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Executive Summary 

Introduction 

The City of Grass Valley commissioned Bay Area Economics (BAE) to prepare an evaluation of 
the economic viability of the proposed project by Emgold to reopen the historic Idaho-Maryland 
Mine in order to commence gold mining operations and also establish an operation to utilize mine 
tailings to manufacture ceramic tiles. 

It must be understood that while BAE has evaluated the potential economic viability of the 
proposed project, this has been done based on limited information, and given a limited scope and 
budget to conduct this review. Therefore, our analysis can not account for all possible 
circumstances that could influence the eventual success or failure of the proposed project. Most 
importantly, BAE cannot account for the judgments and motivations of people involved in the 
project, and those others with whom they must interact in order to bring the project to fruition 
successfully. For example, it is entirely possible that an economically viable project would still 
fail due to errors in business judgment on the part of key individuals. Additionally, what may 
appear to be an economically viable project could still fail due to circumstances that cannot be 
foreseen at present, due to no fault of those involved with the project. 

Research 

BAE staff attended a project briefing meeting hosted by representatives of the project applicant, 
Emgold, and also attended by key City of Grass Valley staff. This included an extensive 
presentation by Emgold on their confidential business plan for the Idaho-Maryland Mine project, 
as well as a tour of Idaho-Maryland Mine’s existing facilities and the project site.  BAE then 
reviewed numerous documents pertaining to the project supplied by Emgold, as well as news 
articles about the project and other information available to the public from Emgold’s web site. 
In addition, BAE conducted its own research into certain issues, including research on the 
ceramic tile industry, and conversations with individuals knowledgeable about certain subjects 
relating to the proposed project. 

Key Study Objectives and Results 

In commissioning the study, the City requested that BAE prepare a study that would address a 
number of issues on the City’s behalf. Following is a list of the City’s requests, along with very 
brief statements regarding BAE’s findings, which are detailed in the main body of this report: 

• Review and assess the assumptions used by the Company in their pro-forma for reasonableness 

We have reviewed the company’s pro-forma from their confidential business plan and we believe 
that the critical assumptions are backed up by the judgments of individuals who are represented 
by Emgold as “independent qualified persons” (IQP), in the terms used by the Canadian securities 
regulators who oversee Emgold’s public stock activities. We have reviewed pro-forma analysis 
for the proposed project, including operation of a ceramic tile production facility using mine 
tailings as feedstock for the tile making process and we have reviewed pro-forma analysis for the 
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project assuming a stand-alone mining operation without the tile production operation.  We 
believe the information submitted by Emgold demonstrates that the project has a reasonable 
expectation of economic viability. 

• Review and assess the Company’s proposed market strategy, sales estimate assumptions and 
management capacity 

The company has not yet produced a detailed market strategy for review.  The company has 
indicated that a detailed tile market analysis is forthcoming later this summer. Nevertheless, 
based on the finding that the project can be viable strictly as a stand-alone gold mining operation, 
and based on the fact that gold is a commodity material, there need not be concern over whether 
Emgold would be able to successfully market the gold it produces.  It does not appear that 
Emgold needs to successfully produce and market ceramic tile in order to be successful; thus, we 
are not particularly concerned about the lack of a marketing plan for the tile operation at this time. 
Emgold has stated that it will be producing a tile marketing study in the near future. 

We have reviewed the qualifications and experience of the company’s key personnel. Company 
management has extensive business experience in general, and a number of key personnel also 
have experience with underground gold mining.  There is an international market for mining 
personnel, and we would expect the company to hire staff with additional underground mining 
expertise at the time that it would begin preparations to enter the production phase. 

•Evaluate long-term financial stability and projections of job creation 

We believe that if the company obtains the necessary permits and clearances to begin mining at 
the site, it will have access to the capital needed to finance the operation. Over the long term, the 
financial stability of the company can be affected by numerous factors that we cannot account for 
in this analysis, including shifts in investor attitudes, the potential for shifts in the price of gold, or 
shifts in the cost of operations from those projected by Emgold. 

