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NOTICE OF GENERAL MEETING
TIME:
DATE:
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10:30am (WST)
3 May 2013

Bentleys, Level 1, 12 Kings Park Road, West Perth WA

This Notice of Meeting and accompanying Independent Expert's Report
(which considers the proposed transaction the subject of Resolutions 1 to 4
(inclusive) to be fair and reasonable to non-associated shareholders) should
be read in their entirety.
If Shareholders are in doubt as to how they should vote, they should seek
advice from their professional advisers prior to voting.
Should you wish to discuss the matters in this Notice of Meeting please do
not hesitate to contact the Company Secretary on (+ 61 8) 9226 4500
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TIME AND PLACE OF MEETING AND HOW TO VOTE
VENUE
The general meeting of the Shareholders to which this Notice of Meeting relates will be held
at 10:30am (WST) on 3 May 2013 at Bentleys, Level 1, 12 Kings Park Road, West Perth
WA

YOUR VOTE IS IMPORTANT
The business of the General Meeting affects your shareholding and your vote is important.

VOTING IN PERSON
To vote in person, attend the General Meeting on the date and at the place set out above.

VOTING BY PROXY
To vote by proxy, please complete and sign the Proxy Form enclosed and return by the
time and in accordance with the instructions set out on the Proxy Form. All Proxy Forms to
be received not later than 10:30am (WST) on 1 May 2013.
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NOTICE OF GENERAL MEETING
Notice is given that a General Meeting of Shareholders of East Energy Resources Limited
(ABN 66 126 371 828) (Company) will be held at Bentleys, Level 1, 12 Kings Park Road,
West Perth WA on 3 May 2013 at 10:30am (WST). The Directors have determined
pursuant to Regulation 7.11.37 of the Corporations Regulations 2001 (Cth) that the persons
eligible to vote at the General Meeting are those who are registered Shareholders of the
Company at 10:30am (WST) on 1 May 2013.
Terms and abbreviations used in this Notice of Meeting are defined in the Glossary.

AGENDA
Resolution 1 – Acquisition of a Substantial Asset and Issue of
Consideration Shares
To consider and, if thought fit, to pass, with or without amendment, the following resolution
as an ordinary resolution:
“That, subject to the passing of Resolutions 2, 3 and 4, for the purpose of sections 208 and
item 7 of section 611 of the Corporations Act, ASX Listing Rules 10.1 and 10.11 and for all
other purposes, approval is given for the Company to acquire 100% of the issued capital of
Idalia Coal Pty Ltd in consideration for the issue up to 200 million Shares in the following
proportions to:
(a) 100,200,000 Shares to Camvill Pty Ltd (a wholly owned subsidiary of Noble) (or its
nominee); and
(b) 99,800,000 Shares to Majicyl Pty Ltd as trustee for the Basso Investment Trust,
in the manner and on the terms and conditions set out in the Explanatory Statement.”
Voting Exclusion: The Company will disregard any votes cast on this Resolution by a party to the
transaction and any Associate of that party (or those parties). However, the Company need not disregard
a vote if it is cast by a person as proxy for a person who is entitled to vote, in accordance with the
directions on the Proxy Form, or, if it is cast by the person chairing the meeting as proxy for a person who
is entitled to vote, in accordance with a direction on the Proxy Form to vote as the proxy decides.
Independent Expert’s Report: Shareholders should carefully consider the Independent Expert’s Report
prepared by Stantons International accompanying the Explanatory Statement as Annexure A. The
Independent Expert’s Report comments on the fairness and reasonableness of the Acquisition. The
Independent Expert has determined that the Acquisition the subject of Resolution 1 is FAIR AND
REASONABLE to Shareholders who do not have an interest in the Acquisition.
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Resolution 2 – Approval of Royalty Deeds
To consider, and if thought fit, to pass, with or without amendment, the following resolution
as an ordinary resolution:
"That, subject to the passing of Resolutions 1, 3 and 4, for the purpose of section 208 of the
Corporations Act, ASX Listing Rule 10.1 and for all other purposes, Shareholders approve
the continued performance of the Royalty Deeds between:
(a) Idalia and Noble (through its subsidiary, Camvill); and
(b) Idalia and Majicyl,
on the terms and conditions set out in the Explanatory Statement."
Voting Exclusion: The Company will disregard any votes cast on this Resolution by a party to the
transaction and any Associate of that party (or those parties). However, the Company need not disregard
a vote if it is cast by a person as proxy for a person who is entitled to vote, in accordance with the
directions on the Proxy Form, or, if it is cast by the person chairing the meeting as proxy for a person who
is entitled to vote, in accordance with a direction on the Proxy Form to vote as the proxy decides.
Independent Expert’s Report: Shareholders should carefully consider the Independent Expert’s Report
prepared by Stantons International accompanying the Explanatory Statement as Annexure A. The
Independent Expert’s Report comments on the fairness and reasonableness of the Royalty Deeds. The
Independent Expert has determined that the Royalty Deeds the subject of Resolution 2 are FAIR AND
REASONABLE to Shareholders who do not have an interest in the Acquisition.

Resolution 3 – Approval of Security Arrangements for Facility
Agreement
To consider, and if thought fit, to pass, with or without amendment, the following resolution
as an ordinary resolution:
"That, subject to the passing of Resolutions 1, 2 and 4, for the purpose of section 208 of the
Corporations Act, ASX Listing Rule 10.1 and for all other purposes, Shareholders approve
the Company granting, and complying with the terms of a Personal Properties Security
Interest over all of the Company’s assets and undertakings and a mortgage over all of the
Company’s mining tenements which includes the Coal Tenement, and the exercise by
Noble or any Related Body Corporate of any of the powers under the Personal Properties
Security Interest on the terms and conditions set out in the Explanatory Statement."
Voting Exclusion: The Company will disregard any votes cast on this Resolution by a party to the
transaction and any Associate of that party (or those parties). However, the Company need not disregard
a vote if it is cast by a person as proxy for a person who is entitled to vote, in accordance with the
directions on the Proxy Form, or, if it is cast by the person chairing the meeting as proxy for a person who
is entitled to vote, in accordance with a direction on the Proxy Form to vote as the proxy decides.
Independent Expert’s Report: Shareholders should carefully consider the Independent Expert’s Report
prepared by Stantons International accompanying the Explanatory Statement as Annexure A. The
Independent Expert’s Report comments on the fairness and reasonableness of the proposed security
arrangements. The Independent Expert has determined that the proposed security arrangements
pursuant to Resolution 3 is FAIR AND REASONABLE to Shareholders who do not have an interest in the
Acquisition.

Resolution 4 – Approval of Life of Mine Agreement
To consider, and if thought fit, to pass, with or without amendment, the following resolution
as an ordinary resolution:

3

"That, subject to the passing of Resolutions 1, 2 and 3, for the purpose of section 208 of the
Corporations Act, ASX Listing Rule 10.1 and for all other purposes, Shareholders approve
the continued operation of the Life of Mine Agreement between Idalia and Noble Resources
Pte Ltd on the terms and conditions set out in the Explanatory Statement."
Voting Exclusion: The Company will disregard any votes cast on this Resolution by a party to the
transaction and any Associate of that party (or those parties). However, the Company need not disregard
a vote if it is cast by a person as proxy for a person who is entitled to vote, in accordance with the
directions on the Proxy Form, or, if it is cast by the person chairing the meeting as proxy for a person who
is entitled to vote, in accordance with a direction on the Proxy Form to vote as the proxy decides.
Independent Expert’s Report: Shareholders should carefully consider the Independent Expert’s Report
prepared by Stantons International accompanying the Explanatory Statement as Annexure A. The
Independent Expert’s Report comments on the fairness and reasonableness of the life of mine
arrangement. The Independent Expert has determined that the life of mine arrangement pursuant to
Resolution 4 is FAIR AND REASONABLE to Shareholders who do not have an interest in the Acquisition.

DATED:
BY ORDER OF THE BOARD

MR RANKO MATIC
DIRECTOR & COMPANY SECRETARY

4

EXPLANATORY STATEMENT
Notice is given that a General Meeting of Shareholders of East Energy Resources Limited (ACN
126 371 828) (Company) will be held at Bentleys, Level 1, 12 Kings Park Road, West Perth WA
on 3 May 2013 at 10:30am (WST).
The purpose of this Explanatory Statement is to provide information which the Directors believe to
be material to Shareholders in deciding whether or not to pass the Resolutions in the Notice of
Meeting.
Terms and abbreviations used in this Explanatory Statement are defined in the Glossary.

1.

Background to the Acquisition

1.1

Details of the Acquisition
As previously announced to the ASX on 23 January 2013, the Company entered into a
legally binding heads of agreement (HOA) on 23 January 2013 to purchase 100% of the
issued capital of Idalia Coal Pty Ltd (Idalia) from Camvill Pty Ltd (ACN 148 845 578)
(Camvill) and Majicyl Pty Ltd (ACN 118 309 265) as trustee for the Basso Investment Trust
(Majicyl) (collectively, Vendors).
The HOA outlined the terms on which the Vendors agreed to transfer and the Company
agreed to acquire Idalia and also provided for:
(a)

the parties negotiating and entering into a more formal share purchase agreement,
on terms not inconsistent with the HOA, that would replace the HOA and facilitate
the Acquisition;

(b)

the broad terms of a loan facility agreement that would be entered into by the
Company (as the borrower), Noble (as lender) and Idalia (as guarantor) (Facility
Agreement);

(c)

the requirement that a security deed is granted by the Company over all of the
Company’s assets and undertakings and a mortgage over the Company’s mining
tenements to secure the funds provided by Noble to the Company under the Facility
Agreement (Security Deed); and

(d)

the entry into formal royalty deeds by Idalia in favour of Camvill and Majicyl (Royalty
Deeds) pursuant to the terms of an Incorporated Joint Venture Agreement between
Camvill, Majicyl, Noble and Idalia (Incorporated Joint Venture Agreement).

In consideration for the acquisition of Idalia, the Company will issue Shares to Camvill (or
its nominee) and Majicyl (in proportion to their respective holdings in Idalia) at an issue
price of $0.20 per Share to the value of the consideration calculated, the day before
completion, in accordance with the following formula:
Consideration = $40,000,000 + ($9,000,000 – Idalia Net Debt + Cash + GST Receivable –
AP),
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whereby:
•

“Idalia Net Debt” means the aggregate of the principal and accrued interest that Idalia
owes to Camvill, Noble or any of their Related Bodies Corporate, less any amounts
(being principal and accrued interest) that the Company owes to Idalia;

•

“Cash” means the aggregate of all the cash reserves of Idalia;

•

“GST Receivable” means the aggregate amount of GST recoverable by Idalia; and

•

“AP” means the aggregate of Idalia’s outstanding accounts payable at 12:00pm on the
day before completion of the Acquisition, including all amounts for work in progress and
accruals (whether invoices have been provided to Idalia or not).

In accordance with the above formula, up to 200 million Shares in the Company may be
issued at $0.20 per Share as consideration for the Acquisition (Consideration Shares).
Subsequently on 18 March 2013, the Company, Idalia and the Vendors entered a more
formal document, being the Share Purchase Agreement, to replace the HOA and specify
the terms of the Acquisition (Share Purchase Agreement).
Pursuant to the terms of the Share Purchase Agreement, the Company is seeking approval
from its Shareholders to:

1.2

(a)

complete the acquisition of Idalia pursuant to the Share Purchase Agreement;

(b)

issue the Consideration Shares to Camvill (or its nominee) and Majicyl; and

(c)

enter into the Facility Agreement and the Security Deed, and the continued
performance of the Royalty Deeds, as part of the Acquisition.

Details of Idalia
Idalia is an Australian registered company with coal assets in Queensland. Following
completion of the Acquisition, the Company (via its ownership of Idalia) will become the
beneficial owner of 5 coal exploration permits (EPCs), being:
(a)

EPC 1398

(b)

EPC 1399

(c)

EPC 1400;

(d)

EPC 1403; and

(e)

EPC 1407.

These EPCs all are either adjacent to or sit in close proximity of the Company’s current
project.
For further information in relation to Idalia and its assets, refer to section 3 of the
Independent Expert’s Report and the Independent Valuation on the Mineral Assets of Idalia
Coal Pty Ltd dated 28 March 2013 as attached to the Independent Expert’s Report set out
in Annexure A.
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Majicyl currently holds a 49.9% interest in Idalia and is a company associated with Mr Mark
Basso-Brusa. Mr Mark Basso-Brusa is a Director of the Company, however he is also a
director of Majicyl and a beneficiary of the Basso Investment Trust.
Camvill is a wholly owned subsidiary of Noble Group Limited (Noble). Camvill currently
holds a 50.1% interest in Idalia and is a company associated with Mr William Randall. Mr
William Randall is a Director of the Company and is a director of Camvill.
Noble, through its wholly owned subsidiary Onglory Pty Ltd, currently owns 30.46% of the
Company.

1.3

Details of the Share Purchase Agreement
The Share Purchase Agreement is a legally binding agreement between the Company,
Idalia and the Vendors, and annexes the Facility Agreement, the Security Deed and the
Royalty Deeds.
The material terms of the Share Purchase Agreement are as follows:
(a)

The Company will purchase 100% of the issued capital of Idalia from the Vendors as
follows:
(i)

In consideration for the acquisition of Idalia, the Company will issue Shares
to Camvill (or its nominee) and Majicyl (in proportion to their respective
holdings in Idalia) at an issue price of $0.20 per Share to the dollar amount of
the consideration calculated at 12.00pm on the day before completion, in
accordance with the following formula:
Consideration = $40,000,000 + ($9,000,000 – Idalia Net Debt + Cash + GST
Receivable – AP),
whereby:

(ii)

(b)

•

“Idalia Net Debt” means the aggregate of the principal and accrued
interest that Idalia owes to Camvill, Noble or any of their Related Bodies
Corporate, less any amounts (being principal and accrued interest) that
the Company owes to Idalia;

•

“Cash” means the aggregate of all the cash reserves of Idalia;

•

“GST Receivable” means the aggregate amount of GST recoverable by
Idalia; and

•

“AP” means the aggregate of Idalia’s outstanding accounts payable at
12:00pm on the day before completion of the Acquisition, including all
amounts for work in progress and accruals (whether invoices have been
provided to Idalia or not).

In accordance with the above formula, up to 200 million Shares in the
Company may be issued at $0.20 per Share as consideration for the
Acquisition.

Completion of the Share Purchase Agreement is conditional upon satisfaction or
waiver of the following:
(i)

the Company (and its advisers) completing legal, financial and technical due
diligence investigations on Idalia and the EPCs with results satisfactory to
the Company in its absolute discretion;
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(c)

(ii)

there being no event, occurrence or change after the date of the HOA which
individually or when aggregated with all such events, occurrences or
changes that has had or is reasonably likely to have a material adverse
effect on the financial condition, assets, liabilities, results of operations,
profitability or prospects of the Company, in the reasonable opinion of the
Vendors;

(iii)

the Company obtaining all necessary shareholder and regulatory approvals
and consents to implement the transactions contemplated by the Share
Purchase Agreement, the Facility Agreement, the Life of Mine Agreement,
the Royalty Deeds and the Security Deed as may be required by its
constitution, the ASX, the ASX Listing Rules, the Corporations Act or ASIC;

(iv)

Idalia executing the Royalty Deeds;

(v)

each Party obtaining all other consents, approvals or waivers of any
Governmental Agency or otherwise which are necessary or desirable to
implement the transactions contemplated by the Share Purchase Agreement
either unconditionally or on conditions satisfactory to the respective party to
the Share Purchase Agreement acting reasonably and such consents,
approvals or waivers have not been withdrawn or revoked;

(vi)

each party to the Share Purchase Agreement obtaining all third party
consents or approvals that are required under the terms of any contracts to
which it is a party, to the transactions contemplated by the Share Purchase
Agreement, each of which is unconditional or subject only to conditions
reasonably acceptable to the Company, Camvill and Majicyl;

(vii)

Camvill, Majicyl, Noble and Idalia terminating the Incorporated Joint Venture
Agreement by way of deed of termination or other documentation evidencing
to the satisfaction of the Company that the Incorporated Joint Venture
Agreement has been terminated and that Idalia is released from all matters,
including all claims, actions and liabilities under the Incorporated Joint
Venture Agreement;

(viii)

the termination of the Incorporated Joint Venture Agreement not having a
material adverse effect on the financial condition, assets, liabilities, results of
operations, profitability or prospects of Idalia in the reasonable opinion of the
Company; and

(ix)

the Company jointly elects with Camvill and Majicyl for CGT roll-over to apply
under paragraph 124-780(3)(d) of the Income Tax Assessment Act 1997
(Cth) by the Company providing written notice of such election to Camvill and
Majicyl (in a form and substance acceptable to Camvill and Majicyl); and

the Vendors agree and acknowledge that Consideration Shares issued to Camvill
(or its nominee) and Majicyl at completion may be deemed by ASX to be “restricted
securities” in accordance with the ASX Listing Rules and in those circumstances
their grant, allotment and issue may be conditional on such conditions, requirements
and limitations imposed and stipulated or required by ASX, including the entry into of
a restriction agreement in the form of Appendix 9A of the ASX Listing Rules.

The condition in paragraph (b)(i) above must be satisfied or waived no later than 45 days
after the date of the HOA or any other date agreed in writing by the Company and the
Vendors. The conditions in paragraphs (b)(ii) to (viii) (inclusive) must be satisfied no later
than 90 days after the date of the HOA or any other date agreed in writing by the Company
and the Vendors.
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The Share Purchase Agreement otherwise contains further provisions, including warranties,
representations and indemnities in respect of Idalia and the Assets which are considered
standard in an agreement of this type.

1.4

Details of the Facility Agreement
Under the terms of the HOA, it was specified that the Company (as the borrower), Idalia (as
guarantor) and Noble (as lender) would enter into a loan facility agreement.
As specified in Section 1.3 above, it is a condition of the Share Purchase Agreement that
the Company enter into the Facility Agreement with Noble. Previously, the Company
entered into a facility agreement with Idalia dated 24 September 2012 to borrow up to $5.5
million (Original Facility). Shareholder approval to enter into the Original Facility was
obtained by the Company on 29 November 2012.
As described in Section 4.1 below, it is intended that the Facility Agreement is entered into
by the Company, Idalia and Noble. The Facility Agreement will enable the Company to
repay the Original Facility and the Idalia Loan, and receive a further sum of up to
approximately $7.5 million of funds via a line of working capital that is easily accessible to
the Company. The $7.5 million funding under the Facility will be available to the Company
following the repayment of the Original Facility and Idalia Loan.
Accordingly, under the terms of the Facility Agreement, the Company will:
(a)

repay the debt the Company owes to Idalia under the Original Facility, which is
currently $1,233,191;

(b)

provide funds to Idalia and procure that such funds are used to repay the debt Idalia
owes to Noble, which is currently $12.3m under the terms of a facility agreement
between Idalia and Noble dated 23 June 2011 (Idalia Loan); and

(c)

have approximately a further $7.5 million accessible for working capital purposes to
be used on the continued exploration development of the Company’s Coal
Tenement and exploration of the EPCs held by Idalia.

The material terms of the Facility Agreement are as follows:
(a)

the Facility Agreement will provide up to $7.5m (after repayment of the Original
Facility and Idalia Loan) for up to 5 years with drawdowns on a staggered basis as
follows;
(i)

the aggregate amount of all funds advanced in the first year of the Facility
Agreement is limited to $4m (in respect of the $7.5m portion of the funds
advanced under the Facility Agreement); and

(ii)

the aggregate amount of all funds advanced in each subsequent year is
limited to $2m (in respect of the $7.5m portion of the funds advanced under
the Facility Agreement) unless otherwise agreed by Noble and the Company
in writing;

(b)

the Company may only use the funds to repay the Idalia Loan, the Original Facility,
and at the absolute discretion of the board of the Company;

(c)

The obligation of Noble to make the first advance to the Company is subject to the
following conditions:
(i)

the Company obtaining all necessary shareholder and regulatory approvals,
including approval under ASX Listing Rule 10.1, in respect of the Facility
Agreement and the Security Deed;

(ii)

the Facility Agreement and the Security Deed being duly executed by all
parties, together with duly completed and executed documentation required
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by Noble (and payment of any related disbursements) to enable the Facility
Agreement and the Security Deed, if necessary, to be stamped and
registered at any appropriate register;
(iii)

(iv)
(d)

a certified extract of the resolutions of the directors of the Company and
Idalia:
A.

approving the Facility Agreement and the Security Deed;

B.

authorising the execution by the Company and Idalia of the Facility
Agreement and the Security Deed and the performance by it of its
obligations under those agreements; and

C.

appointing an authorised officer/s in respect of the agreements; and

evidence that any fees, costs and expenses due from Noble in relation to the
preparation and execution of the agreements, have been fully paid;

the obligation of Noble to make the first advance, and all other advances to the
Company is subject to the following conditions being met, as at the date of the
notice of any advance, or on the date of any advance:
(i)

all representations and warranties are true and correct on those dates and
will be true and correct immediately after the making of the advance, in each
case, with reference to the facts and circumstances existing at that time; and

(ii)

no event of default or potential event of default exists, or will occur as a result
from the making of that advance.

(e)

the interest rate applicable to the Facility Agreement will be the 6 month bank bill
swap rate plus a margin of 7% p.a.; interest will be calculated daily and may be
capitalised, on a six monthly basis, at the Company's request; There is a default
penalty of a further 2% (interest plus 2%) in the event that the Company does not
pay any amount due and payable by the relevant due dates;

(f)

subject to Shareholder approval, the Facility Agreement is to be secured by a
personal property security interest over all of the Company's assets and
undertakings and a mortgage over all of the Company's mining tenements (by way
of the Security Deed);

(g)

the term of the Facility Agreement is 5 years subject to an ability to extend for 6
months, commencing from the execution of the Facility Agreement;

(h)

if the Facility Agreement is extended, Noble may convert all or part of the debt to
Shares (subject to Shareholder approval); and

(i)

the Facility Agreement is repayable in full, and the Security Deed becomes
enforceable, upon the occurrence of an Event of Default. Each of the following is
an "Event of Default":
(i)

the Company or Idalia fails to pay any amount when due under the Facility
Agreement or the Security Deed, or to perform any obligation under the
Facility Agreement or the Security Deed;

(ii)

any representation or warranty made by the Company or Idalia proves to be
untrue in any material respect;

(iii)

any financial obligation of the Company or Idalia in excess of $500,000 is not
paid when due;

(iv)

any security interest granted by the Company or Idalia becomes enforceable;

(v)

an event of insolvency occurs in respect of the Company or Idalia;

(vi)

the Company or Idalia ceases to carry on all or a substantial part of its
business;
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(vii)

the Facility Agreement or the Security Deed is or is claimed to be void or
voidable in whole or in part;

(viii)

it becomes unlawful for the Company or Idalia to perform any of their
obligations under the Facility Agreement or the Security Deed;

(ix)

any event or series of events occurs which in the opinion of Noble is likely to
have a material adverse effect on the Company or Idalia; or

(x)

there is a change of control in respect of the Company or Idalia.

The Facility Agreement otherwise contains further provisions, including warranties and
indemnities considered standard in an agreement of this type.

1.5

Details of the Security Deed
Under the terms of the HOA, it was specified that the Company, Idalia and Noble enter into
the Security Deed to secure the funds provided by Noble to the Company under the Facility
Agreement over all of the Company’s assets and undertakings and a mortgage over all of
the Company’s mining tenements.
The material terms of the Security Deed is as follows:
(a)

A mortgage will be placed over the Company’s existing coal assets (excluding the
Tenements) in favour of Noble (Mortgage). The Mortgage is provided subject to the
consent or approval of the relevant governmental authority being obtained and the
Company and Idalia agree to use best endeavours to procure such consent or
approval.

