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Investment Action

WVL's Windimurra project represents one of the larg
vanadium (V) and as the price for the commodity is surging on the back of
supply side consolidation and increased demand we b elieve the stock will
continue to be re-rated from here. Our price target is $3.45/share (1.0 x NPV)
which incorporates an updated cost profile followin g recent guidance on
operating and capital costs. We rate WVL a BUY.

est Ore Reserves of

Vanadium Prices Strong . The vanadium price (FeV) has spiked in recent weeks to
US$95/kg (US$95,000/t) from US$40/kg previously. Demand for vanadium is
expected to increase at a compound annual growth rate of 7.8% until 2015 and with
little new supply apart from the Windimurra project itself we see this price strength
being maintained.

Supply Consolidating and limited . Evraz a steel company partly owned by Roman
Abramovich has off take agreements or alternatively directly controls 40% of global
supply following recent acquisitions. Meanwhile South Africa which supplies 30% of
world production is facing a power crisis limiting any expansions in response to
current high prices.

Valuation based on conservative forecasts. Patersons valuation for WVL is based
upon a FeVg price forecast of US$40/kg (2007 dollars) to December 2013,
US$30/kg beyond this and average LOM cash costs of US$18/kg. Our price
assumption is near the marginal cost of production for the industry with WVL's
operating costs among the lower 40% of global supply.

Financing completed and construction underway. Production by the December
Q 2007 is set to follow commissioning of the vanadium pentoxide circuit and FeV
kilns. WVL'’s construction window at Windimurra will be short with much crucial
infrastructure in place from previous operations. The timing of first production will in
our view coincide with renewed strength in the vanadium price.
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Background

Discovered in 1985 the Windimurra deposit contains one of the largest reported proven vanadium Ore
Reserves in the world with current mineable reserves of 79mt at a bulk grade of 0.42% V205 (vanadium
pentoxide), which will underpin an initial mine life of 25 years at the proposed mining rate of 3.9mtpa.

Fully Funded

WVL has completed a $200m fund raising which leaves the company fully funded to production. This had
been a major uncertainty on the stock with a rerating expected from here.

The first tranche of fund raising was A$54.8m in equity which was completed by way of a 1 for 3 rights
issue at $1.60 per share.

The second tranche of funding comprised A$145m in project debt. We have assumed a fixed interest rate
of 12.5% p.a. The funding delay was disappointing and resulted in higher funding costs however the re-
engineering process which held up fundraising has created a more technically robust project.

Vanadium Price Outlook Strong

The outlook for the vanadium price remains positive underpinned by ongoing strength in steel prices and
increasing use of speciality products (titanium-vanadium alloys) in the aviation industry.

Steel Prices

European Union hot rolled steel (HRS) prices (a proxy for the steel market) provide a useful leading
indicator for vanadium price. From November 2003 onwards the steel price saw significant appreciation
while the vanadium market did not react until almost 12 months later (October 2004). Weakening steel
prices from March 05 onwards commenced prior to a slide in the price of vanadium (FeVso) which began in
June 2005.

Recent strength in steel prices, a trend which commenced in November 2005 has recently flowed through
to the vanadium market with prices surging from US$40k/t to US$95k/t.

Figure 1: Vanadium prices allow wide operating marg ins
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Supply Side Remains Constrained

There is little in the way of new vanadium supply on the horizon. The global market for vanadium is
currently 62,000t of contained vanadium (V) per annum which equates to 77,500t of FeVgo. Expected
annual growth rates for the vanadium market of 7% imply an additional 4,900kt of FeVgy consumption
coming into the market each year.

New supply into the market over the next two years including Windimurra totals 11,500t of V, implying the
market will at least remain in balance or deficit should any supply side issues arise (which we regard as
likely).

We note the current South Africa power and the importance of this country to the vanadium market. In
2006 South Africa made up 35% of the vanadium supply. With increasing power costs (high intensity of
use in vanadium processing) it is unlikely South Africa will achieve the 7 — 10% production growth forecast
by the market.

Another interesting development in the vanadium market is the emergence of Evraz as a consolidator,
which has resulted in producers having significant pricing power. Evraz has offtake agreements or directly
controls 40% of global vanadium supply (Evraz, Highveld, Stratcor and Vanady Tula) hence prices are
unlikely to be undercut from within the existing producer base.