• Provide an overall evaluation of whether the project, as proposed, has a reasonable possibility 
of being economically viable 

Based on our review of the materials submitted by the applicants as well as our own research into 
key issues and assumptions, we believe that the project has a reasonable chance of economic 
viability, with the understanding that this may entail a stand-alone gold mining operation as 
opposed to an integrated gold mining and tile manufacturing operation if the tile manufacturing 
process is not successful from either a technical or marketing standpoint. 

Conclusion 

Based on our review of the information submitted by Emgold and our own limited independent 
research for this study, we believe that the proposed project has a reasonable chance of economic 
viability. Although additional information is necessary regarding the technical and marketing 
viability of the ceramic tile manufacturing component of the proposal, information submitted by 
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Emgold indicates that the project has a reasonable chance of economic viability as a stand-alone 
gold mining operation. 
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Introduction 

Purpose of Study 

The purpose of this study is to conduct an independent evaluation of the potential economic 
viability of Emgold’s proposal to reopen the Idaho-Maryland Mine, in Grass Valley, CA.  The 
City of Grass Valley retained BAE to conduct this study as a part of the City’s due diligence in 
reviewing the project application. BAE’s objective is to understand the fundamental concepts of 
the business model that Emgold proposes, review the capabilities of the project team, identify and 
evaluate key assumptions regarding project viability, and provide the City of Grass Valley with 
conclusions regarding the potential economic viability of the project and recommendations 
regarding additional information that the City may wish to obtain prior to making decisions on 
final approvals for the project. 

Approach 

BAE’s first step in the study was to familiarize ourselves with the project site and the proposed 
business activity. This involved an approximately four-hour meeting with project representatives 
at the Idaho-Maryland Mine offices in Grass Valley, followed by a brief field visit to various 
points on the Idaho-Maryland Mine property.  At that time, Emgold representatives provided 
BAE with an assortment of project-related documents, to serve as background information.  In 
addition, BAE staff reviewed various news articles and other published media regarding the 
proposed project. 

BAE then reviewed the background materials provided by Emgold representatives and conducted 
our own limited research into certain aspects of the proposed project. This included contacting 
and interviewing individuals responsible for preparing various technical documents relied upon 
by Emgold, verifying the background of key Emgold project personnel, and conducting 
independent research on various aspects of the proposed project. 

Based on our understanding of the project, and the subsequent information review and 
independent research, BAE has developed a set of conclusions regarding potential economic 
viability of the proposal, and a set of recommendations for the City of Grass Valley to consider as 
it moves forward with consideration of the project application. 

Project Description 

Put most simply, the project involves re-opening a historic gold mine to extract the un-mined gold 
that still remains as one source of income, and to then use a new proprietary process to 
manufacture ceramic tiles as a means to address the otherwise problematic issue of mine tailings 
disposal and to generate a second source of revenue. 

Project Sponsor 

As stated on its website (www.emgold.com), “Emgold Mining Corporation is a Vancouver-based 
exploration and mining company focused on the re-development of the former Idaho-Maryland 
Gold Mine located in Grass Valley, California and the exploration and development of several 
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early stage prospects in British Columbia. Emgold is working to become a gold producer, 
focusing its efforts primarily on the Idaho-Maryland Property.” 

Project Location 

As stated on Emgold’s website, “The Idaho-Maryland property comprises approximately 2,800 
acres of mineral land, with 37 acres of surface rights centered around the New Brunswick shaft, 
and 101 acres of surface rights south and west of the Idaho Shaft.”  This is in the vicinity of 
Idaho-Maryland Mine offices, which are located at 179 Clydesdale Court, Grass Valley. 
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Review of Information Provided By Applicant    
This portion of the study describes the information that the applicants provided to BAE regarding 
their proposal and the findings from our review of that information.  Our review of the 
information included not only reading the materials themselves, but also conversations with key 
individuals responsible for the preparation of those materials.  