(b)

A charge will be placed over all remaining property and assets of the Company and
Idalia (i.e. including the Tenements and excluding the Company’s existing mining
assets) (Charge).

(c)

The Company and Idalia agree to keep the Company’s existing coal assets,
together with the Tenements, in good standing.

The Security Deed is enforceable upon the occurrence of an Event of Default, as defined in
the Facility Agreement and as summarised above.
The Security Deed otherwise contains further provisions considered standard in an
agreement of this type, including warranties and indemnities in respect of the Mortgage and
Charge.

1.6

Terms of the Royalty Deeds
Under the terms of the Incorporated Joint Venture Agreement it was a requirement that
Idalia enter into the Royalty Deeds, under which it would pay to:
(a)

Majicyl, a royalty of 1.5% of the gross sales price for domestic sales, and the gross
sale price for export sales of coal product produced from the Tenements; and

(b)

Camvill, a royalty of 1.5% of the gross sales price for domestic sales, and the gross
sale price for export sales of coal product produced from the Tenements.

As the Incorporated Joint Venture Agreement is being terminated as part of the Acquisition,
it is a condition of completion under the Share Purchase Agreement that the Royalty Deeds
be entered into to confirm the royalty arrangements going forward.
The Royalty Deeds were entered into on or about the date of this Notice.
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The material terms of the Royalty Deeds are as follows:
(a)

The Royalty Deeds represent the royalty deeds contemplated by Idalia, Majicyl and
Camvill pursuant to the terms of the Incorporated Joint Venture Agreement, and
supersede any prior negotiations, communications or agreements.

(b)

Idalia must pay a royalty to Majicyl, calculated quarterly, of 1.5% of the gross sales
price for domestic sales, and the gross sale price for export sales of coal product
produced from the Tenements (excluding GST).

(c)

Idalia must pay a royalty to Camvill, calculated quarterly, of 1.5% of the gross sales
price for domestic sales, and the gross sale price for export sales of coal product
produced from the Tenements(excluding GST).

(d)

The royalty is payable in respect of any coal ore, or coal seam gas and other gas
derived from coal and gas processing techniques produced from the Tenements.

(e)

Each Royalty Deed continues for the life of each Tenement until surrendered or
relinquished (and no replacement tenement is obtained).

(f)

Within 10 business days after the end of each quarter, Idalia must provide a royalty
statement to each of Camvill and Majicyl, following which each of Camvill and
Majicyl will provide Idalia with a respective invoice. Idalia must then pay the royalty
by the later date of 30 days after the end of each quarter, or 5 business days after
Idalia’s receipt of an invoice from Camvill or Majicyl.

(g)

Camvill and Majicyl have the right to annually audit Idalia’s records of purchases
and sales of coal product, using an independent auditor, at the cost of Idalia.
Camvill and Majicyl may request additional audits, provided that 30 days notice is
given to Idalia, and the costs of any additional audit are paid for by Camvill or
Majicyl.

(h)

Idalia must not:
(i)

(i)

Assign an interest in all or part of the Tenements unless it:
A.

assigns that interest subject to the Royalty Deeds; and

B.

procures from the assignee of that interest a deed of covenant to be
bound for itself and any successor by the obligations of Idalia, as if
the assignee were expressly named in the Royalty Deeds as a party,
to the extent that the interest in question is the subject of such
assignment.

(ii)

Assign all or part of its interest under the Royalty Deeds without also
assigning that same interest in the Tenements to the same assignee in
accordance with 1.6(h)(i) above.

(iii)

Subject to 1.6(h)(iv) below, Camvill and Majicyl may not assign all or part of
their interest under the Royalty Deeds unless they procure from the assignee
of that interest a deed of covenant to be bound for itself and any successor
by the obligations of Camvill or Majicyl, as if the assignee were expressly
named in the Royalty Deeds as a party, to the extent that the interest in
question is the subject of such assignment.

(iv)

Camvill and Majicyl may assign all or part of their interest under the Royalty
Deeds to a Related Body Corporate without limitation.

Camvill and Majicyl may register the Royalty Deeds with the relevant government
department, together with caveats protecting their interests under the Royalty
Deeds.

The Royalty Deeds otherwise contain further provisions considered standard in agreements
of this type.
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1.7

Life Of Mine Agreement
The Life of Mine Agreement was entered into by Idalia and Noble Resources Pte Ltd on 21
June 2011 and was novated to Noble Resources International Pte Ltd
(Noble International) with effect from 1 October 2011.
The material terms of the Life of Mine Agreement are as follows:
(a)

Idalia agrees to sell to Noble International, and Noble International agrees to
purchase, all coal derived from current and future exploration and tenements held by
Idalia or its related bodies corporate (specifically including, but not limited to the
Tenements).

(b)

Noble International will purchase the coal from Idalia and on-sell it (On-Sale) as
follows:

(c)

(i)

Noble International must provide Idalia with specific order details of all
potential orders for coal (Order);

(ii)

Idalia must (acting reasonably and in good faith) either accept or reject an
Order within 24 hours of receipt of the Order in order for Noble International
to confirm and enter into the relevant On-Sale transaction;

(iii)

if Idalia fails to respond to an Order within the 24 hours period, it is deemed
to have accepted the Order;

(iv)

following Idalia’s acceptance, or deemed acceptance, Noble International
may, within 24 hours, issue Idalia with confirmation details of the relevant
On-Sale transaction and the terms of the Order (On-Sale Confirmation);

(v)

upon receipt of the On-Sale Confirmation, the Order is final and binding on
Idalia and Noble International; and

(vi)

Unless otherwise specified, Idalia is responsible for delivering and loading
the coal in accordance with the terms of an Order (and liable for any
demurrage arising from late delivery or loading), and risk in the coal remains
with Idalia until the time of delivery.

Noble International must:
(i)

use reasonable endeavours to promote and sell the coal, having regard for
the quantity and quality of coal and circumstances prevailing in the relevant
market; and

(ii)

conduct quarterly meetings and present to Idalia the previous quarter’s sale,
the prospects for On-Sales and any other relevant matters.

(d)

In consideration for Noble International performing its duties as described in (c)
above, Idalia must pay Noble International a minimum commission of 3.5% of the
gross sales price (excluding GST), or such higher rate as is acceptable in the
market for the distribution of coal, as agreed between Noble International and Idalia
(Commission).

(e)

The Commission is payable in USD. Noble International may set off the
Commission (plus GST), against any amounts owing to Idalia pursuant to the terms
of an Order.

(f)

In the event there is a change in control in Idalia, then Noble International may
terminate the Life of Mine Agreement on notice.

The Life of Mine Agreement otherwise contains further provisions, including indemnities
considered standard in an agreement of this type.

13

1.8

Proforma Capital Structure
The capital structure of the Company following settlement of the Acquisition and the issue
of the Consideration Shares contemplated by this Notice is set out below:
Shares
Number
Shares on issue as at the date of this Notice

166,449,305

Maximum number of Shares to be issued pursuant to the Acquisition
(Resolution 1)

200,000,000

Total Shares on settlement of the Acquisition

366,449,305

Options
Number
Options on issue as at the date of this Notice

Nil

Total Options on settlement of the Acquisition

Nil

2.

Resolution 1 – Acquisition of a Substantial Asset and issue of the
Consideration Shares

2.1

Background to the Acquisition and the Issue of the Consideration Shares
For background information in respect to the Acquisition and the issue of the Consideration
Shares, please refer to Section 1 above.

2.2

ASX Listing Rule 10.1
ASX Listing Rule 10.1 provides that an entity must ensure that neither it, nor any of its child
entities, acquires a substantial asset from, or disposes of a substantial asset to, amongst
other persons, a substantial holder or one of its Associates, without the prior approval of
holders of the entity’s ordinary shareholders.
Substantial asset
For the purposes of ASX Listing Rule 10.1, an asset is substantial if its value, or the value
of the consideration for it is, or in ASX’s opinion is, 5% or more of the equity interests of the
entity as set out in the latest accounts given to ASX under the ASX Listing Rules.
The consideration payable by the Company under the Share Purchase Agreement is up to
$40 million (minus any adjustments as described in 1.1 above) worth of Shares in the
Company, to be issued at $0.20 per Share.
The equity interests of the Company as set out in the latest accounts given to ASX under
the ASX Listing Rules (being for the financial year ending 31 December 2012) were
$19,331,598.
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As the consideration for the Acquisition, being the Consideration Shares, is 5% or more of
the equity interests, the Acquisition is an acquisition of a substantial asset.
Substantial shareholder (or Associate)
For the purposes of ASX Listing Rule 10.1, a substantial shareholder is a person who has a
relevant interest (either directly or through its Associates), or had at any time in the 6
months before the transaction, in at least 10% of the total votes attaching to the voting
securities.
For the purposes of ASX Listing Rule 10.1, an Associate includes an entity that controls a
body corporate.
Camvill is a wholly owned subsidiary of Noble. Accordingly, Noble is an Associate of
Camvill as it controls Camvill. In addition, Noble is currently a substantial holder of the
Company by virtue of its relevant interest in 50,707,609 Shares or 30.46% of the voting
Shares in the Company, held by Onglory Pty Ltd, a wholly owned subsidiary of Noble.
Majicyl is a substantial holder of the Company by virtue of its direct interest in 68,701,201
Shares or 41.27% of the voting Shares in the Company. Mr Mark Basso- Brusa, a Director
of the Company, is also a director of Majicyl and a beneficiary under the Basso Investment
Trust.
Therefore, for the purposes of Listing Rule 10.1, the Acquisition is from substantial
shareholders of the Company.
Requirement for shareholder approval
On the basis that:
(a)

the Acquisition is for a substantial asset;

(b)

an Associate of Camvill, being Noble, is a substantial shareholder of the Company;
and

(c)

Majicyl is a substantial shareholder of the Company,

the Company is required to seek Shareholder approval under ASX Listing Rule 10.1 in
respect of the Acquisition.

2.3

Independent Expert’s Report
ASX Listing Rule 10.10.2 requires a notice of meeting containing a resolution under ASX
Listing Rule 10.1 to include a report on the transaction from an independent expert.
The Independent Expert's Report set out in Annexure A sets out a detailed independent
examination of the proposed Acquisition to enable non-associated Shareholders to assess
the merits and decide whether to approve the Acquisition.
To the extent that it is appropriate, the Independent Expert’s Report sets out further
information with respect to the Acquisition and concludes that it is fair and reasonable to
the non-associated Shareholders.
Shareholders are urged to carefully read the Independent Expert’s Report to understand its
scope, the methodology of the valuation and the sources of information and assumptions
made.
A voting exclusion statement in respect of Resolution 1 is set out in the Notice of Meeting.
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2.4

Assessment of the Acquisition
Advantages
The Directors (other than Mr Mark Basso-Brusa who is a director of Majicyl and Mr William
Randall who is a director of Camvill) are of the view that the following non-exhaustive list of
advantages may be relevant to a Shareholder’s decision on how to vote on Resolution 1:
(a)

the acquisition represents a significant investment opportunity for the Company to
strengthen its interest in coal exploration and development in an upcoming and
highly prospective region in Australia;

(b)

the location of the Idalia Tenements are close to the existing East Energy Coal
tenement (EPC 1149) and therefore are located in an area where the Company has
existing experience and knowledge;

(c)

the close proximity of the Idalia Tenements also provides synergistic opportunities
as to development and eventually within production operations;

(d)

the increase in market capitalisation of the Company may lead to increased
coverage from capital market analysts, improved access to equity capital market
opportunities and increased liquidity in its share trading;

(e)

the acquisition represents a significant opportunity for the Company to increase the
scale of its activities which could increase the number and size of the investor pool
that may invest in the Company’s Shares; and

(f)

the structure of the acquisition provides for the issue of scrip over cash and
therefore is not drain on cash resources of the Company.

Disadvantages
The Directors (other than Mr Mark Basso-Brusa as a director of Majicyl and Mr William
Randall as a director of Camvill) are of the view that the following non-exhaustive list of
disadvantages may be relevant to a Shareholder’s decision on how to vote on Resolution 1:

2.5

(a)

a significant future outlay of funds will be required which will increase funding
pressure on the Company in order to continue exploration of the Tenements and its
existing coal assets;

(b)

current Shareholders will have their interests in the Company diluted by the
Acquisition;

(c)

there is no guarantee that exploration on the EPC by the Company will result in the
discovery of a larger JORC Code compliant resource than already exists;

(d)

current Shareholders may only want exposure to the Company’s existing assets and
the Acquisition will result in unwanted diversification of the Company’s asset
portfolio.

Recommendations of Directors
The Directors (other than Mr Mark Basso-Brusa who is a director and shareholder of Majicyl
and Mr William Randall who is a director of Camvill) do not have any material personal
interests in the outcome of Resolution 1 other than as a result of their interest arising solely
in the capacity as Shareholders and recommend that Shareholders vote in favour of the
Resolution as they consider the Acquisition to be in the best interests of Shareholders for
the following reasons:
(a)

after assessment of the advantages and disadvantages referred to in Section 2.4 of
this Explanatory Statement the Directors (other than Mr Mark Basso-Brusa and Mr
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William Randall) are of the view that the advantages outweigh the disadvantages;
and
(b)

the Independent Expert has determined the Acquisition to be fair and reasonable
to the non-associated Shareholders.

If the Acquisition is not approved by Shareholders, the Company will continue to work on
the Company’s current coal assets and investigate different business opportunities which
will build Shareholder value.
The Board considers that there is no current alternative to the Acquisition other than to do
nothing and continue to invest in the Company’s current assets. However, for the reasons
outlined above, the Directors (other than Mr Mark Basso-Brusa and Mr William Randall)
believe the Acquisition is in the best interest of Shareholders.

2.6

Background to Chapter 2E of the Corporations Act and ASX Listing Rule
10.11
As outlined in Section 1.1 of this Explanatory Statement, the Company is seeking approval
to issue the Consideration Shares to Camvill (or its nominee) and Majicyl. Pursuant to the
terms of the Share Purchase Agreement described above, the Company will acquire 100%
of the issued capital of Idalia in consideration for the equivalent of $40 million (as adjusted
pursuant to 1.1 above), payable in Shares in the Company, issued at $0.20 per Share.
Section 208 of the Corporations Act states that a public company cannot give a financial
benefit (including an issue of shares) to a related party of the Company unless one of the
exceptions set out in section 210 to 216 of the Corporations Act applies, or the holders of
ordinary securities have approved the giving of the financial benefit to the related party in a
general meeting.
Due to the relationship between the Company, Camvill and Majicyl (as outlined in Sections
1.2 and 2.2), the issue of the Consideration Shares constitutes giving a financial benefit to a
related party under sections 228 and 229 of the Corporations Act. Accordingly,
Shareholder approval is sought under section 208 of the Corporations Act to permit the
issue of the Consideration Shares to Camvill (or its nominee) and Majicyl upon completion
of the Acquisition on the terms set out in this Explanatory Statement.
In addition, ASX Listing Rule 10.11 also requires shareholder approval to be obtained
where an entity issues, or agrees to issue, securities to a related party, or a person whose
relationship with the entity or a related party is, in ASX's opinion, such that approval should
be obtained, unless an exception in ASX Listing Rule 10.12 applies.
It is the view of the Directors that the exceptions set out in Sections 210 to 216 of the
Corporations Act and ASX Listing Rule 10.12 do not apply in the current circumstances.
Accordingly, Shareholder approval is sought for the issue of the Consideration Shares to
Camvill (or its nominee) and Majicyl.

2.7

Shareholder Approval pursuant to Chapter 2E of the Corporations Act and
ASX Listing Rule 10.11
The following information is provided in accordance with section 219 of the Corporations
Act and ASX Listing Rule 10.13 to enable Shareholders to assess the merits of Resolution
1.
(a)

The related parties to whom Resolution 1 would permit the financial benefit to be
given are:
(i)

Camvill Pty Ltd (or its nominee); and
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(ii)

Majicyl Pty Ltd as trustee for the Basso Investment Trust,

who are related parties of the Company for the reasons set out in Sections 1.2 and
2.2 above.
(b)

The financial benefit being provided is the issue of the Consideration Shares, being
the issue of up to 200 million fully paid ordinary shares in the Company in the
following proportions to:
(i)

Camvill (or its nominee), up to 100,200,000 Shares; and

(ii)

Majicyl, up to 99,800,000 Shares.

(c)

The Company engaged Stantons International to prepare an independent valuation
of the Consideration Shares which is specified in section 5 and section 6 of
Annexure A. In summary, based on the issues specified in section 5 and section 6 of
Annexure A, the Independent Expert considers the fair market value of the
Consideration Shares to lie in the range of $0.085 and $0.115 per Share in the
absence of the Acquisition and has used a price of a Share of $0.10 as the preferred
pre-announcement fair value of the Consideration Shares to be issued to Camvill (or
its nominee) and Majicyl.

(d)

The Consideration Shares will be issued no later than 1 month after the date of the
Meeting (or such later date to the extent permitted by any ASX waiver or
modification of the ASX Listing Rules) and it is intended that allotment will occur on
the same date.

(e)

The Consideration Shares are issued as consideration for the Acquisition pursuant
to the terms of the Share Purchase Agreement. Accordingly no funds are raised
from the issue of the Consideration Shares.

(f)

The relevant interests of Camvill and Majicyl in the Company are outlined in Section
2.9(b) and their voting power after the Acquisition is outlined in Section 2.9(c).

(g)

The amounts paid by the Company to Camvill and Majicyl, in remuneration and
emoluments or otherwise, for the previous financial year and the current financial
year to the date of this Notice are set out below:
Related Party

Current Financial
Year

Previous
Financial Year

Camvill

Nil

Nil

Majicyl

$141,041

$2,275,010

(comprised of payment of
salary of $96,833 to Mark
Basso-Brusa and drilling
and associated costs paid
of $44,208 paid to Evolution
Exploration Pty Ltd)

(comprised of payment of salary
of $245,250 to Mark BassoBrusa and drilling and
associated costs of $2,029,760
paid to Evolution Exploration
Pty Ltd)

(h)

If the Consideration Shares are issued, the shareholding of existing Shareholders
would, based on the current issued capital of the Company and no other Shares
being issued, be diluted by approximately 54.52%.

(i)

As at the date of this Notice, the Company has 166,449,305 Shares on issue. The
highest and lowest market sale price of the Shares in the Company during the 12
months immediately preceding the date of this Notice was $0.24 on 28 March 2012
and $0.067 on 18 December 2012. The closing market sale price of the Company’s
Shares on the ASX on 27 March 2013 (the date before the lodgement date of this
Notice with ASIC) was $0.082. Based on the fair market value of the Consideration
Shares determined by the Independent Expert (see Section 2.7 (c) above) of $0.10
per Share, the dollar value of the benefit to Camvill (or its nominee) is $10,200,000
and to Majicyl is $9,980,000.
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(j)

The Consideration Shares are fully paid ordinary shares, issued on the same terms
and conditions as the Company's existing Shares.

(k)

The Consideration Shares are being issued as consideration for the Company’s
acquisition of Idalia from the Vendors. The Board do not consider that there are any
significant opportunity costs to the Company, taxation consequences or benefits
foregone by issuing the Consideration Shares to Camvill (or its nominee) and
Majicyl. Stamp Duty will be payable by the Company in respect of the Acquisition,
however the amount payable will not be quantifiable until the Company makes
submissions to the Queensland Government.

(l)

The Acquisition is conditional on (amongst other things) each of Resolutions 1 to 4
(inclusive being approved). Accordingly, if Shareholders do not approve Resolution
1, the Acquisition will not proceed and the Company will continue to work on the
Company’s current coal assets and investigate different business opportunities
which will build Shareholder value.

(m)

Other than Mr Mark Basso-Brusa (as a director of Majicyl) and Mr William Randal
(as a director of Camvill), no Director has a material interest in the outcome of
Resolution 1 other than as a result of their interest arising solely in the capacity as
Shareholders. Mr Mark Basso-Brusa and Mr William Randall have not participated
in the Board's deliberations in relation to the Acquisition pursuant to Resolution 1.

(n)

The Directors (other than Mr Mark Basso-Brusa and Mr William Randall who both
have a material personal interest in the outcome of Resolution 1) recommend that
Shareholders vote in favour of Resolution 1 as they consider the issue of the
Consideration Shares to be in the best interests of Shareholders for the reasons
specified in Section 2.5 (above).

Other than as set out in the Explanatory Statement, there is no further information which the
Shareholders would reasonably require in order to decide whether or not it is in the
Company’s best interests to pass Resolution 1.
A voting exclusion statement in respect of Resolution 1 is set out in the Notice of Meeting.
Approval pursuant to ASX Listing Rule 7.1 is not required for the issue of the Consideration
Shares pursuant to Resolution 1 as approval is being obtained under ASX Listing Rule
10.11. Accordingly, the issue of the Consideration Shares to Camvill (or its nominee) and
Majicyl will not be included in the use of the Company's 15% annual placement capacity
pursuant to ASX Listing Rule 7.1.

2.8

Background to Item 7 of section 611 of the Corporations Act
Resolution 1 also seeks Shareholder approval for the issue of the Consideration Shares to
Camvill (or its nominee) and Majicyl for the purposes of item 7 of section 611 of the
Corporations Act.
Section 606(1) of the Corporations Act provides that a person must not acquire a “relevant
interest” in issued voting shares in a company if:
(a)

the company is a listed company;

(b)

the person acquiring the interest does so through a transaction in relation to
securities entered into by or on behalf of the person; and

(c)

because of the transaction, that person’s or someone else’s voting power in the
company increases from 20% or below to more than 20% or from a starting point
that is above 20% and below 90%.
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Associate
Subject to specified exclusions, a person (second person) will be an “associate” of the
other person (first person) if:
(a)

the first person is a body corporate and the second person is:
(i)

a body corporate the first person controls;

(ii)

a body corporate that controls the first person; or

(iii)

a body corporate that is controlled by an entity that controls the first person;
or

(b)

the second person has entered or proposed to enter in a relevant agreement with
the first person for the purpose of controlling or influencing the composition of the
Company’s board or the conduct of the Company’s affairs; or

(c)

the second person is a person with whom the first person is acting or proposed to
act, in concert in relation to the Company’s affairs; or

(d)

the first person is a body corporate and the second person is:
(i)

a director or secretary of the body; or

(ii)

a Related Body Corporate; or

(iii)

a director or secretary of a Related Body Corporate.

An entity controls another entity if it has the capacity to determine the outcome of decisions
about that other entity’s financial and operating policies.
Relevant interest
Pursuant to Section 608(1) of the Corporations Act, a person has a “relevant interest” in
securities if they:
(a)

are the holder of the securities;

(b)

have the power to exercise, or control the exercise of, a right to vote attached to
the securities; or

(c)

have power to dispose of, or control the exercise of a power to dispose of, the
securities.

