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Preface

This report is supplied on a private and confidential basis to the customer. It must not be
disclosed in whole or in part, directly or indirectly or in any other format to any other
company, organisation or individual without the prior written permission of CRU
Strategies.

Permission is given for the disclosure of this report to a company’s majority owned
subsidiaries and its parent organisation. However, where the report is supplied to a client
In his capacity as a manager of a joint venture or partnership, it may not be disclosed to
the other participants without further permission.

CRU Strategies’ responsibility is solely to its direct client. Its liability is limited to the
amount of the fees actually paid for the professional services involved in preparing this
report. We accept no liability to third parties, howsoever arising. Although reasonable
care and diligence has been used in the preparation of this report, we do not guarantee
the accuracy of any data, assumptions, forecasts or other forward-looking statements.

© CRU Strategies Ltd. 2009. All rights reserved.
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Structure of the presentation

 The importance of a market consultant

— What is the major issue facing junior/mid-tier mining company?
— The development of a typical project
— Where can a market consultant assist the process?

— Case Studies

e Conclusions
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CRU provides independent analysis and consultancy t o the
mining and metals industries s

« CRU has been the leading research group in the
mining, metal and chemical industries for over four
decades

* Providing a truly independent view , which is
backed by proprietary data and powerful models

« CRU Strategies provides bespoke consultancy
for industry participants, stakeholders and
investors alike

* Prior knowledge ensures access to the kinds of
insights that other consultancies struggle to
achieve

* As industrial experts and economists, we speak
both languages
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CRU Group employs over 190 experts to provide resea  rch,
analysis and intelligence on the global metals indu stries

Locationof CRU Group offices
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CRU Strategies’ expertise spans the spectrum of met  als
and minerals, encompassing the entire value chain

We cover...
Steel Stainless Steel Chrome Molybdenum . )
_ lronOre Carbon Steel Ferro Alloys Vanadium
Base Metals Copper Nickel Lead Zinc Semis Concentrates
Aluminium Bauxite Alumina Primary Semis
Precious Metals PGMs Silver Gold
Wire & Cable Aluminium Cable Copper Cable Optical Fibre
Fertilizer & Chemicals Nitrogen Phosphates Potash NPKs

_ _ y ...and offer a one-stop for multi-product companies
* Via our sister company British Sulphur

Consultants
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Structure of the presentation

e Introduction
— Who is CRU?
— Locations

— Markets we cover

e Conclusions
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What is the major problem facing junior and mid-tie r
mining companies.... Financing!

Il Business News
BN Americas

Currently there is a “Divorce” between & Printer-friendly version
the |Ocal Capltal markets and the m|n|ng Capital market lacks a mining culture - expert - Chile
Sector Thursday, July 8, 2010

aehange 1o that the teem e T ) prevants
Mining activity accounts for 15% of TALLERE;T;Z;:\SZZ";“AE;A { "vofC\ol . hlmh

| ﬂeﬂa * e as there they

even production,

Chile's GDP and 60% if its exports, but por q“e
mining related listings on the Santiago \a
Stock Exchange (SSE) accounted for eﬂ“e |
less than 7% of the total market
capitalisation.

mnies to be listed
I0vernance,
71 to profmote

Presently only 4 companies are listed
on the exchange: Soquimich, CAP,
Molymet, and Pucobre, with most

. . . . . . .. . [N

juniors/mid-tier companies preferring whieh iz o adrsmmbfg?ﬁras

the Peruvian/Toronto Stock exchanges. Porepectes, o S o, 0@ infgp,
Wictor Henriquez ac"on geo! -
Eusiness Mews Americas ngc
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It typically takes 20 years from discovery to produ