Written Materials Reviewed  

The applicants have provided to BAE and BAE has reviewed the following background 
documents regarding the proposed project:  

• Application / Project Description for Idaho-Maryland Mine Project;  
• Confidential Business Plan which contains; a) five year projections on financing sources, 

b) phasing of operation per application, c) operations plan overview, and, d) employment 
plan;  

• Listing of members of their project team and relative experience in developing such 
projects; 

• Construction estimate reflecting all projected on-site and off-site infrastructure 
improvements; 

• SEC 20-F filing, which includes all of the current corporate information including 
financials up through the third quarter of 2004;  

• FY2004 financial statement, which provides current financial information about the 
company. SEDAR filing as required by Canadian Securities Regulations and which 
contain all corporate information; and,  

• Idaho-Maryland Mine Technical Report -National Instrument 43-101 Technical Report – 
prepared by AMEC E&C Services dated November 2002; 

• Idaho-Maryland Mine – Scoping Study – prepared by AMEC E&C Services dated 
January 2003 (confidential document); and, 

• Idaho-Maryland Mine -Preliminary Assessment Technical Report prepared by AMEC 
Americas Ltd dated November 22, 2004 (NI 43-01 Report) 

 
Key Individuals Contacted  

• Bill Witte, Emgold  
• Sharon Ross, Emgold 
• Patricia Nelson, Idaho-Maryland Mining Corp. 
• Ross Guenther, Idaho-Maryland Mining Corp. 
• Carl Frahme, Idaho-Maryland Mining Corp. 
• Joe Milbourne, AMEC 
• Joe Ringwald, AMEC 
• Sean Waller, AMEC 
• Matthew Walraven, MACTEC 
• Bob Daniels, Tile Council of America 
• Noah Chitty, Tile Council of America 
 



Key Components and Assumptions of the Project Proposal 
In this portion of the study, we highlight what we have observed to be the key components of the 
project proposal and critical assumptions that the applicants have made in developing their 
proposal for the development of the Idaho-Maryland Mine project.  Subsequent portions of the 
study then focus on evaluating these key components and assumptions. 

Overall Project Concept 

The aspect of this project that set it apart from other gold mining operations is the ceramic tile 
manufacturing component, which addresses the need to dispose of the waste material from the 
mining operation. The project proponents have assumed that they will be able to handle waste 
material produced by the mine at full operation by simultaneously operating a ceramic tile 
manufacturing plan onsite that will consume the mine tailings in the process of producing 
commercially marketable ceramic tile at a price that is both low enough to be competitive in the 
marketplace and high enough to cover the costs of manufacturing. 

Financing Requirements 

The applicant’s confidential business plan includes a schedule for raising the ongoing financing 
for the Idaho-Maryland project that will be required until ceramics production is achieved. In 
BAE’s judgment, obtaining the necessary financing for this project is linked to the permitting 
process. A delayed or controversial permitting process may cause potential funders to question 
whether the applicant will ultimately succeed in re-opening the Idaho-Maryland; however, if the 
permitting process goes smoothly, the applicant will have an easier time raising funds. If the 
CMUP is granted, BAE believes that financing is likely to be readily available. 

In addition, Emgold’s most recent annual report to shareholders includes a “going concern 
warning.” A going concern warning is a statement from a company’s auditor that is included in 
audited financial statements in order to alert shareholders that the auditor has reason to doubt the 
company’s viability over the next 12 months. Emgold representatives have responded to this 
issue, indicating that this statement appears in the financial statements due to the fact that the 
company is in the exploration phase and must rely on infusions of outside capital in order to meet 
its ongoing financing needs, rather than being able to rely on revenues from operations.  This 
situation is typical of start-up companies, and is not unique to Emgold or gold exploration 
companies in general.  The company anticipates that it will continue to be successful in raising 
funds for operations as it works to shift from exploration to production.  BAE believes that it is 
reasonable to assume that if the company continues to make reasonable progress towards 
obtaining permits to begin the mining operation, it will be successful in obtaining the funds 
required to continue operations. 

Gold Mining Feasibility 

Gold mining feasibility depends largely on three critical factors:  the presence of gold, the cost to 
extract the gold from the ground, and the value of the gold that is extracted such that the gold can 
be mined in a cost effective manner. 
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Unlike many other mines in California, the historical mine and mill records for the Idaho-
Maryland were preserved. This extensive database presents useful information about the mine’s 
geology and has provided an important cost savings to Emgold in its exploration phase. 

In addition to historic records, Emgold has retained AMEC, a respected third party company that 
provides technical services to the mining industry, to conduct various technical studies relating to 
the feasibility of the gold mining operation. These analyses have provided well-researched 
assumptions that Emgold has incorporated into their confidential business plan as well as an 
alternative stand-alone gold mining feasibility assessment which they provided to us at our 
request. 

