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RATING: OVERWEIGHT

KALLPA SAB maintains an overweight rating on RIO as the US$2.25 fundamental value of its shares
is 70.45% higher than its market price of US$1.32. The new fundamental value of US$2.25 is 41.51%
higher than our previous valuation of US$1.59. Reason for this is:

FUNDAMENTAL VALUE : US$ 2.25
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YTD Change 267%
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 - 

136.55
157.46
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Reduction of the discount to the In Situ value of mineral from 25% to 15%, after RIO obtained
approval for the Environmental Impact Study for the La Arena project, which reduced
considerable operational risks associated with the project. 

In our Valuation Report published on May, we disclosed resources for 4M Oz Au and 3B Lbs Cu. 
Pursuant to the update of the Technical Report, part of these resources are now considered
reserves (a more advanced classification), which  totals 2.57M Oz Au + 1,574 M Lbs Cu. 

0.33 / 1.33

Source: Bloomberg y KALLPA SAB

 -

 - 

Increase of the In Situ value per ounce of gold from US$56.13 to US$80.00 and pound of copper
from US$0.025 to US$0.040 upon higher expected values for the minerals In Situ. As a
consequence, value for the Copper/Gold Sulphide project increased 50.87%, going from
US$182.54 million (in our previous valuations) to US$275.40 million.

considerable operational risks associated with the project. 

Increase in the value of the Gold Oxide Project from US$45.39 million to US$57.07 million, due
mainly to the increase in the projects reserves even when average cash cost went from US$/Oz

Source: Bloomberg y KALLPA SAB

 - Fully funded Gold Oxide Project

Though the reasons above explain the change in RIO´s value, we must stress that we still maintain a
conservative position in our analysis of the Company.

mainly to the increase in the projects reserves even when average cash cost went from US$/Oz

420 (in our previous valuation report) to US$/Oz 550. Final impact of these resulted in an
increase of 25.73% for the value of the Gold Oxides project. 

RIO is close to production; however, the company is still in the development & construction stage 

Source: Bloomberg y KALLPA SAB

RIO is close to production; however, the company is still in the development & construction stage 

which could meet unforeseen complications. On the other hand, our In Situ valuation- accounting 

for 83% of RIO’s value- has changed dramatically. In our last valuation, In Situ value for ounce of
gold was US$56.13 and to-date value disclosed by Canaccord Genuity has surpassed US$80.00. We
believe this increment of 42.52% is too extreme. Though supported by the price increases for such
metals, we consider it appropriate to apply an additional discount of 10% to their In Situ value.  

That is to say, our In Situ valuation considers two kinds of discount: (i) 15% (lower than our 25%
discount from our May valuation) as the project is still in the development stage and has reached

Source: Bloomberg y KALLPA SAB
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discount from our May valuation) as the project is still in the development stage and has reached
important milestones, and (ii) an additional 10%, directly related to the increase of the In Situ
values for gold and copper. 

Finally, it should be noted that we have been conservative when considering the possible diluting 

effect of the value of RIO as a result of the exercise of warrants and options outstanding. We
believe that the exercise of outstanding options is highly probable, and so our valuation
contemplates a total share number -fully diluted- of 136.55 million v/s the 119.29 million currently
outstanding.

In these sense, our valuation considers: i) two kinds of discount for In Situ values, and ii) a higher

Source: Bloomberg y KALLPA SAB
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In these sense, our valuation considers: i) two kinds of discount for In Situ values, and ii) a higher
number of outstanding- fully diluted - shares. 

Source: Bloomberg y KALLPA SAB
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KALLPA SAB has updated the model for RIO based on the new estimates for the price of gold and value of In Situ mineral, and important events announced by the Company. 

1.  Reserves

Mineral Reserves - Highlights

A. Gold in probable mineral reserves increased from 2.01 million to 2.57 million and copper pounds from 1,274 million to 1,574 million.

B. Oxide metallurgical gold recovery increased from 65% to 80%.

In September, RIO announced the new resource and reserves estimates by independent consultant Coffey Mining Pty. Ltd. for the La Arena Project (Gold Oxide + Copper Sulphide). These new
results will be included in a NI 43-101 Technical Report to be published in SEDAR within the next few weeks.

In April, Heap Leaching Consulting SAC disclosed the results of the metallurgical tests for the Gold Oxide project. Coffey’s Technical Report ratified the results obtained by Heap Leaching

C. A 65% increment in recoverable ounces of gold for the Gold Oxide project from 385,000 to 633,570.

Work done by Rio and Coffey Mining has raised the Gold Oxide Project to the feasibility level, while the Copper and Gold Sulphide project remains in the pre-feasibility stage. Tests assume a
production rate of 75,000 ounces of gold for the first year, 96,000 between the second and sixth year and 35,000 for the last year for a total production of 633,570 ounces of gold for all life of
mine. 

