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South American Silver Advances World-Class Silver Discovery

South American Silver Corp. (TSX: SAC) received its first NI 43-101 compliant Preliminary Economic Assessment (PEA)
study on its 100% owned silver-indium Malku Khota project in Bolivia. Because the study is the first un-optimized study and
includes only about 3.5 km of the project’s 15 km strike length, we believe the project has significant upside.

We consider Malku Khota, with an established silver indicated
resource of 145 million ounces of silver, to be one of the larg-
est silver discoveries in the current metal cycle. The Malku
Khota project also includes an indium indicated resource of
845 kg (indium is in demand for use in solar panels and flat
screen televisions).

South American Silver was one of our 2009 Developer Picks.
On December 31, 2008, South American Silver shares closed at
$0.18 per share, slightly above cash of $0.17 per share held in
the company’s treasury. This was down slightly from $0.21
per share in September following the 2008 Silver Summit in
Coeur d’Alene. Following the announcement of the PEA,
South American Silver closed at $0.41 per share, up over 100%
in less than 60 days.

Figure 1—Malku Khota Project Location, Bolivia
Source: South American Silver
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Malku Khota Project Summary

Malku Khota project in Bolivia is shaping up to be a world-class asset. Malku Khota has a strike length of about 15 km
(5,475 hectares) where mineralization is contained within a sedimentary package, in a highly exposed ridgeline, suggesting a
low strip ratio. The project is at a high elevation, in a relatively uninhabited area, and within 20 to 25 km from a main high-
way and power. There is dirt road access to the project from the cities of Oruro and Cochabamba.

The Limosna, Wara Wara and Sucre targets at
Malku Khota have multi-kilometer strike
lengths within sandstone ridges hosting silver
and indium mineralization. Indium trades at
about $700 per kg and is in demand for a grow-
ing number of applications. A NI 43-101 com-
pliant resource estimates an indicated resource
of 144.6 million oz. silver and 845,000 kg in-
dium, and a separate inferred resource of 177.8
million oz. silver and 968,000 kg indium. This
resource is based on 25,000 meters of drilling
in 75 drill holes completed through August of
2008. These targets are a relatively small por- _ o

tion of the entire land package which is highly | Malku Khota Project
prospective for additional metals, including ., Land Position
gallium, lead, zinc, antimony, and gold. '

Figure 2—Malku Khota Project Map  fs
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Preliminary Economic Assessment Summary

The PEA base case study suggested a conventional open pit mine and a 20,000 tpd heap leach operation, with estimated ini-
tial capital costs of $104.7 million, resulting in a NPV of $1,233 million (0% discount rate) and an IRR of 50.7% with pay-
back of capital in about 2.2 years. The base case assumes average grades of 25.3 g/t silver and 5.92 g/t indium, and a silver
price of $13.30 per ounce and an indium price of US$530 per kg, over the life of the project. As the base case plan suggests
a mine life of 36 years, and exploration of Malku Khota covers only a fraction of the property, we see additional studies con-
sidering a larger project both increasing cash flow early in the project and boosting NPV and IRR.

The robust economics for the initial PEA may
be attributed to characteristics of the Malku
Khota project. Given the elevated structure
above the valley floor, the study suggests a
strip ratio of only one to one. In addition, the
project has an easily digestible cash cost of
US$3.75 per ounce silver (net of credits).
South American Silver completed early metal-
lurgical assessments for a cyanide leach opera-
tion, typical of silver projects in Nevada, which
would limit recovery to the precious metals
only. Alternatively, the project receives a sig-
nificant boost with an acid-chloride leach,
which recovers indium and potentially other
valuable minerals. In addition, an acid-chloride
leach may also allow for the production on site
of dore’. This may result in other benefits in-
cluding lower operating expenses and taxes.

Source: South American Silver
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Political Risk and Opportunity

We suspect that U.S. and Bolivian relations may improve during the administrations of Obama and Morales. While it is con-
venient to place Bolivia in a higher risk classification, we believe the jury is still out on Bolivian President Evo Morales.

The long-standing issue requires addressing a redistribution of wealth between wealthy lowland ranchers and indigenous
people. It appears clear that Morales earnestly represents the position of long suffering indigenous people. There is reason
to believe that he will increase taxes on mining companies commensurate with other resource based nations. There is also
good potential that he may limit his term in office as promised, but this will only be borne out with time.

