WPG Resources
BUY

Current Price:
Valuation:

Ticker:
Sector:

Shares on Issue (m):
Market Cap (A$m):

Net Cash (A$m):
Enterprise Value (A$m):

52 wk High/Low:
12m Av Daily Vol (m):
Key Metrics

P/E (x)
EV/EBITDA (x)

Financials:
Revenue ($m)
EBITDA ($m)

NPAT ($m)

Net Assets ($m)

Op CF ($m)

Per Share Data:

EPS (cps)

DPS (cps)

Div Yield

CFPS (cps)

Share Price Graph
$1.20
$1.00
$0.80
$0.60

$0.40

$0.20

$0.00
Jul-10 Oct-10

Analysts:
Tim Serjeant
Troy Irvin

11F
n/a
n/a

0.0
-8.9
-8.9

112.9

-0.8

-4.7
0.0
0.0

-0.5

Jan-11

$1.14

12F
n/a
n/a

0.0
-15.2
-18.4

163.7

=03

-7.4
0.0
0.0

-0.1

Apr-11

$0.91
$1.50

WPG
Materials

247.8
225.5

81.0
144.5

$0.60
0.66

ile)
4.1
il.g

345.2
108.9
55.0

206.4

65.0

22.2
0.0
0.0

26.3

0.0
Jul-11

Research

ARGONAUT

19 July 2011

Creating a buzz

Buzzard DSO development and maiden long term sales agreement:

WPG Resources (WPG) has made two significant announcements in recent days:

e Fast-tracking of Buzzard DSO project (Reserve - 12.8Mt @ 60.4% Fe), which will now
be mined in parallel with the flagship 19Mt Peculiar Knob (PK) deposit

¢ A maiden 0.35Mtpa, 5 year sales agreement with a ‘blue chip Asian customer’

Impact: Positive

Buzzard is expect to contribute an additional 1.7Mtpa, lifting total production from
3.3Mtpa to 5Mtpa by FY14 and expand project mine life to 7 years (+ 12 months).

Incremental capex of ~$30m (total ~$200m) including pre-strip, construction of a
~60km haul road and expanding the accomodation camp are expected to be funded from
early cashflows. No additional capex for the port is required (the proposed iron ore
receival, storage and export facility at Port Pirie is capable of handling up to 7Mtpa). This
equates to a capital intensity of $40/t (was $43/t) for the combined production profile.

WPG have allowed 12 months to obtain the necessary approvals, which include receipt of
a mining licence, environmental clearances, expanding the Development Application (DA)
to export >3.3Mtpa through Port Pirie as well as Defence and FIRB approval.

We had previously incorporated upside from Buzzard via calculating the present value of
an incremental 3 years extension to mine life (years 7-9), which we have now brought
forward in the profile. The changes to our model result in a 14% reduction in our FY13
NPAT estimate, but a 34% uplift to FY14 numbers.

View: Positive

WPG has got the key ingredients required for a successful bulk commodity business:

e Quality Product - Peculiar Knob is one of (if not) the highest grade (~63%Fe),
undeveloped iron ore deposits in Australia

e Logistics solution - The Company has developed an integrated infrastructure solution
from mine to port, involving rail and road haulage to Port Pirie, where it will have
capacity to export up to ~7Mtpa

e Low capital intensity - As a low capital intensity producer (~$40/t), it has the ability
to capitalise on buoyant pricing imminently

e Value - WPG compares favourably against other iron ore peers - it represents value
across a range of metrics.

Recommendation: Buy

Maintain BUY recommendation. Valuation - $1.50 (up from $1.40).
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WPG has elected to fast track
the development of its Buzzard
DSO project

Incremental capital cost of
~$30m

Lifting production by 50% to
5Mtpa by FY14

ARGONAUT

Recent developments

Fast tracking Buzzard

WPG Resources (WPG) has elected to bring forward the development of its 100% owned
Buzzard DSO project (Reserve - 12.8Mt @ 60.4% Fe , Resource - 18.4Mt @ 61.6% Fe), to
be mined in parallel with the flagship Peculiar Knob project. Buzzard (MC 3810) is part of
the 398km?2 Hawks Nest tenement, but is outside of the WISCO JV agreement.

Buzzard is expect to contribute an additional 1.7Mtpa, lifting total production from 3.3Mtpa

to ~5Mtpa.

We estimate incremental capex of ~$30m, including pre-strip, contruction of a ~60km haul
road and expanding the accomodation camp. No additional capex for the port is required
(the proposed iron ore receival, storage and export facility at Port Pirie is capable of

handling up to 7Mtpa). Our opex estimates at this point are unchanged.