It does not matter how remote the relevant interest is or how it arises. If two or more people
can jointly exercise one of these powers, each of them is taken to have that power.
Pursuant to Section 608(3) of the Corporations Act, a person is deemed to have a “relevant
interest” in securities that a company has if their voting power in the company is above 20%
or they control the company.
The voting power of a person is determined under section 610 of the Corporations Act. It
involves calculating the number of voting shares in the company in which the person and
the person's Associates have a relevant interest.
Noble is considered to be an Associate of Camvill and has a relevant interest in the
securities of Camvill by virtue of Camvill being a wholly owned subsidiary of Noble. As
Camvill is a wholly owned subsidiary of Noble, Noble and its Subsidiaries will also be
Associates of Camvill for the purposes of Division 2 of Chapter 1 and section 610 of the
Corporations Act. A list of Associates of Camvill is set out at Annexure B to this Notice.
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Noble, a company listed on the Singapore Exchange (SGX: N21), is a market leader in
managing the global supply chain of agricultural, energy, metals and mining resources.
Noble and its Subsidiaries operate from over 140 locations and employ approximately 70
nationalities. Noble manages a diversified portfolio of essential raw materials, integrating
the sourcing, marketing, processing, financing and transportation. With 2012 full year
revenues exceeding US$94 billion, Noble own and manage an array of strategic assets,
sourcing from low cost producers such as Brazil, Argentina, Australia and Indonesia and
supplying to high growth demand markets including China, India and the Middle East.
Noble has interests in grain crushing facilities, coal and iron ore mines, fuel terminals and
storage facilities, sugar and ethanol plants, vessels, ports and other infrastructure to ensure
high quality products are delivered in the most efficient and timely manner to its customers.
Mr Mark Basso-Brusa (a Director of the Company) is considered to be an Associate of
Majicyl by virtue of being a director of Majicyl, a company associated with the Basso- Brusa
Family.
No other relevant parties are considered to be Associates of the Vendors or have a relevant
interest in the securities of the Vendors.
There are various exceptions to the prohibition in section 606 of the Corporations Act.
Section 611 of the Corporations Act contains a table setting out circumstances in which
acquisitions of relevant interests are exempt from the prohibition. Item 7 of section 611 of
the Corporations Act provides an exception to the prohibition in section 606(1) if an
acquisition is approved previously by a resolution passed by shareholders at a general
meeting of the Company. The parties involved in the acquisition and their Associates are
not able to cast a vote on the resolution.
The issue of the Consideration Shares under the terms of the Share Purchase Agreement
will result in:
(a)

Camvill increasing its relevant interest in the Company from nil to approximately
41.18%;

(b)

Majicyl increasing its relevant interest in the Company from 41.27% to
approximately 45.98%; and

(c)

Noble increasing its relevant interest in the Company from 30.46% to approximately
41.18% (including Camvill’s interest outlined above).

Accordingly, Shareholder approval of the Acquisition and the issue of the Consideration
Shares is required under item 7 of section 611 of the Corporations Act.

2.9

Specific information required by Item 7 of Section 611 of the Corporations Act
& ASIC Regulatory Guide 74
The following information is required to be provided to Shareholders under ASIC Regulatory
Guide 74 and the Corporations Act in respect of obtaining approval pursuant to Item 7 of
Section 611 of the Corporations Act.
Shareholders are also referred to the Independent Expert's Report set out in Annexure A to
this Notice.
(a)

An outline of the Acquisition and explanation of the reasons for the Acquisition is
discussed above in Section 1.

(b)

The identity of the persons who will hold a relevant interest in the Shares to be
issued:
The acquirer is Camvill (or its nominee) and Majicyl.

21

Details of the Associates of the Vendors are set out in Sections 2.8.
Details of the persons who will have a relevant interest in the Shares to be acquired
by each Vendor are also set out in Section 2.8.
(c)

Full particulars (including the number and percentage) of the Shares to which each
of the Vendors are or will be entitled immediately before and after the Acquisition
and the maximum extent of the increase in each of the Vendor's voting power in the
Company (including their Associates) as a result of the Acquisition:

Event
The date of this
Notice
(Total Shares =
166,449,305)
Completion of
the Acquisition
(Total Shares =
366,449,305)

Camvill

Camvill’s
Associates

Majicyl

Majicyl’s
Associates

Shares held –
0
Voting Power
– (0.00%)

Shares held –
50,707,609
Voting Power
– (30.46%)

Shares held –
68,701,201
Voting Power
– (41.27%)

Shares held – 0
Voting Power –
(0.00%)

Shares held –
100,200,000
Voting Power
– (27.34%)

Shares held –
50,707,609
Voting Power
– (13.84%)

Shares held –
168,501,201
Voting Power
– (45.98%)

Shares held – 0
Voting Power –
(0.00%)

Accordingly, at the completion of the Acquisition, Camvill and its Associates will hold
150,907,609 Shares, which equates to total voting power in the Company of
41.18%, and Majicyl and its Associates will hold 168,501,201 Shares, which equates
to total voting power in the Company of 45.98%.
Note: The table above assumes that no further Shares, other than the Consideration
Shares pursuant to the Share Purchase Agreement, are issued.
(d)

The identity, associations (with the Vendors and any of their respective Associates)
and qualifications of any person who it is intended will become a Director if
Shareholders approve the Acquisition:
It is not intended that there will be any change to the Board as a result of completion
of the Acquisition.

(e)

The interest of any Director in the Acquisition or any relevant agreement:
Mr Mark Basso-Brusa is a director of the Company and is also a director of Majicyl
and a beneficiary of the Basso Investment Trust.
At the date of this Notice, Mr Mark Basso-Brusa relevant interest in the Company is
68,701,201 Shares, being 41.27%. If completion of the Acquisition occurs and the
Consideration Shares are issued, Mr Mark Basso-Brusa’s relevant interest in the
Company will increase to 168,501,201 Shares, being 45.98%.
Mr William Randall is a director of the Company and is a director of Camvill. At the
date of this Notice, Mr William Randall’s relevant interest in the Company is nil
Shares, being 0%. However, as Camvill is a wholly owned subsidiary of Noble, Mr
William Randall’s relevant interest in the Company will not be affected in any way
other as an ordinary Shareholder of the Company.

(f)

Noble and Majicyl have each informed the Company that their intentions mentioned
in this section regarding the future of the Company if Shareholders approve the
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acquisition are based on the facts and information regarding the Company, its
business and the general business environment which are known to each of Noble
and Majicyl as at the date of this Notice, which is limited to publicly available
information. Any future decisions regarding these matters will only be made based
on all material information and circumstances at the relevant time. Accordingly, the
statements set out below are statements of current intention only which, if
circumstances change or new information becomes available in the future, could
change accordingly.
Other than as disclosed elsewhere in this Explanatory Statement, each of Noble and
Majicyl:

2.10

(i)

has no current intention of making any significant changes to the existing
business of the Company;

(ii)

has no current intention to inject further capital into the Company;

(iii)

has no current intention of making changes regarding the future
employment of the present employees of the Company;

(iv)

does not currently intend for any property to be transferred between the
Company and it or any person associated with it;

(v)

has no current intention to otherwise redeploy the fixed assets of the
Company; and

(vi)

has no current intention to significantly change the existing financial or
dividend policies of the Company.

(g)

Please refer to Section 2.5 for the recommendations of the Directors (other than Mr
Mark Basso-Brusa who is a director and shareholder of Majicyl, and Mr William
Randall who is a director of Camvill) in respect of Resolution 1.

(h)

Further details of the Acquisition are set out throughout this Explanatory Statement.
Shareholders are also referred to the Independent Expert’s Report set out in
Annexure A, which provides an analysis of the Acquisition.

Assessment of the Acquisition
Advantages and Disadvantages
Please refer to Section 2.4 (above) for a non-exhaustive list of advantages and
disadvantages that may be relevant to a Shareholder’s decision on how to vote on
Resolution 1.

2.11

Recommendations of Directors
Please refer to Section 2.5 for the recommendations of the Directors (other than Mr Mark
Basso-Brusa who is a director and shareholder of Majicyl and Mr William Randall who is a
director of Camvill) in respect of Resolution 1.

2.12

Independent Expert’s Report
The Independent Expert's Report prepared by Stantons International sets out a detailed
examination of the proposed Acquisition to enable non-associated Shareholders to assess
the merits and decide whether to approve the issue of Consideration Shares to Camvill (or
its nominee) and Majicyl.
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To the extent that it is appropriate, the Independent Expert’s Report sets out further
information with respect to the Acquisition and concludes that the issue of Consideration
Shares to Camvill (or its nominee) and Majicyl is fair and reasonable to the nonassociated Shareholders.
Shareholders are urged to carefully read the Independent Expert’s Report set out in
Annexure A to understand its scope, the methodology of the valuation and the sources of
information and assumptions made.

3.

Resolution 2 – Approval of Royalty Deeds

3.1

Background to the Royalty Deeds
As outlined in Section 1.3 of this Explanatory Statement, it is a condition of the Share
Purchase Agreement that Idalia enter into the Royalty Deeds in favour of Noble and Majicyl
in respect of coal recovered from the Tenements.
The Royalty Deeds were entered into on or about the date of this Notice.
Resolution 2 seeks Shareholder approval for Idalia, once it is acquired by the Company, to
continue to perform the Royalty Deeds with Noble and Majicyl respectively.
Please refer to Section 1.6 for the material terms of the Royalty Deeds.

3.2

ASX Listing Rule 10.1
ASX Listing Rule 10.1 provides that an entity must ensure that neither it, nor any of its child
entities, acquires a substantial asset from, or disposes of a substantial asset to, amongst
other persons, a substantial holder or one of its Associates, without the prior approval of
holders of the entity’s ordinary shareholders.
Substantial asset
For the purposes of ASX Listing Rule 10.1, an asset is substantial if its value, or the value
of the consideration for it is, or in ASX’s opinion is, 5% or more of the equity interests of the
entity as set out in the latest accounts given to ASX under the ASX Listing Rules.
As mentioned in Section 1.6 above, the Royalty Deeds specify that Idalia will pay a royalty
of 1.5% of the gross sales price for domestic sales, and the gross sale price for export sales
of coal product produced from the Tenements to each of Majicyl and Camvill.
The payment of monies under the royalty to Majicyl and Camvill in the future under the
Royalty Deeds constitutes a disposal of a substantial asset for the purposes of ASX Listing
Rule 10.1. Consequently, Shareholder approval is sought under ASX Listing Rule 10.1.
Substantial shareholder (or Associate)
For the purposes of ASX Listing Rule 10.1, a substantial shareholder is a person who has a
relevant interest (either directly or through its Associates), or had at any time in the 6
months before the transaction, in at least 10% of the total votes attaching to the voting
securities.
For the purposes of ASX Listing Rule 10.1, an Associate includes an entity that controls a
body corporate.
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Camvill is a wholly owned subsidiary of Noble. Accordingly, Noble is an Associate of
Camvill as it controls Camvill. In addition, Noble is a substantial holder of the Company by
virtue of its relevant interest in 50,707,609 Shares or 30.46% of the voting Shares in the
Company, held by Onglory Pty Ltd, a wholly owned subsidiary of Noble.
Majicyl is a substantial holder of the Company by virtue of its direct interest in 68,701,201
Shares or 41.27% of the voting Shares in the Company. Mr Mark Basso- Brusa, a Director
of the Company, is also a director of Majicyl and a beneficiary under the Basso Investment
Trust.
Therefore, for the purposes of ASX Listing Rule 10.1, the Royalty Deeds will be performed
with substantial shareholders of the Company.
Requirement for shareholder approval
On the basis that:
(a)

the payment of monies under the royalty to Camvill and Majicyl in the future under
the Royalty Deed constitutes the disposal of a substantial asset;

(b)

an Associate of Camvill, being Noble, is a substantial shareholder of the Company;
and

(c)

Majicyl is a substantial shareholder of the Company,

the Company is required to seek Shareholder approval under ASX Listing Rule 10.1 in
respect of the continued performance of the Royalty Deeds.

3.3

Independent Expert’s Report
ASX Listing Rule 10.10.2 requires a notice of meeting containing a resolution under ASX
Listing Rule 10.1 to include a report on the transaction from an independent expert.
The Independent Expert's Report set out in Annexure A sets out a detailed independent
examination of the Royalty Deeds to enable non-associated Shareholders to assess the
merits and decide whether to approve the Resolution 2.
To the extent that it is appropriate, the Independent Expert’s Report sets out further
information with respect to the Royalty Deeds and concludes that the terms of the Royalty
Deeds and their continued performance is fair and reasonable to the non-associated
Shareholders.
Shareholders are urged to carefully read the Independent Expert’s Report to understand its
scope, the methodology of the valuation and the sources of information and assumptions
made.
A voting exclusion statement in respect of Resolution 2 is set out in the Notice of Meeting.

3.4

Advantages and disadvantages of continued performance of the Royalty
Deeds
As the Royalty Deeds have been entered
condition of the Acquisition, the Directors
advantages and disadvantages outlined in
Royalty Deeds and may be relevant to
Resolution 2.

into by the Company for the purpose and as a
are of the view that the non-exhaustive list of
Section 2.4 (above) is equally applicable to the
a Shareholder's decision on how to vote on
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3.5

Directors' recommendation
Based on the information available, including that contained in this Explanatory
Memorandum, the Directors (other than Mr Mark Basso-Brusa and Mr William Randall who
both have a material personal interest in the outcome of Resolution 2) recommend that
Shareholders vote in favour of Resolution 2 as they consider that continuing to perform the
Royalty Deeds is in the best interests of Shareholders for the following reasons:
(a)

the acquisition of Idalia is conditional upon the Company entering into the Royalty
Deeds and accordingly, if the Company does not continue to perform the Royalty
Deeds, the Acquisition cannot proceed;

(b)

after assessment of the advantages and disadvantages referred to in Section 3.4 of
this Explanatory Statement the Directors (other than Mr Mark Basso-Brusa and Mr
William Randall) are of the view that the advantages outweigh the disadvantages;
and

(c)

the Independent Expert has determined the Royalty Deeds to be fair and
reasonable to the non-associated Shareholders.

If the Shareholders do not approve the Company’s continued performance of the Royalty
Deeds, the conditions for completion of the Acquisition will not be satisfied, the Acquisition
will not go ahead and the Company will continue to work on the Company’s current coal
assets and investigate different business opportunities.]
The Board considers that there is no current alternative to the continued performance of the
terms of the Royalty Deeds other than to not enter into the Acquisition, do nothing and
continue to invest in the Company’s current assets. However, for the reasons outlined
above, the Directors (other than Mr Mark Basso-Brusa and Mr William Randall) believe that
the Acquisition and the continued performance of the terms of the Royalty Deeds is in the
best interest of Shareholders.

3.6

Background to Chapter 2E of the Corporations Act
For a public company, or an entity that the public company controls, to give a financial
benefit to a related party of the public company, the public company or entity must:
(a)

obtain the approval of the public company's members in the manner set out in
Sections 217 to 227 of the Corporations Act; and

(b)

give the benefit within 15 months following such approval,

unless the giving of the financial benefit falls within an exception set out in Sections 210 to
216 of the Corporations Act. It is the view of the Directors that the exceptions set out in
sections 210 to 216 of the Corporations Act do not apply in the current circumstances.
Performance of the terms of the Royalty Deeds will constitute giving a financial benefit to
each of the Vendors via payment of the monies under each of the Royalty Deeds, as
specified in Section 1.6 above.

3.7

Shareholder Approval pursuant to Chapter 2E of the Corporations Act
The following information is provided in accordance with section 219 of the Corporations
Act to enable Shareholders to assess the merits of Resolution 2.
(a)

The related parties to whom Resolution 2 would permit the financial benefit to be
given are:
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(i)

Noble Group Limited (through its subsidiary Camvill); and

(ii)

Majicyl Pty Ltd as trustee for the Basso Investment Trust,

who are related parties of the Company for the reasons set out in Section 1.2 and
2.2 above.
(b)

The financial benefit being provided is the royalties to be paid to each of Majicyl and
Camvill, calculated quarterly, of 1.5% of the gross sales price for domestic sales,
and the gross sale price for export sales of coal product produced from the Assets
(excluding GST) as described in Section 1.6 above.

(c)

The Royalty Deeds (which incorporate the potential ongoing financial arrangement
between the parties) were entered into on or about the date of this Notice.

(d)

The Royalty Deeds were entered into as a result of the termination of the
Incorporated Joint Venture Agreement and pursuant to the terms of the Share
Purchase Agreement. No funds were raised from entering into the Royalty Deeds.

(e)

As the Royalty Deeds will continue to be performed at completion of the Acquisition,
the relevant interests of Noble and Majicyl in the Company are outlined in Sections
2.8 and 2.9(b).

(f)

The amounts paid by the Company to Camvill and Majicyl, in remuneration and
emoluments or otherwise, for the previous financial year and the current financial
year to the date of this Notice are set out below:

Related Party
Noble
Majicyl

Current Financial
Year

Previous
Financial Year

nil
$141,041

nil
$2,275,010

(comprised of payment of
salary of $96,833 to Mark
Basso-Brusa and drilling and
associated costs paid of
$44,208 paid to Evolution
Exploration Pty Ltd)

(comprised of payment of salary
of $245,250 to Mark BassoBrusa and drilling and
associated costs of $2,029,760
paid to Evolution Exploration Pty
Ltd)

(g)

There will be no effect on each of the Vendor's shareholdings in the Company as a
result of the continued performance of the Royalty Deeds.

(h)

There will be no dilutionary effect on the other shareholders’ holdings in the
Company as a result of the continued performance of the Royalty Deeds.

(i)

The royalties under the Royalty Deeds will be paid in cash and not shares.

(j)

The Royalty Deeds were entered into as a result of the termination of the
Incorporated Joint Venture Agreement and pursuant to the terms of the Share
Purchase Agreement. The Board does not consider that there are any significant
opportunity costs to the Company, taxation consequences or benefits foregone by
having entered into and continuing to perform the Royalty Deeds.

(k)

If Shareholders do not approve Resolution 2, the Acquisition will not proceed and
the Company will continue to work on the Company’s current coal assets and
investigate different business opportunities which will build Shareholder value.

(l)

Other than Mr Mark Basso-Brusa (as a director of Majicyl) and Mr William Randal
(as a director of Camvill), no Director has a material interest in the outcome of
Resolution 2 other than as a result of their interest arising solely in the capacity as
Shareholders. Mr Mark Basso-Brusa and Mr William Randall have not participated
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in the Board's deliberations in relation to the continued performance of the Royalty
Deeds pursuant to Resolution 2.
(m)

The Directors' recommendations are set out in Section 3.5 above.

Other than as set out in the Explanatory Statement, there is no further information which the
Shareholders would reasonably require in order to decide whether or not it is in the
Company’s best interests to pass Resolution 2.

4.

Resolution 3 – Approval of Security Arrangements for the Facility
Agreement

4.1

Background
As specified in Section 1.3 above, it is a condition of the Share Purchase Agreement that
the Company enter into the Facility Agreement with Noble. Previously, the Company
entered into the Original Facility. Shareholder approval to enter into the Original Facility was
obtained by the Company on 29 November 2012.
It is intended that the Facility Agreement is entered into by the Company, Idalia and Noble.
The Facility Agreement will enable the Company to repay the Original Facility and the Idalia
Loan, and receive a further sum of up to approximately $7.5 million of funds via a line of
working capital that is easily accessible to the Company. The $7.5 million funding under the
facility will be available to the Company following the repayment of the Original Facility and
Idalia Loan.
Accordingly, under the terms of the Facility Agreement, the Company will:
(a)

repay the debt the Company owes to Idalia under the Original Facility, which is
currently $1,233,191;

(b)

provide funds to Idalia and procure that such funds are used to repay the debt Idalia
owes to Noble, which is currently $12.3m under the terms of the Idalia Loan; and

(c)

have approximately a further $7.5 million accessible for working capital purposes to
be used on the continued exploration development of the Company’s Coal
Tenement and exploration of the EPCs held by Idalia.

As part of the debt financing arrangement, it is a requirement that the Facility Agreement be
secured in favour of Noble by way of:
(a)

a personal property security interest over all of the Company’s assets and
undertakings; and

(b)

a mortgage over all of the Company’s mining Tenements,

(Security Deed).
For further information regarding the terms of the Facility Agreement and the Security Deed
please see Sections 1.4 and 1.5.

4.2

ASX Listing Rule requirements
ASX Listing Rule 10.1 provides that a listed company (or any of its child entities) must not
acquire a substantial asset from, or dispose of a substantial asset to, specified persons or
companies without the approval of Shareholders at a general meeting.

Substantial asset
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An asset is treated as a substantial asset if its value or the value of the consideration for it
is, or in ASX's opinion is, 5% or more of the listed company's equity interests as set out in
the latest financial statements given to ASX under the ASX Listing Rules. A listed
company's equity interests are the sum of paid up capital, reserves, and accumulated
profits or losses, disregarding redeemable preference share capital and outside equity
interests.
The Facility Agreement requires the granting of security over all of the Company's assets
and undertakings and a mortgage over the Company's mining Tenements. The giving of
such security by the Company in favour of Noble is deemed, under ASX Listing Rule 10.1,
to be a disposal of assets to which ASX Listing Rule 10.1 may apply. As such, Shareholder
approval is sought under ASX Listing Rule 10.1.
Substantial shareholder (or Associate)
The specified persons or companies to whom ASX Listing Rule 10.1 applies include a
substantial holder in the listed company who either alone or together with its Associates has
a relevant interest, or had a relevant interest at any time in the six months before the
transaction, of at least 10% of the total votes attached to the listed company's voting
securities.
For the purposes of ASX Listing Rule 10.1, an Associate includes an entity that controls a
body corporate.
Onglory Pty Ltd (Onglory), a wholly-owned subsidiary of Noble, is the registered holder of
30.46% of the issued capital of the Company and is a substantial shareholder of the
Company. Further, Camvill is a wholly-owned subsidiary of Noble and at completion of the
Acquisition will be the registered holder of 27.34% of the issued capital of the Company.
For the purposes of ASX Listing Rule 10.1, Noble is a substantial holder because it is an
entity that holds in excess of 10% of the issued Shares in the Company.
Requirement for shareholder approval
On the basis that:
(a)

the granting of the security interest over the Company’s Coal Tenement is
considered a disposal of a substantial asset; and

(b)

Noble is a substantial shareholder of the Company,

the Company is required to seek Shareholder approval under ASX Listing Rule 10.1 in
respect of entering into the security arrangements for the Facility Agreement.

4.3

Advantages and disadvantages of entering into the Security Arrangements
The Directors are of the view that the following non-exhaustive list of advantages may be
relevant to a Shareholder's decision on how to vote on Resolution 3:
(a)

the Company will have the funding to continue to progress exploration, modelling
and development of the Company’s Coal Tenement;

(b)

the Facility Agreement gives the Company the opportunity to fund its exploration
and development activity without being required to seek equity funds at a time when
equity markets are depressed;

(c)

interest payable on funds drawn-down on the Facility Agreement may be capitalised,
thus ensuring that the Company's working capital position is not diminished by the
requirement to make interest payments;
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(d)

if the Security Deed proposed by Resolution 3 is not approved, the Company will not
be able to complete the acquisition of Idalia and will be forced to source alternative
funding arrangements. As conditions in capital markets remain difficult, it is possible
that any such alternate capital raising may be on less attractive terms than the
Facility Agreement, and may involve the issue of securities at a significant discount
to market; and

(e)

as at the date of this Notice, the Directors have not received any alternative funding
proposals more advantageous to the Company than the transaction proposed under
Resolution 3.

The Directors are of the view that the following non-exhaustive list of disadvantages may be
relevant to a Shareholder's decision on how to vote on Resolution 3:

4.4

(a)

the Company has given undertakings under the Facility Agreement, the effect of
which, may reduce the flexibility of potential divestment or capital raisings in the
future; and

(b)

the liabilities associated with the Facility Agreement may make the Company less
attractive as a potential takeover target.

