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Base Metals — Speculative Risk

BHP JV appears a win-win

Recommendation Buy (initiation)
Last Price A$0.61
Target Price A$1.20
Forecast Total Return 97%

Company profile

Blackthorn Resources (ASX: BTR) is a Sydney-
based, diversified mining company with a focus on
African projects. BTR has a 39.9% interest with
Glencore international (50.1%) in the 90ktpa Perkoa
zinc project, under construction, with first production
in 2012.

The JV is currently investigating potential to add a
lead/silver circuit to Perkoa and increase throughput
to 1mtpa. With ore grading over loz/t Ag, this could
provide significant valuation upside.

The company is in a joint venture with BHP-Billiton on
the Mumbwa Copper project, Zambia (BTR, 60%) and
has a gold project in Burkina Faso, with a maiden
JORC resource of 139koz announced in late 2010.
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BHP Billiton is shortly due to decide whether to continue earning back into BTR’s
Mumbwa copper project in Zambia, where the target is Olympic Dam-style I0CG
mineralisation. Whilst a sizeable resource of over 1.6mt Cu has been established to
date, the real prize of a large, high grade orebody remains elusive. In addition, BTR
is moving closer towards production in 2012 from the Perkoa Zinc Project in
Burkina Faso. This stock is rated speculative risk, thus suitable only for investors
with significant risk tolerance.
= Recent newsflow: BHP recently declared that it will not conduct any more drilling at
Mumbwa, ahead of a decision by June 30 on whether the company will continue to
earn into the project. In other news, BTR recently announced a planned equity
raising with partner Glencore (A$10m @ 0.625/share) who is considering building a
circuit at Perkoa to capture lead and silver.

=  Key issues: The BHP decision is important with regards to short term sentiment.
However, the structure of the deal is such that we see either outcome as positive.
Should BHP stay in the deal, they can move from 40% to 60% of Mumbwa by paying
BTR 150% for past expenditure (A$13m) and moving onto the next feasibility phase.
Should BHP withdraw, BTR is free to self-fund exploration or bring in a partner
depending on timing of any further exploration success. Aside from the copper
exposure, the group is highly leveraged to zinc prices, with production in from mid-
2012E. The company should have around A$15m in cash post the Glencore raising.

=  Value: Valuation of the early-stage copper project is difficult; however we value
BTR'’s current 60% stake at US$65m (details follow). We value BTR'’s 40% of Perkoa
at US$57m, and allow a nominal A$5m for exploration value across the group, mainly
the gold tenement in Burkina Faso (139koz @ 1.06g/t Au). We then adjust by
US$(10)m for anticipated ongoing corporate costs and other factors, giving us a total
base case value of US$1.04ps. Our current upside valuation on BTR, allowing for
Perkoa expansion to 1mtpa (inc. lead/silver capture) and 100% of Mumbwa is
US$1.80/share. Our target price of A$1.20 per share includes 30% of this upside
potential on a risk-weighted basis.

= Catalysts: The main short term catalyst is BHP’s decision on Mumbwa. BTR is well
funded currently should BHP withdraw. Should BHP stay in, we see this as positive
as it will put BTR in a cashed up position to look at other assets, and also benefit
from further work conducted on Mumbwa at BHP’s expense. Despite BTR’s clear
copper exposure, the stock has significantly underperformed its peer group recently.

Cross-section of Kitumba Resource (BTR, 60%)

Source: Iress

Other Information

Iress / Bloomberg BTR/BTR AU
Market cap (diluted) A$64.13m
Enterprise value (estimate) A$62.59m
Average daily volume (m) 0.12
Free float 68.7%
Number of shares on issue (m) 106.9
Reporting currency AUD
Quote currency AUD
Website blackthornresources.com.au
Analyst(s) Geoff Muers

+612 923 2142

geoff.muers@investec.com.au
Source: Iress, Capital 1Q

NORTH

foom

375200
2375000
42
237460
fazaTann
Gm
2374000
2373800
7360
37390

Funge 0 Lo
o 100

Facing East
SECTION 479250mE

. =1% Cu Grade shall

=) Grade shell
[[16.15% Cu Grade shel

Source: Company reports

Readers in all geographies please refer to important disclosures at the end of this report.
12m Coverage History: Initial coverage 27 April 2011, Buy (Speculative Risk). Update reports are produced quarterly.
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Risks to valuation,

target price

recommendation &

BTR is an early-stage exploration/production

company,
potentially economic resources to add value

hence is reliant on definition of

BTR is exposed to political risks in African

countries Zambia and Burkina Faso

BTR is exposed to construction risk at Perkoa,

and commaodity price (namely zinc) risk

Our valuation of the copper asset is high risk,

and relatively subjective,
downgraded

Board members

hence may be

Bill Cash, Chairman
Scott Lowe, Managing Director

Nicki Bowman, Non-Executive Director

Michael Oppenheimer, Non-Executive Director

Major Shareholders (est)

Glencore International (post-issue) 13.0%
North Sound 8.9%
F Brewer 7.0%
JP Morgan 6.2%
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* Average 5.3¢/lb and 0.47% Cu Equiv, excluding BTR. BTR assumes 100% of Mumbwa.

