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Poseidon Nickel (POS)

Australi aods new ni ck

Nickel production expected from 2013

Poseidonbés redevel opment of the famous Mt
Cerberus Deposit, has reached a vital stage. Funding negotiations are in progress that
could allow POS to start producing up to 10ktpa nickel in concentrate from 1Q13.

Key points

e  Mount Windarra and Cerberus to be developed in tandem and feed 700,000tpa
concentrator.

. 10,000tpa nickel output, estimated EBITDA $25m in FY13 and $64m in FY14.

e Initial resources at Mt Windarra and Cerberus sufficient for 8 yearsdproduction,
with significant potential for resource expansion. Low discovery cost of 10c/Ib Ni.

e  Cash opex expected to be US$3.20/Ib Ni; low costs from sub-level stoping.
e  Refurbishment of the Mt Windarra underground has started, complete in 2012.
¢  Twelve months to production from financing, including concentrator construction.

e  China Non Ferrous (NFC) to build concentrator and organise asset lease finance,
cost $60m; overall fund raising in 1H12 could be $130m.

e  Final feasibility studies for Windarra and Cerberus expected this year.

Investment View: Spec Buy, 12-month target $0.31/share

We initiate on POS with a Spec Buy and a 12-month target of $0.31/sh. The current
price of $0.19/sh marks a |l ow entry point
undergo a significant transformation, with nickel sulphide production expected from

two mines as soon as 1Q13. The company has an excellent technical and corporate

team, who we expect to push a re-rating of POS through 2012 and 2013. Critical value
drivers in late 2011 and 2012 should be completed feasibility studies for Mt Windarra

and Cerberus, and financing for the project in 1H12.

Earnings Forecast

Year end 2011a 2012e 2013e 2014e
$0.5
Sales (A$m) 0 15 67.4 166.6
$0.4 EBITDA (A$m) 0.42 -14.9 24.8 65.0
NPAT (adjusted) (A$m) 0 -17.6 12.6 29.7
$0.3 EPS (adjusted) (¢ps) 0 5 8 7
EPS growth (% n/a n/a n/a -11
$0.2 growth (%)
PER (x) n/a n/a 2 3
$0.1 EV/EBITDA (x) n/a n/a 2 1
Dividend (¢ps) 0 0 0 0
$0.0 ‘ ‘ ‘ Yield (%) 0 0 0 0
Dec 09 Jun10 Dec10 Junl1l X
Franking (%) 0 0 0 0
=——pPQOS ===S&P 300 Rebase: ROE (%) 0 -11 7 17
Nickel Production (t) 0 3144 8973 9169
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
BELL POTTER SECURITIES LIMITED DISCLAIMER AND DISCLOSURES
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Company description

POS is a nickel sulphide developer in the Laverton region of Western Australia. It is
focused on the historic Mt Windarra nickel mine, and the nearby Cerberus discovery i
together called the Windarra Nickel Project (WNP). Total mineral resources are 9.187Mt at
an average grade of 1.51% nickel, containing approximately 138.366kt of Ni. POS is
redeveloping the underground Mt Windarra operation and plans to establish a new mine at
Cerberus, with the aim of producing 10ktpa of Ni in concentrate from FY2013.

Recommendation and Valuation: Spec Buy, target $0.31/share

The risked 12-month DCF valuation of the Windarra Nickel Project, based on production by

sub-level caving at Mt Windarra and Cerberus is $168m. Key assumptions: 700ktpa
throughput, 10kt Ni output (in concentrate), LOM average cash cost of US$3.20/Ib,

remaining capex of $130m, met recoveries 83-85%, payability of 70% and a long-term Ni

price of Uuss$8.17/1 b (real). I n olatdilhgstopemtion we 6 v
producing ~50koz over three years from 2013,
exploration potential, -$18m for corporate and -$89m net debt after funding: total $120m.

We have risked the WNP at -20% because, even thoughi t 6 s a't an advanced
funding is yet to be acquired; and final costs, mining reserves and the mining method at
Cerberus are uncertain until final feasibility studies are published in late 2011.

Our $0.31/share price target is based on a 12-month DCF and SOTP (sum of the parts)
valuation and considers changes to the capital structure, including ~$130m in project
funding in 2012. There is an overhang of +40c options striking in 2H12, including 115m
held by the Chairman, Andrew Forrest. Th e r e ¢hanceahese will expire unexercised.