In April, Heap Leaching Consulting SAC disclosed the results of the metallurgical tests for the Gold Oxide project. Coffey’s Technical Report ratified the results obtained by Heap Leaching
consultants, which includes an increase for recoverable gold to 80% and a shorter leaching cycle.

It should be noted that previous NI 43-101 Technical Report showed a total production of 385,000 ounces of Gold. Nevertheless, our last update, dated May, 2010, took into consideration new
data provided by Management, which assumed a gold production of 540,000 ounces of gold and, consequently, the increase in recoverable ounces of gold for our model is only 17.33% (instead 
of 65%).

2.  Approval of the Environmental Impact Assessment (EIA)Approval of the Environmental Impact Study  - La Arena

RIO also announced the hiring of Consorcio TIWU (Graña y Montero SA & STRACON) for the construction of the project’s infrastructure. It must be noted that the Consorocio has vast experience in
the domestic and international mining sectors. Construction in the gold oxide deposit will commence as soon as the General Bureau of Mining of MEM grants it´s approval.

In July, RIO announced the approval of the Environmental Impact Assessment (EIA) for the La Arena project by the General Bureau of Environmental Affairs and the Ministry of Energy and Mines
(MEM) of Peru. This approval represented a milestone for the project as it mitigated the risk of start-up of operations at La Arena. In an effort to promote sustainable development, RIO has hired
local workforce for the mine work and to provide support to specialized personnel. At the end of July, the company initiated steps for the application for mine construction permits to the General
Bureau of Mining of MEM, the green light from the pertinent authorities to start project operation. 

3.  Vector for Gold Spot Price and In Situ Minerals

Due to the strong volatility in global markets, devaluation of American Dollar in comparison to other currencies, signs of inflation and central banks’ commitment to maintaining an expansive
monetary policy to stimulate growth, gold continues to be one of the favorite assets for investors to preserve wealth. The spot price for ounce of gold fluctuates between US$1,200 and US$1,300 

(having broken the US$1,300 threshold on September 24) a 24% increase this year. The market consensus states Gold’s price will sit above the US$ 1,200 per ounce mark for the next three years.
For this valuation we used a gold price of US$/Oz 1,000 for the first three years and US$/Oz 850 for the next four years, to the end of the gold oxide life of mine.

Additionally, the value of gold In Situ has followed the rally of the spot price of gold, showing an increase of 42.52% since the publication of our last RIO Update Report, published in May 2010.
Thus, in situ ounce of gold has increased from US$ 56.13 to US$ 80 based on the weekly junior mining report published by Canadian Canaccord Genuity. We consider this increase abrupt.
Consequently, and acting conservatively, we applied a penalty of 10% to the value of In Situ ounce of gold and pound of copper. Taking into consideration the above mentioned discounts for theConsequently, and acting conservatively, we applied a penalty of 10% to the value of In Situ ounce of gold and pound of copper. Taking into consideration the above mentioned discounts for the
price of In Situ gold and copper, values in this report were US$/Oz 61.20 and US$/Lbs 0.031, respectively.

In our previous valuation report, we included a 25% discount to the average value of In Situ Gold and Copper. We noted that these discount would decrease as the achievement of new milestones
(like the approval to the EIA) will provide more certainty to the start up of operations at La Arena. After the approval of the EIS, we reduced the discount to In Situ minerals from 25% to 15%. 

4.  JP Morgan, owner of 8.55% RIO's issued and outstanding 

In June of 2010, RIO closed a private placement for US$7.75 million with JP Morgan Assets Management (UK) Ltd., for a total of 10.2 million shares at a US$ 0.76 per share. Currently JP Morgan
owns 8.55% of Rio's shares issued and outstanding. The participation of a prestigious international Investment Bank like JP Morgan, provides assurance to the shareholders of the quality of the
project and its management for the success of La Arena’s project.

6.  Issuance of Options to Insiders

In September of 2010, RIO granted 2.10 million stock options to management, consultants, directors and employees pursuant to the Company’s Incentive Stock Option Plan. Of this total, 1,050,00
options were granted to directors at an exercise price of CDN$ 1.80; while the balance was granted to employees and a consultant at an exercise price of CDN$ 1.50. Both exercise prices were
significantly higher than the share price at the time of grant of options.As mentioned earlier, for valuation purposes we have considered the issued and outstanding - fully diluted - share number
which accounts for the dilution of the value of RIO due to the conversion of options and warrants currently outstanding. 

