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Option overhang

Options to impact value post sale — fully diluted cash value of 45p/sh

m  Considerable number of options outstanding — up to 223M shares
We have reviewed the outstanding options at Cape Lambert to assess the
fully diluted impact for the company post transaction. There are currently
223M options at various strike prices and differing expiration dates, which if
exercised would raise an additional £35M of new money for the issuance of
223M new shares. Thus total shares outstanding would rise from 281.6M to
504.6M on a fully diluted basis.

m Impact on valuation — full cash value of 45p/sh

We have assumed a worst case scenario with all options exercised. This
would generate £35M of new money in addition to the £188M (A$400M) of
proceeds realised on completion of the sale. With the inclusion of the net
cash currently held by the company (£3.4M), the total cash value of Cape
Lambert is ¢.£230M, post transaction. Thus on a fully diluted basis, the cash
value of the company is 45p/sh post transaction.

m  Execution risks are moderate

We re-iterate our view of 3 key execution risks; 1) the ability for China
Metallurgical Corporation (MCC) to meet its obligations, 2) the discovery of a
material issue in due diligence, and 3) management plans for proceeds.
MCC is a relatively large Chinese corporate that has sufficient financial and
political strength to complete the transaction. The company is a 20% partner
in the US$5.2bn Sino Iron Ore Project (120km south of Cape Lambert) and
has experience of the regional geology, infrastructure and legal/social
requirements. Cape Lambert has consistently used independent 3" party
consultant to verify their work and thus there is unlikely to be any material
issue raised in the due diligence.

In terms of use of proceeds, the sale of the Cape Lambert deposit is a
material change in the business requiring both shareholder approval for the
sale and use of proceeds. As such, the Cape Lambert board will need to
present an investment strategy to shareholders at the time of voting on the
iron ore asset sale. This will offer shareholders the opportunity to elect
whether to continue with the company’s investment plans or to seek a full or
partial payout of the sale proceeds.

m  Timing of receipt of proceeds

Payment of proceeds from the sale has been structured with 80% payable
within 60 days of completion, however a 20% portion (A$80M) is linked to
the granting of a mining lease at the property. This may lead to a time lag for
the full proceeds to be received by Cape Lambert, possible 6 to 12 months,
(time value of money impact) and adds risk to this portion of the payment.

We maintain our Buy recommendation up to 45p/sh subject to discount for
execution risk. This is a 70% premium to the day’s opening price of 26p.

Recommendation BUY
Price 31p
Target 45p
Market Cap: £87m
EV: £83m
Shares issued: 281m
Daily ave. volume: <im
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Table 1: Option Schedule

Quantity Exercise Price Expiry New money
Issued (A$/sh) (Elsh) Date (E'M)
130,968,835 0.277 0.13 31-Oct-08 17.1
50,000,000 0.327 0.15 31-Oct-09 7.7
500,000 0.367 0.17 09-Feb-09 0.1
28,000,000 0.377 0.18 31-Oct-10 5.0
550,000 0.427 0.20 22-Oct-08 0.1
6,350,000 0.490 0.23 30-Jun-08 15
3,300,000 0.900 0.42 30-Jun-08 1.4
3,300,000 1.400 0.66 30-Jun-09 2.2
222,968,835 35.0

Source: Company data, Collins Stewart Research
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Disclosure. Prices of securities mentioned are as at close of business on 25 February 2008 unless indicated otherwise.

Research Recommendations issued by Collins Stewart Europe Limited in Q4 2007

Recommendations Buys Sells Hold/Neutral

Percentage of Total 49% 32% 19%

Percentage of which in Corporate Client stocks 16% 0% 1%

This document is Non-independent Research and a marketing communication. It has not been prepared in accordance with the legal requirements designed to promote the independence of Investment Research and we are therefore not subject to
any prohibition on dealing ahead of the dissemination of it R h. In practice, however, our conflicts management policies prohibit Collins Stewart Europe Limited and its personnel from dealing ahead of Non-independent Research
and our (independent) Investment Research. The individuals who prepared this document may be involved in providing other financial services to the company or companies referenced in this document or to other companies who might be said to
be competitors of the company or companies referenced in this document. As a result both Collins Stewart Europe Limited and the individual employees who prepared this document may have responsibilities that conflict with the interests of the
persons who receive this document and you should therefore not rely on this document as being an independent, impartial or objective view of the value or prospects of the companies and/or investments referred to herein.

This document has been issued by Collins Stewart Europe Limited for information purposes only and is not to be construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This document has no regard
for the specific investment objectives, financial situation or needs of any specific entity. Collins Stewart Europe Limited and/or connected persons may, from time to time, have positions in, make a market in and/or effect transactions in any
investment or related investment mentioned herein and may provide financial services to the issuers of such investments. We have put in place appropriate procedures, systems and controls to identify, prevent (where this is possible) and manage
conflicts of interest. In order to manage and prevent conflicts of interest, Collins Stewart Europe Limited maintains effective organisational and administrative arrangements including a system of Chinese Walls (information barriers that are used to
restrict access to confidential information) to ensure that conflicts are properly managed.

