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12mth Rating BUY
AQA has completed a placement to China's largest steel mill - Baosteel Price A$ 6.55
- to raise $285m (43.94m shares at $6.50/share) which equates to a )
15% holding in the expanded company. This placement is inline with Target Price — 9:35
AQA’s market price of $6.55/share (prior to going into trading halt) and 12m Total Return % 43.0
represents the first investment in an ASX listed entity by China's largest
steel mill. RIC: AQA.AX BBG: AQA AU
Shares o/s m 247.1
Timeline and Approvals: Free Float %
Market Cap. A$m 1618.3
- FIRB (Australia) Net Debt (Cash) A$m -83.0
Net Debt/Equity % na
- NDRC (China) 3m Av. D. T'over A$m 4.73
52wk High/Low A$ 16.85/2.00
- Shareholders (over 15% threshold) 2yr adj. beta 1.56
The deal which sees Baosteel become AQA’s second largest shareholder Valuation:
suggests AQA’s capital intensive growth pipeline is likely to be achieved. Methodol DCF
On our estimates the company’s share of capital expenditure to move Sieelegy
Eagle Downs, Belvedere coal projects and the West Pilbara iron project Value per share A$ 9.35

into production is $2.89bn over the coming 4.5 years.

Analyst: Alex Passmore
Baosteel and AQA have agreed to act in good faith for future financing Phone: (+61 8) 9263 1239
and offtake arrangements. .

Email: apassmore@psl.com.au

. AQA will remain independent with the Board and insiders holding 44% of
the expanded issued capital. Accordingly we do not see any discount for
lack of a takeover premium.

. In the short term we see the looming sale of Belvedere coal project as a
major positive catalyst. The Vale pre-emptive right to acquire is likely to
be exercised in our view as AQA now has a partner which will provide
funding for its equity share of capital expenditure if Vale elects maintain
it's 75.5% share and develop the project.

. Similarly we believe the AQA/Baosteel deal provides a fall back position
for developing assets coal, iron ore and manganese assets which may
have otherwise been divested to solve funding hurdles.

Year End June 30 2008A 2009F 2010F 2011F »pIis¥]1d 12 Month Share Price Performance

Reported NPAT ($m) 97.3 42.5 40.2 38.0 16.2

Recurrent NPAT ($m) (40.6) 42.5 40.2 38.0 162 %207

Recurrent EPS (cents) (16.0) 16.7 15.8 14.9 6.4

EPS Growth (%) na na (5.5) (5.5) (57.3) $16 1

PER (x) (41.1) 39.2 41.5 43.9 102.8

$12

EBITDA ($m) 7.9 68.2 85.8 120.4 89.3

EV/EBITDA (x) 193.6 23.2 18.9 23.6 47.9 $8

Capex ($m) (142.9) 36.3 55.8 1,233.3 1,410.4

Free Cashflow 118.2 (51.0) (39.6) (1,220.8) (1,429.7) $4

FCFPS (cents) 46.4 (20.0) (15.5)  (479.2) (561.2)

PFCF (x) 14.1 (32.7) (42.2) (1.4) (1.2) $0 0

—— AQA (LHS)

DPS (cents) 0.0 2.3 0.5 1.6 0.8 Rel. S&P/ASX 300 RES.

Yield (%) 0.0 0.4 0.1 0.2 0.1

Franking (%) 0.0  100.0 100.0 100.0 100.0 Performance %  1mth 3mth 12mth
Absolute 7.0 58.4 -59.8
Rel. S&P/ASX 300 -0.7 34.2 -54.3
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Aquila Resources Limited

Aquila Resources Ltd. 6.55
Valuation A$m A$/sh
Isaac Plains (50% AQA, 50% Vale) 389.7 1.58
Eagle Downs (50% AQA, 50% Vale) 436.6 1.77
Belvedere (24.5% AQA, 75.5% Vale) 859.4 3.48
West Pilbara Iron (AQA 50%, AMCI 50%) 10.0 0.04
Exploration & Other Projects 569.7 2.31
Equity Investments 5.4 0.02
Corporate (38.3) (0.16)
Unpaid Capital 0.0 0.00
Forwards (6.3) (0.03)
Cash 102.8 0.42
Debt (19.8) (0.08)
NPV 2309.2 9.35
Price Target 2309.2 9.35