Risks
Risks include, but are not limited to:

e Commodity price and exchange rate fluctuations. Similar to other commodity producers
or prospective producers, POS is subject to fluctuations in prices and exchange rates.

e Mining costs and method. Opex, particularly for the Cerberus Project, depends on
mining method and is yet to be finalised i feasibility studies are thought to be imminent.

e Project funding and meeting any debt commitments. After funding, debt could be
+$110m but is likely to be on favourable terms.

e Resource growth. We have valued the WNP assuming that resource increases extend
LOM from the current 8 to +12. Resource growth requires ongoing investment.

e Grade. The WNP deposits are of lower nickel grade than some others in WA. This can
be balanced by lower operating costs.

e Timing. POS is on a tight schedule and construction is subject to funding. If surface
infrastructure is incomplete in early 2013, stockpiling of ore could still commence.

Potential share price catalysts

Final Feasibility Studies and Mining Reserves for Mt Windarra and Cerberus, including a
preferred mining method for the latter, expected this month.

Project funding of ~$130m in 1H12, emphasising debt but with an equity component.

Exploration results from drilling along-channel at South Windarra, and at regional targets.

BELL POTTER Page?
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WA nickel assets

Overview

Poseidon Nickel is developing the historic Windarra Nickel Project (WNP, located 260kim
NNE of Kalgoorlie in the NE Goldfields of Western Australia.

POS acquired the project in 2005. The assets include three known nickel sulphide
deposits, two historic nickel sulphide mines, and 63km of prospective strike within the
Windarra Ultramafic Belt and the parallel and largely unexplored Red Flag Ultramafic belt.
Mineralisation is of similar style to other WA nickel fields, such as Kambalda. POS 6 s
tenements occupy 443km>.

Currently, POS is focused on refurbishing and reopening the Mt Windarra underground
mine and developing a new underground mine at Cerberus, which was found in 2008. The
two deposits are 10km apart and can be served by a single 700,000tpa nickel concentrate
plant, to be built at Mt Windarra (the WNP). Nickel production is expected to average
10,000tpa for +10yrs, with the two mines starting more or less simultaneously and making
an equal contribution to output, at least for the first six years (LOM Mt Windarra). Subject to
project finance, first concentrate production is expected in 2013.

Figure 1a,b - Windarra Nickel Project: location map; and photo of Mt Windarra mine site
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Resource status

Poseidon has built the JORC-qualifying resource base at the Windarra Project from nil in
2007, to a current 9,187,449t at 1.51% Ni for 138,366t contained metal, of which 53,470t is
at Indicated status. The most recent resource update was a 25% increase in contained
nickel on 1 December 2011. The two largest deposits are now Mt Windarra (62,200t Ni),
where an underground mine operated between 1971 and 1989, and Cerberus (68,600t Ni),
which was discovered by Poseidon 10km S of Mt Windarra in 2008. The smaller South
Windarra (7,500t Ni), 18km SSW of Mt Windarra, has an historic open pit mine that closed
in1992. 1t 8s worth not i mgtwdniinesbetween tisem produced +8Mtyof,
ore grading 1.58% Ni, for ~125kt of Ni in a 10% concentrate.

Figure 2 - POS current resource status

Indicated Inferred
Poseidonés 138
than the pre-production 910,000 2 11,300 2,955,000 1.72 50,900 3,865,000 B 62,200
resources of its WA peers.
- 0.80% 772,000 0.98 7,500 - - - 772,000 098 7,500
0.75% 2,773,000 34600 1,778,000 9 34000 4,551,000

SOURCE: POSEIDON NICKEL

Figure 3 shows that a pre start-up nickel resource of 138kt compares very favourably with
the starting resources of successful peers including Independence Group (70kt), Mincor
(25kt), Western Areas (40kt) and Panoramic Resources (60kt). WA nickel laterite miners
have a consistent history of extending their resource bases and lives of mine, once in
production. Some examples of annual CAGR in nickel resources from start-up:
Independence Group (13%); Mincor (29%); Western Areas (51%); and Panoramic
Resources (25%).