Tile Manufacturing Feasibility 

Key assumptions regarding the tile manufacturing component of the project include:  whether the 
mine tailings materials are suitable for tile manufacturing; whether the Ceramext process can be 
implemented successfully at a scale commensurate with the projected quantity of tile to be 
manufactured; and whether Emgold can successfully market the quantity of tile that it would 
produce at a price that is cost effective given its production costs. 
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Research Conducted by BAE 
This section of the report describes independent research that BAE has conducted as part of this 
study, to verify and/or evaluate various components of the project proposal for reasonableness. 

Experience and Qualifications of Project Team 

BAE has verified the academic credentials of the management and key personnel listed in the 
2005 Emgold annual meeting presentation. 

Emgold Mining Corporation specializes in gold mine exploration and the qualifications of its 
management and key personnel reflect this. Currently the former mine superintendent of the 
Idaho-Maryland works as a consultant to the applicant. Emgold has submitted resumés of key 
personnel and members of the management team to BAE. These resumés indicate that Emgold 
currently has staff with previous experience working on underground gold mine projects. 

There is an international labor market for the management and supervisory staff that are 
necessary for operating a gold mine. This market includes companies such as CareerMine, Misco 
Jobs and Minejob.com that specialize in matching workers with employers and recruiters in the 
mining industry. If the permitting process moves forward and re-opening the Idaho-Maryland 
becomes likely, it would make sense for the applicant to retain management and supervisory staff 
from this labor pool. 

Tile Industry Overview 

The ceramic tile industry in the U.S. has seen strong and consistent growth in recent years. Since 
tile consumption is directly related to demand for new home construction and remodeling, recent 
booms in these sectors have contributed greatly to the tile industry’s success. Consumption 
increased from 1.18 billion square feet to 3.14 billion square feet between 1993 and 2004. In 
order to provide some perspective, 3.14 billion square feet is approximately 80,000 acres—  
roughly the size of the area shown in Figure 1 below. This area stretches from the intersection of 
Highways 49 and 80 in Auburn, north to Grass Valley and across to the southern edge of the 
community of Gold Run. 

The factory price for ceramic tile usually falls around one dollar per square foot.  If the U.S. tile 
industry were a single firm and sold 3.14 billion square feet, revenue would equal approximately 
$3.14 billion.  If rated on the Fortune 1000 list, this firm would rank just over 500. 

The U.S. is the largest importer of tile in the world.  Led by Italy, Spain, and Mexico, imports 
make up 78 percent of the U.S. tile market. China also exports ceramic tile and is rapidly gaining 
a significant hold in the international market as its tile exports to the U.S. grew by 71.8 percent in 
2003 (latest data available). 

As far as domestic U.S. producers are concerned, Mohawk Industries, based in Calhoun, Georgia, 
is by far the largest manufacturer of tile with a 53 percent share of the U.S. market. Mohawk 
owns both Dal-Tile and American Olean, two of the top three selling brands in the country.  Dal-
Tile, acquired by Mohawk in 2002, is the largest manufacturer in the U.S. It has nine 
manufacturing facilities spread through Texas, Pennsylvania, New York, Kentucky, Tennessee, 
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Alabama and Mexico.  In 2001, the last year that Dal-Tile reported financial results, the company 
had $952 million in tile sales and a capacity to produce 488 million square feet of ceramic tile. 

Mohawk has shown consistent growth in both revenue and market share, primarily due to a 
business strategy focused on acquisitions. Marazzi Tile of Italy and Roca Cerámica of Spain both 
have the next highest market share of a single company at six percent each. Marazzi has factories 
in Italy as well as Spain, France and the United States while Roca is based in the cities of 
Barcelona and Castellón. 