Valuation Summary of Operating Assets

Coal Production Summary
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Resources & Reserves (Mt)

Coal Reserves
Isaac Plains (SSCC, ThC)

Coal Resources

Isaac Plains SSCC, ThC)
Eagle Downs (HCC)
Belvedere (HCC)

Washpool (CC, 100% AQA)
Red Hill (CC, 100% AQA)

Iron Ore Resources
Austrailan Prem Iron JV

Directors

Mt
65.5

780.0
3900.0
138.1
75.0

493.0

"Name

Toni Poli
Charles Bass
Derek Cowlan

Gordon Galt

Substantial Shareholders
Toni Poli

Charles Bass

Merril Lynch Inv Mgmt

WA Resources Pty Ltd (AMCI)
Seamans Capital Mgmt

Position

Chairman & MD
Non-Executive Director
Non-Executive Director

Non-Executive Director

Shares (m) %
52.3 21.2
24.7 10.0
15.2 6.2
14.0 5.7
10.0 5.5
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Year End June 30

Commodity Assumptions 2008A 2009F 2010F 2011F
US$/AS 0.90 0.75 0.81 0.84

Hard Coking Coal 147 257 124 114
Semi-soft Coking Coal 108 204 93 86
PCI 109 199 88 78
Export Thermal Coal 73 111 68 64
Domestic Thermal Coal 43 44 45 46
Hamersley Lump 127 179 108 95
Hamersley Fines 96 133 93 82
Production Summary 2008A 2009F 2010F 2011F
Attributable Saleable Coal Production
Isaac Plains (kt) 498 765 1,349 1,349
Cash costs (US$/t) 44.27 40.93 35.50 35.46
Price Received (US$/t) 93.10 133.45 84.05 78.46
Eagle Downs (kt) 0 0 0 0
Cash costs (US$/t) 11.35 18.14 9.96 9.47
Price Received (US$/t) 130.03 232.27 112.51 103.80
Belvedere (kt) 0 0 0 0
Cash costs (US$/t) 0.00 0.00 0.00 0.00
Price Received (US$/t) 130.03 232.27 112.51 103.80
West Pilbara Iron (kt) 0 0 0 0
Cash costs (US$/t) 0.00 0.00 0.00 0.00
Price Received (US$/t)
Profit & Loss (A$m 2008A 2009F 2010F 2011F
ales Revenue . . . .
Other Income 2.2 3.7 22.7 69.4
Operating Costs 183.0 42.0 59.1 56.9
Exploration Exp. 23.1 10.1 10.3 10.5
Corporate/Admin 8.9 11.7 7.4 7.5
EBITDA 7.9 68.2 85.8 120.4
Depn & Amort 1.7 2.6 4.8 4.8
EBIT 6.2 65.6 81.1 115.7
Interest 1.8 4.8 23.7 61.4
Operating Profit 4.4 60.8 57.4 54.3
Tax expense 45.0 18.2 17.2 16.3
Abnormals & Minorities 137.9 0.0 0.0 0.0
NPAT 97.3 42.5 40.2 38.0
Normalised NPAT 4.4 60.8 57.4 54.3
Cash Flow (A$m 2008A 2009F 2010F 2011F
Adjusted Net Profit 7 42.5 40. .
+ Interest/Tax/Expl Exp 70.4 33.1 51.2 88.2
- Interest/Tax/Expl Inc 17.9 38.7 79.9 118.5
+ Depn/Amort 1.7 2.6 4.8 4.8
+/- Other (Associates) 0.0 0.0 0.0 0.0
Operating Cashflow 54.9 39.6 16.2 12.5
- Capex (+asset sales) (142.9) 36.3 55.8 1233.3
- Working Capital Increase 79.6 54.3 0.0 0.0
Free Cashflow 118.2 (51.0) (39.6) (1220.8)
- Dividends (ords & pref) 0.0 5.7 1.4 4.0
+ Equity raised 7.6 0.0 0.0 0.0
+ Debt drawdown (repaid) (0.4) 0.0 2700.0 (0.2)
Net Change in Cash 125.3 (56.7) 2659.1 (1225.0)
Cash at End Period 159.5 102.8 2761.9 1536.9
Net Cash/(Debt) 139.7 83.0 1342.1 117.3
Balance Sheet (A$m) 2008A 2009F 2010F 2011F
ash/Bullion . . . .
Total Assets 292.8 295.4 3010.0 3012.7
Total Debt 15.3 15.3 2715.3 2715.2
Total Liabilities 90.1 55.9 2731.6 2700.4
Shareholders Funds 202.7 239.5 278.4 312.3
Ratios
Net Debt/Equity (%) na na na na
Interest Cover (x) 3.4 13.7 3.4 1.9
Return on Equity (%) 48.0% 17.8% 14.4% 12.2%
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Important Notice: Copyright 2009, The contents contained in this report are owned by Patersons Securities Limited ['Patersons') and are protected by the Copyright Act 1968 and the copyright laws of other countries,
The material contained in this report may not be copled, reproduced, republished, posted, transmitted or distributed in any way without prior written permission from Patersons. Modification of the materials or use of the
materials for any other purpose ks a viclation of the copyrights and other proprietary rights of Patersons.
Disclaimer: Fatersons believes that the information or advice {including any financial product advice) contained in this report has been obtained from sounces that are accurate at the time of issue, but it has not independenthy
checked or verified that information and as such does not wamant its accuracy or reliability. Except to the extent that liability cannot be excluded, Patersons accepts no liability or responsibility for any direct or indirect less
or damage caused by any emmor in or omission frem this report. You should make and rely an your own independent inquiries.