Personal interest of Mr William Randall
Section 195(1) of the Corporations Act provides that a director who has a "material
personal interest" in a matter being considered at a director's meeting must not be present
while the matter is being considered or vote on the matter.
Mr William Randall is considered to have a material personal interest in the proposal to
enter into Facility Agreement and Security Deed by reason of being a director of Camvill,
which is a wholly owned subsidiary of Noble.
Mr William Randall has therefore not participated in the Board's deliberations in relation to
the proposal to enter into the Facility Agreement and Security Deed pursuant to Resolution
3.

4.5

Director's recommendation
Based on the information available, including that contained in this Explanatory
Memorandum, the Directors (other than Mr William Randall) consider that Resolution 3 is in
the best interests of the Company and recommend that Shareholders vote in favour of
Resolution 3 for the following reasons:
(a)

after assessment of the advantages and disadvantages referred to in Section 4.3 of
this Explanatory Statement the Directors (other than Mr William Randall) are of the
view that the advantages outweigh the disadvantages; and

(b)

the Independent Expert has determined the Facility Agreement and the Security
Deed to be fair and reasonable to the non-associated Shareholders.

If the Shareholders do not approve the Company entering into the Facility Agreement and
the Security Deed, the conditions for completion of the Acquisition will not be satisfied, the
Acquisition will not go ahead and the Company will continue to work on the Company’s
current coal assets and investigate different business opportunities.
The Board considers that there is no current alternative to entering into the security
arrangements other than to not enter into the Acquisition, do nothing and continue to invest
in the Company’s current assets. However, for the reasons outlined above, the Directors
(other than Mr Mark Basso-Brusa and Mr William Randall) believe that the Acquisition and
entering into the security arrangements is in the best interest of Shareholders.
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4.6

Independent Expert's Report
In accordance with the requirements of ASX Listing Rule 10.10.2, the Company has
commissioned Stantons International provide an independent expert's report on the
Acquisition, which incorporates the entering into of the Facility Agreement and the Security
Deed. The Independent Expert's Report sets out a detailed examination of the Facility
Agreement and the Security Deed to enable non-associated Shareholders to assess the
merits of, and decide whether to approve, the Facility Agreement and the Security Deed.
The Independent Expert's Report concludes that, on balance, the Facility Agreement and
the Security Deed are fair and reasonable to the non-associated Shareholders (the nonassociated Shareholders being Shareholders that are not associated with Noble).
Shareholders are urged to read carefully the Independent Expert's Report to understand its
scope, the methodology of the assessment, the sources of information and the
assumptions.
A voting exclusion statement in respect of Resolution 3 is set out in the Notice of Meeting.

4.7

Background to Chapter 2E of the Corporations Act
For a public company, or an entity that the public company controls, to give a financial
benefit to a related party of the public company, the public company or entity must:
(a)

obtain the approval of the public company's members in the manner set out in
Sections 217 to 227 of the Corporations Act; and

(b)

give the benefit within 15 months following such approval,

unless the giving of the financial benefit falls within an exception set out in Sections 210 to
216 of the Corporations Act. It is the view of the Directors that the exceptions set out in
sections 210 to 216 of the Corporations do not apply in the current circumstances.
The granting of the security arrangements by the Company to Noble will constitute giving a
financial benefit to Noble as specified in Section 4.1 and 4.2 above.

4.8

Shareholder Approval pursuant to Chapter 2E of the Corporations Act
The following information is provided in accordance with section 219 of the Corporations
Act to enable Shareholders to assess the merits of Resolution 3:
(a)

the related parties to whom Resolution 3 would permit the financial benefit to be
given is Noble Group Limited who is a related party of the Company for the reasons
set out in Section 1.2 and 2.2 above.

(b)

the financial benefit being provided is:
(i)

a personal property security interest over the Company’s assets; and

(ii)

a mortgage over the Company’s Coal Tenement,

being granted in favour of Noble pursuant to the terms of the Security Deed
specified in Section 1.5 above.
(c)

the Facility Agreement and the Security Deed (which incorporates the potential
ongoing financial arrangement between the parties) will be entered into at
completion of the Acquisition under the Share Purchase Agreement.
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(d)

the Facility Agreement and the Security Deed are being entered into pursuant to the
terms of the Share Purchase Agreement. No funds are raised from entering into the
Facility Agreement.

(e)

as the Facility Agreement and the Security Deed will be entered into at completion
of the Acquisition, the relevant interests of Noble in the Company are outlined in
Section 2.8.

(f)

the amounts paid by the Company to Noble, in remuneration and emoluments or
otherwise, for the previous financial year and the current financial year to the date of
this Notice are set out below:
Related Party
Noble

Current Financial
Year

Previous
Financial Year

Nil

Nil

(g)

There will be no effect on Noble’s shareholding in the Company as a result of
entering into the Facility Agreement and the Security Deed.

(h)

There will be no dilutionary effect on the other Shareholders’ holdings in the
Company as a result of entering into the Facility Agreement and the Security Deed.

(i)

the Facility Agreement and the Security Deed are being entered into pursuant to the
terms of the Share Purchase Agreement. The Board does not consider that there
are any significant opportunity costs to the Company, taxation consequences or
benefits foregone by entering into the Facility Agreement and the Security Deed and
granting the security interests over the Company’s assets and the Coal Tenement.

(j)

If Shareholders do not approve Resolution 3, the Acquisition will not proceed and
the Company will continue to work on the Company’s current coal assets and
investigate different business opportunities which will build Shareholder value.
Further, the Company would also need to seek further funds through either debt
financing or the issue of further equity which may result in further dilution of
Shareholders at a heavily discounted value.

(k)

other than Mr William Randal (as a director of Camvill), no Director has a material
interest in the outcome of Resolution 3 other than as a result of their interest arising
solely in the capacity as Shareholders.

(l)

the Directors (other than Mr William Randall who has a material personal interest in
the outcome of Resolution 3) recommend that Shareholders vote in favour of
Resolution 3 for the reasons specified in Section 4.5 above.

Other than as set out in the Explanatory Statement, there is no further information which the
Shareholders would reasonably require in order to decide whether or not it is in the
Company’s best interests to pass Resolution 3.

5.

Resolution 4 – Approval of Life of Mine Agreement

5.1

Background
As specified in Section 1.3 above, it is a condition of the Share Purchase Agreement that
the Company obtain all necessary shareholder approvals and consents to implement the
transactions contemplated by the Share Purchase Agreement, which includes the Life of
Mine Agreement.

32

The Life of Mine Agreement was entered into by Idalia and Noble Resources Pte Ltd on 21
June 2011 (as novated to Noble Resources International Pte Ltd with effect from 1 October
2011). The key terms of the Life of Mine Agreement are specified in Section 1.7 above.
Although the Life of Mine Agreement is a material contract which is currently on foot, the
Company is seeking approval from its Shareholders for its continued operation after
completion of the Acquisition and the potential future sales of coal from the Tenements to
Noble Resources International Pte Ltd.

5.2

ASX Listing Rule requirements
ASX Listing Rule 10.1 provides that a listed company (or any of its child entities) must not
acquire a substantial asset from, or dispose of a substantial asset to, specified persons or
companies without the approval of Shareholders at a general meeting.
Substantial asset
An asset is treated as a substantial asset if its value or the value of the consideration for it
is, or in ASX's opinion is, 5% or more of the listed company's equity interests as set out in
the latest financial statements given to ASX under the ASX Listing Rules. A listed
company's equity interests are the sum of paid up capital, reserves, and accumulated
profits or losses, disregarding redeemable preference share capital and outside equity
interests.
The Life of Mine Agreement specifies that Idalia agrees to sell and Noble Resources
International Pte Ltd agrees to purchase all coal derived from exploration on the Tenements
for the purpose of distributing the coal on a worldwide basis for the term of the agreement.
The disposal of the coal derived from the Tenements by the Company to Noble Resources
International Pte Ltd is deemed, under ASX Listing Rule 10.1, to be a disposal of assets to
which ASX Listing Rule 10.1 may apply. As such, Shareholder approval is sought under
ASX Listing Rule 10.1.
Substantial shareholder (or Associate)
The specified persons or companies to whom ASX Listing Rule 10.1 applies include a
substantial holder in the listed company who either alone or together with its Associates has
a relevant interest, or had a relevant interest at any time in the six months before the
transaction, of at least 10% of the total votes attached to the listed company's voting
securities.
For the purposes of ASX Listing Rule 10.1, an Associate includes an entity that controls a
body corporate.
Noble Resources International Pte Ltd is an Associate of Noble. As specified in Section 4.2
above, Noble, through its wholly owned subsidiary, Onglory Pty Ltd, is the registered holder
of 30.46% of the issued capital of the Company and is a substantial shareholder of the
Company. Further, Camvill is a wholly-owned subsidiary of Noble and at completion of the
Acquisition will be the registered holder of 27.34% of the issued capital of the Company.
For the purposes of ASX Listing Rule 10.1, Noble Resources International Pte Ltd is a
substantial holder because it is an entity that, together with its Associates, holds in excess
of 10% of the issued Shares in the Company.
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Requirement for shareholder approval
On the basis that:
(a)

the potential future sale of the coal from the Tenements is considered a disposal of
a substantial asset; and

(b)

Noble Resources International Pte Ltd, by being an Associate of Noble, is a
substantial shareholder of the Company,

the Company is required to seek Shareholder approval under ASX Listing Rule 10.1 in
respect of entering into the security arrangements for the Facility Agreement.

5.3

Advantages and disadvantages of entering into the Life of Mine Agreement
As the Life of Mine Agreement is being undertaken by the Company for the purpose and as
a condition of the Acquisition, the Directors are of the view that the non-exhaustive list of
advantages and disadvantages outlined in Section 2.4 (above) is equally applicable to the
Life of Mine Agreement and may be relevant to a Shareholder's decision on how to vote on
Resolution 4.

5.4

Personal interest of Mr William Randall
Section 195(1) of the Corporations Act provides that a director who has a "material
personal interest" in a matter being considered at a director's meeting must not be present
while the matter is being considered or vote on the matter.
Mr William Randall is considered to have a material personal interest in the continued
obligations and compliance of the Life of Mine Agreement by being a director of Camvill,
which is a wholly owned subsidiary of Noble (which is an Associate of Noble Resources
International Pte Ltd).
Mr William Randall has therefore not participated in the Board's deliberations in relation to
the Life of Mine Agreement pursuant to Resolution 4.

5.5

Director's recommendation
Based on the information available, including that contained in this Explanatory
Memorandum, the Directors (other than Mr William Randall) consider that Resolution 4 is in
the best interests of the Company and recommend that Shareholders vote in favour of
Resolution 4 for the following reasons:
(a)

after assessment of the advantages and disadvantages referred to in Section 5.3 of
this Explanatory Statement the Directors (other than Mr William Randall) are of the
view that the advantages outweigh the disadvantages; and

(b)

the Independent Expert has determined the Life of Mine Agreement to be fair and
reasonable to the non-associated Shareholders.

If the Shareholders do not approve the Company’s continued compliance with the Life of
Mine Agreement, the conditions for completion of the Acquisition will not be satisfied, the
Acquisition will not go ahead and the Company will continue to work on the Company’s
current coal assets and investigate different business opportunities.
The Board considers that there is no current alternative to the continued operation of the
Life of Mine Agreement other than to not enter into the Acquisition, do nothing and continue
to invest in the Company’s current assets. However, for the reasons outlined above, the
Directors (other than Mr Mark Basso-Brusa and Mr William Randall) believe that the
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Acquisition and the continued performance of the Company under the Life of Mine
Agreement is in the best interest of Shareholders.

5.6

Independent Expert's Report
In accordance with the requirements of ASX Listing Rule 10.10.2, the Company has
commissioned Stantons International provide an independent expert's report on the
Acquisition, which incorporates continued operation of the Life of Mine Agreement. The
Independent Expert's Report sets out a detailed examination of the Life of Mine Agreement
to enable non-associated Shareholders to assess the merits of, and decide whether to
approve, the continued operation of the Life of Mine Agreement.
The Independent Expert's Report concludes that, on balance, the Life of Mine Agreement is
fair and reasonable to the non-associated Shareholders (the non-associated Shareholders
being Shareholders that are not associated with Noble).
Shareholders are urged to read carefully the Independent Expert's Report to understand its
scope, the methodology of the assessment, the sources of information and the
assumptions.
A voting exclusion statement in respect of Resolution 4 is set out in the Notice of Meeting

5.7

Background to Chapter 2E of the Corporations Act
For a public company, or an entity that the public company controls, to give a financial
benefit to a related party of the public company, the public company or entity must:
(a)

obtain the approval of the public company's members in the manner set out in
Sections 217 to 227 of the Corporations Act; and

(b)

give the benefit within 15 months following such approval,

unless the giving of the financial benefit falls within an exception set out in Sections 210 to
216 of the Corporations Act. It is the view of the Directors that the exceptions set out in
sections 210 to 216 of the Corporations Act do not apply in the current circumstances.
The Life of Mine Agreement will constitute giving a financial benefit to Noble Resources
International Pte Ltd as specified in Sections 5.1 and 5.2 above.
5.8

Shareholder Approval pursuant to Chapter 2E of the Corporations Act
The following information is provided in accordance with section 219 of the Corporations
Act to enable Shareholders to assess the merits of Resolution 4:
(a)

The related parties to whom Resolution 4 would permit the financial benefit to be
given is Noble (through Noble Resources International Pte Ltd) who is a related
party of the Company for the reasons set out in Section 1.2 and 2.2 above.

(b)

The financial benefit being provided is the coal derived from exploration on the
Tenements for the purpose of distributing the coal on a worldwide basis for the term
of the Life of Mine Agreement specific in Section 1.7 above.

(c)

The Life of Mine Agreement was entered into by Idalia and Noble Resources Pte Ltd
on 21 June 2011 (as novated to Noble Resources International Pte Ltd with effect
from 1 October 2011).

(d)

The Life of Mine Agreement will continue in operation pursuant to the terms of the
Share Purchase Agreement. No funds are raised from continuing the Life of Mine
Agreement.
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(e)

As the Life of Mine Agreement will continue in operation at completion of the
Acquisition, the relevant interests of Noble in the Company are outlined in Section
2.8.

(f)

The amounts paid by the Company to Noble, in remuneration and emoluments or
otherwise, for the previous financial year and the current financial year to the date of
this Notice are set out below:
Related Party
Noble

Current Financial
Year

Previous
Financial Year

Nil

Nil

(g)

There will be no effect on Noble’s shareholding in the Company as a result of the
continued operation of the Life of Mine Agreement.

(h)

There will be no dilutionary effect on the other Shareholders’ holdings in the
Company as a result of continuing the Life of Mine Agreement.

(i)

The Life of Mine Agreement will continue pursuant to the terms of the Share
Purchase Agreement. The Board does not consider that there are any significant
opportunity costs to the Company, taxation consequences or benefits foregone by
continuing the Life of Mine Agreement.

(j)

If Shareholders do not approve Resolution 4, the Acquisition will not proceed and
the Company will continue to work on the Company’s current coal assets and
investigate different business opportunities which will build Shareholder value.
Other than Mr William Randal (as a director of Camvill), no Director has a material
interest in the outcome of Resolution 4 other than as a result of their interest arising
solely in the capacity as Shareholders.

(k)

The Directors (other than Mr William Randall who has a material personal interest in
the outcome of Resolution 4) recommend that Shareholders vote in favour of
Resolution 4 for the reasons specified in Section 5.5 above.

Other than as set out in the Explanatory Statement, there is no further information which the
Shareholders would reasonably require in order to decide whether or not it is in the
Company’s best interests to pass Resolution 4.

6.

Enquiries
Shareholders are requested to contact the Company on (+ 61 8) 9226 4500 if they have
any queries in respect of the matters set out in these documents.
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Schedule 1 - Glossary
$ means Australian dollars.
Acquisition means the acquisition of Idalia by the Company pursuant to the terms and
conditions of the Share Purchase Agreement.
ASIC means the Australian Securities and Investments Commission.
Assets or Tenements means coal exploration permits owned by Idalia and specified in
Section 1.2.
Associates has the meaning specified in Section 2.8.
ASX Listing Rules means the Listing Rules of ASX.
ASX means ASX Limited, trading as the Australian Securities Exchange.
Board means the current board of directors of the Company.
Business Day means Monday to Friday inclusive, except New Year’s Day, Good Friday,
Easter Monday, Christmas Day, Boxing Day, and any other day that ASX declares is not a
business day.
Camvill means Camvill Pty Ltd (ACN 148 845 578).
Coal Tenement means EPC1149, being an exploration permit for coal located 25km south
of Blackall, Queensland.
Company means East Energy Resources Limited (ACN 126 371 828).
Consideration Shares means the Shares issued by the Company to Camvill (or its
nominee) and Majicyl in consideration for the Acquisition pursuant to the Share Purchase
Agreement as outlined in Section 1.1.
Constitution means the Company’s constitution.
Corporations Act means the Corporations Act 2001 (Cth).
Directors means the current directors of the Company.
EPC has the meaning specified in Section 1.2.
Explanatory Statement means the explanatory statement accompanying the Notice of
Meeting.
Facility Agreement means the loan facility agreement between the Company, Noble and
Idalia dated on or about the date of this Notice on the terms specified in Section 1.4.
General Meeting or Meeting means the meeting convened by the Notice.
Governmental Agency means any government or local authority and any governmental
body, whether:
(a)

legislative, judicial or administrative;
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(b)

a department, minister, commission, authority, instrumentality, tribunal, agency or
entity;

(c)

commonwealth, state, territorial or local; or

(d)

of Australia or any other country,

or similar entity having powers or jurisdiction under any law or regulation or the listing rules
of any recognised stock or securities exchange, and includes any self-regulatory
organisation established under any law but excludes a governmental body in respect of any
service or trading functions as distinct from regulatory or fiscal functions.
Heads of Agreement or HOA means the heads of agreement dated 22 January 2013
between the Company, Idalia and the Vendors in respect of the acquisition of 100% of the
issued capital of Idalia.
Idalia means Idalia Coal Pty Ltd (ACN 148 075 441)
Idalia Loan has the meaning specified under Section 1.44.1.
Incorporated Joint Venture Agreement means the Incorporated Joint Venture Agreement
between Idalia, Camvill, Noble and Majicyl dated 23 June 2011.
Independent Expert means Stantons International.
Independent Expert’s Report means the independent expert’s report prepared by
Stantons International annexed to this Notice as Annexure A.
JORC Code means the Australasian Code for Reporting of Exploration Results, Mineral
Resources and Ore Reserves.
Life of Mine Agreement means the Life of Mine Coal Sale and Marketing Heads of
Agreement between Idalia and Noble Resources Pte Ltd dated 21 June 2011 (as novated
to Noble Resources International Pte Ltd with effect from 1 October 2011).
Majicyl means Majicyl Pty Ltd (ACN 118 309 265) as trustee for the Basso Investment
Trust.
Notice or Notice of Meeting or Notice of General Meeting means this notice of general
meeting including the Explanatory Statement and the Proxy Form.
Noble means Noble Group Limited of Clarendon House, Church Street, Hamilton HM11,
Bermuda.
Option means an option to acquire a Share.
Original Facility has the meaning specified in Section 1.4.
Personal Properties Security Interest means a security interest within the meaning given
in section 12 of the Personal Property Securities Act 2009 (Cth).
Proxy Form means the proxy form accompanying the Notice.
Related Body Corporate has the meaning given in section 9 of the Corporations Act.
Resolutions means the resolutions set out in the Notice of Meeting, or any one of them, as
the context requires.
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Royalty Deeds means the royalty deeds entered into between Idalia and each of the
Vendors dated on or about the date of this Notice, pursuant to the terms of the Incorporated
Joint Venture Agreement and Share Purchase Agreement.
Security Deed means the formal security deed prepared in relation to the securities to be
granted in favour of Noble over the Company's assets and a mortgage over the Company's
tenement for the purpose of securing the funds provided under the Facility Agreement.
Share means a fully paid ordinary share in the capital of the Company.
Share Purchase Agreement means the agreement between the Company, Idalia and the
Vendors in respect of the acquisition of 100% of the issued capital of Idalia dated 18 March
2013.
Shareholder means a holder of a Share.
Stantons International means Stantons International Securities Pty Ltd (ACN 128 908
289) trading as Stantons International Securities.
Subsidiary means a subsidiary within the meaning of the Corporations Act.
Vendors means both Camvill and Majicyl.
WST means Western Standard Time, as observed in Perth, Australia.
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Annexure A – Independent Expert’s Report
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PO Box 1908
West Perth WA 6872
Australia
Level 2, 1 Walker Avenue
West Perth WA 6005
Australia
Tel: +61 8 9481 3188
Fax: +61 8 9321 1204

28 March 2013
The Directors
East Energy Resources Limited
Level 1
12 Kings Park Road
WEST PERTH WA 6005

ABN: 84 144 581 519
AFS Licence No: 418019
www.stantons.com.au

The Independent Expert has concluded that the transaction related to the Acquisition the
subject of Resolution 1 outlined in this Notice of General Meeting is fair and reasonable to
the Shareholders of the Company (not associated with Noble and Majicyl) as at the date of
this report.
The Independent Expert has also concluded the proposal noted in Resolution 2 whereby
EER will allow the continued performance of the Royalty Deeds is on balance fair and
reasonable to the non-associated shareholders of EER at the date of this report.
The Independent Expert has also concluded the proposal noted in Resolution 3 whereby
EER will allow the Noble Group to provide a Facility that results in a grant of a Charge over
EER’s assets in favour of the Noble Group is on balance fair and reasonable to the nonassociated shareholders of EER at the date of this report.
The Independent Expert has concluded that the transaction related to the approve the
continued Life of Mine Agreement the subject of Resolution 4 outlined in this Notice of
General Meeting is fair and reasonable to the Shareholders of the Company (not associated
with Noble) as at the date of this report.
Dear Sirs
Re: EAST ENERGY RESOURCES LIMITED (ACN 126 371 828) (“EER” OR “THE COMPANY”) ON THE
PROPOSAL TO ACQUIRE COAL ASSETS IN QUEENSLAND BY ISSUING SHARES IN EAST ENERGY
RESOURCES LIMITED TO ACQUIRE 100% OF THE ISSUED CAPITAL OF IDALIA COAL PTY LIMITED
(“IDALIA COAL”).
SHAREHOLDERS MEETING PURSUANT TO SECTION 611 (ITEM 7) OF THE
CORPORATIONS ACT 2001 (“TCA”) AND AUSTRALIAN SECURITIES EXCHANGE LIMITED (“ASX”)
LISTING RULE 10.1. MEETING OF SHAREHOLDERS’ PUSUANT TO ASX RULE 10.1 ALLOWING
NOBLE GROUP LIMITED (“NOBLE”) TO TAKE SECURITY OVER THE ASSETS AND
UNDERTAKINGS OF THE COMPANY TO SECURE A DEBT REFINANCING ARRANGEMENT AND
ALLOWING CONTINUTION OF THE LIFE OF MINE AGREEMENT BETWEEN IDALIA AND NOBLE
AND ALLOWING THE CONTINUATION OF THE PERFORMANCE OF THE ROYALTY DEEDS

1.