In recent times with elevated prices, high cost production has been established. This further acts to
support the price. The highest price producers in the industry exhibit cash costs of US$25/kg of V
(US$25,000/t) $10/kg greater than the base case cost projection for WVL'’s project.

Figure 2: Vanadium supply not keeping pace withdem  and Figure 3: High cost supply to support V price

Source: Windimurra Vanadium Ltd Source: Windimurra Vandium Ltd
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Patersons Forecasts
Vanadium Price

Patersons forecasts incorporate an flat FeVgo price of US$40/kg (2007 dollars) to December 2013 and
30/kg for the remainder of the project life beyond this, well below the current price US$80/kg. This price is
inline with the long term price assumptions used by PMA in its financing assumptions and is in accord with
Commodities Research Unit (CRU) studies.

In recent weeks the European FeV market has spiked sharply as vanadium supply chains in China have
been disrupted by the earthquake in the Sichuan Province. FeV prices have jumped from $65-66 /kg to
$78-80/kg.

Operating Costs

Our forecast LOM cash costs for the operation average US$18/kg FeVgo produced. The early stages of
production show higher costs as the operation ramps up.

Over the first seven years of production, Noble Group (10% owner of the Windimurra Project) have
guaranteed that the price received for PMA'’s vanadium will be not less than the cash operating costs in
return for off take rights for 100% of production.

Production

Our forecasts call for a ramp up to full production of 7,000t of FeV containing 5,600t of V by 2010. Given
the large reserve base there is scope for production expansions in the longer term however the project is
limited in its current form by the capacity of the rotary kiln which has a nominal capacity of 5,600t of V
metal throughput.

Figure 4: Production Profile Ramp Up
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Development on track
WVL has purchased a number of key items of plant and equipment which were originally installed at the
mine. The rotary kiln remains on site, as do all plant services, gas pipeline, bore fields and roads. Long
lead time equipment has been ordered or delivered including;

Gas turbines for power station delivered

High voltage services being contracted

High pressure grinding rolls under construction

Two regrind ball mills purchased

AMYV belt filer ordered

Gas supply and transport

Earthmoving fleet and 100t excavator purchased.

Mineral Resources Ltd (MIN) is on site constructing a 4mpta throughput magnetite concentrator presently.
MIN has a A$300m contract with WVL to process ore to magnetite concentrate for the Windimurra project
over a 10 year period. The contract involves the crushing, grinding and magnetic separation of 4.3 million
tonnes per annum of run of mine feed. Mineral Resources will be responsible for the delivery of a nominal
1.1 million tonne per annum of vanadium rich magnetite concentrate to the processing plant for production
of Ferrovanadium and V205 (Vanadium Pentoxide).

Vanadium pentoxide kilns and the FeV furnace remain to key components to be installed by August 08
ahead of a November 2008 commissioning.

Figure 5: Development Timeline

Source: Windimurra Vanadium Ltd
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Sensitivities

Operating costs for the Windimurra project show a high fixed component (56%) accordingly the projects
economics show strong leverage to vanadium prices. Figure 6 shows EBITDA sensitivities.

The current price for vanadium is almost double WVL management’s expectation for 2010 vanadium

prices and implies and EBITDA of A$350m+. WVL's EV is $241m at current levels implying an EV/EBITDA
of 0.7x.

