur,
Mexico.

The deposit, which occurs in the Boleo Formation, comprises seven mineralized units called
“Mantos” (manto is a Spanish term used in mining parlance for a generally mineralized layer or
stratum). The mineralized mantos dip gently to the east but faulting, which is common
throughout the project area, produces a step-like pattern in the present position of the mantos.

The deposit was continuously mined predominantly by underground methods from 1886 to
1972, during which time an estimated 18 Mt of ore were treated. After 1972 both underground
and open pit mining was carried out sporadically until the copper smelter at Santa Rosalia
closed in 1985. Since cessation of mining operations International Curator Resources (Curator)
carried out exploration between the years 1993 to 1998 and Minera y Metallrgica del Boleo
S.A. de C.V. (MMB) has been carrying out exploration and project development activities from
2004 to the present. When MMB acquired the property in 2004 it also acquired the Curator drill
hole assay database which has been used in the current resource study.

Independent geologic consultants, Hellman & Schofield (H&S) of Sydney, Australia were
engaged in 2004 to oversee the geologic modelling of the Boleo deposit and since then have
produced a number of resource estimates in accordance with NI 43-101 standards. In addition
to updating resource estimates as new drilling data became available, H&S also reviewed
previous estimates.

The appropriateness and success of analytical processes and quality control methods used by
previous explorers of the property have been studied at length and as a result, since 2004 new
quality assurance procedures have been developed for MMB’s exploration activities. These
included the preparation of matrix matched assay standards for the project and round-robin
assay trials used to establish the best analytical method. The assays were deemed accurate
and precision values were obtained from original samples versus diamond core duplicates
indicating they were representative of the drill hole intervals.

The deposit will be mined by a combination of underground and open pit mining methods and
since planning and operating requirements are quite different separate block models were
developed for each mining method.

A gridded block model for each Manto was developed for open pit mine design in preference to
a gridded seam model because it allows greater versatility to evaluate mining methods at
various Cutoff grades. Block dimensions used were 50 m EW x 100 m NS and 1 m vertical.
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Gridded seam models incorporating minimum and maximum mining height considerations have
been developed for Mantos 1, 2, 3, and 4 for underground mine planning while a 3-D block
model was developed for Mantos 0, 3aa and 3a which will be mined by open pit methods.

A 3D digital model was developed from geological interpretation, data and geologic information
developed by MMB which included Manto surfaces and faults.

Statistical analysis of the assay data from each Manto showed that the histograms of Cu, Co,
Zn, and Mn are not highly skewed, indicating that ordinary kriging is an appropriate estimation
method.

To account for the displacement of mantos by the numerous faults, block models and drill hole
intersections for each Manto were re-aligned at the same height so the data was effectively re-
positioned approximating pre-faulting locations. This removed the need to have a complex
series of fault bounded data domains and significantly streamlined the resource estimation
process. These block models are referred to as ‘flat’ models. Block centroid heights in real
space, taken from gridded surfaces of the Manto footwalls, were used to translate flat model
grade estimates into true 3D blocks.

Resource classification was determined by the number of composite data sets available for
grade estimation, from increasingly localised data search regimes within search ellipses of
varying dimensions.

For 3D Block and Seam models the resource categories were determined using search ellipses
with the following dimensions:

e Measured —search200 mx 250 mx 2 m

e Indicated —search400 mx500mx2m

e Inferred —search 400 m x 500 m x 4 m.

For 3D Block models the resource category was based on the number of composites contained
within the search ellipses:

e Measured — minimum data 14 composites from 4 octants
e Indicated — minimum data 14 composites from 4 octants
e Inferred — minimum data 7 composites from 2 octants.

For Seam models the resource category was based on the number of composites contained
within the search ellipse:

e Measured — minimum data 4 composites from 4 octants
e Indicated — minimum data 4 composites from 4 octants
e Inferred — minimum data 2 composites from 2 octants.
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The total reported Measured and Indicated Resource, based on copper equivalent Cutoff grade
of 0.5% Cu can be found in Table 1.

The Inferred Resource can be found in Table 2.

An additional model was created to account for historic underground workings in Mantos 1 and
3. Tonnes were factored down by 12% to account for material extracted and processed.

Table 1: Measured and Indicated Resources

3D Block tonnes x10° 9.9 19.5 61.9 3.2 46.3 116.0 20.4 277.1
Open pit CuEq% 0.69 2.24 1.66 1.99 1.49 2.06 1.11 1.77
3 Cu% 0.03 0.96 0.37 0.53 0.38 1.06 0.51 0.70
2 Co% 0.010 0.055 0.050 0.082 0.063 0.066 0.038 0.057
é Zn% 0.71 0.92 0.98 0.81 0.61 0.42 0.27 0.62
£ Mn% 1.28 2.99 4.30 5.39 4.07 2.18 1.75 3.00
=
G Seam tonnes x10° 10.8 30.5 2.9 33.7 62.9 6.2 147.0
E Underground | CuEq% 2.81 1.96 2.07 1.43 2.63 1.55 2.17
§ Cu% 1.37 0.50 0.58 0.38 1.48 0.87 0.97
% Co% 0.071 0.060 0.082 0.059 0.076 0.044 0.067
Zn% 0.91 1.07 0.84 0.58 0.49 0.30 0.66
Mn% 3.28 4.56 5.33 2.18 2.38 2.18 2.90
Table 2: Inferred Resources
3D Block tonnes x10° | 7.4 49.2 52.5 0.6 23.8 56.4 63.3 253.2
Open pit CuEq% 0.66 1.72 1.27 1.45 1.20 1.48 0.90 1.29
Cu% 0.02 0.48 0.22 0.51 0.30 0.54 0.39 0.39
Co% 0.008 0.044 0.042 0.053 0.044 0.047 0.032 0.040
Zn% 0.69 1.01 0.79 0.51 0.58 0.59 0.25 0.63
3 Mn% 1.77 2.93 3.60 5.09 3.40 2.53 1.50 2.64
&
E Seam tonnes x10° 8.0 21.8 0.2 18.5 235 13.6 85.6
Underground | CuEq% 2.38 1.72 2.80 1.31 2.03 1.05 1.67
Cu% 0.65 0.28 1.40 0.29 0.87 0.55 0.52
Co% 0.053 0.053 0.084 0.049 0.057 0.032 0.050
Zn% 1.49 1.14 0.70 0.66 0.74 0.22 0.81
Mn% 3.92 4.70 8.18 2.69 2.50 1.56 3.10
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1.2 METALLURGY & PROCESS DESIGN