Introduction

1.1

We have, inter-alia been requested by the Directors of EER to prepare an Independent
Expert’s Report to determine the fairness and reasonableness as noted in Resolution 1
relating to the proposal whereby EER will acquire 100% of the issued capital of Idalia Coal
from Camvill Pty Ltd (“Camvill”) a wholly owned subsidiary of Noble and Majicyl Pty Ltd (as
trustee of the Basso Investment Trust) (“Majicyl”), a company associated with the BassoBrusa family (‘the Acquisition”). Idalia Coal is owned 50.1% by Camvill (effectively Noble)
and 49.9% owned by Majicyl. Idalia Coal, a company incorporated in Australia, holds various
interests in coal exploration licences and tenements (“Mineral Assets”) in Western
Queensland. For the purposes of this report, the collective interests of Camvill (and Noble)

Liability limited by a scheme approved
under Professional Standards Legislation

and Majicyl are known as the Vendors. Noble, via its 100% ownership of Onglory Pty Ltd
already owns 50,707,609 shares in EER representing an approximate 30.46% shareholding
interest in EER. Noble has one nominee director on the Board of EER being Mr Rex
Littlewood. Noble is one of the worlds’ largest commodity traders with a market capitalisation
over Singaporean $7 billion. It is based in Hong Kong and is listed on the Singapore Stock
Exchange. Majicyl already owns 68,701,201 shares in EER, representing an approximate
41.27% shareholding interest in EER. Majicyl is associated with the EER director, Mr Mark
Basso- Brusa.
It is our understanding that pursuant to the Binding Heads of Agreement (“HOA”) between
EER and the Vendors released to the market on 23 January 2013, the consideration payable
by EER will be the equivalent of $40,000,000 via the issue of 200,000,000 fully paid ordinary
shares in the capital of EER at a deemed 20 cents per share (“the Consideration Shares”).
The Consideration shall, however be adjusted, (increased or decreased) based on the
formula of $40,000,000 plus ($9,000,000 plus Idalia Coal’s cash balances and GST
receivable less accounts payable and less outstanding Debt balances (Debt owing by Idalia
to Noble less Debt owing by EER to Idalia)) on the business day immediately preceding the
close of the Acquisition. Thus the final number of Consideration Shares cannot be
ascertained if an adjustment is required to be made but is not expected to exceed
200,000,000 shares (but this cannot be guaranteed).
As part of the proposals with the Vendors, Noble will provide EER with a Debt Refinancing
Arrangement to be used by EER to repay the debt that EER owes to Idalia Coal under the
facility agreement between EER and Idalia Coal dated 24 September 2012 (“EER Facility”) in
full (a facility to draw down up to $5,500,000 of which $1,200,000 has been drawn down to 31
December 2012 and Idalia Coal had security over the assets and undertakings of the EER
Group), and for EER to provide additional funds to Idalia Coal to fully repay the Idalia Coal
Loan (“Idalia Coal Loan”) to the Noble Group (together with the Debt Refinancing). The final
amount to be refinanced will be determined on the business day immediately preceding the
close of the Acquisition (of all of the shares in Idalia Coal) but based on current forecasts is
estimated to lie between $12,342,000 and $14,000,000. Post the repayment of the EER
Facility and the Idalia Coal Loan, EER will have a further $7,500,000 available for draw-down
and working capital purposes under the Debt Refinancing Facility arrangement. The terms of
the Debt Refinancing arrangement will be for a period of 5 years (subject to early repayment
provisions relating to the commercialisation of the tenements or a change of control) with an
interest rate of Bank Bill Swap Rate plus a 7% margin and will be secured with security to be
granted over the assets of both EER and Idalia Coal. EER will also provide a guarantee for
Idalia Coal’s performance and obligations under the debt Refinancing arrangement.
The acquisition of all of the shares in Idalia Coal is for the purpose of this report known as the
Acquisition. The Notice of Meeting (“Notice”) and Explanatory Statement to Shareholders
(“ESS”) refers to the proposed acquisition of Idalia Coal from the Vendors and the issue of
the Consideration shares to the Vendors. Based on a $40,000,000 Consideration, Camvill
will receive 100,200,000 of the Consideration Shares (“Camvill Consideration Shares”) and
Majicyl will receive 99,800,000 of the Consideration Shares (“Majicyl Consideration Shares”).
As noted above, the Consideration is to be adjusted and it is possible more Consideration
Shares may be issued to the Vendors.
Further details on the Mineral Assets owned by Idalia Coal are referred to in the 28 March
2013 “Independent Valuation On The Mineral Assets of Idalia Coal Pty Ltd in Queensland”
(“Agricola Idalia Valuation Report”) of Agricola Mining Consultants Pty Ltd (“Agricola”) and
signed by Malcolm Castle as referred to in paragraph 1.9 below and attached as Appendix 2
to this report. Agricola has also prepared a valuation report on the coal assets of EER dated
27 March 2013 entitled Independent Valuation On The Mineral Assets of East Energy
Resources Limited in Queensland (“Agricola EER Valuation Report”) as referred to in
paragraph 1.9 below and attached as Appendix 3 to this report.
1.2

Under Section 606 of The Corporations Act ("TCA"), a person must not acquire a relevant
interest in issued voting shares in a company if because of the transaction, that person’s or
someone else's voting power in the company increases:
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(a)
(b)

from 20% or below to more than 20%; or
from a starting point that is above 20% and below 90%.

Under Section 611 (Item 7) of TCA, Section 606 does not apply in relation to any acquisition
of shares in a company approved by resolution passed at a general meeting at which no
votes were cast in favour of the resolution by the acquirer or the disposer or their respective
associates. An independent expert is required to report on the fairness and reasonableness
of the transaction pursuant to a Section 611 (Item 7) meeting.
Immediately after the issue of the Consideration Shares (at this stage assumed to be
200,000,000 Consideration Shares), there will be 366,449,305 EER fully paid shares on issue
(up from the 166,449,305 fully paid shares on issue prior to the Acquisition). By acquiring all
of the shares in Idalia Coal from the Vendors, the Noble Group (that includes Camvill and
Onglory Pty Ltd) will increase its fully paid shareholding interest in EER from a current
50,707,609 shareholding (30.46%) to 150,907,609 shares (approximately 41.18%)
(100,200,000 Camvill Consideration Shares and 50,707,609 shares held by Onglory Pty Ltd)
and Majicyl will increase its fully paid shareholding interest in EER from a current 68,701,201
shares (approximately 41.27%) to 168,501,201 shares (approximately 45.98% (99,800,000
Majicyl Consideration Shares and the existing 68,701,201 shares). As noted above, the
Consideration (number of shares at a deemed 20 cents each) shall, however be adjusted,
(increased or decreased) based on Idalia Coal’s cash balances, GST receivable, accounts
payable and outstanding debt balance on the business day immediately preceding the close
of the Acquisition. Thus the final number of Consideration Shares cannot be ascertained if an
adjustment is required to be made. Thus the final percentage interests by the Noble Group
and Majicyl may be lower or higher than that outlined above and in paragraph 2.2 below.
1.3

ASX Listing Rule 10.1 provides that an entity must not acquire a substantial asset from, or
dispose of a substantial asset to a related party or a substantial shareholder. A substantial
asset is an asset valued at greater than 5% of the equity interests of a company. For the
purposes of ASX Listing Rule 10.1, the Noble Group and Majicyl are deemed to be
substantial shareholders of EER. In addition, under the proposed terms of the Debt
Refinancing Facility, the Noble Group may receive a financial benefit either directly or
indirectly.
The quantum of the Debt Financing Facility is greater than 5% of EER’s equity interests as
set out in the latest accounts given to ASX by the Company. As a result, the proposed
granting of the charges and mortgages by EER to the Noble Group as security for the Debt
Refinancing Facility is considered to be a deemed disposal of a substantial asset.
Accordingly, the Company is seeking shareholder approval (as noted in Resolution 3 for the
purpose of ASX Listing Rule 10.1. Shareholders should note that the Company does not
intend to actually dispose of any assets to the Noble Group. Approval is required under ASX
Listing Rule 10.1 to cater for the circumstance where the Noble Group may be required to
enforce the mortgages and charges. The Company is to enter into the charges and the
mortgages proposed under the Debt Refinancing Facility (although their operation is
conditional on obtaining shareholder approval). The maximum value of the Charge under the
Debt Refinancing Facility exceeds 5% of the equity interests of EER set out in its accounts
for the financial year ended 30 June 2012 (and the six months ended 31 December 2012).
It is a condition of the Share Purchase Agreement that the Company obtain all necessary
shareholder approvals and consents to implement the transactions contemplated by the
Share Purchase Agreement, which includes the Life of Mine Agreement. The Life of Mine
Agreement was entered into by Idalia and Noble Resources Pte Ltd on 21 June 2011 (as
novated to Noble Resources International Pte Ltd (“Noble International”) with effect from 1
October 2011). The key terms of the Life of Mine Agreement are specified as follows:
1. Idalia agrees to sell to Noble International, and Noble International agrees to purchase,
all commercially viable coal derived from current and future exploration and tenements
held by Idalia or its related bodies corporate;
2. Noble International will purchase the Product from Idalia and on-sell it (On-Sale) as
follows:
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•

Noble International must provide Idalia with specific order details of all potential orders
for Product (Order);

•

Idalia must (in good faith) either accept or reject an Order within 24 hours of receipt of
the Order in order for Noble International to confirm and enter into the relevant On-Sale
transaction;

•

if Idalia fails to respond to an Order within the 24 hours period, it is deemed to have
accepted the Order;

•

following Idalia’s acceptance, or deemed acceptance, Noble International may, within
24 hours, issue Idalia with confirmation details of the relevant On-Sale transaction (OnSale Confirmation);

•

upon receipt of the On-Sale Confirmation, the Order is final and binding on Idalia and
Noble International; and

•

Unless otherwise specified, Idalia is responsible for delivering and loading the Product
in accordance with the terms of an Order (and liable for any costs arising from late
delivery), and risk in the Product remains with Idalia until the time of delivery.

3. Noble International must:
•

use reasonable endeavours to promote and sell the Product, having regard for the
quantity and quality of Product in the relevant market; and

•

conduct quarterly meetings and present to Idalia the previous quarter’s sale, the
prospects for On-Sales and any other relevant matters.

4. In consideration for Noble International performing its duties as described in 3 above,
Idalia must pay Noble International a minimum commission of 3.5% of the gross sales
price (excluding GST), or such higher rate as is acceptable in the market for the
distribution of Product, as agreed between Noble International and Idalia (Commission).
5. The Commission is payable in USD. Noble International may set off the Commission
(plus GST), against any amounts owing to Idalia pursuant to the terms of an Order.
6. In the event there is a change in control in Idalia, then Noble International may terminate
the Life of Mine Agreement on notice.
The Life of Mine Agreement otherwise contains further provisions, including indemnities
considered standard in an agreement of this type. Although the Life of Mine Agreement is a
material contract which is currently on foot, the Company is seeking approval from its
shareholders for its continued operation after completion of the Acquisition and the potential
future sales of coal from Idalia’s tenements to Noble Resources International. The Life of
Mine Agreement specifies that Idalia agrees to sell and Noble International agrees to
purchase all coal derived from exploration on Idalia’s tenements for the purpose of
distributing the coal on a worldwide basis for the term of the agreement. The disposal of the
coal derived from Idalia’s tenements by the Company to Noble International is deemed, under
Listing Rule 10.1, to be a disposal of assets to which Listing Rule 10.1 may apply. As such,
shareholder approval is sought under Listing Rule 10.1.
1.4

We also refer to resolution 2 regarding the continued performance of the Royalty Deeds
between Idalia and Noble (through its subsidiary, Camvill) and between Idalia and Majicyl.
Further details are outlined in section 3 of the ES. As mentioned in Section 1.6 of the ES,
the Royalty Deeds specify that Idalia will pay a royalty of 1.5% of the gross sales price for
domestic sales, and the gross sale price for export sales of coal product produced from
Idalia’s tenements to each of Majicyl and Camvill. The payment of monies under the royalty
to Majicyl and Camvill in the future under the Royalty Deeds constitutes a disposal of a
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substantial asset for the purposes of ASX Listing Rule 10.1. Consequently, shareholder
approval is sought under ASX Listing Rule 10.1.
1.5

ASX Listing Rule 10.1 provides that shareholder approval sought for the purpose of ASX
Listing Rule 10.1 must include a report on the proposed disposal and the acquisition of a
substantial asset from substantial shareholders from an independent expert. Stantons
International Securities has been requested to provide an opinion on the fairness and
reasonableness to the non associated shareholders of EER on the proposals under
Resolution 1 (the Acquisition and issue of Consideration Shares), the proposals under
resolution 2 relating to the continued performance of the Royalty Deeds, the proposal under
Resolution 3 relating to the Charge and possible disposal of all or part of the assets and
undertakings of EER and the proposal under Resolution 4 to approve the continued operation
of the Life of Mine Agreement on the above terms.

1.5

Therefore a notice prepared in relation to a meeting of shareholders convened for the
purposes of Section 611 (Item 7) of TCA and ASX Listing Rule 10.1 must be accompanied
by an Independent Expert's Report stating whether the issue of ordinary shares (the
Consideration Shares) being 100,200,000 Camvill Consideration Shares to the Noble Group
and 99,800,000 Majicyl Consideration Shares to Majicyl as considerations for the Acquisition
are fair and reasonable to the shareholders of EER not associated with the Vendors. In
addition, an Independent Expert’s Report must be prepared stating as to whether the
potential disposal of the assets of EER is fair and reasonable to the shareholders of EER
(resolutions 2 to 4). To assist shareholders in making a decision on the proposals, the
directors have requested that Stantons International Securities prepare an Independent
Expert's Report, which must state whether, in the opinion of the Independent Expert, the
issue of Consideration Shares to the Vendors in the proportions noted above are fair and
reasonable to the non-associated shareholders of EER (not associated with the Vendors),
whether the proposal relating to the continued performance of the Royalty Deeds (resolution
2), the proposal relating to the Charges and possible disposal of all or part of the assets and
undertakings of EER (resolution 3) and the proposal to continue the Life of Mine Agreement
(resolution 4) are fair and reasonable to the shareholders of EER not associated with the
Noble Group.

1.6

Apart from this introduction, this report considers the following:
•
•
•
•
•
•
•
•
•
•
•
•

1.7

Summary of opinion
Implications of the proposals
Corporate history and nature of business of EER and Idalia Coal
Future direction of EER
Basis of valuation of EER shares and share options
Value of consideration
Basis of valuation of Idalia Coal
Conclusion as to fairness
Reasonableness of the offer
Conclusion as to reasonableness
Sources of information
Appendix A, B and C and our Financial Services Guide

In determining the fairness and reasonableness of the acquisition of 100% of the shares of
Idalia Coal, whose Mineral Assets are interests in various mining tenements (and joint
ventures) in Western Queensland, we have had regard for the definitions set out by the
Australian Securities and Investments Commission (“ASIC”) in its Regulatory Guide 111,
“Content of Expert Reports”. Regulatory Guide 111 states that an opinion as to whether an
offer is fair and/or reasonable shall entail a comparison between the offer price and the
value that may be attributed to the securities under offer (fairness) and an examination to
determine whether there is justification for the offer price on objective grounds after
reference to that value (reasonableness). The concept of “fairness” is taken to be the value
of the offer price, or the consideration, being equal to or greater than the value of the
securities in the above mentioned offer. Furthermore, this comparison should be made
assuming 100% ownership of the “target” and irrespective of whether the consideration is
scrip or cash. An offer is “reasonable” if it is fair. An offer may also be reasonable, if
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despite not being ”fair”, there are sufficient grounds for security holders to accept the offer
in the absence of any higher bid before the close of the offer. Although in this case the
proposed acquisition of Idalia Coal is not a takeover offer, we have considered the general
principals noted above to determine our opinions on fairness and reasonableness.
1.8

In our opinion, taking into account the factors noted in this report, the proposals as
outlined in paragraph 1.1 and resolution 1 may, on balance, taking into account the
factors referred to in 9 below and elsewhere in this report, be considered to be fair
and reasonable to the shareholders of EER (not associated with the Vendors) as at
the date of this report.
In our opinion, taking into account the factors noted above and in section 9 of this
report and the comments made in the ESS accompanying the Notice of March 2013,
the proposal noted in Resolution 2 whereby EER will allow the continued
performance of the Royalty Deeds grant a Charge over EER’s assets is on balance
fair and reasonable to the non-associated shareholders of EER (not associated with
Noble and Majicyl) as at the date of this report.
In our opinion, taking into account the factors noted above and in section 9 of this
report and the comments made in the ESS accompanying the Notice of March 2013,
the proposal noted in Resolution 3 whereby EER will grant a Charge over EER’s
assets (as part of the Debt Refinancing Facility) in favour of Noble is on balance fair
and reasonable to the non-associated shareholders of EER (not associated with
Noble) as at the date of this report.
In our opinion, taking into account the factors noted above and in section 9 of this
report and the comments made in the ESS accompanying the Notice of March 2013,
the proposal noted in Resolution 4 whereby EER will continue the Life of Mine
Agreement is on balance fair and reasonable to the non-associated shareholders of
EER (not associated with Noble) as at the date of this report.

1.9

The opinions expressed above must be read in conjunction with the more detailed analysis
and comments made in this report, including the 28 March 2013 Agricola Idalia Valuation
Report on the Mineral Assets owned by Idalia Coal prepared by Agricola, a copy of which
is attached as Appendix B to this report. We also attach the 27 March 2103 Agricola EER
Valuation Report on the mineral assets of EER prepared by Agricola, a copy of which is
attached as Appendix C to this report.
Shareholders should be aware that in the absence of an equity raising sufficient to repay
the Debt Refinancing Arrangement and any unpaid fees and interest, the risk of losing the
EER and Idalia Coal projects is enhanced. Each shareholder will need to form its own
opinion on whether to vote in favour of the resolutions. Each shareholder needs to examine
the share price of EER, and market conditions at the time of exercise of vote to ascertain
the impact, if any, on resolutions 1 to 4.

2.

Implications of the Proposals

2.1

As at 27 March 2013, there were 166,449,305 fully paid ordinary fully paid shares on issue
in EER. The top 20 shareholders list as at 4 February 2013 discloses the following:
Shareholder

No. of fully
paid shares

Majicyl (Basso- Brusa Family)
Onglory (Noble Group)
Altius Investment Holdings (Pty) Ltd
Benison Holdings Pty Ltd
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2,225,994
124,532,696
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% of issued
fully paid
shares
41.27
30.46
1.74
1.34
74.81

The top 20 shareholders as per the top 20 shareholders list at 4 February 2013 owned
approximately 83.69% (139,294,400 fully paid shares) of the ordinary issued capital of the
Company. The combined shareholding of the Noble Group and the Basso- Brusa Family is
approximately 71.72%.
2.2

If the Acquisition is completed, the fully paid shareholding of the Noble Group (via Camvill
and Onglory) would increase from approximately 30.46% to approximately 41.18% and the
fully paid shareholding of Majicyl (associated with the Basso - Brusa Family) would initially
increase from approximately 41.26% to approximately 45.98%. There would be
366,449,305 ordinary shares on issue in EER post the Acquisition. It is noted that the cash
position of EER is quite low and that a new share equity raising may need to take place in
2013 or reliance made on the support of Noble as is contemplated via the Debt Refinancing
Facility.

2.3

The current Board of Directors is not expected to change in the near future as a result of the
Acquisition. As at 26 March 2013, the Board comprised of Mark Basso-Brusa (Managing
Director and associated with the Basso-Brusa Family), Rex Littlewood (non-executive and
associated with the Noble Group) and Ranko Matic (non-executive independent director).
There is also an alternative director, Will Randall (alternative for Rex Littlewood). The
Company Secretary is Ranko Matic.

2.4

Idalia Coal will become a legally wholly owned subsidiary of EER.

2.5

As part of the proposals with the Vendors, Noble will provide EER with a Debt Refinancing
Arrangement to be used by EER to repay the debt that EER owes to Idalia Coal under the
facility agreement between EER and Idalia Coal dated 24 September 2012 (“EER Facility”)
in full (a facility to draw down up to $5,500,000 of which $1,200,000 has been drawn down
to 31 December 2012 and Idalia Coal had security over the assets and undertakings of the
EER Group), and for EER to provide additional funds to Idalia Coal to fully repay the Idalia
Coal Loan (“Idalia Coal Loan”) to the Noble Group (together with the Debt Refinancing).
The final amount to be refinanced will be determined on the business day immediately
preceding the close of the Acquisition (of all of the shares in Idalia Coal) but based on
current forecasts is estimated to lie between $12,342,000 and $14,000,000. Post the
repayment of the EER Facility and the Idalia Coal Loan, ERR will have a further $7,500,000
available for draw-down and working capital purposes under the Debt Refinancing Facility
arrangement. The terms of the Debt Refinancing arrangement will be for a period of 5 years
(subject to early repayment provisions relating to the commercialisation of the tenements or
a change of control) with an interest rate of bank Bill Swap Rate plus a 7% margin and will
be secured with security to be granted over the assets of both EER and Idalia Coal. EER
will also provide a guarantee for Idalia Coal’s performance and obligations under the debt
Refinancing arrangement.

2.6

The Life of Mine Agreement between Idalia and Noble International will continue in
existence. The Royalty Deeds between Idalia, Noble (via its subsidiary, Camvill) and
Majicyl will continue without change.

3.

Corporate History and Nature of Businesses
EER

3.1

Principal Activities and Significant Assets
EER is an ASX listed mineral exploration and evaluation company having achieved an ASX
listing on 19 December 2007. The primary mineral commodity comprises coal. Its most
significant mineral interest is as follows:
•

The Blackall Coal Project in Central Western Queensland (in the Eromanga Basin),
Australia covered by EPC 1149 (approximately 900 square kilometres) granted by the
Queensland Department of Mines and Energy on 22 April 2008. Drilling commenced in
June 2008 and over 350 holes have been completed to November 2012. The
Company has reported a JORC Resource totalling 1.74 Mt (metric tonnes) after
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completion of the 2011/12 drilling programme. A target has been set to increase the
JORC Resource to 2 Mt after further drilling. The Company believes there are sufficient
resources to support a large scale open-cut thermal coal mine. Application has been
made for a Mineral Development Licence (“MDL”) over the Blackwall Coal Resource.
Shareholders should also read announcements made to the ASX by the Company in 2012
and to the date of this report.
IDALIA COAL
3.2

Idalia Coal is incorporated in Australia and is a private company owned 50.1% by Camvill
(effectively Noble) and 49.9% owned by Majicyl. Idalia Coal holds various interests in coal
exploration licences and tenements (“Mineral Assets”) in Western Queensland. Idalia Coal
owns the Mineral Assets more fully described in the Agricola Idalia Valuation Report dated
28 March 2013.

3.3

We refer to the 28 March 2013 Agricola Idalia Valuation Report by Agricola on Idalia Coal’s
Mineral Assets) and the ESS for more detailed information on Idalia Coal and its assets.

3.4

In addition, as noted in paragraph 5.4.1, we disclose the unaudited statement of financial
position of Idalia Coal as at 31 December 2012 adjusted as noted in paragraph 5.4.1.

4.

Future Directions of EER

4.1

We have been advised by the directors and management of EER that:
•

•
•
•
•

There are no proposals currently contemplated either whereby EER will acquire any
further properties or assets from the Vendors (however EER will issue ordinary fully
paid shares to the Vendors to the Vendors as outlined above in relation to the
Acquisition) or where EER will transfer any of its property or assets to the Vendors;
The composition of the Board is not expected to change in the short term as noted
above;
The Company may raise further capital and/or loan funds in 2013 if the needs arise
and subject to market conditions;
No dividend policy has been set; and
The Company will endeavour to enhance the value of its interests in the Mining
Assets to be acquired via the Acquisition and continue to evaluate and
commercialise its current mineral interests.

5.

Basis of Valuation of EER Shares

5.1

Shares

5.1.1

In considering the proposal to acquire all of the shares and share options in Idalia Coal, we
have sought to determine if the considerations payable by EER to the Vendors are fair and
reasonable to the existing non-associated shareholders of EER.