5.  Second Private Placement

In May of 2010, RIO raised US$8.18 million in a very successful private placement in two tranches subscribed by Peruvian and foreign investors. These funds are currently being applied to the
development of the Gold Oxide. The first tranche of this second placement, US$7.27 million (88.88% of the total placement) was subscribed by Peruvian institutional and retail investors, which
demonstrates the strong confidence and interest of the Peruvian investor in venture capital but in an advanced stage of development like La Arena, with an estimated start-up date of last quarter
of 2010.

which accounts for the dilution of the value of RIO due to the conversion of options and warrants currently outstanding. 
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RIO´s Valuation

Given that the Gold Oxide project accounts for 1M of the total Au Oz at La Arena (4M oz gold - 3B
Lbs copper), there is a need to value the gold and copper In Situ resources in the deposits to
determine RIO's fundamental value. Consequently, valuation of the La Arena mining project has two

As mentioned in our previous reports, our calculation of the fundamental value of RIO´s equity was based on Management information and from Coffey Mining´s NI 43 - 101 for the
La Arena project and focused on the first stage of the project corresponding to development and exploitation of the Gold Oxide resources. 
RIO´s equity is valued in US$307.47 million.

100%

Components - RIO´s Value

Gold In Situ Copper In Situ VNA Gold Oxides

determine RIO's fundamental value. Consequently, valuation of the La Arena mining project has two
phases: i) development of the Gold Oxides; ii) valuation of the gold/copper sulphides deposit.

As shown in this table, development of the gold oxide deposit accounts for a 17% and the value of
the In Situ minerals 83%, of RIO’s equity. 
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Constant appreciation of the value of the share to US$ 1.30 has generated a change in RIO’s capital
structure. To the date, and taking into account the US$ 25 million financing provided by Red Kite
Explorer Trust, the capital structure of the business is 14% debt and 86% equity. We work on the

Capital Cost – WACC = 13.19%

Fuente: KALLPA SAB

55%

28%

17%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Components - RIO´s Value

Gold In Situ Copper In Situ VNA Gold Oxides

In Situ 
Valuation 
(83%)

Explorer Trust, the capital structure of the business is 14% debt and 86% equity. We work on the
basis of free cash flow for the firm and use the weighted average cost of capital (WACC) as the rate
used to discount flows.

Unlike other companies, cost of debt (gold production pre sale agreement dated April 2010) is
about 25% as the US$ 25 million means delivery of 36,800 ounces of gold. Not taking into
consideration clauses pertaining to payment of ounces of gold in relation to the spot price of gold, a
simple calculation of the total amount financed (US$25 million) divided by the ounces of gold sold
(36,800) results in a sale value of US$/Oz 680 per ounce, much lower that the real spot price of
gold, currently nearing US$/ Oz 1,300.Fuente: KALLPA SAB

Fuente: KALLPA SAB
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Valuation of RIO’s equity then is US$307.47 million, 51.51% higher than the US$ 202.93 recorded in
Kallpa SAB's valuation report of May of 2010. Value of equity is comprised by i) the development of
the gold oxides deposit (US$57.07 million) and ii) the value of In Situ minerals (US$ 275.40 million). 

Taking into account the drivers mentioned throughout this document, the value assigned to the
development of the Gold Oxides project increased 25.73% from US$45.39 million to US$57.07

million. With regards to the In Situ minerals, value increased by 50.87% to US$ 275.40 million, once
recognized the increase for the In Situ value for gold and copper and a reduction of the original 25%

Fuente: KALLPA SAB

Fuente: KALLPA SAB

RIO´s Valuation ( i + ii) Million of US$

i. Gold Oxides Project 57.21
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ii.  In Situ Valuation
     (Gold/Copper Sulphides)
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recognized the increase for the In Situ value for gold and copper and a reduction of the original 25%
discount to 15% considering the Company will start operations by the end of 2010. 

Should also be noted we have been conservative for calculation of the fundamental value of RIO by
using issued and outstanding shares - fully diluted- that is to say assuming conversion of the total
amount of warrants and options outstanding. This exercise activity would translate into the
issuance of 17.26 million shares in addition to the 119.29 million outstanding, currently. 

Hence, RIO's fundamental value is US$2.25.