Cu Equiv Grade

Source: Investec Bank (Australia) Ltd estimates

Mumbwa Project, Zambia (BTR, 60%)

BHP is shortly to make a decision on whether to continue to claw-back interest in the
Mumbwa project in Zambia, or withdraw. Should BHP elect to withdraw, BTR reverts to
100% ownership and can then drill itself or seek an alternative partner (no shortage of
likely candidates in our view). BTR sees plenty of scope in untested geophysical targets
and potential expansion on the existing resource of 347mt @ 0.47% Cu at Kitumba
(including 87mt @ 0.94% Cu and 22mt @ 1.73%).

Valuation of the copper resource is subjective, and potential economics of an open cut
mine are uncertain at present due to the large amount of cover (over 150m in some
places) and depth to the top of the higher grade parts of ore. The project is on a hill,
hence this may be advantageous. Potential mining methods and concepts may include
underground caving. In our view, based on the grade and likely capital cost, the project
may require a copper price >US$3.00/Ib long term to justify a large-scale development,
which would normally be considered marginal. The 22mt @ 1.73% may present a smaller
scale mining scenario, for which we have not yet investigated the conceptual economics.
On average, such ‘marginal’ large tonnage projects with grade around 0.5% Cu have
been changing hands for about US$0.06/Ib in recent years on our calculations. Using a
conservative value of 50% of this amount, it is possible to value 100% of the project at
US$107m. This number is used in our initial upside valuation of BTR. Using another
valuation method, assuming BHP has spent US$10m on the last phase of work, and
elects to pay A$13m to BTR, 20% of the project can be valued at US$22m effectively.

Perkoa Zinc Mine, Zambia (BTR, 39.9%)

BTR is in JV with Glencore (50.1%) on the Perkoa Zinc project in Burkina Faso. Glencore
is funding the remaining A$80m (BTR spend A$90m previously) with production
scheduled from mid-2012 at a rate of about 90kt zinc metal (720kt @ 13.9% Zn). Cash
costs are forecast at around US$1500/t payable, however the JV expects this could be
reduced (we are using US$1400/t long term).

We value the mine at US$142m (8% NPV) including a 14% construction risk discount.
Applying spot prices, this value reduces to US$92m, however rises to US$277m on the
upside scenario allowing for silver/lead recovery. The JV is now drilling for silver, to
potentially expand the existing 7.6moz resource within the ore zone. Throughput
expansion to 1mtpa is also being considered, with potential for installation of a lead/silver
circuit. On our conceptual numbers, applying silver recovery of 55% (>1.5mozpa) and
8ktpa of lead could double the NPV. Increasing our LT zinc price to US$1.20/Ib increases
our base valuation by 60%, indicating strong leverage.

BTR have over 1100km? of tenements in Burkina Faso, including Perkoa and tenements
with gold exploration potential. A maiden JORC resource of 139koz @ 1.1g/t was
announced at the Guido prospect late in 2010. Little work has been done recently.

Summary: Whilst companies with minority stakes in projects will typically trade at a
reasonable discount to valuation, we see the current discount in BTR as excessive, and a
reflection of both past project history, and the ownership structures. As both projects
progress over the next 1-2 years, and BTR starts receiving cash flow, we believe investor
understanding of the inherent value should grow, along with the share price.

Strengths

JV with BHP Billiton provides exploration
expertise and upside

Production from mid-2012E could enable
the company to grow via acquisition or
organically

Conservative management team appears
focused on shareholder value without
excess risk

Weaknesses

Reliance on JV partners to
manage project, hence limited
control over direction

Two projects in Burkina Faso, one

in Zambia
risks

Commercial potential of copper
project uncertain, hence value

subjective

Opportunities Threats

BHP may elect to earn 60% of Mumbwa,
thus providing further funding for work
and a cash payment to BTR (A$13m)
BHP may withdraw, hence BTR fully
exposed to exploration upside
Expansion of Perkoa to 1mtpa, and
addition of a silver circuit could be a
major boost to valuation

Minority interests in projects tend to
dilute investor interest

African risk is a consideration
Presence of JV partner on register
could make BTR vulnerable to
takeover

hence high political
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Disclaimer

This report has been issued or approved for issue by an entity forming part of Investec (as defined below) and has been forwarded to you solely for your
information and should not be considered as an offer or solicitation of an offer to sell, buy or subscribe to any securities or any derivative instrument or any
other rights pertaining thereto (“financial instruments"). This report is intended for use by professional and business investors only. This report may not be
reproduced without the consent of Investec.