Figure 5: Sensitivity
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Windimurra Vanadium Ltd $3.00 Year End June 30
Valuation A$m A$/sh Commodity Assumptions 2008F 2009F  2010F  2011F
Windimurra 509 3.32 A$:USS 0.89 0.88 0.84 0.82
FX and Commodity Hedging 3 0.02 Copper (US$/Ib) 3.55 3.70 3.31 3.03
Unpaid Capital 1 0.00 Lead (US$/Ib) 1.37 1.28 1.05 0.71
Corporate (31) (0.20) Zinc (US$/Ib) 1.20 1.06 1.05 0.98
Exploration 0 0.00 Nickel (US$/Ib) 13.30 12.37 11.96 10.78
Cash 199 1.30 Tin (US$/Ib) 8.04 9.72 8.00 5.42
Debt (152) (0.99) Ferrovanadium (US$/kg) 35.00 40.50 41.32 42.15
Price Target 529 3.45 Iron Ore Fines (US$/t) 60.61 90.22 96.82 93.19
(DCF @ 10% Discount Rate)
Production Summary 2008F 2009F  2010F  2011F
Sensitivity Analysis Contained V produced (t) 949 5,667 5,667
Ferrovanadium Price (US$/kg) EBITDA (A$m) EV/EBITDA (FY10)
US$30 87.6 4.7
Us$40 163.3 25 V price received (US$t) 89,523 41,319 42,181
US$50 238.9 1.7
US$65 314.6 13 Cash cost of production (US$/t of V) 87,870 18,965 18,769
Us$70 390.2 11 Exchange rate received 0.85 0.84 0.82
Valuation Summary of Operating Assets Profit & Loss (A$m) 2008F 2009F 2010F 2011F
Sales Revenue 0.1 96.8 278.8 291.5
Other Income 6.6 53 1.7 3.0
Windimurra Operating Costs 9.7 91.6 107.0 107.9
100% Exploration Exp. 0.4 0.8 0.8 0.8
° Corporate/Admin 7.7 9.1 10.3 10.5
EBITDA (11.2) 0.6 162.3 175.3
Ferrovanadium Production Summary Depn & Amort 0.0 2.3 14.0 14.0
EBIT (11.2) (1.7) 148.3 161.3
10,000 " 100,000 Interest 13.0 18.1 17.7 12.6
Operating Profit (24.2) (19.9) 130.6 148.7
8,000 \\ 80,000 Tax expense 0.0 0.0 39.2 44.6
= Minorities (2.4) (2.0) 9.1 10.4
o 200 N s0000 2 NPAT (21.8) 179 823 937
= | | 3 Significant Items 0.0 0.0 0.0 0.0
4,000 40000 = Normalised NPAT (14.5) (11.9) 82.3 93.7
2,000 I 20,000
Cash Flow (A$m 2008F 2009F 2010F 2011F
| —
0 0 “Adjusted Net Profit 21.9) 7.9) 82.3 93.7
[===3 Contained V produced (t) 2011F + Interest/Tax/Expl Exp 13.4 18.9 57.7 58.1
R - Interest/Tax/Expl Inc 14.2 19.7 58.5 58.9
== Cash cost of production (US$/t of V) + Depn/Amort 0.0 23 14.0 14.0
==/ price received (US$t) +/- Other 0.0 0.0 0.0 0.0
Operating Cashflow (22.6) (16.4) 95.5 106.8
Reserves & Resources - Capex (+asset sales) 89.2 121.6 3.7 3.8
Ore Reserves Mt % V205 ktV - Working Capital Increase 21 0.0 0.0 0.0
Windimurra 79.0 0.42 18,581 Free Cashflow (113.9) (137.9) 91.7 103.0
- Dividends (ords & pref) 0.0 0.0 0.0 0.0
Mineral Resources Mt % V205 kt VvV + Equity raised 79.1 0.0 0.0 0.0
Windimurra 148.8 0.46 38,331 + Debt drawdown (repaid) 143.4 0.0 (28.8) (42.2)
Net Change in Cash 108.6 (137.9) 62.9 60.8
Directors Cash at End Period 176.0 38.0 101.0 161.8
Name Position Net Cash/(LT Debt) 24.3 (113.6) (21.9) 81.2
Wolf Martinick Non-Executive Chairman
lain Scott Managing Director Balance Sheet (A$m) 2008F 2009F 2010F 2011F
Gary Korte Executive Director Cash 176.0 38.0 101.0 161.8
Earl of Warwick Non-Executive Director Total Assets 318.9 301.0 354.5 405.9
Ricardo Lieman Non-Executive Director Total Debt 151.6 151.6 122.8 80.6
Phillip Laskaris Non-Executive Director Total Liabilities 152.7 152.7 123.9 81.7
Nicholas Morland Shareholders Funds 169.1 157.2 239.5 333.2
Major Shareholders Shares (m) est % Ratios
Matterhorn Investment Management, L.L.P. 24.7 16.1 Net Debt/Equity (%) na 72 9 na
Gersec Trust 13.2 8.6 Interest Cover (x) na na na na
JPMorgan Asset Management U.K. Limited 11.7 7.6 Return on Equity (%) (14.3) (12.6) 38.2 31.2
Macquarie Investment Management Ltd. 115 7.5
Ward Ferry Management 10.0 6.5
INVESCO Australia 8.9 5.8
Kinetic Investment Partners Limited 7.0 4.6
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