Table 1: Production scenarios

WPG Resources

Project snapshot Peculiar Knob Only
Ownership 100%
Mine type Open pit
Production and Sales target 3.3Mtpa
Project capex $170m
First Export June Q 2012
Product Fines
Reserve 16.7Mt @ 63.2% Fe
Resource 19.2Mt @ 64.0% Fe
Mine Life 6

PK + Buzzard
100%

Open pit

5Mtpa

$200m

June Q 2012

Fines

29.5Mt @ 62.0% Fe
33.3Mt @ 63.1% Fe
7

Source: Argonaut

Figure 1 illustrates the impact of adding Buzzard to our production profile. We assume
Buzzard comes online from FY14 onward, adding 50% to our base case production case as

well as an additional 12 months mine life (FY19).

Figure 1: Expanded Production Profile
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Approvals

Maiden long term sales
agreement

ARGONAUT

Approvals
WPG anticipates it will take ~12 months to put all necessary approvals in place, including:
e A Mining Licence

e Relevant environmental clearances, including an approved Mining and Rehabilitation
Program (MARP)

e Expanding the Development Application (DA) to export >3.3Mtpa through Port Pirie

e Department of Defence and FIRB approval to re-zone the Woomera Prohibted Area
(WPA) in line with the Commonwealth’s endorsement of the Hawke Review (Buzzard
lies in the ‘Amber Zone’ of the WPA, which may require site evacuation for up to 70
days per annum)

Figure 2: Woomera Prohibited Area (WPA) - Zones

I Defence Continuous Lise Zone: 12 mihs exdusive access
Defence Periodic Use Zone 1: 140 days excusive access
Defence Periodic Use Zone 2: 70 days exclusive acoess

Defence Infrequent Zone : Up to 56 days exclusive access
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Maiden long term sales agreement

WPG has signed its maiden long term sales agreement for its ‘Coober Pedy Superior Fines’
with a ‘blue chip Asian customer.’ Key terms of the agreement are:

e 0.35Mtpa over 5 years

e Pricing is to be based on Platts index for the month prior to delivery on a free-on-board
(FOB) basis (Upper Spencer Gulf). WPG has indicated in the past it expects to
command a premium (currently ~$8/t) for every % point product is delivered above
the quoted 62% Platts price.

We anticipate further off take agreements to be reached with end users over the coming
months.

The long term sales agreement is in addition to the US$50m iron ore pre-payment facility
(satisfied by delivery of 526kt iron ore 4 shipments over 18 months commencing in July
2012) with financier Deutsche Bank AG. Deutsche will also purchase (at arms length) 1.1Mt
of iron ore over the life-of-mine (LOM) at prevailing market prices.
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WPG Resources

Recommendation BUY

Current Price $0.91

Valuation $1.50

Profit & Loss (A$m) 30 June 2011E 2012E 2013E 2014E
Revenue 0.0 0.0 345.2 565.0
Other Income 3.1 2.9 0.8 4.2
Profit/(Loss) on Hedging 0.0 0.0 0.0 0.0
Operating Costs 10.0 10.0 228.9 329.7
Exploration Exp 0.5 2.0 2.1 2.1
Corporate/Admin/Other 1.5 6.1 6.2 6.3
EBITDA -8.9 -15.2 108.9 231.1
Depn & Amort 0.0 0.0 24.7 34.1
EBIT -8.9 -15.2 84.2 197.0
MRRT 0.0 0.0 0.0 57.3
Net Interest Paid 0.0 3.2 5.6 5.6
Operating Profit -8.9 -18.4 78.6 134.1
Tax expense 0.0 0.0 23.6 38.9
Minorities 0.0 0.0 0.0 0.0
NPAT -8.9 -18.4 55.0 95.2
Normalised NPAT -8.9 -18.4 55.0 95.2
Operating Cashflow -0.8 -0.3 65.0 139.4
- Capex (+asset sales) -15.0 -155.0 -32.0 -4.0
-Exploration Expenditure -10.1 -2.0 -2.1 -2.1
-Other -2.3 0.0 0.0 0.0
Free Cashflow -28.3 -157.3 31.0 133.3
- Dividends 0.0 0.0 0.0 0.0
+ Equity raised 0.0 0.0 0.0 0.0
+ Debt drawdown (- repaid) 0.0 120.0 -25.0 -25.0
Net Change in Cash 51.9 -37.3 6.0 108.3
Cash at End Period 66.9 29.6 35.5 143.8
Net Cash (Debt) 66.9 -90.4 -59.5 73.8
Total Assets 122.8 295.1 314.5 436.9
Total Debt 0.0 120.0 95.0 70.0
Total Liabilities 9.9 131.4 108.1 85.0
Shareholders Funds 112.9 163.7 206.4 351.9
Production & Cash Costs 2011E 2012E 2013E 2014E
Sales