Figure 3a,b - POS peer comparison, pre-production resource base and CAGR over time
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SOURCE: POSEIDON NICKEL
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History of Poseidon and the Windarra Nickel Project

Economic nickel was first discovered at Mt Windarra in 1969 by Poseidon NL. At that time,
Ni prices were high, at around £7,000/ton due to a shortage during the Vietham War, and
the find quickly 1led to a spectitan $.85 i
September 1969 to $280 in February 1970. Underground mining at Mt Windarra and open
cut mining at South Windarra started in 1971. Nickel prices fell and Poseidon NL delisted in
1976, but the mines continued under the management of Western Mining Corporation
(subsequently WMC Mining Ltd). The mines closed in 1989-1991, again due to low Ni
prices, and the area was rehabilitated by WMC from 1994.Because of t he
history, it was developed as a heritage trail for the general public. This resulted in the
preservation of some surface infrastructure included the mine head frame and winder
shaft, WMC mine office, road network, examples of mining equipment including several 5
tonnes ore skips, and some concrete plant footings.

When BHP gained control of WMC in 2005, some non-core assets were divested, including
Windarra, which was sold to Niagara Mining Ltd. Niagara decided to reopen Mt Windarra
and began dewatering the underground mine. In 2007, following company restructuring,
the appointment of a new management team, and wi th respect t
Niagara was renamed Poseidon Nickel Limited (ASX.POS).

To support the refurbishment of Windarra, in June 2008 POS acquired US$15m project
funding from Harbinger Capital Partners. The Global Financial Crisis, however, caused
POS to place the project on care and maintenance - operations halted in October 2008.
After two years on C&M, nickel prices started to increase and POS signed a US$20m
Convertible Note with Harbinger to assist with the project. Work on the underground
recommenced in 2011.

Mt Windarra

THE MINE

The deposit is made up of seven (known) stacked nickel sulphidel odes (ter med

historically). The lodes have a near-vertical orientation, which should facilitate low cost
mining by sub-level stoping. This mining method is cheaper than the cut-and-fill methods
used on shallower-dipping bodies, because it is less labour- and machinery intensive,
larger volumes of ore can be taken in a cycle, and gravity assists with movement of the
broken rock. Ore will be crushed underground, and hoisted to the surface in 5-tonne skips
using the existing 3-metre haulage shaft and headframe i cheaper than truck hauling,
though this method is also available if needed.

At the time of closure, the Mt Windarra mine had reached a depth of 550m. The original
mine had a reputation for being geotechnically challenging at depth: steep orebodies are
often associated with steep and intersecting structures that can cause difficulties if not
properly managed. POS is confident that this aspect of the mine can be successfully
engineered. We note that the technology available for rock-mass monitoring, stabilisation
and predictive modelling has moved ahead considerably in the past 20 years.

The current resource extends to 900m depth. There is nickel sulphide mineralisation
outside the resource envelope, which means potential to expand with further drilling.

THE CONCENTRATOR

A flotation concentrator will process Mt Windarra and Cerberus material to produce 10,000
tonnes of nickel per year. Initially, a 350ktpa plant was planned, but 700ktpa was
recommended because of the successful resource drilling at Cerberus, and after an
independent mine planning group indicated potential to increase production rates at Mt

BELL POTTER
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Windarra. Now that both mines are expected to start at the same time, the larger plant will
be built up-front. The technology of nickel sulphide plants is well understood and, in terms
of risk, Mt Windarra has the advantage of being economically processed in the past. The
main ore mineral is expected to be pentlandite, with pyrrhotite and pyrite as the other
sulphides. Recent metallurgical tests run on samples from Cerberus showed flotation
recoveries of +80% Ni in less than 5 minutes, with a concentrate grade of 18%. POS
guidance is for 83% recoveries at Mt Windarra and 85% for Cerberus.

REBUILD: PROGRESS AND TIMING

There is $50m built infrastructure in place at the WNP, including new and some refurbished
assets: a vertical shaft headframe and winder, tailings ponds, offices and accommodation,
airstrip, diesel power plant (two Cummins generators providing 820kVA, adequate for
development work), core yard and the Mt Windarra mine itself (portal, decline, shaft,
workings). Figure 4a shows the Mt Windarra underground - this diagram is from July 2011
and dewatering has since progressed so that only ~23% of the mine remains waterlogged.
As the mine is dewatered, POS is refurbishing the workings i this includes rock mass
stabilisation (bolting, meshing, monitoring), ventilation, and installation of underground
infrastructure such as safety chambers, 11kV electrical power and a communication
network. Refurbishment will complete in 2012. When BPS visited the project in 3Q11, we
were only able to view the 1.2km decline and uppermost levels of the mine, but were
impressed with the progress of work on stabilisation, dewatering and ventilation.