For the purposes of this disclaimer, “Investec” shall mean: (i) Investec Bank plc; (ii) Investec Limited (iii) Investec Bank (Australia) Limited and (iv) from time to
time, in relation to any of the forgoing entities, the ultimate holding company of that entity, a subsidiary (or a subsidiary of a subsidiary) of that entity, a holding
company of that entity or any other subsidiary of that holding company, and any affiliated entity of any such entities.

This report is issued by Investec Bank (Australia) Limited ("IBAL") AFSL 234975.

The information and opinions expressed in this report have been compiled from sources believed to be reliable, but neither Investec, nor any of its directors,
officers or employees accepts liability for any loss arising from the use hereof or makes any representations as to its accuracy and completeness. Any
opinions, forecasts or estimates herein constitute a judgement as at the date of this report. There can be no assurance that future results or events will be
consistent with any such opinions, forecasts or estimates. Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied is made regarding future performance. This information is subject to change without notice, its accuracy is not
guaranteed, it may be incomplete or condensed and it may not contain all material information concerning the company and its subsidiaries. Investec is not
agreeing to nor is it required to update the information, opinions, forecasts or estimates contained herein.

The value of any securities or financial instruments mentioned in this report can fall as well as rise. Foreign currency denominated securities and financial
instruments are subject to fluctuations in exchange rates that may have a positive or adverse effect on the value, price or income of such securities or financial
instruments. Certain transactions, including those involving futures, options and other derivative instruments, can give rise to substantial risk and are not
suitable for all investors.

This report does not contain advice. Specifically, it does not take into account the objectives, financial situation or needs of any particular person. Before acting
on this report, investors must consider whether it is appropriate to do so based on their personal objectives, financial situation and needs and seek financial
advice where needed.

Where this report is issued in Australia, it may only be issued to persons who would be able to be categorised as a wholesale client (under the Corporations
Act 2001) or to any other person to whom this report may lawfully be directed.

Neither this document nor the information contained in it is intended to be an offer to buy or sell, or a solicitation for purposes of an offer to buy or sell, any
securities or an offer of brokerage services. This document may only be distributed in France to qualified investors (investisseurs qualifiés) acting for their own
account, as defined in the French Monetary and Financial Code and any implementing regulation. This document is not intended for use by, or targeted at,
retail customers. Should any retail customer obtain a copy of this document, they should not base their investment decision solely on this document but must
seek independent financial advice.

This report has been provided to you solely for your information and does not constitute an offer of securities or other financial instruments to the public in
Germany. This report does not contain investment advice and Investec does not offer to render investment advice to German residents. The report does not
take into account the objectives, financial situation or needs of any particular investor. Before acting on this report, investors must consider whether it is
appropriate to do so based on their personal objectives, financial situation and needs and seek advice (including tax advice) where needed. Investec does not
offer any brokerage services relating to financial instruments or any other services which require a banking or financial services license under the German
Banking Act (“‘KWG”) to German residents.

This report is distributed and intended for distribution to professional investors (as defined in the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong)) only. This report is personal to the recipient and any unauthorised use, redistribution, retransmission or reprinting of this report (whether by
digital, mechanical or other means) is strictly prohibited. This report and the distribution of this report do not constitute an offer or an invitation to offer to the
Hong Kong public to acquire, dispose of, subscribe for or underwrite any securities or related financial instruments.

Neither this research report nor the information contained in it is intended to be an offer to any person, or to induce or attempt to induce any person to enter
into or to offer to enter into any agreement for or with a view to acquiring, disposing of, subscribing for or underwriting securities. This document may only be
distributed in Singapore to institutional investors (within the meaning of the Financial Advisers Act, Cap 110), and is personal to the recipient and not for
general circulation in Singapore. It may not be reproduced in any form. By accepting this report, you confirm that you are an "institutional investor" and agree to
be bound by the foregoing limitations.

This document may only be distributed in Switzerland to regulated financial intermediaries such as banks, securities dealers, insurance institutions and fund
management companies as well as institutional investors with professional treasury operations. This document is personal to the recipient and not for general
circulation in Switzerland. This document and its content have not been prepared in accordance with the "Directives on the Independence of Financial
Research" issued by the Swiss Bankers Association in January 2008, as amended.

Where this report is issued within the UK it may only be issued to "investment professionals”, such persons having professional experience in matters relating
to securities or financial instruments of the kind detailed in this report and who fall within article 19 of the Financial Services and Markets Act 2000 (Financial
Promotions) Order 2005 or to persons who would be classified as "Professional Clients" (under the FSA COBS rules) or to any other person to whom this
report may lawfully be directed.

The securities or financial instruments described herein may not have been registered under the US Securities Act of 1933 and may not be offered or sold in
the US or to US persons, unless they have been registered under such Act, or except in compliance with an exemption from the registration requirements of
such Act.