Approximately 80 percent of Italian tile manufacturers are located in Sassuolo, northern Italy’s 
Tile Valley—  similar to Silicon Valley in California. This tile manufacturing cluster was the 
subject of a well-known study by Harvard professor Michael Porter.  In his review, Porter found 
that Sassuolo is the leading tile maker in the world, providing 35 percent of the world’s tile trade. 
Sassuolo’s combined 228 firms and 30,000 employees produce over 6.3 billion square feet, 
exporting 70 percent of their production around the globe. A cluster such as Sassuolo does not 
exist in the U.S. with regard to the tile industry. Many larger factories are in Tennessee due to 
freeway access, favorable industry conditions, and strong labor supply, but smaller facilities are 
spread throughout the country 

According to Bob Daniels, president of the Tile Council of North America, there are no barriers 
for small manufacturers to enter the industry and become successful.  Hundreds of small tile 
companies combine to make up 29 percent of the market, more than any other single company 
besides Mohawk. Although transportation costs are relatively high due to the significant weight 
of bulk tile, according to Daniels, these costs are not restrictive to new companies entering the 
market. Smaller companies can position their facilities geographically close to a large market 
area and deliver product for lower cost. There are currently 45 smaller manufacturers in 
California following this strategy. 

The Tile Council of North America reports significant growth trends within virtually all styles of 
tiles. Artistic tiles, glass tiles, custom tiles, stone look tiles, and metallic tiles are all popular, but 
currently the biggest market is in larger, 12” x 12”, porcelain tiles.  Porcelain tile, which is 
dominated by Italian manufacturers, combines a high-end designer look and high density with 
very low water absorbency, effectively making porcelain tile an impervious surface.  Mosaic tiles, 
with an area less than six square inches, maintain relatively low popularity in the tile market. 

Most new technology and equipment in the ceramic tile industry comes from Italy where firms 
typically reinvest 10 percent of annual revenue into research and development.  This level of 
investment in R&D is comparable to levels found among information technology companies in 
the U.S. According to the director of Assopiastrelle, the ceramic tile industry association in Italy, 
the need for innovation in order to remain internationally competitive is a continual requirement.  
New processes are constantly sought in order to reduce energy requirements, reduce labor, 
increase output and increase tile resilience. 

There are no current figures on how much the U.S. tile industry spends on research and 
development, but the Tile Council of North America estimates that it is not a significant amount. 
A similar lack of focus exists in the U.S. market for expansion of green aspects in manufacturing. 
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Some recent interest sparked the Tile Council to study the use of municipal waste in production, 
but most of the main market does not seem interested in recycling. Modern factories are fairly 
efficient with minimal waste and tile lasts so long that there is not significant material available to 
use for such a process. 
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Assessment of Key Project Assumptions and Identification of Project Risks 
This portion of study discusses the reliability of key project assumptions, thus identifying project 
risks that the City should consider if it chooses to proceed with the project application. 

Dependence of Gold Mining on Ceramic Tile Manufacturing at the Idaho-Maryland 
Mine Site 

Based on confidential pro-forma information submitted by Emgold, it appears that the successful 
operation of the Idaho-Maryland mine is not dependent on the ultimate feasibility of Emgold’s 
plan to use the mine tailings to manufacture ceramic tiles. If the Ceramext tile manufacturing 
process is not viable, either from a technical (i.e., the process doesn’t work), marketability (i.e., 
Emgold cannot sell the tile it produces), or financial feasibility standpoint (i.e., costs to produce 
the tile exceed revenues from sales), it will still make sense financially for Emgold to proceed 
with the gold mine operation, assuming that current market conditions continue to prevail.  If the 
tile manufacturing operation proves to be unviable, Emgold plans to dispose of the gold mine 
tailings by back filling sections of the underground mine. 

Technical Feasibility of Tile Manufacturing Process 

If the City wishes to base its decision about Emgold’s proposal on the assumption that the 
Ceramext process will ultimately prove to be commercially viable and that Emgold will open a 
large-scale tile manufacturing facility at the Idaho-Maryland site, BAE believes that the City 
should consider the following issues regarding the tile manufacturing component of the project.  
If the City would be comfortable with the operation of the project as a stand-alone gold mining 
operation, these issues are not a concern. 

1. Is the tile manufacturing process commercially viable? 

The commercial viability of the tile manufacturing process depends on successfully transferring 
the Ceramext technology (which has been demonstrated at the pilot scale) to a large-scale 
manufacturing plant. 