Figure 4a,b - Mt Windarra mine refurbishment (to June 2011); and resource outline
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SOURCE: POSEIDON NICKEL

In July 2011, POS published a schedule indicating that time to commissioning Mt Windarra
could be 18-24 months, with 12-18 months for the concentrator. There have been delays in
refurbishing Mt Windarra due to extra ground stabilisation work, but building the mill is the
time-critical step, so the project seems to be more or less on schedule.

Most of the remaining work will be on finishing the underground ready for production, and
above all building the 700ktpa flotation concentrator and associated P&E. The Cerberus
Deposit must also be made ready for production.

Arccon WA (Arccon) and China Nonferrous
Construction Co Ltd (NFC) agreed, under a non-binding MoU signed in April 2011, to
provide a fixed price turnkey concentrator, with finance for up to 80% by a third-party bank.
Under the MoU, Arccon WA will do most of the engineering/construction, potentially
including steel prefabrication in WA. NFC has similar arrangements with other ASX-listed
companies including Marengo Mining (MGO and Galaxy Metals (GXY) i the latter is

BELL POTTER
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already in successful lithium production at Mt Cattlin (WA). However, the fixed price
Engineering, Procurement and Construction Contract (EPC) is yet to be awarded.

POWER AND WATER

Electricity for the project will be provided by a diesel power plant. Diesel is a relatively
expensive way of generating power but is commonly used at mineral projects where grid

power iisné6t avail abl e. I n October 2011, PES si
to assist with the addition of a waste heat recovery system to the planned Windarra
powerhouse. The system could save on operating costs by providing up to 700kW of fuel

and emission free power to the project. Ample process water should be available from the
waterlogged and aquifer-replenished historic open pit at South Windarra.

THE FINAL FEASIBILITY STUDY (FS) AND PERMITTING

The final FS of the Windarra Nickel Project (WNP) is thought to be near completion and its
release is expected shortly. Even though work on the WNP is already far advanced, this
study is needed for the final stage of project finance and awarding of the EPC contract. It is
expected to include definitive operating and capital costs for Mt Windarra and Cerberus
mines and the nickel plant, as well as Mining Reserves. A summary of the main studies
and providers for the WNP is in Table 1.

Table 1 - Main feasibility studies in progress at the Windarra Project

Study Vendor
Engineering Arccon
Mine Planning Rock Team
The final feasibility studies for Geotechnical Beck Engineering
Mt Windarra and Cerberus Tailings Disposal Coffey Mining
should be published in 2011. Gold Tailings Retreatment Nagrom
Environmental MBS
Testwork SGS
Ore Sorting Commodas Ultrasort
SOURCE: POSEIDON NICKEL
A Mining Proposal for operating at Mt Windarrawas submi tted in Nov 061

submission for Cerberus is expected shortly. A response by the Government is expected

within two months of submission. At Mt Windarra, POS is proposing to redevelop ~29ha of

land that is mostly located on previously cleared or disturbed and rehabilitated land. New

|l and clearance is restricted to 1.9ha require:
clearing permit under the environmental protection regulations. This waiver includes the
Cerberus Project (announcement Dec 611).

OPERATING COSTS

POS expects Mt Windarra cash operating cost to be US$3.20/lb of Ni at a run rate of
10ktpa Ni. This is relatively low compared to its WA peers, which have costs of US2.12/Ib
to US$5.10/Ib depending on the mining method. A cobalt credit of ~$1m per annum is
expected at current prices. A cost breakout and peer comparison are shown in Figure 5a,b.
These costs may change when the final FS is released in late 2011.

BELL POTTER Page7
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Figure 5a,b - Windarra Project, opex breakout and peer comparison. Life of mine average, based on sub-level caving at Mt Windarra
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CAPITAL COSTS AND PROJECT FUNDING

According to POS, the value of existing infrastructure and subsequent refurbishment at the
WNP is $50m. The company has twice issued convertible notes to Harbinger Capital in
New York: US$15m in FY08 and US$20m in FY11. Most of this has already been spent on
the Windarra Project. Cash at end September 2011 was A$9.23m plus $0.75m in
receivables i it may be $4m or $5m now.