Treatment strategies for the Boleo polymetallic mixed oxide/sulphide ore were studied by Fluor
in the mid 1990s during the Curator PFS development that resulted in a complex, high capacity
flowsheet matching the requirements of a low-grade, ‘super-pit’ design. The flowsheet featured
a combination of roasting, leaching, precipitation, and metal refining.

In parallel with the adoption of selective mining of higher grades (and significantly reduced
waste mining), Bateman have sought to simplify the flowsheet via a more direct approach
incorporating leaching, solid-liquid separation, solvent extraction and electrowinning.

Key to the revised process was the successful demonstration of the solid-liquid separation
characteristics of the leached clay ore followed by an effective process for dealing with the
manganese in the pregnant leach solution via a solvent extraction process known as the Direct
Solvent Extraction (DSX) process. This process allows for the removal proposed zinc and
cobalt away from manganese, magnesium, and calcium.

These testwork breakthroughs, coupled with changes in processing strategy, result in a more
robust, operable flowsheet with reduced operating and capital cost.

More significantly, the propose flowsheet has been successfully tested in extensive testwork
campaigns over the past three years. A “Proof of Concept” pilot plant campaign was held at
SGS’s facilities in Ontario in November 2004 and another, more comprehensive “Fully
Integrated” pilot plant campaign was conducted as the same institution in June and July of
2006. The success of these two pilot campaigns provides a high level of confidence in the
proposed flowsheet, confirming that the process development initiative undertaken over the past
two years has taken the right direction.

The proposed process flowsheet now consists of a two stage atmospheric leach of a whole ore
stream in an acidic, chloride environment. The leach circuit consists of both an oxidative and a
reductive leach, processes that has been well proven in extensive batch and pilot level testing
over the years.

The leached metals are separated from the leach slurry in a counter current decantation (CCD)
washing circuit. Experience in the nickel laterite plants in Western Australia and the Sepon
Copper project in Laos, has demonstrated that large CCD circuits can operate effectively on
difficult-to-handle clay ores to recover dissolved metal values. This key process step has been
extensively tested at bench scale and at pilot plant level and found to be successful in the
recovery of metals in solution from leached Boleo solid residues.

Finally, the dissolved metals are recovered from the wash solution and concentrated employing
four separate solvent extraction circuits, two electrowinning circuits and a fluid bed drying
operation to produce high-quality copper and cobalt metal cathode and zinc sulphate
monohydrate crystals.
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The metal recovery circuits are typical of those deployed in numerous operations worldwide. In
developing the Boleo flowsheet, Bateman was able to incorporate the results of the earlier
Curator and Mintec driven testwork, supplementing these with additional bench scale and
extensive pilot plant testwork results, underpinned by information from recent Bateman’s
projects featuring similar processes and unit operations.

This following listing summarises the metallurgical testwork undertaken in the development of
the Boleo process flowsheet to date:

o Pre-feasibility Testwork Review by Ken Baxter — Bateman’s Technical Head of
Copper Processing — in 3Q 2001

e Bench Scale Solid-Liquid Separation Testwork on Leached Boleo Ore Samples at
SGS in Ontario — in 4Q 2004 by Outokumpu and Pocock Industrial Inc.

¢ Commencement of DSX testwork by the CSIRO in Perth, Australia — in 4Q 2004

e “Proof of Concept” Pilot Campaign at SGS — in 4Q 2004

e Boleo Tailings Characterization by the SGS’s Environmental Group — in 4Q 2004

¢ Manganese Carbonate Production Testing at SGS — in 3Q and 4Q 2005

e DSX Cycle Testwork by the Bateman Solvent Extraction Group — in 4Q 2005

e Boleo Carbonate Ore Testing at SGS — in 1Q 2006

e Fully Integrated Pilot Campaign Testing — in 3Q 2006

e Material Handling Testwork by Jenike & Johanson — in 3Q 2006

e DSX Optimization Testwork by the Bateman Solvent Extraction Group — in 4Q 2006

e Tailings Pumping Testwork — in 4Q 2006

e Boleo Tailings Characterization by the SGS’s Environmental Group — in 4Q 2006

e Ore Variability Testwork — in 2Q 2007.
The results of the various testwork campaigns have been employed Bateman Engineering
Canada Corp. to generate flowsheet designs for the purposes of advancing the feasibility study
for a planned greenfield development consisting of open pit and underground mining
operations, a hydrometallurgical processing plant and all the associated facilities and

infrastructure necessary to produce copper and cobalt metal and a zinc sulphate monohydrate
salt on site.