Peculiar Knob (Mt) 0.00 0.00 2.6 4.8
Cash Costs

-_inc royalties (A$/t) 0.0 0.0 78.8 79.3

Reserves & Resources

DSO Reserves Mt % Fe
Total 29.5 62.0
DSO Resources Mt % Fe
Total 37.6 62.8
Magnetite Resources Mt % Fe
Total 569.0 35.5
Hematite BIFs Mt % Fe
Total 102.5 37.4
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Equities Research
Analyst: Tim Serjeant

Sector Materials
Issued Capital (m) 247.8
Market Cap (m) $225.5
Updated 18-July-2011
Financial Summary 2011E 2012E 2013E 2014E
Reported Earnings
Net Profit ($m) -8.9 -18.4 55.0 95.2
EPS (A$) -0.05 -0.07 0.22 0.38
PER (X) -19.3 -12.2 4.1 2.4
Normalised Earnings
Net Profit ($m) -8.9 -18.4 55.0 95.2
EPS (A$) -0.05 -0.07 0.22 0.38
EPS Growth (%) - - -398.9 73.1
PER (x) -19.3 -12.2 4.1 2.4
Cashflow
Operating Cashflow ($m) -0.8 -0.3 65.0 139.4
GCFPS (%) -0.01 0.00 0.26 0.56
PCF (x) -181.6 -726.2 3.5 1.6
Dividend
Dividend ($) 0.00 0.00 0.00 0.00
Yield (%) 0% 0% 0% 0%
Franking % 0% 0% 0% 0%
Financial Ratios 2011E 2012E 2013E 2014E
Balance Sheet Ratios
Total Debt/Equity (%) 0% 73% 46% 20%
Interest Coverage (x) - - - -
Profitability Ratios
Net Profit Margin (%) - - 16% 17%
Return on Assets (%) -62% -15% 15% 12%
Return on Equity (%) -8% -11% 27% 27%
Valuation Summar A$m $/sh
Peculiar Knob + Buzzard 277 1.12
Tui DSO 10 0.04
Hawks Nest- WISCO 25 0.10
Other exploration 0 0.00
Unpaid Capital 1 0.00
Corporate -23 -0.09
Cash (31 March) 81 0.33
Total @ 11% Discount Rate 371 1.50

Bob Duffin Executive Chairman
Gary Jones Executive Director
Heath Roberts Executive Director
Bob Richardson Non-Executive Director
Len Dean Non-Executive Director
Lim See Yong Non-Executive Director
Dennis Mutton Non-Executive Director
Acorn Capital 9.3%
Bob Duffin 5.9%
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650) ("ASPL") for the use of the clients of ASPL and its related bodies corporate (the
“Argonaut Group”) and must not be copied, either in whole or in part, or distributed to
any other person. If you are not the intended recipient you must not use or disclose the
information in this report in any way. ASPL is a holder of an Australian Financial Services
Licence No. 274099 and is a Market Participant of the Australian Stock Exchange Limited.

Nothing in this report should be construed as personal financial product advice for the
purposes of Section 766B of the Corporations Act. This report does not consider any of
your objectives, financial situation or needs. The report may contain general financial
product advice and you should therefore consider the appropriateness of the advice
having regard to your situation. We recommend you obtain financial, legal and taxation
advice before making any financial investment decision.

This research is based on information obtained from sources believed to be reliable and
ASPL has made every effort to ensure the information in this report is accurate, but we do
not make any representation or warranty that it is accurate, reliable, complete or up to
date. The Argonaut Group accepts no obligation to correct or update the information or
the opinions in it. Opinions expressed are subject to change without notice and accurately
reflect the analyst(s)’ personal views at the time of writing. No member of the Argonaut
Group or its respective employees, agents or consultants accepts any liability whatsoever
for any direct, indirect, consequential or other loss arising from any use of this research
and/or further communication in relation to this research.

Nothing in this research shall be construed as a solicitation to buy or sell any financial
product, or to engage in or refrain from engaging in any transaction. The Argonaut Group
and/or its associates, including ASPL, officers or employees may have interests in the
financial products or a relationship with the issuer of the financial products referred to in
this report by acting in various roles including as investment banker, underwriter or
dealer, holder of principal positions, broker, director or adviser. Further, they may buy or
sell those securities as principal or agent, and as such may effect transactions which are
not consistent with the recommendations (if any) in this research. The Argonaut Group
and/or its associates, including ASPL, may receive fees, brokerage or commissions for
acting in those capacities and the reader should assume that this is the case.

There are risks involved in securities trading. The price of securities can and does
fluctuate, and an individual security may even become valueless. International investors
are reminded of the additional risks inherent in international investments, such as
currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment.

The analyst(s) principally responsible for the preparation of this research may receive
compensation based on ASPL’s overall revenues.

© 2011. All rights reserved. No part of this document may be reproduced or distributed
in any manner without the written permission of Argonaut Securities Pty Limited.
Argonaut Securities Pty Limited specifically prohibits the re-distribution of this document,
via the internet or otherwise, and accepts no liability whatsoever for the actions of third
parties in this respect.
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