Initially, a 350ktpa plant was planned at a cost of $35m, to be built to turnkey stage and
80% funded via NFC, with an expansion to 700ktpa. In July 2011, POS announced that the
remaining capex required to restart Mt Windarra was US$55m, including the plant, with the
remainder in working capital, refurbishment and resource drilling.

Now that the Mt Windarra and Cerberus mines are expected to commence at the same
time, the larger 700kt plant will be built up-front. This is expected to cost ~$60m, less than
twice the dollars for double the throughput because economies of scale apply to the design
and construction. Adding $25m to increase the concentrator nameplate, plus another
~$20m (BPS estimate) to start development at Cerberus, plus 30% contingency and
working capital means POS needs about $120m for the WNP, with another $10m for a
gold tailings operation on site (see subsequent section) i i.e. $130m, or in that ballpark. It
is likely NFC will help to fund 80% or more of the expanded $60m concentrator, i.e. +$48m,
as it agreed to do at $35m under the MoU. That leaves US$62m in funding to find. We
expect an equity component i say ~30% or perhaps $40m of the total $130m, with the
remaining ~$42m coming fromfiot Wermd . T h a ©0nf naw debt, plas the F5m
existing liability from the Harbinger convertible notes.

Poseidon has entered into discussions with a number of financiers to put in place the
funding required, with detailed term sheets being negotiated.

Table 2 - Capital cost and funding estimates for WNP.

Capital costs (US$m) Funding (US$m)
. L Concentrator $60m $48m Concentrator debt finance (80%)
The funding shown here is in Completion of Mt Windarra, drilling $10m 2 Other debt fi
addition to the US$35m already Start-up costs for Cerberus’ drillin $20m ol i i o it e
raised as convertible notes . P A - | g ) $40m Equity funding (~30% of total)
(liability now $25m). Contingency and working capital at 30% $20m
Gold tailings operation $10m
Total $130m $130m Total

SOURCE: POSEIDON NICKEL AND BELL POTTER SECURITIES ESTIMATES
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Outline of Upper high grade
zone in red, which may be the
focus of initial production;
arrows represent potential new
mineralised channels.

OFFTAKE

Draft offtake terms for the nickel have been received and are currently being assessed by
Poseidon. Company guidance is that Ni payabilty for the concentrate is likely to be 69% or
70% of the LME Ni price. There is an agreement with BHP, which vended the WNP project

to POS, that BHP either be sold the projectos

choose the most economically favourable offtake option(s) for the project.

Cerberus Deposit

POS plans to start nickel production from the Mt Windarra and Cerberus operations more
or less simultaneously, in 2013. Since its discovery in 2008, Cerberus has undergone a
resource drill-out and is now known to contain 68,633t of Ni grading 1.51% above a 0.75%
cut-off (Optiro Pty Ltd). Ahead of the resource upgrade, Poseidon drilled ~9,500m at
Cerberus in 2011. The best intersections returned from the upper high grade zone are
4.07m at 3.00% Ni, 2.83m @ 3.24% Ni and 1.37m @ 3.55% Ni. Nickel sulphide
mineralisation is continuous from 64m to 700m depth and takes the form of a shallow-
dipping plane that extends ~1.4kms down dip and ~400m across strike. The mineralisation
is made up of at least three parallel zones or stacked lodes 7 the Upper, Lower and new
Top zones i wi th some areas of thickening wh
geologists believe that additional lodes have been identified to the north and south at
Cerberus in areas largely untested by drilling. Resource extension is therefore likely, which
will be the subject of future drilling. A JORC Reserve is expected in December 2011. A full
feasibility study of Cerberus (FS) including mine plan with JORC reserves is expected in
the near term. A Mining Proposal should be submitted to the WA Government in 2011.

Figure 6 - Cerberus Deposit in plan view (drilling as at October 2011).

er e 1

SOURCE: POSEIDON NICKEL

Mining cost: POS is yet to specify the mining
results of the resource infill drilling, that parts of the deposit are steeply dipping enough to
be taken using relatively inexpensive sub-level caving, as is planned for Mt Windarra. If this
i s padddible, then more costly cut-and-fill methods will have to be used. A final decision is
expected to accompany the final Cerberus feasibility study.
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