The process plant is being designed to produce and treat 3.1 Mt/a of plant feed at an average
head grade 2.2% Cu, 0.1% Co, 0.6% Zn and 2.2% Mn through an integrated hydrometallurgical
facility to produce the following products and tonnages:

e up to 60,000 t/a of copper cathode
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e upto 3,100 t/a of cobalt cathode

e up to 36,000 t/a of zinc sulphate monohydrate salt.

In addition, there is the potential to produce up to 100,000 t/a of a manganese carbonate
product via the relatively simple addition of a small number of unit operations to the current
flowsheet.

It is MMB'’s intention to “de-bottleneck” the plant operation as part of a continuous improvement
programme to ensure the product production levels remain at target values as ROM head grade
begins to decrease over the LOM. De-bottlenecking of the production facility requires modest
capital investments at the appropriate time. Capital costs associated with de-bottlenecking and
improving operational efficiency have been allowed for in the financial analysis of all of the base
case scenarios.

1.3 MINING

Based on resource models by H&S, mine engineering consultant, Australian Mine Development
and Design, (AMDAD) prepared a 25 year life of mine plan and schedule using mainly
underground mining methods for the first 20 years of production followed by 5 years of surface
mining. A number of different mining scenarios were tested before this scenario using
predominantly underground mining operations supported by a number of small, open pit mines
was selected as that which would best deliver the targeted plant feed grade at the required rate.

In addition to carrying out several mine planning and scheduling iterations AMDAD also
prepared pit designs, evaluated equipment requirements, estimated production rates and
prepared operating and capital cost estimates for the Feasibility Study.

The seam formation and low material strength of the mantos suggested conventional “soft rock”
underground mining methods such as used in coal, potash, or salt mining would be appropriate
for Boleo underground conditions and accordingly a number of methods were examined for their
suitability. Longwall mining was discounted due to the faulted and dipping manto structure and
high initial capital cost. Shortwall mining was also discounted when efficient mine layouts could
not be readily designed and accommodated within the complex, fault disturbed structure of
mantos. After extensive study, room-and-pillar mining using continuous miners was selected
because the method requires relatively low capital cost and can accommodate variations and
undulations in the footwall as well as variations in mining height to an extent that would be
impossible with longwall or shortwall methods. Moreover, room and pillar mining can achieve
relatively high productivity and panels can be layout out in such a way that the mineral recovery
from relatively small, fault bounded mining blocks can be maximized. In the Boleo environment
room and pillar mining will provide a degree of planning and operational flexibility that neither
long- or short-wall mining methods can.

The resource seam model was used to define areas where room and pillar mining could be
carried out. The criteria used for this determination were the following;
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e Minimum mining height of 1.8 m to allow working room for the machines. If the
economic thickness of the manto was less than this it was diluted by the lower grade
blocks above up to 1.8 m height.

¢ Maximum mining height of 4.2 m, matching the designed reach of the continuous
miner. Economic blocks above this height were ignored.

e The composite copper equivalent grade of the manto over the mining height must
exceed a Cutoff grade of 0.5% Cu. (For mining purposes, the copper equivalent
Cutoff grade was calculated using ‘base case’ metal prices.)

¢ An allowance for voids in old works and recovery of “retaque”, or previously mined
material, was made in terms of both recovery and density.

Underground mining trials to test equipment, working methods and geotechnical ground
responses to the chosen method were undertaken in two stages in the years 2005 to 2006
under the supervision of consultants, Australian Mine Design & Development (AMDAD),
Sydney, Australia, and Agapito Associates, Inc. (AAl), Grand Junction, Colorado, USA. These
tests confirmed the suitability of the proposed continuous mining method and provided valuable
field data and information concerning ground behaviour during mining and methods of ground
support.

Initial mining plans for both underground and surface mining targets in all mantos have been
advanced by AAlI and AMDAD to provide ore feed at targeted production levels and head
grades based on process plant schedules.

A limestone source, located on the Boleo property, has also been modelled as the main source
of calcium carbonate needed for process plant operations. This limestone will be quarried at a
rate of approximately 800,000 t/a for the first 20 years of operation. A small amount of
additional limestone will need to be imported after Year 5 of operations to supplement the
locally available limestone. After Year 20 the project limestone requirement will be met entirely
by the imported product. The operating cost of such an initiative has been allowed for in the
economic model for the project.

1.4 ECONOMIC ASSESSMENT

A financial model was created utilizing the current mine production schedule over an initial
25 years, the associated diluted metal grades based on the H&S geological resource and
mining schedule, capital and operating costs as set out herein and base case metal prices of
copper US$1.50/Ib, cobalt US$15.00/Ib and zinc sulphate US$1,200/mt.

In addition, sensitivity analysis was also conducted at various increased metal prices. The
project is sensitive to four key variables; copper price; cobalt price; capital costs and operating
costs. The sensitivity of the After-Tax IRR and NPV (at 8% discount rate) relative to the Base
Case is shown in Table 3 to indicate the effect of a plus or minus 10% change in the key
variables.
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Table 3: Project Economic Sensitivities Summary

Copper Price 21.6 24.7 27.5 571 700 822
Cobalt Price 24.1 24.7 25.3 663 700 738
Capital Cost 27.3 24.7 22.3 744 700 652
Operating Cost 26.0 24.7 234 765 700 635

This modelling, based on the current mine schedule, indicates that the project is financially
attractive at base-case metal prices. Financial modelling, using the base case prices and 25
years for the project life, shows that the project could generate a net after- tax Internal Rate of
Return (IRR) of 24.7%.

