BC Iron
BUY

Current Price: $2.36
Valuation: $3.40
Ticker: BCI
Sector: Materials
Shares on Issue (m): 95.3
Market Cap (A$m): 224.9
Net Cash (A$m): -8.2
Enterprise Value (A$m): 233.1
52 wk High/Low: $3.29 $2.00
12m Av Daily Vol (m): 0.24
Key Metrics

11A 12F 13F
P/E (x) 214.7 2.3 2.2
EV/EBITDA (x) 105.5 2.6 1.5
Financials:
Revenue ($m) 19.1 181.8 294.9
EBITDA ($m) 2.2 88.7 154.1
NPAT ($m) 1.0 68.4 102.4
Net Assets ($m) 67.4 139.3 244.4
Op CF ($m) 3.2 78.5 106.5
Per Share Data:
EPS (cps) il 7.7 108.5
DPS (cps) 0.0 0.0 0.0
Div Yield 0.0 0.0 0.0
CFPS (cps) 6.6 82.4 111.7
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On track

Site visit:

Argonaut recently attended a site visit to the Nullagine Iron Ore JV (NIOJV, BCI - 50%).

The expectation was to see things running smoothly, with the haul road bitumised and
commissioning of FMG's reclaimer at Christmas Creek completed in October/early
November the two major impediments to the operation hitting its straps.

Impact: Positive

This was largely the case, with the only apparent bottleneck to hitting the 5Mt rate in the
near term being the crushing and screening circuit. An upgrade to this is scheduled for
April 2012, lifting its capacity from current 4Mt to ~5.5-6Mt.

Latent capacity exists, particularly on the mining side. On the haulage front,
commissioning of an additional 3 pit haulers (360t payload, 5 currently in operation, each
can do ~700ktpa at 93% utilisation) over the next 6 months. In the interim, triples
(~102t payload) will remain on site to assist with haulage and be phased out over time.

FY12 sales guidance is 3.5Mt, with 400kt sold in Sep Q and expectation of 600kt this Q (2
capes sold to date, a further 2 this month scheduled).

To hit 3.5Mt mark, the JV will need ~15 capes (~170kt/vessel) in 2H. We continue to sit
at ~3Mt shipped for FY12, but have gained confidence that the 3.5Mt is achievable.

FY13 sales guidance is 5Mt. We have upgraded our forecast inline with Company
guidance (was 4.4Mt).

View: Positive

As the NIOJV hits its straps and production milestones are met, we would expect BCI to
trade closer to its fundamental value. The scarcity of infrastructure capacity (rail and
port), particularly for junior miners in the Pilbara, is of significant value to BCI. .

The current share price is implying an iron ore price received of only ~A$80/t (assuming
spot fx); a 30% discount to the current implied FOB price for Bonnie Fines - a price which
we do not believe to be likely in the short or medium term.

Clearly the stocks is cheap on 2.2x FY13 earnings and 1.5x EV/EBITDA multiples. With
minimal capex going forward, expected cash generation over the next 18 months already
has the market asking ‘What next?’ In the current environment, we’d envisage disciplined
capital management would strike a chord with investors as much as growth would.

Recommendation: Buy
Valuation - $3.40. BUY recommendation maintained.
Analysts:
Tim Serjeant
Troy Irvin
Argonaut Securities Research 1 BC Iron