In the event this research report is distributed in the US, this report is intended for and being distributed solely to “Major US Institutional Investors,” as that term
is defined in SEC Rule 15a-6, and it may not be redistributed to any other persons. The distribution of this document in other jurisdictions may be prohibited by
rules, regulations and/or laws of such jurisdiction. This report may not be relied on by any person other than the intended recipient. Any failure to comply with
such restrictions may constitute a violation of US securities laws or the laws of any such other jurisdiction. If transactions in the securities discussed in this
report are effected by Major US Institutional Investors pursuant to SEC Rule 15a-6, those transactions will be intermediated by Investec Securities (US) LLC as
the US broker-dealer intermediary.

If this research report is being distributed in the US by Investec Securities (US) LLC, this report has been produced by a non-member affiliate of Investec
Securities (US) LLC and is being distributed as third party research by Investec Securities (US) LLC in the US. Investec Securities (US) LLC accepts
responsibility for the issuance of this report when distributed by it in the United States to entities who meet the definition of the Major US Institutional Investors.
If this research report is being distributed in the US by Investec Bank (Australia) Limited, Investec Securities (US) LLC has neither reviewed nor approved of
this report.

Investec does not allow the redistribution of this report to non-professional investors or persons outside the jurisdictions referred to above and Investec cannot
be held responsible in any way for third parties who effect such redistribution or recipients thereof.

This publication is confidential for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed to
another party, without the prior written consent of an entity within Investec. © 2011
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Disclosures

Definition of research ratings - Expected 12m performance

All countries excl South Africa South Africa
Expected total return
Buy > 10% > 20%
Hold -10% to 10% 10% to 20%
Sell <-10% < 10%

Investec bases its investment ratings on the stock’s expected total return over the next 12 months (with total return defined
as the expected percentage change in price plus the projected dividend yield). To take account of differences in costs of
capital, risk premia and required rates of return between developed and emerging markets, different ratings bands are
applied as described above.

A Speculative Risk stock is one where a company appears to offer compelling value, but where risk is elevated by virtue of
the early stage of project definition and/or time to first cashflow. Speculative Risk stocks are recommended only for
investors with significant risk tolerance.

If this research report is being distributed in the US by Investec Securities (US) LLC, each research analyst responsible for
the content of this research report, in whole or in part, and who is named herein, attests that the views expressed in this
research report accurately reflect his or her personal views about the subject securities or issuers. Furthermore, no part of
his or her compensation was, is or will be directly or indirectly, related to the specific recommendations or views expressed
by the research analyst in this report.

Investec (or its directors, officers or employees) may, to the extent permitted by law, own or have a position in the securities
or financial instruments (including derivative instruments or any other rights pertaining thereto) of any company or related
company referred to herein, and may add to or dispose of any such position or may make a market or act as a principal in
any transaction in such securities or financial instruments. Directors of Investec may also be directors of any of the
companies mentioned in this report. Investec may from time to time provide or solicit investment banking, underwriting or
other financial services to, for or from any company referred to herein. Investec (or its directors, officers or employees) may,
to the extent permitted by law, act upon or use the information or opinions presented herein, or research or analysis on
which they are based prior to the material being published. Investec may have issued other reports that are inconsistent
with, and reach different conclusions from, the information presented in this report. Those reports reflect the different
assumptions, views and analytical methods of the analysts who prepared them.

Investec has received compensation for investment banking services from the following companies referred to in this
research report in the past 12 months: BTR. Investec expects or intends to seek compensation for investment banking
services from the following companies referred to in this research report in the next 3 months: BTR. Investec has had a
corporate relationship with the following companies referred to in this research report in the past 12 months: BTR. As a
result investors should consider whether this may affect its objectivity. Investors should consider this report as only a single
factor in making their investment decisions.

Investec Bank (Australia) Limited
An institution regulated by Australian
Prudential Regulation Authority and
Australian Securities and Investments
Commission, AFSL 234975

Level 31, Chifley Tower
2 Chifley Square
Sydney NSW 2000

Tel: +61 2 9293 2000
Fax: +61 2 9293 2002

Resource Analysts

Tim Gerrard

+612 9293 2168
tim.gerrard@investec.com.au
Colin McLelland

+612 9293 2140
colin.mclelland@investec.com.au
Geoff Muers

+612 9293 2142
geoff.muers@investec.com.au
Hunter Hillcoat (UK)

+44 207 597 5182
hunter.hillcoat@investec.co.uk

Specialty Sales

Roderick Clarkson

+612 9293 2278
rod.clarkson@investec.com.au
Matt Martin

+612 9293 6246
matt.martin@investec.com.au

Dealing

David Gulson

+612 9293 2197
david.gulson@investec.com.au