ction

Yrs since
Discovery Exploration Studies Finance/Permits Construction Prod'n discovery
Antamina 1957_+_-(as required by tender) 3 years included 2001 44
Aynak 1974 EENESEIN s years included WyeEs 02 38
Collahuasi 1973 [IBNca e 4 years 2yrs 3years 1999 21
Los Pelambres 1914_ 5 years 5 years - 2000 86
Lumwana 1961 EEal + EVEaR 4 years 2yrs 3years 2009 48
Oyu Tolgoi 1995_ 3 years 3 years - 2013 18
Petaquilla 1968_ 8 years 2 yrs (estimated) - 2015 47
Reko Dig 1993_ 4 years 2 yrs (estimated) - 2016 23
Salobo 1977_+ _ 5 years 3 years - 2011 44
Tenke 1918_+ - 4 years + 2 yrs 7 years -rs 2009 91
AVERAGE 1964_ \ 5 years 2.6 years - 46
!
Average time from commencement of
Data: CRU, Company websites, historical articles. studies is ~10-11 years
Where stages are not specifically noted, CRU experience and judgement has been used.

Not all stages are continuous, both “exploration” and “studies” have many gaps.
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The value chain of a typical mining project...

Reconnaissance

1
1

*' Development
|

Activities:
construction and
development of the

Activities: include
forming a detailed
operational plan and

Activities: Further
drilling and lab work is
carried out, which

Activities: include
forming a more compre-
hensive picture of the

Activities: include
land purchase and
initial fieldwork.

prospect, through includes the estimation economic & technical mine. all
geological, geophysical of ore resources/ assessment for final
and geochemical lab reserves, and prelim project financing.
work. work is started on
environmental studies
Financing: Financing: Financing: Financing: Financing:

usually covered by the
project owner (and his
team).

cases US$20-30

this stage requires a
further injection of
capital, which can
usually be covered by
the owner but in some

million may be needed,

a real need for capital
raisings and project
finance emerges.

possibility of selling the
project to a major
becomes a reality.
Alternatively further
capital raisings and
project finance is
required.

Most of the finance will
have already been
secured at feasibility,
however project
overruns, etc, could
raise a further need for
funds

which is more likely to
be financed through an
IPO, capital raisings,
project finance, etc.

Team: Generally Team: Geologists, Team: Geologists, Team: Geologists, Team: EPCM
limited to geologists some times market mining, market mining, markgt . contractors, engineers,
consultants, financiers, consultants, financiers, consultants, financiers, etc.

lawyers, engineers

Lawyers, etc. lawyers, etc.

N BN BN BN NN NN NN NN BN BN BN BN SN SN NN NN NN BN SN BN SN BN NN NN BN BN BN B S S .
Ly ¥ F F F F B N §F N N § B N N N N ¥ N N _ § _§ ¥ § N ¥ § § § ]

CoTTTTETEEmmmmmmm e mmmmE e mmm—— 10
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Initially, CRU can help to enhance investors’ knowl  edge
of the industry, thereby attracting venture capital

What do these investors need to know?

What is the product... Copper/gold and its
uses thereof are well known, what about
the case of molybdenum, or tungsten, or
even rare earths?

Where is it consumed?
What sectors consume the product?

What are the mid/long term prospects in
these sectors? remember we are not just
looking 1 or 2 years ahead — a project can
take up to 8 years to construct...

Base/ high/ low case scenarios can be
constructed..

A Aluminium consumption, by end use
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On the supply side, one needs to know who your
competitors are and how the industry is structured.

Industry concentration, Market shares
y Market consultants can help

80%

70% More competitive Less competitive .
Lower pricing power Higher pricing power formU|ate a p|Ctu re Of

60%

e Current competitive environment
and impactions thereof...

50%
40%
30% e Geographic distribution;

20% e Concentration of incumbent

10% producers;
0% : ° . . .
C:trggln (ﬁgm;zr) (rezfm;d) Gold A(Iruer;rm'ggr)n S?etzirzlselza) AutomotiveCtzt(ri:geﬁt))al (r'(\elfi(i:rll(:cll) Potash (I:?;:jz:je) AnaIySIS Of Ind UStry pr0f|tS
Forecast copper supply, ‘000 tonnes « Expected expansions, including the
#4000 additional tonnage and timing

22,000

thereof...