A Preliminary Assessment Report was completed in November 2004 by AMEC (an independent 
consultant based in Vancouver, BC) to assess at the conceptual level the economic potential of 
the proposed Idaho-Maryland ceramics production facility. The findings of the Preliminary 
Assessment are based on the assumption that the Ceramext technology may ultimately be 
successfully applied in a commercial application. (See p. 20-1 of the Preliminary Assessment.)  

The Ceramext process uses vacuum extrusion at elevated temperatures to produce ceramic 
products. This process has been validated and demonstrated by pilot plant test work. According 
to the Preliminary Assessment, 

The process design criteria for the Ceramext™  process are proprietary and 
confidential and have not been released to AMEC. As such, AMEC cannot confirm if 
the design criteria are achievable or appropriate for the process. Dr. Carl Frahme, 
an independent consultant and the Qualified Person for the ceramic portion of the 
project, has evaluated the design criteria for the entire production-scale 

9



Ceramext™  -based system.  He has concluded that these criteria are achievable and 
present mostly straightforward, solvable engineering challenges. He also has 
concluded that the fundamental science and technology underlying this novel process 
is sound and that the technology of continuous hot extrusion of ceramic materials has 
been validated and demonstrated by the pilot plant testwork.  (See p. 16-8.) 

If the City wishes to base its decision about Emgold’s proposal on the assumption that the 
Ceramext process will ultimately prove to be commercially viable and that Emgold will open a 
large-scale tile manufacturing facility at the Idaho-Maryland, the City should be aware that Dr. 
Carl Frahme, the ceramics expert who served as the Qualified Person for the ceramics portion of 
the November 2004 Preliminary Assessment, was an independent consultant to Ceramext LLC 
from December 2000 through January 2004 prior to his involvement with Golden Bear (an 
Emgold subsidiary) and the Idaho-Maryland Mining Corporation.  Emgold, through its wholly 
owned subsidiary Golden Bear has the world wide rights to the Ceramext process held by 
Ceramext LLC. Dr. Frahme was an independent consultant from February 2004 through January 
2005 working for Golden Bear and the Idaho-Maryland Mining Corporation.  According to the 
Idaho-Maryland Mining Corporation management, discussions were held with Dr. Frahme in 
January 2005 to consider becoming an employee of the Idaho-Maryland Mining Corporation as 
of February 1, 2005. Dr. Frahme has been a full-time employee of the Idaho-Maryland Mining 
Corporation since February 1, 2005. 

BAE has received a letter from the President and CEO of the Idaho-Maryland Mining 
Corporation that certifies that Dr. Frahme was an independent consultant to Emgold through its 
wholly owned subsidiaries, Idaho-Maryland Mining Corporation and Golden Bear Ceramics 
Company, for the purpose of preparing the November 2004 Preliminary Assessment in 
accordance with Section 1.5 of National Instrument 43-101.  As a result of Dr. Frahme’s 
qualifications and experience he is a Qualified Person as defined in National Instrument 43-101.  
The letter also states that Dr. Frahme did not receive any entitlements, enticements or incentives 
from Emgold or any of its subsidiaries and was paid for services rendered as invoiced through his 
company Frahme Consulting Services Inc., a California corporation. 

2. Are tailings suitable for making ceramic tiles?  There is a question about whether the 
mine tailings that would be produced by the Idaho-Maryland Mine would be of the right 
composition to make tiles and whether the presence of heavy metals in the tailings would 
preclude their use for tile manufacturing due to consumer acceptance issues. 

During the preparation of the 2004 Preliminary Assessment, drill core samples were tested to 
determine the elemental content of each rock type for optimizing the ceramics extrusion process. 
The tests concluded that “positive results were achieved” for the ceramic feedstock samples (see 
p. 13-3 of the Preliminary Assessment).  Appendix D of the Preliminary Assessment states that a 
whole rock chemical analysis was performed on the samples, and that the samples were also 
analyzed for carbon, total sulfur and some trace metals. 

Thus far, the ceramic feedstock samples have not been tested for heavy metals. An analysis of 
the presence of heavy metals in the gold mine ore is expected to be a component of the project’s 
EIR process. In case the level of heavy metals in the mine tailings is estimated to be significant, 
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it the likelihood of successfully marketing a ceramic product for the consumer market from the 
Idaho-Maryland mine tailings might be significantly reduced. 