It is evident that the administration of Evo Morales recognizes the importance of resources to Bolivia and the necessity of
attracting investment and talent for further development. Companies investing in Bolivia, providing some level of confi-
dence in the nation’s stability, include Sumitomo Corporation, Coeur d’Alene Mines, Pan American Silver, Jindal Steel of
India, and Petrobas of Brazil. Bolivia is likely to remain of interest to mining companies for exploration and development.

Looking Forward at Malku Khota

South American Silver will focus on additional metallurgical work and engineering studies in 2009. This may lead to further
surface exploration on the trend during the year They are also considering a pilot plant. The timeline is still uncertain, but
early analysis clearly suggests that Malku Khota merits attention for further development. We note that the pre-tax NPV
(with a 10% discount rate) was estimated to be US$325 million, which based on 50 million shares outstanding, would imply
a value at full commercial production of about $6.00 per share. Clearly, there will be intervening shareholder dilution during
development, but Malku Khota stands out as the most interesting silver discovery of the current metal cycle.
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DISCLOSURES:
Beacon Rock Research, LLC provides information and analysis on selected companies, with a focus on small-cap and micro-cap companies.

This report has been written in accordance with current SEC regulations and the Standards of Practice developed by the Chartered Financial Analyst Institute
(CFAI). Our research has been conducted by employing analytical practices generally accepted as standard within the analytical industry. In this instance, a
comparison of financial strength, a bottom-up earnings projection based on a recovery in the U.S. economy, and relative multiples, were employed. Target prices
are calculated on comparative EPS, sales and book value multiples, and our knowledge of small-cap markets when enjoying both a sector and a cyclical rebound.
Our conclusions are, by the very nature of forecasting, speculative, but are also reasonable, supportable and consistent.

Key to disclosures:

1.  The research analyst or a member of the research analyst’s household has a financial interest in the securities of SAC in the form of a
long position.

2. SAC s aprospect of SLB Equity Research, LLC., one of its affiliates, for research coverage, institutional introductions, and other
awareness building services.

3. The research analyst principally responsible for preparing this research report receives compensation based upon various factors includ-
ing SLB Equity Research, LLC total revenue.

4. This report was prepared exclusively for the benefit of institutional investors and may or may not receive compensation directly or in
soft dollar arrangements.

The analyst, Mike Niehuser, hereby certifies that the research conclusions and recommendation contained herein accurately reflects his personal views about the
industry, company and shares and also hereby certifies that no part of his research compensation was or will be directly or indirectly related to the earnings esti-
mates, target price or recommendation about the security.

The research provided herein should not be considered a complete analysis of every material fact regarding the companies, industries or securities named above.
The opinions expressed herein reflect the analysis and judgment of the author on the date of publication and are subject to change without notice. Facts have been
obtained from sources considered reliable but should not be construed as complete and are not guaranteed to be accurate. Beacon Rock Research, LLC; its mem-
bers; employees and their families may have positions in the securities covered within the research material above and may make purchases or sales while this
report is in circulation. Additional information on the subject companies is available upon request.

EQUITY RECOMMENDATION SYSTEM:

Strong Buy Immediate purchase is recommended. The security is expected to outperform the market over the next six to 12 months.
Buy Immediate purchase is recommended. The security is expected to outperform the market over the next 12 to 18 months.
Hold Holding the stock is recommended because the share price’s appreciation potential is less than or equal to the market.

Sell The stock has reached the target price objective and/or conditions have changed sufficiently to alter the outlook for the stock.

EQUITY RISK SYSTEM:

High The security is more volatile than the market and/or the company is more leveraged than its peer group.
Moderate The security has about the same volatility as the market and/or the company carries a level of leverage in line with its peer group.
Low The security is less volatile than the market and/or the company is less leveraged than its peer group.

DISTRIBUTION OF RECOMMENDATIONS:

At this time, there are an insufficient number of companies under coverage to generate usable distribution information or draw any conclusions regarding bias
about the research methodology. Prospective companies are screened and evaluated by sales personal and research analysts with the investment thesis and overall
research recommendation developed before the commission is established.
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