BC Iron

Recommendation BUY

Current Price $2.36

Valuation $3.40

Profit & Loss (A$m) 30 June 2010A 2011A 2012E 2013E
Revenue 0.5 19.1 181.8 294.9
Other Income 1.0 1.1 1.2 5.4
Profit/(Loss) on Hedging 0.0 2.1 0.0 0.0
Operating Costs 0.0 13.1 87.9 139.8
Exploration Exp 0.0 0.0 1.5 1.5
Corporate/Admin/Other 3.8 6.9 4.8 4.9
EBITDA -2.3 2.2 88.7 154.1
Depn & Amort 0.1 0.6 3.2 5.1
EBIT -2.4 1.6 85.5 149.0
MRRT 0.0 0.0 0.0 1.2
Net Interest Paid 0.0 0.6 0.0 0.0
Operating Profit -2.4 0.9 85.5 147.7
Tax expense -1.0 -0.1 17.1 44.3
Minorities 0.0 0.0 0.0 1.0
NPAT -1.4 1.0 68.4 102.4
Normalised NPAT -1.4 1.0 68.4 102.4
Cash Flow (A$m) 2010A 2011A 2012E 2013E
Operating Cashflow -0.9 3.2 78.5 106.5
- Capex (+asset sales) -13.0 -31.0 -7.2 -3.0
-Exploration Expenditure -0.5 -1.1 -1.5 -1.5
-Other 1.3 -13.8 0.9 0.0
Free Cashflow -13.0 -42.7 70.8 101.9
- Dividends 0.0 0.0 0.0 0.0
+ Equity raised 12.6 0.0 0.0 0.0
+ Debt drawdown (- repaid) 15.6 12.2 -5.0 -5.0
Net Change in Cash 16.7 -9.0 66.6 96.9
Cash at End Period 28.7 17.5 84.0 181.0
Net Cash (Debt) 14.7 -1.5 61.2 163.2
Balance Sheet (A$m) 2010A 2011A 2012E 2013E
Total Assets 54.8 103.4 181.7 284.8
Total Debt 14.0 19.0 22.8 17.8
Total Liabilities 15.8 36.1 42.4 40.3
Shareholders Funds 39.0 67.4 139.3 244.4
Sales

Nullagine (Mt) - BCI share - 0.13 1.50 2.50
Cash Costs

-_inc rovalties (A$/t) - - 54.4 55.9
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Equities Research
Analyst: Tim Serjeant

Sector Materials
Issued Capital (m) 95.3
Market Cap (m) $224.9
Updated 07-December-2011
Financial Summary 2010A 2011A 2012E 2013E
Reported Earnings
Net Profit ($m) -1.4 1.0 68.4 102.4
EPS (A$) -0.02 0.01 0.72 1.08
PER (x) -138.8 214.7 3.3 2.2
Normalised Earnings
Net Profit ($m) -1.4 1.0 68.4 102.4
EPS (A$) -0.02 0.01 0.72 1.08
EPS Growth (%) - - - 51.2
PER (x) -138.8 214.7 3.3 2.2
Cashflow
Operating Cashflow ($m) -0.9 3.2 78.5 106.5
GCFPS ($) -0.03 0.07 0.82 1.12
PCF (x) -75.4 35,5 2.9 2.1
Dividend
Dividend ($) 0.00 0.00 0.00 0.00
Yield (%) 0% 0% 0% 0%
Franking % 0% 0% 0% 0%
Financial Ratios 2010A 2011A 2012E 2013E
Balance Sheet Ratios
Total Debt/Equity (%) 36% 28% 16% 7%
Interest Coverage (x) - - - -
Profitability Ratios
Net Profit Margin (%) -287% 5% 38% 35%
Return on Assets (%) -57% -15% 1% -11%
Return on Equity (%) -4% 1% 49% 42%
Nullagine JV (BCI - 50%) 339 3.56
Bungaroo Creek 5 0.05
Investments 0 0.00
Unpaid Capital 13 0.13
Corporate -17 -0.17
MRRT -8 -0.08
Cash (estimate) 16 0.17
Debt -24 -0.26
Total @ 11% Discount Rate 324 3.40

Name Position
Tony Kiernan Chairman
R Mike Young Managing Director
Nullagine - DSO only Morgan Ball Executive Director
Reserves Mt % Fe %CaFe %P Andy Haslam Non-Executive Director
Proven Malcolm McComas Non-Executive Director
Probable 34.7 56.9 64.7 0.016 Terry Ransted Non-Executive Director
Total 34.7 56.9 64.7 0.016
Resources Mt % Fe %CaFe %P Substantial Shareholders %
Measured 1. 56.9 64.7 0.019 Palmary 24.1%
Indicated 36 57.0 64.8 0.016 Regent Pacific 22.6%
Inferred 13.5 56.9 64.4 0.017
Total 52.9 57.0 64.7 0.016
SALES PROFILE REALISED PRICE & COST PROFILE
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ARGONAUT
Site visit
Overview

Site visit Argonaut recently attended a site visit to the Nullagine Iron Ore JV (NIOJV, BCI - 50%).