Presence of Extractable Gold and Financial Feasibility of Gold Mining Operation 

The 2002 Technical Report prepared for Emgold by AMEC relied on extensive historical data to 
determine the Idaho-Maryland mine’s measured, indicated and inferred mineral resources.  In its 
conclusions and recommendations (see pp. 20-1 to 20-3 of the 2002 Technical Report), AMEC 
determined that the records it examined supported the integrity of the historical assay data for the 
Idaho-Maryland mine and that the historical data are suitable for use in mineral resource 
estimation. 

In the 2002 Technical Report, AMEC concluded that the resource summary for the mine includes 
423,000 measured and indicated ounces of gold, and 898,000 inferred ounces of gold. In 
addition, AMEC concluded that its review of the historic mine data supports a “positive 
exploration potential for additional gold mineralization.”  (See p. 20-3 of the 2002 Technical 
Report.)  In addition, AMEC recommended that Idaho-Maryland mine should be tested for new 
areas of mineralization.  Since 2003 Emgold has been conducting a surface drill program (now in 
Phase 3) that has allowed the company geologists to upgrade and augment the 2002 conclusions 
about the mine’s measured, indicated and inferred mineral resources. 

The 2004 Preliminary Assessment shows an estimated 472,000 measured and indicated ounces of 
gold, and 952,000 inferred ounces of gold. (See Table 17-1.) 

Discussion of the financial feasibility of the gold mine operation is included in the Idaho-
Maryland Mine’s confidential business plan, the 2002 confidential Scoping Study, and a 
confidential proforma analysis prepared by the applicant at BAE’s request that estimates the 
costs, revenues and cash flows of the gold mine operation as a stand-alone project, excluding the 
ceramic tile manufacturing operation. 

Based on our review of these documents, BAE believes that Emgold’s cost, revenue and cash 
flow projections indicate that a stand-alone gold mining operation has a reasonable chance of 
economic viability if the price of gold remains within the trading band that the market has 
experienced since 2002—  between approximately $282 to $442 per ounce.  (Source: World Gold 
Council.) 

Wholesale Value of Tile Produced 

If the City wishes to base its decision about Emgold’s proposal on the assumption that the 
Ceramext process will ultimately prove to be commercially viable and that Emgold will open a 
large-scale tile manufacturing facility at the Idaho-Maryland site, BAE believes that the City 
should consider the following issues regarding the tile manufacturing component of the project.  
If the City would be comfortable with the operation of the project as a stand-alone gold mining 
operation, these issues are not a concern. 

A key component of tile manufacturing viability is the ability of Emgold to sell the tile it would 
produce at a price that would make tile production economically viable, considering the cost to 
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produce the tile. The Preliminary Assessment assumes that the tile produced via the Ceramext 
process would command an average wholesale price of approximately $1.00 per square foot. 
After conducting our own research into the U.S. tile industry (discussed above), we believe that 
this is a reasonable assumption if the quality of the tile is actually at the levels assumed in the 
Preliminary Assessment. 

Potential to Capture Tile Market Share 

If the City wishes to base its decision about Emgold’s proposal on the assumption that the 
Ceramext process will ultimately prove to be commercially viable and that Emgold will open a 
large-scale tile manufacturing facility at the Idaho-Maryland site, BAE believes that the City 
should consider the following issues regarding the tile manufacturing component of the project. 
If the City would be comfortable with the operation of the project as a stand-alone gold mining 
operation, these issues are not a concern. 

Ceramext products (which will be the first ceramic products to utilize gold mine tailings) must 
achieve market acceptance by both consumer and commercial users. According to data presented 
in the Preliminary Assessment, “if all material available from the Idaho-Maryland were 
processed into ceramic tile, the initial state of mine development could produce approximately 
160 million square feet of tile. This represents approximately five percent of 2003 U.S. tile 
consumption and 35 percent of 2003 California consumption. Given that the initial stage of mine 
development is likely to be three years away, that tile consumption continues to rise, and that 
there are no significant producers of tile in the West, market entry appears to be a viable 
enterprise.” (See p. 19-31.) 