At an 8% discount rate, the project generates an NPV, after tax value of US$700.3 million.
Using a 6% discount rate to repeat the above analysis generates an NPV, after tax, of
$US924.0 million.
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2 INTRODUCTION

H&S were commissioned in 2004 and were retained throughout the feasibility study to carry out
resource studies which included;

e production of a digital geological model, including a topographic surface that
honours the faults, tops and bases of the seven mantos using a set of interpreted
Cross sections

e production of a digital grade model, for all mantos, for Cu, Co, Zn, and Mn
e production of an underground void model

e provision of a Confidence Classification, taking into account drill spacing, structural
and other controls on mineralization, suitable for quotation to NI 43-101 standards

e review the QA/QC data as relevant to sampling, assaying precision and accuracy

e assessment of the methodology for determining density and the adequacy of the
density database, leading to the production of a density model for conversion of
volumes to tonnages.

MMB supplied digital drill hole assay and geology data, geological interpretation, drill hole
recovery data and rock density data. Information and data regarding assay and sampling
quality control prior to MMB’s direct involvement in the project were sourced from various
reports by consultants G. Peatfield, B. Smee and D. Mehner (Peatfield and Smee 1997,
Peatfield 1997, Peatfield 1998, Mehner 2003).

Between 1993 and 1998 drilling, sampling and assaying activities by Curator provided a
significant part of the data used in the current resource study. H&S, whose involvement with
the project commenced in August 2004, were, therefore, unable to observe any drilling,
sampling or assaying activities related to the drilling carried out prior to that time.

Three infill drill programs were carried out by MMB, the first from December 6, 2004 to January
29 2005 (DDHs 928 to 941), the second program from May 11, 2005 to July 3, 2005 (DDHs 942
to 959), and the third program from February 1, 2006 to March 31, 2007 (DDHs 04-928 to 07-
1233).

These programs were observed and monitored by H&S's representative Dr. B Yeo who also
prepared the current resource estimate.
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3 RELIANCE ON OTHER EXPERTS

The capital cost for development of the Boleo Project has been developed by a number of
specialist organizations. These organizations are listed below in a table that summarises areas
of significant capital cost and the organizations responsible for development of capital costs for
these respective areas. The Capital Cost Estimate for the project development has been
coordinated and integrated by Wardrop Engineering on behalf of Bateman Engineering Canada
Corp.

Open Pit Mining AMDAD Pty Ltd Sydney, Australia

Underground Mining

Agapito Associates, Inc

Golden, Colorado

Mining Surface Infrastructure

Wardrop Engineering

Vancouver, Canada

Process Plant and General Infrastructure

Wardrop Engineering

Vancouver, Canada

Tailings Dam

Arcadis Geotecnica

Santiago, Chile

Co-Generation Plant

Fransen Engineering Ltd

Vancouver, Canada

Acid Plant Fenco Pty Ltd Toronto, Canada

SO, Gas Production Facility Noram Engineering & Constructors Ltd Vancouver, Canada

Barging Facility / operations Terminal Oemsa Mexico City, Mexico

Liquid Sulphur Infrastructure ICEC Canada Ltd Calgary, Canada

Mexican Construction Labour Rates UHDE Jacobs

Mexico City

With the exception of AMDAD Pty Ltd, Agapito Associates and Wardrop Engineering the
consultants listed above cannot be classified as qualified persons for the purposes of this
report.

Bateman Engineering Canada Corp & Wardrop Engineering Inc. have relied on the consultants
listed above for the generation of capital and operating cost estimates in their particular areas of
expertise. Neither Bateman Engineering Canada Corp nor Wardrop Engineering has attempted
to formally verify the accuracy or sufficiency of the cost estimates provided by these
consultants.

The portions of the report to which the above disclaimer applies are Section 18.1.3, Capital Cost
Estimate and Section 18.1.4, Operating Cost Estimate.
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4 PROPERTY DESCRIPTION & LOCATION!

4.1 LOCATION

The Boleo project is located along the east coast of the Baja peninsula centred on the port town
of Santa Rosalia in Baja California Sur, Mexico (Figure 1). The town is approximately 850 km.
south of San Diego, California, USA. Coordinates for the project are Latitude 27°14" to 27°25
N, Longitude 112°14" to 112°22" W.

Figure 1: El Boleo Location Map

! Information based on Mehner 2003, reviewed and updated by T. Albinson (MMB) Nov 2004. Maps supplied by MMB.
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4.2 DESCRIPTION

The Boleo property consists of 18 total mineral concessions covering 19,519.1872 ha, of which
17 concessions are contiguous. The “San Bruno” concession is not contiguous and is located
30 km south of Sta. Rosalia in the San Bruno basin area. The titled concessions are listed in
Table 4 and shown in Figure 2. One concession is in the process of becoming titled (“San
Luciano 5”claim). It should be noted as of January 1%, 2006, all claims in Mexico are
“Concesiones Unicas” (Sole Concessions) and the older classification of Exploration claims
evolving after 6 years to Exploitation claims is no longer applicable or in use.