The information contained herein is based on materials and sources that we believe to be reliable, however, Collins Stewart Europe Limited makes no representation or warranty, either express or implied, in relation to the accuracy, completeness
or reliability of the information contained herein. All opinions and estimates included in this document are subject to change without notice and Collins Stewart Europe Limited is under no obligation to update the information contained herein. None
of Collins Stewart Europe Limited, its affiliates or employees shall have any liability whatsoever for any indirect or consequential loss or damage arising from any use of this document.

Investments in general involve some degree of risk. The investments discussed in this document may not be suitable for all investors. Investors should make their own investment decisions based upon their own financial objectives and financial
resources and, if in any doubt, should seek advice from an investment advisor. Past performance is not necessarily a guide to future performance and an investor may not get back the amount originally invested. Where investment is made in
currencies other than the investor's base currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. Levels and bases for taxation may change.

For United Kingdom: This document is intended only for the benefit of Eligible Counterparties (‘ECPs”) and Professional Clients (as defined in the FSA rules) and should not be relied on by Retail Clients. If an ECP or Professional Client who
receives this research sends or discloses it to a Retail Client for whatever reason, they should take appropriate steps to explain that the Retail Client should not rely upon this research and that it should not be seen as an impartial assessment of
the companies and investments that it refers to.

Distributed in the UK by Collins Stewart Europe Limited (CSEL). CSEL is authorised and regulated by the Financial Services Authority, which has its principal place of business at 25 The North Colonnade, London, E14 5HS and is a member of
the London Stock Exchange.

For the United States: This document is distributed by Collins Stewart LLC (CSTI), a Division of Collins Stewart Inc. (CSI), and is intended for distribution in the United States to qualified institutional investors only. CSl is a wholly owned subsidiary
of Collins Stewart Europe Limited, CSTl is a registered broker-dealer with the US Securities and Exchange Commission and is a member of FINRA. U.S. persons seeking more information about any of the securities discussed in this document or
wishing to execute a transaction in these securities, should contact Collins Stewart Inc. at Collins Stewart LLC (CSTI), 350 Madison Avenue, 10th Floor, New York, NY 10017 (Intl. Securities Tel No. 212-652-9000, U.S. Securities Tel. No. 212-584-
9111).

To the extent required by applicable U.S. laws and regulations, CSI/CSTI accepts responsibility for the contents of this document. Investment products provided by or through CSI/CSTI or Collins Stewart Europe Limited are not FDIC insured, may
lose value and are not guaranteed by CSI/CSTI or Collins Stewart Europe Limited. Investing in non-US securities may entail certain risks. The securities of non-US issuers may not be registered with or subject to SEC documenting and other
requirements. The information available about non-US companies may be limited, and non-US companies are generally not subject to the same uniform auditing and ing standards as U.S. . Fluctuations in the values of national
currencies, as well as the potential for governmental restrictions on currency movements, can significantly erode principal and investment returns. Market rules, conventions and practices may differ from U.S. markets, adding to transaction costs or
causing delays in the purchase or sale of securities. Securities of some non-US companies may not be as liquid as securities of comparable U.S. companies. CSI/CSTI and/or Collins Stewart Europe Limited may have material conflicts of interest
related to the production or distribution of this document which are disclosed herein. CSI/CSTI and its affiliates (including Collins Stewart Europe Limited) may own 1% or more of a class of common equity securities of the issuer(s) named in this
document. CSI/CSTI or Collins Stewart Europe Limited may have managed or co-managed a public offering of the securities of the issuer(s) named in this document. CSI/ CSTI may engage in market making activities in respect of the securities of
the issuer(s) named in this document.

The analyst principally responsible for preparing this research report hereby certifies that all views expressed in this document accurately reflect his/her personal views about any and all of the issuers and securities named in this report, and further
attests that his/her salary and/or bonus received from Collins Stewart Europe Limited was, is, or may be directly or indirectly related to, and may influence, the specific ions or views exp by the research analyst in this document.

For Jersey, Guernsey and Isle of Man: This document is sent to you by Collins Stewart (Cl) Limited ("CSCI") for information purposes and is not to be construed as a solicitation or an offer to pi or sell investments or related financial
instruments. This document has been produced by our parent company, Collins Stewart Europe Limited, for circulation to its institutional clients and also CSCI. Its contents have been approved by CSCI and we are providing it to you on the basis
that we believe it to be of interest to you. This statement should be read in conjunction with your client agreement, CSCI's current terms of business and the other disclosures and disclaimers contained within this document. If you are in any doubt,
you should consult your financial adviser.

CSCl is licensed and regulated by the Guernsey Financial Services Commission, the Jersey Financial Services Commission and the Isle of Man Financial Supervision Commission. CSCl is registered in Guernsey and is a wholly owned subsidiary
of Collins Stewart plc.

All rights reserved. Any part of this work covered by copyright may be reproduced or copied in any form or by any means provided that a full attribution is given. QUEST™, CITN™, Companies in the News™, SCITN™, Smaller Companies in the
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