Assuming that Emgold can successfully implement the Ceramext process and produce tiles that 
will be acceptable in the marketplace at a price that is competitive, a key question is whether 
Emgold can capture sufficient market share to sell all of the tile that it would produce; thus 
eliminating the mine tailings disposal problem. According to the Preliminary Assessment, at full 
operation, the mining and tile production operations would generate tile production of 
approximately 320 million square feet per year. Based on our research into the domestic tile 
industry, this would represent approximately ten percent of the U.S. tile market.  We find this to 
be a rather aggressive assumption.  First, in any industry, it would be optimistic for any new 
competitor to plan on capturing ten percent of a market within a short span of time. Secondly, 
within the scope of this study, it is not possible for BAE to segregate the overall tile demand into 
demand for different types of tile and then match this demand to the output of the tile that the 
Emgold plant would produce. For example, if the Emgold tile was suitable specifically as an 
interior decorative tile, it would be important to understand how 320 million square feet of 
production annually would relate to the domestic demand for that specific type of tile. Thus, we 
find that there is not sufficient information regarding the type of tile that Emgold would produce 
and its likely suitability for end-uses to make any conclusions about the likelihood that Emgold 
would be successful in marketing such a large quantity of tile each year. 
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Conclusions and Recommendations 

Conclusions Regarding Overall Project Viability 

It must be understood that while BAE has evaluated the potential economic viability of the 
proposed project, this has been done based on limited information, and given a limited scope and 
budget to conduct this review. In addition, BAE’s analysis can not account for all possible 
circumstances that could influence the eventual success or failure of the proposed project. Most 
importantly, BAE cannot account for the business judgments and decisions of people involved in 
the project, and those others with whom they must interact in order to bring the project to fruition 
successfully. For example, it is entirely possible that an economically viable project would still 
fail due to errors in judgment on the part of key individuals. Additionally, what may appear to be 
an economically viable project could still fail due to circumstances that cannot be foreseen at 
present, due to no fault of those involved with the project. 

On a conceptual level, the proposed project appears to have merit, if one accepts all of the 
proponents’major assumptions regarding their ability to implement their plans.  We believe that 
there are still outstanding questions about the viability of the tile manufacturing component of the 
project; however, Emgold has provided information that indicates that the project has a 
reasonable chance of economic viability as a stand-alone gold mining operation.  If the ceramic 
tile manufacturing component is successful, it would serve to enhance the project’s economic 
viability. 

Recommendations for City of Grass Valley to Obtain Additional Information as 
Project Moves Forward 

Following are our recommendations for additional information that the City should consider 
obtaining prior to making final decisions on the proposed project. 

Contingency Plan for Disposal of Mine Tailings. Given the scale of the ceramic tile operation 
that is proposed, the Ceramext process should be considered an unproven technology until it is 
successfully put into commercial scale production. As such, BAE recommends that the City of 
Grass Valley request that Emgold produce a contingency plan for the disposal of mine tailings in 
the event that the Ceramext process does not prove viable as a means of disposing of the mine 
tailings. The City should have a comfort level that this contingency plan itself is viable, and that 
the City would be satisfied with this as a means of dealing with mine waste materials on a long 
term basis, if needed as a back-up to the Ceramext process.  Additionally, we understand from 
Emgold representatives that the company would be required to post a bond to ensure the clean-up 
of the site if for some reason the company abandons operations at the site.  The amount of the 
bond should be adequate to cover the cost of remediating the site in the event that tailings 
disposal occurs onsite. 

Market Study for Tile Production. If the City is only inclined to consider the application 
favorably on the condition that the ceramic tile manufacturing operation be an integrated part of 
the project, then the City may wish additional information regarding the company’s plans to 
successfully market the tile production that would be necessary to dispose of the anticipated mine 
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tailings. If the City is comfortable with the project as a stand-alone gold mining operation, this is 
not a concern. 

The applicants have indicated that they are in the process of completing a market study for the tile 
manufacturing component of the project. When available, this study may provide information 
that would be valuable to the City in evaluating the likelihood that the Emgold could capture 
enough of the available market demand in order to sell the quantity and type of tile that it would 
produce in order to dispose of the anticipated mine tailings. 
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