Table 4. Boleo Property, Sole Concessions, January 2007

El Boleo 218082 4,975.6132 Sept. 29-2000 Sept. 28-2050 285,004
El Boleo | 218092 72.4463 Aug. 31-2000 Aug. 30-2050 4,150
El Boleo19, 256.1872 Il fracc. Uno 218179 1,296.6156 Sept. 29-2000 Sept. 28-2050 74,270
El Boleo Il fracc. Uno A 218180 507.2841 Sept. 29-2000 Sept. 28-2050 29,058
Boleo Il 212148 224.6410 Aug. 31-2000 Aug. 30-2050 12,868
Nuevo San Luciano 214189 150.0000 Aug. 10-2001 Aug. 9-2051 4,272
Boleo Il fracc. IV 218975 267.1579 Jan. 28-2003 Jan. 27-2053 7,608
Boleo X fracc. 5 211055 1.3829 Mar. 24-2000 Mar. 23-2050 80
Boleo X fracc. 8 211058 3.9486 Mar. 24-2000 Mar. 23-2050 226
Boleo X fracc. 9 211059 9.9612 Mar. 24-2000 Mar. 23-2050 570
Boleo X fracc 12 211062 3.1241 Mar. 24-2000 Mar. 23-2050 178
Boleo X fracc 16 211066 0.0068 Mar. 24-2000 Mar. 23-2050 2
Biarritz B 219819 0.0055 April 16-2003 April 15-2053 2
San Luciano 2 220740 670.0000 Sept. 30-2003 Sept. 29-2053 9,220
San Luciano 3 221073 1,899.0000 Nov. 19-2003 Nov.18-2053 26,130
San Bruno 222772 8,783.0000 Aug. 27-2004 Aug. 26-2054 120,854
San Luciano 4 223358 392.0000 Dic. 3-2004 Dic.2-2054 5,394
San Luciano 5 E-429 263.0000

Total (Pesos) 19,519.1872 579,886
Total (US$) 53,635

Note: the exchange rate used is Pesos 10.8116 =US$1

The project includes three surface lots currently totalling 6,692.58 ha as shown in Table 5 and
Figure 2. It should be noted that Baja Mining Corp. is currently consolidating the various
surface claims into a single master deed and as part of this process, is streamlining its final
boundaries with other property owners and expects the final surface property size to change
slightly from the above mentioned amount.

Table 5: Boleo Project, Surface Property, and Annual Taxes

El Boleo 6,553.55 21,604
Soledad Property 99.91 23,786
San Luciano Property 39.12 5,301
Total (Pesos) 6692.58 50,691
Total (US$) 4,688
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Figure 2: El Boleo Property Map
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The surface property also contains one rented tract totalling 539 ha. This tract is Ejido land
located on the western edge of the Project Area and covers a portion of the anticipated
maximum extent of the tailings disposal impoundment. The rented period is 35 years with both
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a renewal option and the obligation of both parties to continue to work towards an outright
purchase.

4.3 OWNERSHIP

The mineral concessions covering El Boleo copper-cobalt-zinc manganese deposit are 100%
owned by Minera y Metallrgica del Boleo S.A. de C.V. (MMB), a Mexican company involved in
mineral exploration and development and a wholly owned subsidiary of Baja Mining Corp, who
recently listed on the Toronto Stock Exchange (TSX).

4.4 TAXES & ASSESSMENT WORK REQUIREMENTS

4.4.1 TAXES

Total annual fees payable in January 2007 as of this report are 579,886 pesos for mineral
concessions and 50,679 pesos for surface leases, or using the exchange rate as of January 02,
2007 (10.8116 pesos/US$), US$58,323 (see Tables 4 and 5). The calculated annual fees are
based on the latest published government tax guides.

4.4.2 WORK REQUIREMENTS

Work obligations on the property (known in Mexico as “Informes de Comprobaciones de
Obras”) are in good standing. Based on past work expenditures of approximately
US$22 million, enough credits have been accrued to keep the property in good standing until
2013.

4.4.3 OPTION PAYMENTS

There are no royalties payables on the properties and there are no other agreements or
encumbrances.

4.5 PERMITS & LIABILITIES

451 PERMITS

During 2006, MMB successfully completed a full Environmental Impact Assessment that covers
the construction, operation and closure phases of the Boleo project. Given the complexities of
the project itself and the environmental sensitivity surrounding the project location, the Mexican
Federal environmental agency, Secretaria de Medio Ambiente y Recursos Naturales,
(SEMARNAT) requested the submittal of an Environmental Impact Manifest with a regional
scope. The change of scope required additional field-work to fully characterize the regional
area of influence of the project. This, in turn, caused a delay in the EIM submission date from
February to May 2006. The evaluation process also included a request from SEMARNAT to
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submit additional information relating to the project to better clarify the identified environmental
impacts. This request was given to MMB on July 5" 2006. The information was formally filed
on October 2™, 2006.

Finally, after incorporating the observations and recommendations from the National
Commission for Natural Protected Areas; the Secretariat for Urban Planning, Infrastructure and
Ecology of the State Government of Baja California Sur and the Municipal Presidency of Mulegé
at Baja California Sur, the environmental impact resolution was issued on November 27”‘, 2006
and delivered to MMB on December 7", 2006. This resolution authorizes the construction,
operation and closure of El Boleo Mining Project. The official document number containing this
resolution is S.G.P.A.-DGIRA.-DDT.-2395.06 and is signed by the General Director for
Environmental Impact and Risk (DGIRA).

This authorization allows MMB to initiate the procedures to obtain more specific permits. In
2007, MMB will concentrate its efforts in securing these additional permits and in managing the
terms and conditions that were established in the environmental impact authorization.

4.5.2 LIABILITIES

There are no outstanding liabilities associated with the property. The most recent disturbances
were caused by the drilling and metallurgical sampling programs of International Curator in
1997-98 and MMB in 2004-2006, including the development and operation of the underground
test mine. All of the disturbed areas from 1997-98 were remediated without any assessed
environmental liabilities from that period. The current MMB drilling program work is in the
process of being remediated and no liabilities have been recorded at this time and no liabilities
are expected to be incurred from this work going forward. The test mine work remains and has
been incorporated into the EIM permit as an identified disturbed area allowed under the permit.