5.1.2

The offer would be fair to the existing non-associated shareholders if the value of the
ordinary shares in Idalia Coal being acquired by EER is greater than the implicit value of the
Consideration Shares (ordinary shares) in EER being offered as consideration.
Accordingly, we have sought to determine a theoretical value that could reasonably be
placed on EER shares for the purposes of this report.

5.1.3

The valuation methodologies we have considered in determining a theoretical value of an
EER share (and also an Idalia Coal share) are:
•
•
•
•

Capitalised maintainable earnings/discounted cash flow;
Takeover bid - the price at which an alternative acquirer might be willing to offer;
Adjusted net asset backing and windup value; and
The market price of EER shares (and Idalia Coal shares).
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5.2

Capitalised maintainable earnings and discounted cash flows.

5.2.1

Due to EER’s current operations, a lack of a reliable long term profit history arising from
business undertakings and the lack of a reliable future cash flow from current business
activities, we have considered these methods of valuation not to be relevant for the purpose
of this report. EER has unaudited losses of approximately $2,574,000 as at 31 December
2012 (before adjustments as noted below). There is however, the intention to
commercialise the Blackall Coal Project in the next few years but no definitive Bankable
Feasibility Study (“BFS”) has been completed (although a Desktop Study is underway). It
may be expected that on completion of the Desktop Study and/or the BFS the share price of
an EER share may be higher than current share prices as traded on ASX (see paragraph
5.5.1 below).

5.3

Takeover Bid

5.3.1

It is possible that a potential bidder for EER could purchase all or part of the existing
shares, however no certainty can be attached to this occurrence. To our knowledge, there
are no current bids in the market place and the directors of EER have formed the view that
there are unlikely to be any takeover bids made for EER in the immediate future. However,
if the agreement to acquire Idalia Coal is completed, the Noble Group could initially control
approximately 41.18% of the expanded ordinary fully paid issued capital of EER and the
Basso-Brusa Family would control approximately 45.98% (assumes the issue of
200,000,000 Consideration Shares to the Vendors).

5.4

Adjusted Net Asset Backing

5.4.1

We set out below a reviewed balance sheet (statement of financial position) of EER
(Balance Sheet “A”) as at 31 December 2012, adjusted for estimated administration,
corporate and exploration costs of $350,000 (disclosed as creditors and $225,000 costs
expensed and $125,000 of costs capitalised as exploration), depreciation of $10,000 for the
period 1 January 2013 to 31 March 2013 and the capitalisation of interest due to Idalia to 31
March 2013 at an estimated $32,000.
In addition, we disclose a pro-forma consolidated Balance Sheet “B” assuming the
following:







the acquisition of all of the shares in Idalia Coal by way of an issue of 200,000,000
Consideration Shares at a deemed issue price of 20.0 cents per share totalling
($40,000,000);
the incurring of cash costs relating to the Acquisition approximating $115,000;
the borrowing of say $15,500,000 from Noble (as part of Debt Refinancing Facility
Arrangement) (balance to be drawn down over a maximum period of 5 years);
the repayment of the Debt due by Idalia Coal to Noble of approximately $12,342,000 as
at 31 March 2013;
the repayment of current liabilities of EER as at 31 December 2012 as adjusted
estimated at $433,000; and
incurring of direct acquisition costs, including transfer duties of approximately
$2,500,000.

In addition, we disclose the unaudited statement of financial position of Idalia Coal as at 31
December 2012 adjusted for:
•
•
•

additional borrowings from Noble to 31 January 2013 of $2,100,000 and the incurring of
additional interest from 1 January 2013 to 31 March 2013 estimated at $363,000;
the capitalisation of interest to 31 March 2013 from EER estimated at $32,000; and
additional estimated corporate, exploration and administration costs of $1,500,000
between 1 January 2013 and 31 March 2013 and $1,300,000 capitalised and $200,000
expensed and the repayment of such costs and existing current payables of
$1,642,000.
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Unaudited
Adjusted
31 December
2012
EER
$000
“A”
Current Assets
Cash assets
Trade and Other Receivables
Total Current Assets
Non Current Assets
Property, Plant and Equipment
Loan to EER
Capitalised exploration costs
Total Non Current Assets
Total Assets
Current Liabilities
Trade and Other Payables
Total Current Liabilities
Non Current Liabilities
Owing to Idalia
Owing to Noble
Total Non Current Liabilities
Total Liabilities
Net Assets
Equity
Issued Capital
Accumulated Losses
Total Equity

Unaudited
Pro-forma
31 December
2012
EER (including
consolidation of
Idalia Coal)
$000
“B”

Unaudited
Adjusted
Consolidated
Idalia Coal
31 December
2012
$000

514
48
562

1,149
275
1,424

525
227
752

139
20,060
20,199
20,761

139
70,385
70,524
71,948

1,265
7,163
8,428
9,190

433
433

-

-

1,265
1,265
1,698
19,063

15,500
15,500
15,500
56,948

12,342
12,342
12,342
(3,162)

21,906
(2,843)
19,063

61,906
(5,458)
56,948

1
(3,163)
(3,162)

The net asset (book value) backing per fully paid (pre Acquisition of Idalia Coal) ordinary
EER share as at 31 December 2012 based on the unaudited adjusted (see above) balance
sheet (Balance Sheet “A”) and 166,449,305 fully paid ordinary shares on issue is
approximately 11.47 cents (refer paragraph 5.4.5 below).
The above pro-forma consolidated balance sheet “B” has been prepared on the basis that
the acquisition of Idalia Coal is not considered a business combination for accounting
purposes under the accounting standard IFRS-3 “Business Combinations”.
5.4.2

Based on the unaudited pro-forma consolidated book net asset book values, this equates to
a value per fully paid ordinary share of approximately 15.54 cents per share (366,449,305
shares on issue) (ignoring the value, if any, of non-booked tax benefits and the ascribed
values of the Mining Assets of Idalia Coal and EER as per the Agricola Idalia Valuation
Reports and the Agricola EER Valuation Report respectively).

5.4.3

We have accepted the amounts as disclosed for all current assets and non-current assets.
We have been advised by the management of EER that they believe the carrying value of
all current assets, fixed assets and liabilities at 31 December 2012 (as adjusted as noted
above) are fair and not materially misstated. The figures are unaudited and no impairment
tests have been conducted on the EER’s interest in mining tenements in Australia.

5.4.4

We note that the market has been informed of all of the current projects, joint ventures and
farm in/farm out arrangements entered into between EER and other parties. We also note
it is not the present intention of the Directors of EER to liquidate the Company and therefore
any theoretical value based upon wind up value or even net book value (as adjusted), is just
that, theoretical. The shareholders, existing and future, must acquire shares in EER based
on the market perceptions of what the market considers an EER share to be worth. It is
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noted that Agricola has ascribed a preferred fair value on the EER coal assets at
$34,000,000 and if this figure was used as a substitute to the capitalised exploration and
evaluation costs in the unaudited adjusted management balance sheet of 31 December
2012 of $20,060,000, then the deemed fair value of EER at 31 December 2012 may
approximate $33,030,000 or approximately 19.82 cents per share. This is very close to the
deemed issue price of the Consideration Shares of 20 cents.
5.4.5

The market has either generally valued the vast majority of mineral exploration companies
at significant discounts or premiums to appraised technical values and this has been the
case for a number of years although we also note that there is an orderly market for EER
shares and the market is kept fully informed of the activities of the Company. However, it is
noted that from EER’s point of view as the legal parent company, the value ascribed to the
Consideration Shares to be issued to the Vendors would normally be accounted for at the
market value of an EER share at date of issue. It is noted that the cash reserves of EER
are quite low and taking into account its exploration and administration commitments over
time, in the absence of further capital raisings, the Company would run out of cash reserves
some time in 2013. For accounting purposes under IFRS, the consideration (in the form of
Consideration Shares to acquire 100% of Idalia Coal) could be booked at the fair value of
Idalia Coal (in effect mainly the fair value of the Mineral Assets of Idalia Coal less its
liabilities) and not at the fair value of an EER ordinary fully paid share at the date of the
Acquisition. However from EER’s point of view as the legal parent entity it would normally
book the shares at market value at date of issue of the Consideration Shares however
under the HOA the agreed issue price will be 20 cents per Consideration Share (compared
with December 2012 to 28 March 2013 share prices of an EER share in the range of 6.3
cents to 16.0 cents). The last sale price on 28 March 2013 was 8.5 cents. The agreed
Consideration is $40,000,000 (but can be varied as noted above) but the Consideration
Shares will be issued at an agreed price of 20 cents each. Accordingly, for the reasons
outlined above, we believe that for the purpose of this report, it is not appropriate to use any
technical value of an EER fully paid ordinary share in assessing whether the proposal to
acquire Idalia Coal is fair and reasonable. We believe a pre-announcement market-based
approach is a more suitable basis of assessing whether the proposed Acquisition is fair
and/or reasonable but noting that the agreed issue price is 20 cents per Consideration
Share. In the case of the Acquisition, the pre announcement price has been taken as prior
to 23 January 2013. Since 1 October 2012 and to 22 January 2013, the shares in EER
have traded on ASX at between 6.3 cents and 11.5 cents with a last sale on 18 January
2013 before a trading halt on 22 January 2013 of 10 cents. Post 23 January 2013 to 28
March 2013, the EER shares have traded on ASX in the range of 7.9 cents and 16.0 cents
with a last sale on 28 March 2013 of 8.5 cents. The actual share price at the date of
Acquisition of Idalia Coal (the date the Consideration Shares are issued) cannot be
determined at this point of time.

5.5

Market Price of EER Fully Paid Ordinary Shares

5.5.1

Share prices in EER as recorded on the ASX since 1 July 2012 up to and including 18
January 2013 (the last trading day before the announcement of the proposed Acquisition)
have been as follows:

July 2012
August 2012
September 2012
October 2012
November 2012
December 2012
January (to 18nd)

High
Cents
17.0
14.0
15.5
11.5
10.0
8.5
10.0

Low
Cents
14.0
10.5
10.5
9.6
8.3
6.7
8.9

Closing Price
Cents
13.0
11.0
11.5
10.0
8.5
10.0
10.0

Volume
000’s
8,129
8,614
5,086
585
536
480
221

As can be seen from the trading volume on ASX, there was small trading of the EER shares
for the nearly four months before the announcement of the Acquisition. The Idalia Coal
acquisition was announced to the market on 23 January 2013.
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Subsequent to the announcement of the Acquisition, the shares in EER traded on ASX had
been between 7.9 cents and 15 cents with a last sale on 28 March 2013 of 8.5 cents.
It is noted that over the past several years, the vast majority of mineral exploration
companies listed on the ASX are trading at significant discounts or premiums to appraised
technical values and in some cases have traded at a discount to cash asset backing. In the
case of EER, the monthly volume of trades on the ASX although small (in the last 4 months
in particular) is transparent enough to argue that an orderly market exists for the Company’s
shares. The “market” arguably is fully informed of the Company’s activities. It is our
opinion that it is appropriate to use a range of recent pre-announcement trading market
values as fair values to attribute to the Consideration Shares to be issued to the Vendors.
We note that the Company’s potential to commercialise its coal interest is quite high. In
June 2011 a stockbroker report on EER valued the potential share price of an EER share at
66 cents when at the time the shares were trading at around 28 cents. The report indicated
upside potential to the value of an EER share but at the same time indicated risks, including
the process of obtaining various approvals from Government, general risks in exploration,
one project-company, environmental risks, coal marketing and prices and potential
financing issues. As noted above, using the preferred valuation by Agricola, indicates a fair
value of an EER share at approximately 19.96 cents (refer paragraph 5.4.4 above).
5.5.2

The future value of an EER share will depend upon, inter alia:
•
•
•
•
•
•
•
•
•

5.6

the future prospects of its mineral assets and the Mineral Assets being obtained via
the Acquisition;
the state of the coal and metal markets (and prices) in Australia and overseas;
the state of Australian and overseas stock markets;
the strength and performance of the Board and management and/or who makes up
the Board and management;
the potential risk of operating outside Australia;
foreign exchange rates;
general economic conditions;
the liquidity of shares in EER; and
possible ventures and acquisitions entered into by EER.

Conclusion on the Value of EER Shares
We thus consider the fair market value of a EER fully paid share for the purposes of this
report to lie in the range of 8.5 cents and 11.5 cents in the absence of the Acquisition and
have used a price of a EER share of 10.0 cents as the preferred pre announcement fair
value of the ordinary fully paid shares to be issued to the Vendors (the Consideration
Shares). For the purposes of this report, we have considered that it is appropriate to use a
range of market prices for the EER ordinary fully paid shares in determining our opinion on
fairness. The Directors of EER will need to consider the accounting standards in
determining the final price attributable to the Consideration Shares to be issued to acquire
Idalia Coal. It is noted that the directors of EER considered that the fair market value of an
EER fully paid share at the time of discussions with the Vendors that occurred in
November/December 2012 (but finalised on 18 January 2013) was approximately 10.0
cents but considered that with a combination of EER and Idalia the shares in EER are worth
20 cents. The HOA deems the issue price of the Consideration Shares to be at 20 cents
each. The closing price of an EER share on ASX as at 18 January 2013 was 10.0 cents
(the last day of trading of shares in EER before the announcement of the Acquisition). The
shares in EER post the announcement of the Acquisition have traded on ASX at between
7.9 cents and 16.0 cents, with a last sale on 28 March 2013 of 8.5 cents. As noted above,
using the preferred valuation by Agricola, indicates a fair value of an EER share at
approximately 19.82 cents (refer paragraph 5.4.4 above). The share price could drift lower
if the Acquisition did not proceed and no other significant acquisition was proceeded with in
the short term or further cash funds were not raised in the near future to assist in the
commercialisation of EER’s own coal assets.
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6.

Value of Consideration

6.1.1

Based on the pre-announcement share price (excluding the low price of 6.7 cents as noted
above) and noting that the Consideration assumes 200,000,000 shares will be issued
(subject to adjustment as noted above) the consideration range would be:

200,000,000 Consideration Shares
Share Price

Low
$
17,000,000

Preferred
$
20,000,000

High
$
23,000,000

8.5 cents

10.0 cents

11.5 cents

We have excluded the indirect costs such as and legal and other fees and any applicable
stamp duty. It is noted that at the time of negotiation of the Acquisition, the EER directors
considered the fair market value of an EER share to approximate 10.0 cents but considered
that with a combination of EER and Idalia the shares in EER are worth 20 cents.
If the post announcement share prices are used (after 23 January 2013), the consideration
would be:
Low
Preferred
High
$
$
$
200,000,000 Consideration Shares
15,800,000
23,000,000
32,000,000
Share Price

7.9 cents

11.5 cents

16.0 cents

As noted above the deemed consideration is $40,000,000 (subject to adjustment as
noted above and if below or above $40,000,000 shares will be issued at a deemed 20
cents each).
7.

Basis of Valuation of Idalia Coal (and interests in the Mining Assets)

7.1

The usual approach to the valuation of an asset is to seek to determine what an informed,
willing but not anxious buyer would pay to an informed, willing but not anxious seller in an
open market.

7.2

Idalia Coal is an unlisted public company owned 100% by the Vendors (50.1% by Camvill a
company being part of the Noble Group and 49.9% by Majicyl, a company associated with
the Basso- Brusa Family and therefore valuing the shares in Idalia Coal on a takeover basis
and on a market based approach are not relevant. There are no indications that other
parties wished to acquire all of the shares in Idalia Coal other than EER.

7.3

The Company has commissioned Agricola (Author of the Valuation Report was Malcolm
Castle) to prepare a valuation report of the Mineral Assets owned by Idalia Coal. The
Agricola Idalia Valuation Report of 28 March 2013 should be read in its entirety and a full
copy of the Agricola Idalia Valuation Report is attached as Appendix B to this report. The
Agricola Idalia Valuation Report ascribes a range of values to the Mineral Assets and for the
purposes of our report we have used the low, high and mid range valuations referred to in
the Agricola Valuation Report.

7.4

The unaudited adjusted consolidated balance sheet of Idalia Coal at 31 December 2012 is
disclosed under paragraph 5.4.1 above. At the date of Acquisition, the assets (excluding
the assessed technical market value of the Mining Assets) using the 31 December 2012
figures as adjusted total $9,190,000 and liabilities assumed will approximate $12,342,000
for a net book liability position of $(3,162,000).

7.5

Completion of the Acquisition is conditional on all necessary due diligence being undertaken
on the ownership of the Mining Assets of Idalia Coal. We advise that we have not
undertaken any further steps to ascertain ownership of Idalia Coal and its assets and
liabilities and the Mining Assets.
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7.6

We have used and relied on the Agricola Idalia Valuation Report on the Mining Assets and
have satisfied ourselves that:
•

•

•

7.7

Agricola is a suitably qualified consulting firm and has relevant experience in assessing
the merits of mineral projects and preparing mineral asset valuations (also the principal
author of the report Malcolm Castle is suitably qualified and experienced);
Agricola and Malcolm Castle are suitably independent from EER (but noting that
Malcolm Castle owns 40,000 shares in EER and was a former non-executive director
of EER from December 2007 to 24 November 2011); and
Agricola has to the best of our knowledge employed recognised methodologies in the
preparation of the 28 March 2013 Agricola Idalia Valuation Report on the Mining
Assets.

Agricola has provided a range of market values of the interests in the Mineral Assets.
Agricola has ascribed a range of values to the Mineral Assets of Idalia Coal as follows:

All Mineral Assets as described
in the Agricola Idalia Valuation
Report

7.8

Low
$

Preferred
$

High
$

39,000,000
39,000,000

48,000,000
48,000,000

58,000,000
58,000,000

Taking into account the unaudited adjusted 31 December 2012 other assets ($2,017,000)
and liabilities ($12,342,000) and including the preferred fair value of the Mining Assets per
the Agricola Idalia Valuation Report, the net fair value of Idalia Coal may have a preferred
fair value of $37,675,000 (low value $28,675,000 and high value of $47,675,000).
If the acquisition of Idalia Coal by EER is achieved, EER will need to meet the liabilities of
Idalia Coal and its on-going exploration, corporate, administration and other commitments.
As part of the proposals with the Vendors, Noble will provide EER with a Debt Refinancing
Arrangement to be used by EER to repay the debt that EER owes to Idalia Coal under the
facility agreement between EER and Idalia Coal dated 24 September 2012 (“EER Facility”)
in full (a facility to draw down up to $5,500,000 of which $1,200,000 has been drawn down
to 31 December 2012 and Idalia Coal had security over the assets and undertakings of the
EER Group), and for EER to provide additional funds to Idalia Coal to fully repay the Idalia
Coal Loan (“Idalia Coal Loan”) to the Noble Group (together with the Debt Refinancing).
The final amount to be refinanced will be determined on the business day immediately
preceding the close of the Acquisition (of all of the shares in Idalia Coal) but based on
current forecasts is estimated to lie between $12,342,000 and $14,000,000. Post the
repayment of the EER Facility and the Idalia Coal Loan, ERR will have a further $7,500,000
available for draw-down and working capital purposes under the Debt Refinancing Facility
arrangement. The terms of the Debt Refinancing arrangement will be for a period of 5 years
(subject to early repayment provisions relating to the commercialisation of the tenements or
a change of control) with an interest rate of bank Bill Swap Rate plus a 7% margin and will
be secured with security to be granted over the assets of both ERR and Idalia Coal. EER
will also provide a guarantee for Idalia Coal’s performance and obligations under the debt
Refinancing arrangement.

8.

Conclusion as to Fairness

8.1

The proposal to acquire the shares in Idalia Coal that has as its only significant asset, the
Mining Assets for the consideration noted in paragraph 6.1, is believed to be fair to EER’s
non-associated shareholders if the value of the consideration offered is equal to or less than
the value of the shares in Idalia Coal being acquired.

8.2

Due to the nature of the business of Idalia Coal, valuations are dependent upon the value
placed on the Mining Assets of Idalia Coal. The valuation of mining interests and valuing
future profitability and cash flows is extremely subjective as it involves assumptions
regarding future events that are not capable of independent substantiation.
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8.3

The actual consideration to the Vendors is $40,000,000 to be settled by the issue of shares
in EER at a deemed 20 cents each (the actual number of Consideration Shares may be
lower or higher adjusted, (increased or decreased) based on Idalia Coal’s cash balances,
GST receivable, accounts payable and outstanding debt balance on the business day
immediately preceding the close of the Acquisition. Thus the final number of Consideration
Shares cannot be ascertained if an adjustment is required to be made.
On a pre and post announcement basis the potential total Consideration for the Acquisition
could lie in the approximate range of approximately $17,000,000 to $32,000,000 with a
deemed mid value of approximately $24,500,000. As noted above the Company deemed
the consideration to be $40,000,000 (subject to adjustment as noted above and if below or
above $40,000,000 shares will be issued at a deemed 20 cents each).

8.4

In our opinion, taking into account the factors noted in this report, the proposals as
outlined in paragraphs 1.1 and resolution 2 may on balance be considered to be fair
at the date of this report.
The valuation of mineral interests and the valuation of future profitability and cash flows are
extremely subjective as they involve assumptions regarding future events that are not
capable of independent substantiation.

9.

Reasonableness of the Idalia Coal Acquisition and the fairness and reasonableness
of the other proposals as noted in Resolutions 2, 3 and 4

9.1

We set out below some of the advantages and disadvantages and other factors pertaining
to the proposed Acquisition that we considered in arriving at our conclusion on the
reasonableness of the Acquisition and the other proposals as noted in Resolutions 3 and 4

.
Advantages
9.2

The Company further increases its exposure inside Australia to coal assets and spreads the
risk in case the existing coal assets owned by the EER Group are not commercially
successful. The Acquisition if successful could lead to potential coal operations or the
ability for EER to on-sell or farm-out the Mineral Assets (or part thereof) to other mining
companies at a profit. The Company believes that the combined coal assets of both EER
and Idalia Coal are collectively more valuable than each company owning its own coal
assets. Potential development of EER’s coal assets and Idalia Coal’s Mining Assets are
enhanced by combing both companies’ coal assets.

9.3

The Company may be better placed to raise further funds by way of share equity as a result
of acquiring the Mining Assets (via acquiring all of the shares in Idalia Coal).

9.4

There is an incentive to EER and the Vendors, to successfully exploit the Mining Assets as
the Vendors will have significant shareholding interests in EER. By acquiring all of the
shares in Idalia Coal from the Vendors, the Noble Group will own approximately 41.18% of
EER and Majicyl will own approximately 45.98% of EER.

9.5

Diversification into a number of further mineral areas (coal) in Queensland by acquiring
Idalia Coal may reduce the risk. Should the current EER coal project already owned by
EER prove not to be commercially viable or on its own is not commercially viable,
diversification by acquiring 100% of Idalia Cola may reduce the risk (but at the same time
EER is taking on significant exploration commitments).

