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Partnering with the Chinese

Outperform
Above Average Risk

Event

• Placement and strategic co-operation with Baosteel.

First Impression

• China's largest steel mill, Baosteel, will invest up to $285.6m in AQA for an
equity stake of up to 15% (44m shares @ $6.50ps - this compares to last
close of $6.55 and 10-day VWAP of $6.75). AQA's cash balance was $73m
at 30 June 2009 while debt stood at $12m. The Baosteel-nominated director
to the AQA board is Mr. Dai Zhihao, the Vice President of the steel
company. Significantly, the deal represents Baosteel's first major
international strategic investment in a public company.

• In addition to the placement, the two companies have signed a Memo of
Strategic Co-operation, the key points of which include
frameworks/processes for potential: further investment by Baosteel at the
project level; marketing possibilites in China for product from AQA's coal,
iron ore and manganese projects; long-term offtake agreements with Baosteel
for those same products; and sourcing of Chinese debt to facilitate project
development. Baosteel's involvement should allow Aquila to better facilitate
delivery of the West Pilbara Iron Ore Project through the planned Anketell
Port.

• The deal is subject to a number of conditions, which include FIRB and
Chinese regulatory approvals as well as approval from Aquila shareholders.
Baosteel retains anti-dilution rights allowing it to participate in new issues of
AQA shares, a standstill agreement preventing ownership in excess of
19.99% (to August 2010) and a lock-up arrangement preventing disposal of
shares during the period to August 2010.

• At a high level, the agreement with Baosteel represents a good one for AQA,
in our view. The company has secured nearly A$300m in funding at
effectively market levels while not giving up any direct asset stakes. The
provisions for potential project-level investment, etc., by Baosteel in the
future provide AQA with optionality, implicit backing and the potential
leverage of a truly powerful partner.

Priced as of prior trading day's market close, EST (unless otherwise noted).
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Company Description
Aquila is an emerging coal and iron ore producer with a suite of large scale coal deposits in the Bowen Basin (Queensland) and
channel iron deposits in the West Pilbara (Western Australia). The company also owns several earlier-stage coal, iron ore and
manganese exploration assets in Australia and Africa.
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Required Disclosures

Non-U.S. Analyst Disclosure

Lee Bowers and Andreas Kouremenos (i) are not registered/qualified as research analysts with the NYSE and/or FINRA and (ii) may
not be associated persons of the RBC Capital Markets Corporation and therefore may not be subject to FINRA Rule 2711 and NYSE
Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst
account.

Conflicts Disclosures

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated by
investment banking activities of the member companies of RBC Capital Markets and its affiliates.

The author is employed by Royal Bank of Canada - Sydney Branch, a securities broker-dealer with principal offices located in
Sydney, Australia.

Explanation of RBC Capital Markets Equity Rating System

An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned to
a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to the analyst's
sector average.
Ratings
Top Pick (TP): Represents best in Outperform category; analyst's best ideas; expected to significantly outperform the sector over 12
months; provides best risk-reward ratio; approximately 10% of analyst's recommendations.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Qualifiers (any of the following criteria may be present):
Average Risk (Avg): Volatility and risk expected to be comparable to sector; average revenue and earnings predictability; no
significant cash flow/financing concerns over coming 12-24 months; fairly liquid.
Above Average Risk (AA): Volatility and risk expected to be above sector; below average revenue and earnings predictability; may
not be suitable for a significant class of individual equity investors; may have negative cash flow; low market cap or float.
Speculative (Spec): Risk consistent with venture capital; low public float; potential balance sheet concerns; risk of being delisted.

Distribution of Ratings

For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories - Buy,
Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick/Outperform,
Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same
because our ratings are determined on a relative basis (as described above).

Distribution of Ratings
RBC Capital Markets, Equity Research

Investment Banking
Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY[TP/O] 536 46.40 126 23.51
HOLD[SP] 534 46.20 94 17.60
SELL[U] 85 7.40 5 5.88
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Conflicts Policy

RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To
access our current policy, clients should refer to
http://www.rbccm.com/cm/file/0,,63022,00.pdf
or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower,
Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of Research and Short-Term Trading Calls

RBC Capital Markets endeavours to make all reasonable efforts to provide research simultaneously to all eligible clients, having
regard to local time zones in overseas jurisdictions. RBC Capital Markets' research is posted to our proprietary websites to ensure
eligible clients receive coverage initiations and changes in rating, targets and opinions in a timely manner. Additional distribution may
be done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third party vendors. Please
contact your investment advisor or institutional salesperson for more information regarding RBC Capital Markets research.
RBC Capital Markets also provides eligible clients with access to a database which may contain Short-Term trading calls on certain of
the subject companies for which it currently provides equity research coverage. The database may be accessed via the following
hyperlink https://www2.rbccm.com/cmonline/index.html. The information regarding Short-Term trading calls accessible through the
database does not constitute a research report. These Short-Term trading calls are not formal ratings and reflect the research analyst's
views with respect to market and trading events in the coming days or weeks and, as such, may differ from the price targets and
recommendations in our published research reports reflecting the research analyst's views of the longer-term (one year) prospects of
the subject company. Thus, it is possible that a subject company's common equity that is considered a long-term 'sector perform' or
even an 'underperform' might be a Short-Term buying opportunity as a result of temporary selling pressure in the market; conversely, a
subject company's common equity rated a long-term 'outperform' could be considered susceptible to a Short-Term downward price
correction.

Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.
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RBC Capital Markets is the business name used by certain subsidiaries of Royal Bank of Canada, including RBC Dominion Securities Inc., RBC Capital Markets
Corporation, Royal Bank of Canada Europe Limited and Royal Bank of Canada - Sydney Branch. The information contained in this report has been compiled by RBC
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Capital Markets from sources believed to be reliable, but no representation or warranty, express or implied, is made by Royal Bank of Canada, RBC Capital Markets, its
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