The project is located within the “buffer zone” of the Vizcaino Biosphere Reserve which is
centered on the Desierto de Vizcaino on the west central coast of the Baja. The Biosphere
extends south to encompass the historic Boleo Mining District and to protect certain
environmental and cultural features in the town of Santa Rosalia. It is believed the Biosphere
intended to protect the historic buildings dating from the late 1800s associated with the early
mining of the Boleo district. It should be noted these buildings are outside the Boleo project and
study area boundary and will not be directly affected by project development.

Since the Boleo district has been mined for copper and cobalt since 1865, and with two large
gypsum quarries currently operating in the region, the authorities have designated the local land
suitable for mining and have established land management directives within the Biosphere for
development. The area within the reserve is therefore managed relative to a specific land
usage description.

There are no tailings ponds on the lands owned by MMB or on the referenced concessions.
There are 88 small mine waste dumps? located at the portals of historic mine workings.
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5 ACCESSIBILITY, CLIMATE, LOCAL
RESOURCES, INFRASTRUCTURE AND
PHYSIOGRAPHY?

5.1 ACCESS

El Boleo property is located on tidewater on the east coast of the State of Baja California Sur,
Mexico, adjacent to the town of Santa Rosalia. Current access for construction equipment
would principally be via the Trans-peninsular highway, a trip roughly 850 km south of the US
border. This highway passes directly in front of the plant site location and through Santa
Rosalia. The highway carries heavy traffic volumes year round. Heavy construction equipment
and project supplies would also be brought in by barge to the port of Santa Rosalia and the
Pacific Coast marine facilities at Guerro Negro. There are regularly scheduled air services from
both the United States and mainland Mexico to the towns of Loreto, which is a two hour drive
away to the south, and La Paz which is a six hour drive to the south. The closest private airstrip
is at Palo Verde a half hour drive south. Port facilities, which originally serviced the copper
processing plant and mines until 1985, are still being used on a regular schedule by a ferry
service to the mainland at Guaymas.

5.2 CLIMATE

The project area is immediately adjacent to the Gulf of California, with a climate typical of the
Sonora Desert region with warm to hot temperatures and minimal seasonal precipitation.

Rainfall is confined mainly to heavy cloud bursts at intervals of several years during tropical
cyclones. Historically, and as recently as late 2006 the area has been subject to flash flooding
caused by cyclonic conditions in the Gulf of California. Although comparatively rare, these storm
events have been destructive and suitable allowance have been made in the engineering and design
work to account for and minimize the impact of such events so that Mining Operations can be
scheduled 365 days per year, heavy rainfall events not withstanding. .

5.3 LocAL RESOURCES

According to the most recent Mexican census, nearly 40,000 people live in Mulegé County,
which is over 10% of the Baja California Sur population. Population concentrations within the
county include Santa Rosalia, Santa Agueda, Mulegé (town), Guerrero Negro, San Ignacio,
Bahia Tortugas, San Marcos Island, Gustavo Diaz Ordaz and Bahia Asuncién. Santa Rosalia
is the largest town in the county. Santa Rosalia has a population of 10,000 people and services

2 Information derived from Mehner, 2003
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a fishing fleet, fish processing facilities and two open pit gypsum mines. Education levels are
reasonably high but unemployment is also high. An informal socio-economic study prepared in
1997 suggested almost all of the non-staff positions might be filled from the local population.

Hotel accommodation, gasoline, groceries and various hardware goods can all be purchased in
Santa Rosalia. Other items including machinery and trained personnel are readily available
from mainland Mexico via the ferry or airplane. Services and supplies are also obtainable from
California, USA.

Fresh water for domestic and drilling purposes is scarce and the town currently obtains most of
its supply from wells in Palo Verde, 30 km away. The planned process plant and mines are
expected to use seawater for 100% of its requirements. A desalination plant with a capacity of
200 m*h will be required to supply process and potable water for use at the plant and mines,
including sufficient fresh water for the final stages of metal production.

5.4 INFRASTRUCTURE

Aside from the many kilometres of drill roads built along each arroyo to access the property, the
only other infrastructure on the plant site property is a warehouse and fenced yard. This was
constructed in 2002 by MMB as a site improvement and will be used as the site office and base
of operations for ongoing development.

A test underground mine and portal site was constructed in 2005 near the Texcoco area of the
Boleo arroyo and is currently idle. The site was used to conduct underground mining tests for
geotechnical information and mine equipment evaluations. The site includes:

e an over-the-road container trailer modified to house a diesel electrical generator,
cap lamp light rack, mining supplies and some tools

e several lean-to sheds for roof bolt supply storage and temporary office

e afuel tank (w/containment)

e asmall mine fan (blowing pressure)

e steel tunnel cowling

e mine supplies consisting of wooden props, 8 ft, 7/8" headed rebar roof bolts, plates,
wire mesh and steel strapping

e several pieces of underground mine equipment, including a “roadheader” style of
continuous miner, electrical power center, diesel LHD, two diesel mine trucks, and a
portable hydraulic roof drilling machine.

At present, there are no plans to continue mining via these portals.
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5.5 PHYSIOGRAPHY

Property topography is best described as mesa-arroyo with relatively flat plateaus cut by deeply
incised arroyo valleys resulting in rugged, steep sided valleys with arroyos that drain into the
Gulf of California. Project site elevations vary from 50 masl to 350 masl.