The expectation was to see things running fairly smoothly, with the haul road bitumised and
commissioning of FMG's reclaimer at Christmas Creek completed in October/early November
the two major impediments to the operation hitting its straps.

The only apparent bottleneck to hitting the 5Mt rate in the near term is the crushing and
screening circuit. An upgrade to this is scheduled for April 2012, lifting its capacity from
current 4Mt to ~5.5-6Mt.

Mining
Latent capacity exists on the There is significant latent capacity on the mining side, with currently 3 surface miners on
mining side ... site (typically 2 in operation at any given time). Assuming only 50% utilisation (i.e single
shift - 12 hours) and 75% availability, each surface miner could do ~1.9Mtpa (waste and
ore).

Given the current low strip ratio (see Figure 1 below) and simplicity of the Outcamp deposit
(mined 5m of 15m ore zone, 250m wide on average), there has been little requirement to
stretch mining much beyond this rate (particular with haulage being the major bottleneck
until recently).

Figure 1: Mining rates (100% basis)
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Source: Argonaut, (unless stated otherwise)

... which will be utilised once Only once the Warrigal (~10Mt) and Coongan (~6Mt) ore bodies are commissioned (2014
the mine hits 5Mtpa nameplate onwards) will the surface miners be consistently fully utilised. A 4™ surface miner is due to
and waste stripping increases arrive on site in the December Q 2012, to assist as material movement requirements
in later years increase.

Argonaut Securities Research 3 BC Iron



Crushing and screening
upgrade planned for April 2012

Haulage rates averaging 13 -
14kt

ARGONAUT

Figures 2 & 3: Surface Miner

Processing

The crushing and screening plant appears to be the major bottleneck over the coming
months. The plant is currently rating at ~ 4Mt (90% availability), with the addition of two
feed conveyors to lift capacity to >5.5Mtpa (in April 2012).

Ore haulage

Ore haulage rates are currently averaging 13-14kt/day, which equates to annualised run
rate of ~4.8Mt.

Table 1: Ore Haulage breakdown

Road Haulage

Haulage Units tph hrs Mt rate tpd
Pit Haulers 5 90 24 3.9 10,800
Triples 8 25.5 12 0.9 2,448
TOTAL 4.8 13,248

5 pit haulers (360t payload), and up to 10 x triples (typically ~8 operating, ~102t payload)
are in current circulation. The pit haulers are slated to do 3 loads per shift (6 loads per day,
equates to >700ktpa per rig at 93% utilisation). The triples are supplementing haulage
capacity, delivering an additional ~2,500t per day, operating on single shift.

As additional pit haulers are commissioned (the 6 is due on site in February), the smaller
road trains will be phased out. A 7% pit hauler will underwrite the 5Mtpa target while an 8th
rig by 30 June 2012 provides additional flexibility (daily haulage rates of >16kt/day).

Figure 4: 360t Pit Haulers (now commissioned)
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Commissioning the reclaimer
has significantly reduced train
loading times

Adequate stocks

Minimal capex going forward

ARGONAUT

Figure 5: Triple road train (~102t) in operation

We also drove the ~55km down the bitumised, private haul road to the recently
commissioned load-out reclaimer infrastructure at Christmas Creek. This has significantly
reduced train loading times (from 14 hours to 3 hours).

Figure 6: FMG's Load-Out Reclaimer at Christmas Creek

Source: Argonaut

Shipping

FY12 sales guidance is 3.5Mt, with 400kt sold in the September Q and expectation of 600kt
this Q (2 capes sold to date, a further 2 in December scheduled).

To hit 3.5Mt mark, the JV will need ~15 capes (~170kt/vessel) in 2H. We continue to sit at
3Mt shipped for FY12, but have gained confidence that the 3.5Mt is achievable.

Stockpiles - ‘insurance’ ahead of the wet season

With the wet season approaching, the JV has ample stocks on which to draw should
mining/haulage become compromised. When we were on site, stocks totalled 479kt (207kt
ROM, 168kt at railhead, 104kt at port).

Costs in check

Going forward, very little capital should be required outside sustaining capex of ~ $3m pa,
the majority of which will be haul road. The operation is essentially outsourced to the
contractors (Watpac, Toll), so any other costs will be opex rather than capex.