Fuente: KALLPA SAB
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i. Gold Oxides Project 57.21
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Fundamental Value of RIO 2.25
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Risk Factors and Mitigates

Political Risk and Elections

A fall in the price of gold would impact negatively in the results for the Gold
Oxide Project. Consensus is that the price of gold will be higher than US$1,200 

per ounce during the next four years. The ounce of gold reached the US$1,300

mark on September 24, 2010.For our valuation we have used an average price
of gold of US$/Oz 1,000 for the next three years and US$/Oz 850 for the
remaining years until the seventh year of life of the Gold Oxides project. The In

Usually among the risks associated are those related to licenses, rights and permits. In
this regard, RIO has reached a very important milestone for the necessary permits for the
project start-up, the approval of the Environmental Impact Assessment (EIA) by the
Ministry of Energy and Mines (MEM) in July of the current year. However, RIO is still
awaiting grant of the construction permits to be able to commence production for the
Gold Oxides project. 

Price of Metals.-

remaining years until the seventh year of life of the Gold Oxides project. The In
Situ value of the Gold/Copper Sulphide project accounts for a big portion of
RIO’s value. A change in the global trends for the price of gold and copper could
adversely affect the performance of junior companies’ stocks. This change
would negatively affect In Situ valuation and consequently RIO’s value.
Nevertheless, we have applied an additional discount/penalty of 10% to the
price of In Situ metals value to counterbalance for the sudden rise in prices
during the last months. 

Gold Oxides project. 

Likewise, proximity and uncertainty related to the electoral period, both municipal and
presidential, could generate market volatility that could affect share performance.
Though it is believed the presidential election will not generate volatility as such
experienced in 2006, certainty will only be confirmed during the first quarter of 2011.

Financing Risks.- Actual Reserves v/s Proved and Probable Estimated Reserves.-

RIO has successfully obtained financing for mine construction. Nevertheless, we
must remember that in the coming years the Company will have to exercise its
option for La Arena project with IAMGOLD and make payment of US$ 47.55
million. We believe the cash flow generated during the first two years will be
enough to cover such payment, but we advise the investor to be aware of the risk
factors associated with the fall in the price of metals, which could decrease
earnings and, consequently, the Company’s payment capacity. If this were to
happen the Company would have to find alternative financing alternatives.

With all mining companies there is a certain level of uncertainty with regard to the
potential discrepancies between resources and estimated reserves contained in
Technical Reports issued by companies and independent consultants and those obtained
from mining operations. We must note that, in September, RIO issued new updated
estimates for resources and reserves for both, the Gold Oxide and the Gold/Copper
Sulphide projects. The NI 43-101 Technical Report will be published in SEDAR within the
next few weeks. These studies and the NI 43-101 Technical Report for resource and
reserves estimates have been carried out by qualified persons and pursuant to thehappen the Company would have to find alternative financing alternatives.

Just like with any project of this kind, there could be complications during
construction and operations start-up for the gold oxide project which could result
from reasons beyond control of the company, such as unexpected weather changes,

reserves estimates have been carried out by qualified persons and pursuant to the
guidelines set out by the Toronto Stock Exchange - TSX, one of the most developed
mining stock exchanges in the world.

Construction and Operations Start-Ups.-

from reasons beyond control of the company, such as unexpected weather changes,
strikes, among others. A season with excessive rains, with higher levels than those
experienced during recent years could eventually generate delays in the work
schedule proposed by management of the Company. 
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Financing Model - RIO ALTO MINING LIMITED 

Free Cash Flow to Shareholders - US$

2010e 2011e 2012e 2013e 2014e 2015e 2016e 2017e

Net Income -                      19,138,395       14,061,363       -10,405,670      -14,405,641      -4,524,905        34,426,589       9,294,704          
Depreciación -                      12,523,414       15,192,388       31,543,077       26,180,587       26,505,610       4,719,094          3,098,845          
Operating Cash Flow -                      31,661,809       29,253,751       21,137,406       11,774,946       21,980,705       39,145,683       12,393,549       
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Operating Cash Flow -                      31,661,809       29,253,751       21,137,406       11,774,946       21,980,705       39,145,683       12,393,549       

Investment Activities

CAPEX 1/ -32,773,521      -2,789,566        -47,690,505      -2,320,764        -3,364,631        -2,585,389        -2,340,921        -294,914            

Cash flow before financing activities -32,773,521      28,872,243       -18,436,754      18,816,643       8,410,316          19,395,316       36,804,762       12,098,635       

Financing Activities

Warrants & Options Exercise 14,693,638       -                      -                      -                      -                      -                      -                      -                      
Initial Balance 6,000,000          11,420,117       40,292,360       
Red Kite Financing 2/ 23,500,000       -                      -                      -                      -                      -                      -                      -                      
Amortización and Interests
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1/ CAPEX from 2012 includes  the payment of US$ 47.55 mi l l ion to IAMGOLD, after RIO exercise the option to acquire 100% of La  Arena. 
2/ Corresponds  to the financing of US$ 25 mi l lones  - Pre Sa le Agreement of gold with Red Ki te Explorer Trust.
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