The project site is very arid with vegetation consisting of a wide variety of cactus. Over most of
the project area vegetation is quite sparse and only locally along the mesa tops, a few
kilometres in from the coast, does it occur in significant amounts.
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6 HISTORY

The discovery of copper in the Boleo district is attributed to local rancher, Jose Rosa
Villavicencio who found copper nodules, “boleos” in 1868 while traversing down an arroyo not
far from present day Santa Rosalia (Wilson and Rocha, 1955). The property was sold to two
individuals from Guaymas, Sonora who in 1872 began mining and hand sorting high-grade
oxidized copper ores from trenches and open cuts and shipping them to smelters in Europe and
Guaymas.

Lower grade material was left on dumps or used as backfill in the stopes. This continued until
1884 when declining copper made operations difficult and the firm failed. Until then production
was estimated to have been 60,000 short tons grading 24% Cu (Wilson and Rocha, 1955). A
further 120,000 short tons averaging about 8% Cu is estimated to have been deposited on
dumps or used as backfill in stopes.

In 1884, a number of French geologists and mining engineers including Messrs. Eduoard
Cumenge and G. de la Bouglise visited Boleo and after recognizing the vast potential
recommended a significant investment to develop the district. On May 16, 1885, the
Compagnie du Boleo (later to be known in Mexico as the Compafiia del Boleo, S.A. — “the
Boleo Company”) was formed in Paris, backed mainly by the banking interests of the French
House of Rothschild.

On July 7, 1885, the Boleo Company acquired, from the Mexican government, all mining claims
in the region and a concession of about 20,655 ha. Operations began in 1885 and early work
involved a systematic organization of mining and construction of a smelter, port facility, town
site and other infrastructure.

Production started in 1886 and by 1894 had reached over 10,000 annual tons of copper
contained in copper matte and “black copper”, which were transported to Europe for treatment.
In 1922, a new smelter was built to produce blister copper, which was shipped to Tacoma,
Washington, for refining. The Compagnie du Boleo was active from 1885 to 1938, when it went
into liquidation. It continued operations on a small scale until 1948, when it was reorganized as
the Boleo Estudios e Inversiones Mineras, S.A. From 1938 on, much of the smelter feed was
supplied by small groups of independent miners called “poquiteros”, who re-worked backfilled
stopes, robbed pillars and worked smaller, lower grade mines. Their work is poorly
documented. Smelting operations were initially suspended in 1954. Nearly all of the ore mined
in this period was sourced from the numerous small underground mines throughout the district.

In 1954, operations were taken over by the Compafila Minera Santa Rosalia, S.A., jointly
owned by Federal and State Governments and private Mexican interests and managed by the
Comisiéon de Fomento Minero (Fomento Minero is the Mexican Bureau of Mines). Fomento
Minera attempted to sustain copper production by re-opening the smelter and building a leach-
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precipitation-flotation (LPF) plant to treat dump material, including small amounts of
underground ore still being produced by the poquiteros, all to produce a concentrate for the
smelter. Recoveries in the LPF plant are reported to have been about 60% in the early years
but diminished with time as the plant deteriorated. The smelter continued operation, treating
material produced by poquiteros and concentrates from offshore, until final closure in 1985.
Table 6 summarizes the historical mining activities during the periods of production.

Table 6: Historical Mining Activities at Boleo

To 1884 ~54,400 24.0% ~10,400
1888 — 1947 13,622,327 4.81% 540,3342
1948 — 1952 817,300 3.95% ~27,000
1953 - 1972 1,118,200 3.95% ~36,500
1973 - 1985 720,900 3.02% ~18,000
1964 — 1972 2,500,000 1.40% unk.

During the latter years of operation at Boleo, there was some exploration in the form of diamond
and churn drilling by both French and Mexican concerns. Shafts were also sunk to intercept the
high-grade mineralization. This work was concentrated in a few relatively restricted areas of the
district since the smelting operations needed a Cutoff grade higher than 4.5%. This exploration
work showed that the required grades lay near the southeast corner of the present property and
at depths deeper than 200 m. It should be noted that these early operators assayed only for
copper and only portions of the mineralized units were sampled. The results were thus of little
importance in the overall context of a modern exploration program.

During the 1960s and early 1970s, the Compafiia Minera Santa Rosalia S.A, in an effort to find
more reserves for the LPF plant, commenced an underground program in which it blocked out a
measured resource of backfill material in the Apollo mine area reported to be in the order of
660,000 tonnes grading about 1.60% Cu, with an unknown cobalt and zinc content. This
material was never mined due to lack of funding from the government.

After cessation of operations at Boleo in the 1980s, the bulk of the district was held in the
Mexican Strategic National Mining Reserve until 1991. Some months after the release of the
ground from the reserve, much of the district was acquired by Minera Terra Gaia, S.A. de C.V.,
a wholly-owned subsidiary of Terratech Environmental Corporation (Terratech), Barbados,
which subsequently optioned the concessions to International Curator Resources Ltd. and its
subsidiary, Mintec International Ltd., a Barbados company, nhow Mintec Processing Ltd. (Mintec)
as a result of a continuation of Mintec International to British Columbia, Canada in 1993.

Over the period October 1993 to March 1997, Curator completed 68,685 m of HQ coring in 828
holes. In addition, there were 28 holes either re-drilled or twinned, and 58 large diameter holes
drilled to recover metallurgical test samples. This was supplemented with a 108-hand or
excavator dug trenches put in to expose mineralized mantos for both assay data as well as to
better define erosional limits of various mantos. Ten larger trenches were dug, using bulldozers
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to expose the base of Mantos 2 and 3 and to provide sites for bulk sampling. Only six of these
trenches were successful in exposing the desired contact and, of these, 5 contained Manto 3.