9.6

Existing shareholders may be given the opportunity to sell their shares in excess of the
share prices existing prior to the Acquisition announcement.
Disadvantages

9.7

Currently, the Vendors collective interests in the Company approximate 71.73% (the Noble
Group approximately 30.46% and Majicyl approximately 41.27%) and if resolutions 1 to 3
are passed, the Vendors collective interest may rise to approximately 87.16% (assuming
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200,000,000 Consideration Shares are issued to the Vendors) (Noble Group would obtain a
shareholding interest of approximately 44.18% and Majicyl Group would obtain a
shareholding interest of approximately 45.98% (and could rise is more than 200,000,000
Consideration Shares are issued as noted above). Premium for control for the purposes of
this report, has been defined as the difference between the price per share, which a buyer
would be prepared to pay to obtain or improve a controlling interest in the Company and the
price per share which the same person would be required to pay per share, which does not
carry with it control or the ability to improve control of the Company. Under TCA, control
may be deemed to occur when a shareholder or group of associated shareholders control
more than 20% of the issued capital. The Vendors collectively are arguably paying a
premium for increased control in that they are receiving consideration post the 23 January
2013 announcement of between approximately $18,600,000 and $32,000,000 with a
preferred value of approximately $23,000,000 (but with an agreed deemed value of
$40,000,000 as noted above) but is giving up shares in Idalia Coal deemed to be currently
valued at between $28,675,000 and $47,675,000 (preferred value $37,675,000) using the
range of valuations per the Agricola Idalia Valuation Report. The existing shareholders not
associated with the Vendors have a current 28.27% interest in EER but post the
Acquisition, the minority shareholding interest reduces to approximately 12.84% (albeit a
smaller shareholding in a larger EER). See other factors noted below.
9.8

In general terms, investments in mineral exploration companies are high risk however for
those shareholders who consider that the proposed Acquisition from the Vendors is a risk
worth taking, then the proposed Acquisition under resolution 1 may be reasonable.

9.9

The Mining Assets may not turn out to be commercially viable and thus losses may be
incurred.

9.10

Idalia Coal is being financially supported to date by Noble and as at 31 January 2013,
Noble is owed approximately $12,082,000 and it is estimated that as at 31 March 2013 the
debt will approximate $12,342,000. If the acquisition of Idalia Coal by EER is achieved,
EER will need to meet the liabilities of Idalia Coal. It is noted that if the Acquisition
proceeds, Noble via the Debt Refinancing Facility will lend EER sufficient funds to repay the
Debt due by Idalia to Noble but then EER will owe monies to Noble that will be secured by
Charges and Mortgages (EER’s assets are currently encumbered to Idalia as Idalia has lent
monies to EER and taken out charges and mortgages over the assets and undertakings of
ERR).
Other Factors

9.11

It is noted that for accounting purposes in the books of EER, the Consideration Shares
would normally be booked at the market value of the ordinary shares in EER at the date the
Consideration Shares are issued to the Vendors, however in this case the agreed
Consideration is $40,000,000 (subject to adjustment as noted above) and thus the booked
cost will be $40,000,000. EER as the legal parent entity will account for the value of the
Consideration Shares at $40,000,000 (subject to a working capital/debt adjustment as
noted above) notwithstanding the market value of the ordinary shares in EER that may be
considered to be around 7.9 cents to 9.5 cents per share (as at 28 March 2013, the closing
share price was 8.5 cents). Thus, as the legal potential owner of the shares in Idalia Coal,
EER may record an investment in Idalia Coal of approximately $40,000,000 plus incidental
Acquisition costs such as stamp duty. The ultimate fair value of an investment in Idalia
Coal is at this stage unknown and write downs in the investment may be required at a later
stage (particularly if commercial success is not forthcoming.

9.12

The number of fully paid ordinary shares on issue could initially rise by 200,000,000 to
366,449,305 assuming the issue of $40,000,000 of shares at 20 cents each (200,000,000
Consideration Shares) (before any subsequent issue of shares pursuant to any new capital
raising). This could represent an approximate 120.16% increase in the ordinary shares of
the Company. As noted above, the existing non associated shareholders interest in the
expanded EER following the completion of the Acquisition reduces from approximately
28.27% (pre Acquisition) to approximately 12.84%. However, using the preferred value of
an Idalia Coal share using the low, high and preferred values as noted in the Agricola Idalia
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Valuation Report, a 9.84% interest in the expanded EER (incorporating 100% of Idalia Coal)
ranges between approximately $5,858,000 and $8,297,000 with a preferred approximate
dollar interest of $7,014,000. This compares with an approximate 28.27% of EER using
book value of EER as at 31 December 2012 (as adjusted) of approximately $5,419,000.
However, as per the Agricola EER Valuation Report on the coal assets of ERR (before the
acquisition of Idalia Coal), the value of EER may lie in the range of approximately
$26,235,000 to $39,235,000 with a preferred value of $33,235,000 (after substituting the
book capitalised coal exploration and evaluation costs of $19,935,000 with the low, high
and preferred values per the Agricola EER Valuation Report on the coal assets of ERR). A
28.27% interest in EER (before the acquisition of Idalia Coal) would lie in the range of
approximately $7,416,000 to $11,276,000 with a preferred value of $9,551,000. If we
substituted EER’S and Idalia Coal’s capitalised exploration and evaluation costs as at 31
December 2012 with the low, high and preferred valuations by Agricola, a 12,84% interest
in the expanded ERR that incorporates 100% of Idalia Coal would lie in the range of
approximately $6,749,000 to $14,709,000 with a preferred value of approximately
$8,803,000.
9.13

The Company post the Acquisition (of Idalia Coal) will have insufficient cash to meet
planned exploration and administration expenditures in 2013. We understand that the
Company is in discussions with various brokers to raise further funds in 2013. The
Company will need to undertake a capital raising of some magnitude in order to meet
planned costs and costs of exploration over the Idalia Coal tenement as well as its own coal
tenement. As noted elsewhere in this report, the Company will have a Debt Refinancing
Facility in place with Noble.

9.14

As part of the proposals with the Vendors, Noble will provide EER with a Debt Refinancing
Arrangement to be used by EER to repay the debt that EER owes to Idalia Coal under the
facility agreement between EER and Idalia Coal dated 24 September 2012 (“EER Facility”)
in full (a facility to draw down up to $5,500,000 of which $1,200,000 has been drawn down
to 31 December 2012 and Idalia Coal had security over the assets and undertakings of the
EER Group), and for EER to provide additional funds to Idalia Coal to fully repay the Idalia
Coal Loan (“Idalia Coal Loan”) to the Noble Group (together with the Debt Refinancing).
The final amount to be refinanced will be determined on the business day immediately
preceding the close of the Acquisition (of all of the shares in Idalia Coal) but based on
current forecasts is estimated to lie between $12,342,000 and $14,000,000. Post the
repayment of the EER Facility and the Idalia Coal Loan, ERR will have a further $7,500,000
available for draw-down and working capital purposes under the Debt Refinancing Facility
arrangement. The terms of the Debt Refinancing arrangement will be for a period of 5 years
(subject to early repayment provisions relating to the commercialisation of the tenements or
a change of control) with an interest rate of bank Bill Swap Rate plus a 7% margin and will
be secured with security to be granted over the assets of both ERR and Idalia Coal. EER
will also provide a guarantee for Idalia Coal’s performance and obligations under the debt
Refinancing arrangement.

9.15

There is always the potential that the Noble Group may take control of the coal projects of
the expanded EER Group if it exercised its charge(s). The expanded EER (includes Idalia
Coal) is potentially disposing of their core assets over which Charges and Mortgages will be
registered. Failure to satisfy the Debt repayment requirements (principal and possible
unpaid interest and fees) may allow the Noble Group to gain the EER and Idalia Coal
Projects for values which potentially are materially less than the actual net worth of the EER
and Idalia Coal Projects. The terms of the proposed Charges and Mortgages are on all
accounts normal for a loan of this nature and size. Interest is the BBSW rate plus a margin
of 7% so that the actual interest rate based on the BBSW as at 28 February 2013 would
approximate 7.93% but the rate can fluctuate daily. Interest is calculated every six months
and is payable in cash but upon the request of the Borrower (EER), the Lender (Noble) will
capitalise, on a six monthly basis, any interest which becomes due and payable and is not
paid on its due date. Interest is payable on capitalised interest. The highest BBSW rate
since October 2008 was around 6% (in October 2008). There is a default penalty of a
further 2% (interest plus 2%) in the event that EER does not pay the interest by the due
dates. The Facility is for the earlier of 5 years on the event of commercialisation (as defined)
of the Tenements (as defined) or there is a change in control of EER (as defined). The limit
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of the Advances during the first year is limited to $4,000,000 and after the first year, Noble
may limit Advances made to no more than $2,000,000 each year.
9.16

The Consideration shall, however be adjusted, (increased or decreased) based on Idalia
Coal’s cash balances, GST receivable, accounts payable and outstanding net Debt balance
on the business day immediately preceding the close of the Acquisition. Thus the final
number of Consideration Shares cannot be ascertained if an adjustment is required to be
made.

9.17

The terms (refer section 3 above and section 1.7 in the ESS) of the Life of Mine Agreement
between Idalia and Noble International was initially undertaken on the basis of an armslength transaction that required the support of the Majicyl Group. There are no planned
changes to the Life of Mine Agreement and the terms appear reasonable with no significant
adverse terms that long term may be detrimental to Idalia (and EER). It is noted that in the
event of coal product not meeting specifications required by a Binding Order, Noble
International has at its discretion the right to reject and return non-conforming product. At
Idalia’s cost, remedy any non-performance at Idalia’s cost or accept the non-conforming
product at a discounted price. If Idalia fails to deliver the required quantity of product under
a Binding Order, then Noble at its discretion may purchase the shortfall from another
supplier at Idalia’s cost or require additional deliveries to Noble International and pay Noble
International for any costs or liabilities incurred. Noble International has the right to
terminate the Life of Mine Agreement in the event that there is a change in control of Idalia
(as will be the case if the Acquisition proceeds) but has undertaken not to terminate the Life
of Mine Agreement as a result of the Acquisition. If the shareholders do not approve the
Company’s continued compliance with the Life of Mine Agreement, the conditions for
completion of the Acquisition will not be satisfied, the Acquisition will not go ahead and the
Company will continue to work on the Company’s current coal assets and investigate
different business opportunities. However, it is noted that the ability for Idalia to sell any coal
direct to other parties (in the event production commences) is curtailed as Noble
International has the right to acquire the coal from Idalia and then on-sell it to other parties,
thus reducing the potential profit that could be earned by Idalia. Agreements of this nature
are not unusual particularly for smaller coal companies who may not have the necessary
marketing skills and contacts.

9.18

Based on the information available, including that contained in this Explanatory
Memorandum, we consider that continuing to perform the Royalty Deeds is in the best
interests of Shareholders for the following reasons:
•

the acquisition of Idalia is conditional upon the Company entering into the Royalty
Deeds and accordingly, if the Company does not continue to perform the Royalty
Deeds, the Acquisition cannot proceed;

•

after assessment of the advantages and disadvantages as noted in the ES, we are of
the view that the advantages outweigh the disadvantages.

If the Shareholders do not approve the Company’s continued performance of the Royalty
Deeds, the conditions for completion of the Acquisition will not be satisfied, the Acquisition
will not go ahead and the Company will continue to work on the Company’s current coal
assets and investigate different business opportunities.
The Board of EER considers that there is no current alternative to the continued
performance of the terms of the Royalty Deeds other than to not enter into the Acquisition,
do nothing and continue to invest in the Company’s current assets. However, we believe
that the Acquisition and the continued performance of the terms of the Royalty Deeds are in
the best interest of shareholders. The financial benefit being provided is the royalties to be
paid to each of Majicyl and Camvill, calculated quarterly, of 1.5% of the gross sales price for
domestic sales, and the gross sale price for export sales of coal product produced from the
Assets (excluding GST) (details are included in the ES). There will be no effect on each of
the Vendor's shareholdings in the Company as a result of the continued performance of the
Royalty Deeds. There will be no dilutionary effect on the other shareholders’ holdings in the
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Company as a result of the continued performance of the Royalty Deeds. The royalties
under the Royalty Deeds will be paid in cash and not shares.
10.

Conclusion as to Reasonableness

10.1

After taking into account the factors referred to in 9 above and elsewhere in this
report, we are of the opinion that the advantages to the existing shareholders
outweigh the disadvantages and thus the proposed Acquisition as noted in
paragraphs 1.1 and resolution 1 in the Notice may be considered, on balance, to be
reasonable to the existing non-associated shareholders of EER at the date of this
report.
In our opinion, taking into account the factors noted above and in section 9 of this
report and the comments made in the ESS accompanying the Notice of March 2013,
the proposal noted in Resolution 2 whereby EER will continue the continued
performance of the Royalty Deeds is on balance fair and reasonable to the nonassociated shareholders of EER (not associated with Noble and Majicyl) as at the
date of this report.
In our opinion, taking into account the factors noted above and in section 9 of this
report and the comments made in the ESS accompanying the Notice dated March
2013, the proposal noted in Resolution 3 whereby EER will grant a Charge over EER’s
assets (as part of the Debt Refinancing Facility) in favour of Noble is on balance fair
and reasonable to the non-associated shareholders of EER (not associated with
Noble) as at the date of this report.
In our opinion, taking into account the factors noted above and in section 9 of this
report and the comments made in the ESS accompanying the Notice of March 2013,
the proposal noted in Resolution 4 whereby EER will continue the Life of Mine
Agreement is on balance fair and reasonable to the non-associated shareholders of
EER (not associated with Noble) as at the date of this report.

11.

Sources of Information

11.1

In making our assessment as to whether the proposed Acquisition as noted in paragraph
1.1 is fair and reasonable, we have reviewed relevant published available information and
other unpublished information of the Company, Idalia Coal and the Mining Assets that is
relevant to the current circumstances. In addition, we have held discussions with the
management of EER about the present and future operations of the Company. Statements
and opinions contained in this report are given in good faith but in the preparation of this
report, we have relied in part on information provided by the directors and management of
EER.

11.2

Information we have received includes, but is not limited to:
a) Draft EER Notice’s and ESS’s to 6 March 2013;
b) Discussions with management of EER and a representative of Idalia Coal;
c) Details of historical market trading of EER ordinary fully paid shares recorded by ASX
for the period 1 January 2012 to 28 March 2013;
d) Shareholding details of EER as supplied by the Company’s share registry as at 10
December 2012 and 4 February 2013;
e) Audited balance sheet of EER as at 30 June 2012 and unaudited balance sheet as at
31 December 2012;
f) Reviewed balance sheet of EER as at 31 December 2011;
g) Announcements made by EER to the ASX from 1 January 2012 to 27 March 2013;
h) The HOA between EER and the Vendors dated 22 January 2013 for the proposed
acquisition of all of the shares in Idalia Coal;
i) The independent Agricola Valuation Report of Agricola dated 28 March 2013 on the
Mining Assets of Idalia Coal and the 27 March 2102 Agricola Valuation Report on the
coal assets of ERR (and drafts dated 7 February 2013);
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j)
k)
l)
m)
n)
o)
p)
q)
r)
s)
t)
.
11.3

The estimated annual minimum mineral expenditure commitments on the Mining
Assets;
The cash flow forecasts of EER for the period 1 January 2013 to 31 December 2013;
Un-audited balance sheet of Idalia Coal as at 31 December 2012 (and as at 31 January
2013);
Permission correspondence from Agricola allowing us to use, refer to and rely on the
Agricola Idalia Valuation Report and the Agricola EER Valuation Report;
The drafts of various Mortgage and Charges (Facility Agreement and Security
Agreement) to be entered into between ERR, the Noble Group and Idalia Coal;
The existing loan and charge documents between ERR and Idalia Coal and Idalia Coal
and the Noble Group;
The draft Royalty Agreement between the parties;
Summary of the Royalty Deeds between Idalia, Camvill and Majicyl;
The June 2011 Life of Mine Agreement between Idalia and Noble Resources Pte Ltd
and the Novation Agreement to Noble International;
Interest calculations estimated to 31 March 2013 on loans between Idalia and EER and
Idalia and Noble; and
Estimated Debt Refinancing amount to be initially drawn down.

Our report includes Appendices A, B and C and our Financial Services Guide attached to
this report.

Yours faithfully
STANTONS INTERNATIONAL AUDIT AND CONSULTING PTY LTD
(Trading as Stantons International Securities)

J P Van Dieren - FCA
Director
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APPENDIX A
AUTHOR INDEPENDENCE AND INDEMNITY
This annexure forms part of and should be read in conjunction with the report of Stantons
International Securities dated 28 March 2013, relating to the acquisition of Idalia Coal and the
granting of a Charge over the assets and undertakings of EER (that includes Idalia Coal) as
outlined in paragraph 1.1 of the report and Resolutions 1 to 4 in the Notice of Meeting to
Shareholders and the ESS proposed to be distributed to the EER shareholders in late March 2013
or early April 2013.
At the date of this report, Stantons International Securities does not have any interest in the
outcome of the proposals. There are no relationships with EER and Idalia Coal other than acting as
an independent expert for the purposes of this report. Before accepting the engagement Stantons
International considered all independence issues and concluded that there were no independence
issues in accepting the assignment to prepare the Independent Experts Report. There are no
existing relationships between Stantons International Securities and the parties participating in the
transaction detailed in this report which would affect our ability to provide an independent opinion.
The fee to be received for the preparation of this report is based on the time spent at normal
professional rates plus out of pocket expenses and is estimated at a maximum of $17,500. The fee
is payable regardless of the outcome. With the exception of the fee, neither Stantons International
Securities nor John P Van Dieren have received, nor will, or may they receive, any pecuniary or
other benefits, whether directly or indirectly, for or in connection with the making of this report.
Stantons International Securities does not hold any securities in EER, Idalia Coal and the Vendors.
There are no pecuniary or other interests of Stantons International Securities that could be
reasonably argued as affecting its ability to give an unbiased and independent opinion in relation to
the proposal. Stantons International Securities and Mr J Van Dieren have consented to the
inclusion of this report in the form and context in which it is included as an annexure to the Notice.
QUALIFICATIONS
We advise Stantons International Securities is the holder of an Australian Financial Services
Licence (no 418019) under the Corporations Act 2001 relating to advice and reporting on mergers,
takeovers and acquisitions that involve securities. The directors of Stantons International Audit and
Consulting Pty Ltd are the directors of Stantons International Securities. Stantons International
Securities has extensive experience in providing advice pertaining to mergers, acquisitions and
strategic for both listed and unlisted companies and businesses.
Mr John P Van Dieren, FCA, the person responsible for the preparation of this report, has extensive
experience in the preparation of valuations for companies and in advising corporations on takeovers
generally and in particular on the valuation and financial aspects thereof, including the fairness and
reasonableness of the consideration offered.
The professionals employed in the research, analysis and evaluation leading to the formulation of
opinions contained in this report, have qualifications and experience appropriate to the task they
have performed.
DECLARATION
This report has been prepared at the request of the Directors of EER in order to assist them to
assess the merits of the proposed Acquisition and entering into Charges with Noble, the continued
performance of the Royalty Deeds and the continued performance of the Life of Mine Agreement as
outlined in Resolutions 1 to 4 of the ESS to which this report relates. This report has been prepared
for the benefit of EER’s shareholders and does not provide a general expression of Stantons
International Securities opinion as to the longer term value of EER and Idalia Coal and their assets.
Stantons International Securities does not imply, and it should not be construed, that is has carried
out any form of audit on the accounting or other records of EER and Idalia Coal. Neither the whole
nor any part of this report, nor any reference thereto may be included in or with or attached to any
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document, circular, resolution, letter or statement, without the prior written consent of Stantons
International Securities to the form and context in which it appears.
DUE CARE AND DILEGENCE
This report has been prepared by Stantons International Securities with due care and diligence.
The report is to assist shareholders in determining the fairness and reasonableness of the proposal
set out in Resolution 1 to the Notice and each individual shareholder may make up their own
opinion as to whether to vote for or against Resolutions 1 to 4.
DECLARATION AND INDEMNITY
Recognising that Stantons International Securities may rely on information provided by EER and its
officers (save whether it would not be reasonable to rely on the information having regard to
Stantons International Securities experience and qualifications), EER has agreed:
(a) To make no claim by it or its officers against Stantons International Securities (and Stantons
International Audit and Consulting Pty Ltd) to recover any loss or damage which EER may
suffer as a result of reasonable reliance by Stantons International Securities on the information
provided by EER; and
(b) To indemnify Stantons International Securities (and Stantons International Audit and
Consulting Pty Ltd) against any claim arising (wholly or in part) from EER or any of its officers
providing Stantons International Securities any false or misleading information or in the failure
of EER or its officers in providing material information, except where the claim has arisen as a
result of wilful misconduct or negligence by Stantons International Securities.
A draft of this report was presented to EER directors for a review of factual information contained in
the report. Comments received relating to factual matters were taken into account, however the
valuation methodologies and conclusions did not alter.
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FINANCIAL SERVICES GUIDE
FOR STANTONS INTERNATIONAL AUDIT AND CONSULTING PTY LTD
(Trading as Stantons International Securities)
Dated 28 March 2013
1.

Stantons International Securities ABN 84 144 581 519 and Financial Services Licence
418019 (“SIS” or “we” or “us” or “ours” as appropriate) has been engaged to issue general
financial product advice in the form of a report to be provided to you.

2.

Financial Services Guide
In the above circumstances we are required to issue to you, as a retail client a Financial
Services Guide (“FSG”). This FSG is designed to help retail clients make a decision as to
their use of the general financial product advice and to ensure that we comply with our
obligations as financial services licensees.
This FSG includes information about:






3.

who we are and how we can be contacted;
the services we are authorised to provide under our Australian Financial Services
Licence, Licence No: 418019;
remuneration that we and/or our staff and any associated receive in connection
with the general financial product advice;
any relevant associations or relationships we have; and
our complaints handling procedures and how you may access them.

Financial services we are licensed to provide
We hold an Australian Financial Services Licence which authorises us to provide financial
product advice in relation to:


Securities (such as shares, options and notes)

We provide financial product advice by virtue of an engagement to issue a report in
connection with a financial product of another person. Our report will include a description
of the circumstances of our engagement and identify the person who has engaged us. You
will not have engaged us directly but will be provided with a copy of the report as a retail
client because of your connection to the matters in respect of which we have been engaged
to report.
Any report we provide is provided on our own behalf as a financial services licensee
authorised to provide the financial product advice contained in the report.
4.

General Financial Product Advice
In our report we provide general financial product advice, not personal financial product
advice, because it has been prepared without taking into account your personal objectives,
financial situation or needs. You should consider the appropriateness of this general advice
having regard to your own objectives, financial situation and needs before you act on the
advice. Where the advice relates to the acquisition or possible acquisition of a financial
product, you should also obtain a product disclosure statement relating to the product and
consider that statement before making any decision about whether to acquire the product.
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5.

Benefits that we may receive
We charge fees for providing reports. These fees will be agreed with, and paid by, the
person who engages us to provide the report. Fees will be agreed on either a fixed fee or
time cost basis.
Except for the fees referred to above, neither SIS, nor any of its directors, employees or
related entities, receive any pecuniary benefit or other benefit, directly or indirectly, for or in
connection with the provision of the report.

6.

Remuneration or other benefits received by our employees
All our employees receive a salary. Our employees are eligible for bonuses based on
overall productivity but not directly in connection with any engagement for the provision of a
report.

7.

Referrals
We do not pay commissions or provide any other benefits to any person for referring
customers to us in connection with the reports that we are licensed to provide.

8.

Associations and relationships
SIS is ultimately a wholly division of Stantons International Audit and Consulting Pty Ltd a
professional advisory and accounting practice. Stantons International Audit and Consulting
Pty Ltd also trades as Stantons International that provides audit, corporate services,
internal audit, probity, management consulting, accounting and IT audits.
From time to time, SIS and Stantons International Audit and Consulting Pty Ltd and/or their
related entities may provide professional services, including audit, accounting and financial
advisory services, to financial product issuers in the ordinary course of its business.

9.