Argonaut Securities Research

5 BC Iron



Reconciling spot prices to
actual received prices

Share prices implies a price of
A$80/t received v current spot
of ~vA$113/t

MRRT impact appears minimal

ARGONAUT

At an operating level, we don’t envisage seeing significant cost increases given the relative
simplicity of the operation (low strip ratio, above water table) minimal haulage and rail/port
charge indexed to CPI.

Valuation
Changes to our model
Following our site visit, we have made some minor changes to our model:
e Lifted FY13 production to ~5.0Mt (was 4.4Mt) on a 100% basis (BCI share — 50%)

e Offset by slight increases to mining costs from FY14 onwards (in line with stripping
profile)

Our valuation of $3.40 per share remains.
Pricing

Our valuation assumes a price received of ~A$120/t FOB over next 18 months. Despite
recent price volatility, we are comfortable with this for the time being.

At the current spot price of ~US$139/t (62% CFR), we estimate an implied ‘blended’ price
(combining ore sold at spot and ore sold under contract to Henghou) for Bonnie Fines of
~A$113/t FOB, presented in Table 2 below.

Table 2: Indicative pricing calculation

Calculation

Spot - 62% CFR US$/t 139.60
Freight US$/t 10.00
Implied Spot - 62% FOB USs$/t 129.60
Grade Adj factor X 0.92
Implied Spot - 57% FOB US$/t 119.15
Spot/Henghou Split % 50%
AUDUSD : 1.00
|implied FOB Blended Price A$/t 113.19|

Modelling this price over the next 18 months (as opposed to ~A$120/t FOB assumption),
would see our valuation fall ~3% to $3.29 per share.

The current share price is implying an iron ore price received of only ~A$80/t (assuming
spot fx); a 30% discount to the current implied FOB price for Bonnie Fines and a price which
we do not believe to be likely in the short or medium term.

MRRT

With the proposed increase in profit threshold to $75m (was $50m), then depending on
pricing assumptions, BCI may avoid paying MRRT altogether.

We estimate the potential exposure to BCI at ~$8m (or ~2.5% of our assessed valuation).

Admittingly, there are still vagaries around revenue netbacks to the taxing point and the
starting base for calculating tax shields.

Argonaut Securities Research
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Important Disclosure
Argonaut acts as Corporate Adviser to BCI.

Argonaut acted as Corporate Adviser to BCI in relation to the proposed Scheme of Arrangement
with Regent Pacific Group and received fees commensurate with these services.

Information Disclosure

Each research analyst of this material certifies that the views expressed in this research material
accurately reflect the analyst's personal views about the subject securities and listed corporations.
None of the listed corporations reviewed or any third party has provided or agreed to provide any
compensation or other benefits in connection with this material to any of the analyst(s).

General Disclosure and Disclaimer

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“"ASPL")
or by Argonaut Securities (Asia) Limited ("ASAL") for the use of the clients of ASPL, ASAL and other
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 License No. 274099 and is a Market Participant of the Australian Stock Exchange Limited.
ASAL has a licence (AXO 052) to Deal and Advise in Securities and Advise on Corporate Finance in
Hong Kong with its activities regulated by the Securities and Futures Ordinance (“SFO")
administered by the Securities and Futures Commission ("SFC”) of Hong Kong.

Nothing in this report should be construed as personal financial product advice for the purposes of
Section 766B of the Corporations Act 2001 (Cth). 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 and
ASAL have 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, ASAL, 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 and ASAL, 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 and / or ASAL’s overall revenues.

Hong Kong Distribution Disclosure

This material is being distributed in Hong Kong by Argonaut Securities (Asia) Limited which is
licensed (AXO 052) and regulated by the Hong Kong Securities and Futures Commission. Further
information on any of the securities mentioned in this material may be obtained on request, and for
this purpose, persons in the Hong Kong office should be contacted at Argonaut Securities (Asia)
Limited of Unit 701, 7/F, Henley Building, 5 Queen’s Road Central, Hong Kong, telephone (852)
3557 48000.

© 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 and / or Argonaut
Securities (Asia) Limited. Argonaut Securities Pty Limited and Argonaut Securities (Asia) 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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