If nat specifically disclosed otherwise, investors should assume that Patersons is seeking or will seak corporate finance business frem the companies disclozed in this report.

Wamning: This report is intended to provide general securities advice, and does not purport to make army recommendation that any securities transaction is appropriate to your particular investment objectives, financial
situation or particular needs. Prior to making any imvestment dedision, you should assess, or seek advice from your adviser, on whether any refevant part of this report is appropriate to your individual financial drocumstances

and investment ohjactives.

Disclosure: Patersons, its director and/or employees may eam brokerage, fees, commissions and other benefits as a result of a transaction arising from any advice mentioned in this report. Fatersons as principal, its directars
and/or employeas and their associates may hold securities in the companies the subject of this report, as at the date of publication. These interests did not influence Paterszens in giving the advice contained in this report.
Detaliz of any interests may be cbtained from your adviser. Patersons as principal, its directors and/or employees and their associates may trade in these securities in a manner which may be contrary to recommendations
given by an authorised representative of Fatersons to chents. They may sefl shares the subject of a general 'Buy” recormmendation, or buy shares the subject of a general 'Sell’ recommendation.

Stock recommendations:  Investment ratings are a function of Patersons expectation of total retumn {forecast price appreciation plus dividend yield) within the next 12 months. The investment ratings are Buy (expacted
tofal return of 10%s or more), Hold (=5% to + 5% total return) and Sell {> 5% negative total retum). In addition we have a Spaculative Buy rating covering higher risk stocks that may not be of investment grade due to low
market capitalisation, high debt levels, or significant risks in the business meodel. Investment ratings are determined at the time of initiation of coverage, or a change in target price. At other times the expected total return
may fall outside of these ranges because of price movements andfor volatility. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management.This Document

is mot to be passed on to any third party without owr prior written consent.
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// PATERSONS

CHIR EX PRI L WO IR A LT TALGE,

Western Australia

Perth Office

Level 23, Exchange Plaza,
2 The Esplanade,

Perth, WA 6000

T: (+61 8) 9263 1111
F: (+61 8) 9325 6452
E: patersons@psl.com.au

West Perth Office
Level 2, 34 Colin Streat,
West Perth, WA 6005

T: (+61 8) 9482 0900
F: (+61 8) 9482 0999
E: patersons@psl.com.au
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Mt Wawverley, VIC 3149

T: (+61 3) 9831 5000

F: (+61 3) 9809 5746

E: mtwaverley@psl.com.au

New South Wales

Sydney Office

Level 27, 264 George Street,
Sydney, NSW 2000
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F: (+61 2) 8238 6266
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Westcourt, Cairns, QLD 4000
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