By the end of 1997 a pre-feasibility study incorporating all works completed since 1993 was
prepared by Fluor Daniel Wright and presented to the underlying owners.

In summary, Fluor Daniel Wright estimated proven reserves at Boleo to be 71.2 Mt grading
1.44% Cu, 0.092% Co and 0.55% Zn with further probable reserves of 13.1 Mt grading
1.57% Cu, 0.065% Co and 0.81% Zn. These were deemed sufficient to support an
11,500 tonnes per day operation for about 17 years with an estimated capital cost of about
US$440.5 million. The operation was envisioned to be an open-pit mine with on-site processing
utilizing a hydrometallurgical plant producing copper, zinc and cobalt cathode with an option to
produce a cobalt sulphide product instead of cathode. Metal recovery would involve acid
leaching with copper, cobalt, and zinc recovered from the leach slurry using a “novel”, in pulp
method of recovery.

In 2001, following a significant down-turn in metal prices, International Curator withdrew from
the project by handing back its interest in Mintec and the Boleo concessions to Terratech.

After re-gaining control of Boleo, Mintec engaged Bateman Engineering Pty. Ltd. of Australia to
assess the pre-feasibility work conducted by Fluor Daniel back in 1997 and determine if
significant improvements in mining, processing and capital costs could be achieved relative to
the costs presented by Fluor Daniel.

Most of Bateman’s work concentrated on the metal recovery part of the proposed flow sheet
where they proposed using a conventional counter current decantation (CCD) solid-liquid
separation circuit followed by base metal recovery from the CCD wash solution. The Bateman
flow sheet also involved acid leaching of the copper, zinc, cobalt, and manganese followed by
rejection of the leach residue and separate recovery of copper, zinc sulphate, cobalt either as a
metal product or a high value cobalt intermediate precipitate and manganese carbonate.

As a result of the Bateman work and the belief that the new process would greatly improve the
economics of the project, Mintec embarked on a corporate reorganization. In April, 2002,
Mintec International Corp. acquired all of the rights to the copper/cobalt/zinc/manganese
concessions, as described above and registered them with Mintec’'s wholly owned Mexican
subsidiary Minera y Metallrgica del Boleo S.A. de C.V.

In November 2003, the shareholders of Mintec entered into an agreement with First Goldwater
Resources Inc., a TSX-Venture Exchange listed public company, to exchange all the issued
shares of Mintec for shares in First Goldwater (how Baja Mining Corp) and effectively
purchased the Boleo copper-cobalt-zinc asset by way of a reverse take-over. The TSX-V
Exchange approved the transaction and, after an initial Cdn$10 million capital raising in April
2004 the name First Goldwater Resources Inc. was changed to Baja Mining Corp (Baja), trading
on the TSX-V under the symbol BAJ until February 2007 when the shares of Baja Mining Corp
were listed for trading on the TSX main board under the symbol BAJ-T.
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7 GEOLOGICAL SETTING:®

7.1 REGIONAL GEOLOGY

The Boleo deposits occur within the Boleo sub-basin of the Santa Rosalia basin. This basin
formed because of Miocene rifting in the Gulf of California extensional province (Figure 3). The
northward extension of this province is the Basin and Range province of the southwest United
States.

Figure 3: El Boleo Geological Setting
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The timing of initial rifting varies from 13 Ma to 8 Ma. In the Boleo District, which is located near
the western edge of the Gulf extensional province, rifting is believed to have started some time
after 10 Ma (Sawlan and Smith, 1984).

3 Information from Mehner, 2003
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The early rifting direction was east-northeast and produced north-northwest oriented basins and
ranges in basement Miocene volcanic rocks flanking the rift axis. The latest movement has
been right-lateral obligue movement (Stock and Hodges, 1989). This has moved Baja
California approximately 350 km northwest relative to mainland Mexico and has created a
number of deep pull-apart basins along the axis of the Gulf of California (Bailes et al., 2001).

Stratigraphically the Boleo copper-cobalt-zinc manganese deposits occur within the late
Miocene age succession of fine to coarse clastic sedimentary rocks of the Boleo Formation,
lying unconformably on andesitic rocks of early to middle Miocene age called the Comondu
Volcanics. The Boleo Formation is characterized by a number of coarsening upward cycles of
sediments that are believed to represent deltaic deposition in a shallow, near-shore marine
basin. The upper part of the formation has been locally eroded and unconformably overlain by
similar but barren and fossil-rich sedimentary successions of Pliocene and Pleistocene age
delta and beach deposits, known as the Gloria, Infierno, and Santa Rosalia Formations.

The Boleo and overlying formations collectively make up the so-called Boleo Basin. Locally, the
entire succession is capped by Pleistocene to recent flows and pyroclastic rocks of the Tres
Virgenes Volcanics. The geology of the district has been described in detail by Wilson and
Veytia (1949) and by Wilson and Rocha (1955), in privately prepared reports for International
Curator by Peatfield (1995) and Christoffersen (1997) and in numerous other published and
unpublished papers and reports referred to in the above mentioned documentation.

7.2 PROPERTY GEOLOGY

The oldest rocks outcropping on the property are andesitic volcanics of the Comondu
Formation. They include sub-aerially erupted flows and coarse explosive breccias, which grade
into coeval epiclastic sediments to the west. The volcanics have been dated from 24 Ma to
11 Ma are underlain by Cretaceous granodiorite (Schmidt, 1975).

The overlying Boleo Formation consists of five coarsening upward cycles of sedimentation
numbered “4” at the base and 