20,000

e Confirmed, possible, probable
expansions...

18,000

=
o
Q
Q
o

e Potential impact of new
technology, etc.

Forecast supply (‘000 tonnes)

12
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.. but most importantly, a market consultant should
provide an independent outlook on benchmark pricing

Medium term copper fundamentals
1,500 10,000

e Short term this typically constructed by
analysing fundamentals, i.e. market
balance...

1,000 8000 ¢
. . . e
— Important that this price is § 2
independent; 5 7]
.. 8 500 6,000 «
— low/reference case pricing models 3 a
. . . - O
are important for financial g g
. . . e
institutions S -
3 0 4000 £
* Longer term (+5 years) this is done I I n
through an analysis of the marginal cE? =
cost of production. 500 2000 =
-1.000 0
mmm |Viarket Balance, ‘000 tonnes =——3 month LME Price (US$/tonne}

13
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... further along the project development side,am  arket
consultant can help benchmark the project, on a cos t and...

* Market consultants can help estimate Copper business opex, US$/tonne, 2010

opex costs: 1stQuartile 2" Quartile 3 Quartile 4t Quartile

— at the various stages of production
(i.e. concentrating, refining,
smelting, etc.)

— during ramp-up and full production

— on a site and business cost basis

* CRU has detailed cost estimates for
most ferrous and non-ferrous sectors,
which allows us to plot the project on an
industry cost curve...

Business Operating Cost (US$/tonne)

Cumulative Pro'duction'
14
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... and price basis

Forecast iron ore prices, benchmark
versus netback price, US$/tonne

e Benchmark prices are useful, but in 250
reality a project is unlikely to earn that
exact amount, due to:
N 200
— Impurities
2
— Logistics § .
— etc. b4
-
* Montecarlo simulations are also useful in 4
. . . . Q
determining how well a price is likely to O 100

hold up during a downturn — how for this
your assumption need to be well thought

out... 50 | /

of impurities & location

0
Netback Pellet (Cif), US$/t —Benchmark Pellet, US$/t

15
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Example of where a market consultant
can add value

Situation:

A mid-tier mining company presently active in the Latin American copper
markets was evaluating a greenfield project on the Asian subcontinent,
‘and needed our help in their negotiations with the local authorities.

Our recommendation: Not to enter the smelter/refining
business and to stay where the most added values is
generated (mining stage).

\J

A The client approached us to get all involved stakeholders up to speed with the copper market, and thereon assist them in
the negotiation process. This involved:

- Research about the copper market. Refined and concentrate business.

Q/erview:

- Presenting a comprehensive outlook on the market, analysing medium and long term demand, supply and price
fundamentals.

- And finally also constructing a cash flow model to establish an overall feasibility for the project in question, based on an
estimate of the project’s likely capital expenditure and the expected rate of return. 16
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Structure of the presentation

* Introduction
— Whois CRU?
— Locations
— Markets we cover
 The importance of a market consultant
— What is the major issue facing junior/mid-tier mining company?
— The development of a typical project

— Where can a market consultant assist the process?

— Case Studies

17
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To wrap up, how can a market consultant assist?

e CRU can help both: mining companies and investors
* Role: provide independent view of the markets and the project.
* Positive:

— enhance the knowledge and confidence

— Aiming to narrow the gap between the mining business and financial market

* As project can take up to 20 years to develop its important to form a objective
opinion of the medium/long term fundamentals in the market ... i.e. is there still
going to be a market for your product, once its being produced?

18
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Where can you find us?

Juan Esteban Fuentes Michael Insulan
Senior Consultant Senior Consultant

juan.fuentes@-crugroup.com michael.insulan@crugroup.com

CRU Strategies Chile

Augusto Leguia Norte 100 Of.506
Las Condes

Santiago

Chile

Tel: +562 231-3900
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