Complaints resolution

9.1

Internal complaints resolution process
As the holder of an Australian Financial Services Licence, we are required to have a system
for handling complaints from persons to whom we provide financial product advice. All
complaints must be in writing, addressed to:
The Complaints Officer
Stantons International Securities
Level 2
1 Walker Avenue
WEST PERTH WA 6005
When we receive a written complaint we will record the complaint, acknowledge receipt of
the complaints within 15 days and investigate the issues raised. As soon as practical, and
not more than 45 days after receiving the written complaint, we will advise the complainant
in writing of our determination.

9.2

Referral to External Dispute Resolution Scheme
A complainant not satisfied with the outcome of the above process, or our determination,
has the right to refer the matter to the Financial Ombudsman Service Limited (“FOSL”).
FOSL is an independent company that has been established to provide free advice and
assistance to consumers to help in resolving complaints relating to the financial services
industry.
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Further details about FOSL are available at the FOSL website www.fos.org.au or by
contacting them directly via the details set out below.
Financial Ombudsman Service Limited
PO Box 3
MELBOURNE VIC 8007
Toll Free:
Facsimile:
10.

1300 78 08 08
(03) 9613 6399

Contact details
You may contact us using the details set out above.
Telephone
Fax
Email

08 9481 3188
08 9321 1204
jvdieren@stantons.com.au
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APPENDIX B
INDDEPENDENT VALUATION OF THE MINERAL ASSETS OF IDALIA COAL PTY LTD
IN QUEENSLAND
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Malcolm Castle
Agricola Mining Consultants Pty Ltd
P.O. Box 473, South Perth, WA 6951
Phone: 61 (8) 9474 9351
Mobile: 61 (4) 1234 7511
Email: mjcastle@castleconsulting.com.au
ABN: 84 274 218 871

28 March 2013
The Directors
Stantons International Securities
Level 2, 1 Walker Avenue
West Perth, WA, 6005

Dear Sirs,
Re: INDEPENDENT VALUATION OF THE MINERAL ASSETS of IDALIA COAL PTY LTD
in QUEENSLAND
I have been commissioned by the Directors of Stantons International Securities (“Stantons” or the
“Company”) to provide a Mineral Asset Valuation Report (“Report”) of the Idalia Coal Deposit in
Queensland. This report serves to comment on the geological setting and exploration results on the
properties and presents a technical and market valuation for the exploration assets based on the
information in this Report.
The present status of the coal deposits in this report is based on information provided by the
Company and is set out in the Tenement Schedule. The Report has been prepared on the
assumption that the tenements are lawfully accessible for evaluation.
DECLARATIONS
Relevant codes and guidelines
This report has been prepared as a technical assessment and valuation in accordance with the Code
for Technical Assessment and Valuation of Mineral and Petroleum Assets and Securities for
Independent Expert Reports (the “VALMIN Code”), which is binding upon Members of the
Australasian Institute of Mining and Metallurgy (“AusIMM”) and the Australian Institute of
Geoscientists (“AIG”), as well as the rules and guidelines issued by the Australian Securities and

Investments Commission (“ASIC”) and the ASX Limited (“ASX”) which pertain to Independent Expert
Reports (Regulatory Guides RG111 and RG112).
Where mineral resources have been referred to in this report, the classifications are consistent with
the ”Australasian Code for Reporting of Exploration Results, Mineral Resources and Ore Reserves
(“JORC Code”), prepared by the Joint Ore Reserves Committee of the AusIMM, the AIG and the
Minerals Council of Australia, effective December 2012.
Under the definition provided by the VALMIN Code, the properties are classified as ‘Development
Projects’ which contain Mineral Resources and are committed to production and ‘exploration areas’,
which are inherently speculative in nature. The properties are considered to be sufficiently
prospective, subject to varying degrees of risk, to warrant further exploration and development of
their economic potential.
Sources of Information
The statements and opinion contained in this report are given in good faith and this review is based
on information provided by the title holders, along with technical reports by consultants, previous
tenements holders and other relevant published and unpublished data for the area. I have
endeavoured, by making all reasonable enquiries, to confirm the authenticity, accuracy and
completeness of the technical data upon which this report is based. A final draft of this report was
provided to the Company, along with a written request to identify any material errors or omissions
prior to lodgement.
In compiling this report, I did not carry out a site visit to any of the Company’s Project areas. Based
on my professional knowledge and experience and the availability of extensive databases and
technical reports made available by various Government Agencies, I consider that sufficient current
information was available to allow an informed appraisal to be made without such a visit.
The independent valuation report has been compiled based on information available up to and
including the date of this report. Consent has been given for the distribution of this report in the
form and context in which it appears. I have no reason to doubt the authenticity or substance of the
information provided.
Qualifications and Experience
The person responsible for the preparation of this report is:
Malcolm Castle, B.Sc.(Hons), GCertAppFin (Sec Inst), MAusIMM
Malcolm Castle has over 45 years’ experience in exploration geology and property
evaluation, working for major companies for 20 years as an exploration geologist. He
established a consulting company 20 years ago and specialises in exploration management,
technical audit, due diligence and property valuation at all stages of development. He has
wide experience in a number of commodities including uranium, gold, base metals, iron ore
and mineral sands. He has been responsible for project discovery through to feasibility study
in Australia, Fiji, Southern Africa and Indonesia and technical Audits in many countries. He
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has completed numerous Independent Geologist’s Reports and mineral asset valuations
over the last decade as part of his consulting business.
Mr Castle completed studies in Applied Geology with the University of New South Wales in
1965 and has been awarded a B.Sc.(Hons) degree. He has completed postgraduate studies
with the Securities Institute of Australia in 2001 and has been awarded a Graduate
Certificate in Applied Finance and Investment in 2004.
Competent Persons Statement
The information in this Independent Geological Report that relates to Exploration Targets,
Exploration Results, Mineral Resources or Ore Reserves is based on information compiled by
Malcolm Castle, a competent person who is a Member of the Australasian Institute of Mining and
Metallurgy (“AusIMM”). Malcolm Castle is a consultant geologist employed by Agricola Mining
Consultants Pty Ltd. Mr Castle has sufficient experience that is relevant to the style of mineralisation
and type of deposits under consideration and to the activity being undertaken to qualify as a
Competent Person as defined in the 2012 edition of the “Australasian Code for Reporting of
Exploration Results, Mineral Resources and Ore Reserves” (JORC Code). Malcolm Castle consents to
the inclusion in this report of the matters based on his information in the form and context in which
it appears.
Independence
I am not, nor intend to be a director, officer or other direct employee of the Company or Idalia Coal
Pty Ltd and have no material interest in the Projects or the Company. The relationship with the
Company is solely one of professional association between client and independent consultant. The
review work and this report are prepared in return for professional fees based upon agreed
commercial rates and the payment of these fees is in no way contingent on the results of this
Report.
Yours faithfully

Malcolm Castle
B.Sc.(Hons) MAusIMM,
GCertAppFin (Sec Inst)
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TENEMENT SCHEDULE

Tenement

Reg Owner

Annual
Rent
$39,420

Granted

Expire

Spend

Idalia

Block
Size
300

EPC 1398

28/6/11

27/6/16

EPC 1399

Idalia

300

$39,420

24/8/10

23/8/15

EPC 1400

Majicyl
(assignment
to Idalia
lodged
6/1/12)

300

$39,420

24/8/10

23/8/15

EPC 1403

Idalia

300

$39,420

12/10/10

EPC 1407

Idalia

300

$39,420

26/8/10

11/10/12
(1 year
extension
lodged
9/7/12)
25/8/13

1: $240K
2:$240K
3:$350K
4:$1.5m
5:$1.5m
$3.83m
1: $240K
2:$240K
3:$350K
4:$1.5m
5:$1.5m
$3.83m
1: $240K
2:$240K
3:$350K
4:$1.5m
5:$1.5m
$3.83m
1: $240K
2:$240K
$480K

Total to spend

1: $240K
2: $240K
$480K

Already
spent
$2.03m

Still to
spend
$1.8m

Reduced
sub-blocks
1: 300
2: 300
3: 240
4: 192
5: 154

Tenement
Doc issued
Yes

Encumbrances

Notes

Yes. The Noble
group have a
charge over this
tenement.

60 sub-block
reduction
due on
27/6/13.

$1.384m

$2.446m

1: 300
2: 300
3: 240
4: 192
5: 154

Yes

Yes. The Noble
group have a
charge over this
tenement.

$532K

$3.298m

1: 300
2: 300
3: 240
4: 192
5: 154

Yes

Yes. The Noble
group have a
charge over this
tenement.

$406K

$72K

Yes

Yes. The Noble
group have a
charge over this
tenement.

$443K

$37K

Yes

Yes. The Noble
group have a
charge over this
tenement.

$7.653m
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The tenement schedule includes all matters addressed in Paragraph 68 of the Valmin Code (2005) that are
considered to be material to the valuation.

The status of the tenement has been verified based on a recent independent inquiry by
Environmental Licencing Professionals, who are tenement managers for the Company and a review
of the Public Enquiry Reports from the Queensland Department of Natural Resources and Mines
pursuant to paragraphs 67 and 68 of the Valmin Code. The tenements are believed to be in good
standing at the date of this valuation as represented by the Company. Some future events such as
the grant (or otherwise) of expenditure exemptions and plaint action may impact of the valuation
and may give grounds for a reassessment.
VALUATION ASSESSMENT

The Idalia Coal Project does not have estimated Mineral Resources or Exploration Targets which
have been estimated and announced in accordance with the JORC Code. However, an internal
estimate of coal has been compiled for Board consideration. As a private company, Idalia is not
obliged to release a Resource statement to the ASX. In view of the sparse drilling and methodology
employed for estimation the coal is considered to be a material inventory.
When a resource or defined body of mineralisation has been outlined and its economic viability has
still to be established (i.e. there is no ore reserve) then a Comparable Transactions approach is
usually applied, often stated as a percentage of metal value. This can be applied to Mineral Resource
estimates and Exploration Targets in accordance with the JORC code with appropriate discounts for
risk in the different categories.
With mineral projects the method requires allocating a dollar value to resource tonnes in the
ground. This may also apply to well established zones of mineralisation which have not formally
been categorised under the JORC code. An additional risk weighting may be appropriate in these
circumstances. Value is estimated as a percentage of contained value once appropriate discounts for
uncertainty relating to resource categorisation are taken into account.
The valuation of the material inventory encapsulates all the value for the block of tenements
including EPC1398 and, EPC1399 and a separate value for exploration potential for these tenements
is not considered warranted.
Valuation of the three exploration tenements EPC1400, EPC 1403 and EPC1407
The five coal exploration permits within the Idalia group have been explored over the last five years
with significant exploration expenditure as shown in the tenement schedule. Exploration in EPC1400,
EPC1403 and EPC1407 has not resulted in evidence of viable coal seams and exploration is now
focussed on EPC1398 and EPC1399. As a result of the work the material inventory that has been
valued in this report encapsulates all of the value for the block of tenements and the residual small
value, if it exists, for the three other tenement is not considered material to the overall value
(notionally estimated at well below $250,000) and a separate value for exploration potential for
these tenements is not considered warranted.
Paragraph 65 of RG 111 discusses a preference for the use of more than one valuation methodology.
In the absence of a resource estimate in accordance with the JORC code an alternative method to

the Geo-factor Rating method might consider past expenditure on the tenements and the uplift of
value provided by encouraging result. In this case the valuation relies on the Comparable
Transactions method only.
Past expenditures for the Company’s current tenements are not available from the previous
explorers of the same ground over the duration of modern exploration and reliance is mainly placed
on the Geo-factor method.
COMPARABLE TRANSACTI ONS
MATERIAL INVENTORY ESTIMATES

Idalia Has compiled a material inventory estimate for consideration by the Board. It is estimated as
coal from 50m depth to 100 metres and coal from 100 metres depth to 150 meters depth.



2,500 million tonnes are between 50m and 100m
2,040 million tonnes are between 100m and 150m

The material inventory summary is based on information compiled by Mr Peter Tighe, who is a
Member of the Australasian Institute Of Mining and Metallurgy and is a full time employee of Idalia,
and Mr Bill Knox who is a Member of the Australasian Institute Of Mining and Metallurgy and a
Director of Idalia Coal Pty. Ltd. Both people have sufficient experience which is relevant to the style
and type of deposit under consideration and to the activity which he is undertaking to qualify as a
Competent Person as defined in the 2012 Edition of the ‘Australasian Code for Reporting of
Exploration Results, Mineral Resources and Ore Reserves’.
The author of this Report is not aware of any new information or data that materially affects the
information included in the Board Paper and, in the case of mineral resources that all the material
assumptions and technical parameters underpinning the estimates in the Board Paper continue to
apply and have not materially changed. The form and context in which Mr Tighe and Mr Knox’s
findings are presented have not been materially modified.
Competent Persons Statement
The information in the Independent Geological Report that relates to Exploration Targets,
Exploration Results, Mineral Resources or Ore Reserves is based on information compiled by SRK and
reviewed by Malcolm Castle, a competent person who is a Member of the Australasian Institute of
Mining and Metallurgy (“AusIMM”). Malcolm Castle is a consultant geologist employed by Agricola
Mining Consultants Pty Ltd. Mr Castle has sufficient experience that is relevant to the style of
mineralisation and type of deposits under consideration and to the activity being undertaken to
qualify as a Competent Person as defined in the 2012 edition of the “Australasian Code for Reporting
of Exploration Results, Mineral Resources and Ore Reserves” (JORC Code). Malcolm Castle consents
to the inclusion in this report of the matters based on his information in the form and context in
which it appears.
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VALUATION METHODOLOGY

The estimated contained value for the Coal Resource is estimated based on adjusted current coal
prices. The current Australian thermal coal price is currently in the range of $90 to $100 per tonne
for high quality product. 1
SWAP NEWC® Index 6 Feb 13
Bid

Offer

Mid

Diff

Feb'13

96.1

96.6

96.35

0.05

Mar'13

96

96.5

96.25

-0.05

Apr'13

95.35

95.85

95.6

-0.2

May'13

94.8

95.3

95.05

-0.05

Q2'13

94.8

95.3

95.05

-0.05

Q3'13

94.45

94.95

94.7

-0.1

Q4'13

95.3

95.8

95.55

0.1

Q1'14

95.6

96.1

95.85

-0.85

CAL-14

98.35

98.85

98.6

-0.2

CAL-15

102.65

103.15

102.9

-0.25

CAL-16

106.9

107.4

107.15

0

CAL-17

111.05

111.55

111.3

-0.1

The Idalia coal is known to have issues with impurities and thermal value which would attract a
discount to the high price offered for best quality coal. For the purposes of this valuation a sale price
of $40 per tonne is considered reasonable in the current market.
A discount factor is applied to the contained value to recognise the JORC category and allow for
resource risk. The base value for the project is estimated by multiplying the contained value by the
discount factors. A further discount is also applied to the contained value to recognise the project
operational factors which relate to coal deposits.
Resource Category Discounts

1

50 to 100m

100 to 150m

Measured Resource

80%

80%

Indicated Resource

70%

70%

Inferred Resource

60%

60%

Exploration Target

50%

50%

Material Inventory

45%

45%

Rex Littleman, Director East Energy Limited, Pers. Comm.
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Operations Factors
Recovery

50 to 100m

100 to 150m

75.00%

75.00%

Mining

50.00%

45.00%

Processing

80.00%

80.00%

Rail

35.00%

35.00%

Port

40.00%

40.00%

Capex

70.00%

70.00%

Marketing

75.00%

75.00%

Total Operating Discount

2.21%

1.98%

Base Value = [Tonnes of coal]*[Value of coal per tonne]*[Resource and Operational
Discounts]
Discounted Base Value A$M
Measured
Indicated
Inferred
Exploration Target
Material Inventory
Total
A$ per tonne

50to100m

100to150m

992.25
992.25
$0.40

728.71
728.71
$0.36

Total
1,720.96
1,720.96

Average Acquisition Cost
A range of average acquisition cost (AAC) percentages is estimated based on a database of
comparative transactions in the mineral industry over the last 20 years. The percentage represents
the amount paid for deposits as a proportion of the contained value adjusted for the uncertainty of
the Category assigned under the JORC code.

The Average Acquisition Cost (AAC) for projects lies in the range of 2% to 4.5%. The data set
does not differentiate between resource categories and it is implicit that this has been taken
into account with risk related discounts. Information on sales internationally has shown a
pattern for the AAC as shown in the percentile table.
AAC Percentiles
Percentile

10th

25th

50th

75th

90th

AAC

2.2%

2.6%

3.0%

3.6%

3.9%

For the purpose of this valuation the Average Acquisition Cost for the lower, preferred and
higher value is selected at the 25th, 50th and 75th percentiles. The Base Value is multiplied by
AAC Percentiles to arrive at the estimated project technical value.
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TECHNICAL VALUE

Technical Value = [Base Value]*[Average Acquisition Cost%]
Total Project Technical Value,
A$M
Low
High
Preferred
% of contained value
A$ per tonne

50to100m

100to150m

Total

25.80
35.72
29.77
0.03%
$0.012

18.95
26.23
21.86
0.03%
$0.011

44.74
61.95
51.63

MARKET VALUE

In arriving at a fair market value for a particular exploration tenement, I have considered the current
market for exploration properties in Australia and overseas. It is considered appropriate to apply a
significant discount to the technical value of the Mineral Resources.
The current market value for mineral projects in Australia is considered to be depressed and a
market factor of -5% to -10% for the coal between 50m and 100m and -10% to -15% for coal
between 100m and 150m has been applied to the technical value for the Idalia Deposit when the
remote location and quality of the coal is taken into account.
Market Value = [Technical Value]*[Adjusted Market Factor]
50to100m

100to150m

Low

23.22

16.10

39.32

High

33.93

23.61

57.55

Preferred

28.58

19.86

48.43

% of contained value

0.03%

0.02%

A$ per tonne

$0.011

$0.010

Total Project Market Value, A$M

Total

VALUATION OPINION

Based on an assessment of the factors involved I estimate the value for exploration projects to be
in the range A$39 million to A$58 million with a preferred value of A$48 million. This valuation is
effective on 28 March2013.
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APPENDIX
MINERAL ASSETS VALUATION METHODOLOGY FOR EXPLORATION TENEMENT S
FAIR MARKET VALUE OF MINERAL ASSETS

Mineral assets include, but are not limited to, mining and exploration tenements held or acquired in
connection with the exploration, the development of, and the production from those tenements
together with all plant, equipment and infrastructure owned or acquired for the development,
extraction and processing of minerals in connection with those tenements.
Mineral assets classification
Exploration areas
Advanced exploration areas
Pre-development projects

Development projects
Operating Mines

Mineralization may or may not have been identified, but where a mineral resource has
not been defined.
Mineral resources have been identified and their extent estimated (possibly
incompletely). This includes properties at the early stage of assessment.
A positive development decision has not been made. This includes properties where a
development decision has been negative, properties on care and maintenance and
properties held on retention titles.
Committed to production, but which, are not yet commissioned or not initially operating
at design levels.
Mineral properties, particularly mines and processing plants, which have been fully
commissioned and are in production.

The fair market value of a mineral asset is the estimated amount of money or the cash equivalent or
some other consideration for which the mineral asset should change hands between a willing buyer
and a willing seller in an arm’s length transaction. Each party is assumed to have acted
knowledgeably, prudently and without compulsion.
The value of a mineral asset usually consists of two components,


The underlying or Technical Value which is an assessment of a mineral asset’s future net
economic benefit under a set of appropriate assumptions, excluding any premium or
discount for market, strategic or other considerations.



The Market Component, which is a premium relating to market, strategic or other
considerations which, depending on circumstances at the time, can be either positive,
negative or zero.

When the technical and market components of value are combined the resulting value is referred to
as the market value. A consideration of country risk should also be taken into account for overseas
projects.
The value of mineral assets is time and circumstance specific. The asset value and the market
premium (or discount) changes, sometimes significantly, as overall market conditions, commodity
prices, exchange rates, political and country risk change.
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REGULATORY AUTHORITI ES

Mineral asset valuations are governed by the VALMIN code and ASIC Practice Note 43 in Australia
and by the CIMVAL code, NI43-101 and TSXV Appendix 3G in Canada
THE VALMIN CODE

The four main requirements of the VALMIN Code are
Transparency The report needs to explain how the valuation was done and the assumptions used in
calculating the value. The objective is to provide sufficient information that other people can come
up with the same answer.
Materiality This means the valuer has to ensure that all important data that could have a significant
impact on the valuation is included in the report.
Competence The valuer must be competent at doing valuations. The person needs to be an expert in
the particular exploration target being evaluated. Typically the person needs at least 5 years’
experience in that commodity.
Independence. The valuer must act in a professional manner and not favour the buyer or the seller.
In other words the price must be set at a “fair market value”. To achieve independence, the valuer
must not receive any special benefit from doing the study.
The decisions as to the valuation methodology or methodologies to be used and the content of the
Report are solely the responsibility of the Expert or Specialist whose decisions must not be
influenced by the Commissioning Entity. The Expert or Specialist must state the reasons for selecting
each methodology used in the Report. Methods chosen must be rational and logical and be based
upon reasonable grounds.
The Expert or Specialist should make use of valuation methods suitable to the Mineral or Petroleum
Assets or Mineral or Petroleum Securities under consideration. Selection of the appropriate
valuation method will depend on, inter alia:
(a) the purpose of the Valuation;
(b) the development status of the Mineral or Petroleum Assets;
(c) the amount and reliability of relevant information;
(d) the risks involved in the venture; and
(e) the relevant market conditions for commodities and/or shares.
The Expert or Specialist should choose, discuss and disclose the selected valuation method(s)
appropriate to the Mineral or Petroleum Assets or Mineral or Petroleum Securities under
consideration, stating the reasons why the particular valuation method(s) have been selected in
relation to those factors set out in Paragraph 39 and to the adequacy of available data. It may also
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be desirable to discuss why a particular valuation method has not been used. The disclosure should
give a sufficient account of the valuation method(s) used so that another Expert could understand
the procedure used and assess the Valuation. Should more than one valuation method be used and
different valuations result, the Expert or Specialist should comment on the reason(s) for selecting
the Value adopted.
Australian Securities and Investment Commission – Regulatory Guides RG111 and RG112
It is not the ASIC’s role or intention to limit the expert’s exercise of skill and judgment in selecting
the most appropriate method or methods of valuation. However, it is appropriate for the expert to
consider:
(a) the discounted cash flow method;
(b) the amount which an alternative acquirer might be willing to offer if all the securities in the
target company were available for purchase;
The ASIC does not suggest that this list is exhaustive or that the expert should use all of the methods
of valuation listed above. The expert should justify the choices of valuation method and give a
sufficient account of the method used to enable another expert to replicate the procedure and
assess the valuation. It may be appropriate for the expert to compare the figures derived by more
than one method and to comment on any differences.
The complex valuations in an expert’s report necessarily contain significant uncertainties. Because of
this an expert who gives a single point value will usually be implying spurious accuracy to his or her
valuation. An expert should, however, give as narrow a range of values as possible. An expert report
becomes meaningless if the range of values is too wide. An expert should indicate the most probable
point within the range of values if it is feasible to do so.
The expert should carry out sufficient enquiries or examinations to establish reasonable grounds for
believing that any profit forecasts, cash flow forecasts and unaudited profit figures that are used in
the expert’s report, and have been prepared on a reasonable basis. If there are material variations in
method or presentation the expert should adjust for or comment on them in the report.
The expert should discuss the implications to his or her valuation if:
(a) the current market value of the subject of the report is likely to change because of market
volatility (for example, boom or depression); or
(b) the current market value differs materially from that derived by the chosen method.
VALUATION METHODOLOGY FOR EXPLORATION TE NEMENTS

Valuation of exploration properties is exceptionally subjective. If an economic resource is
subsequently identified then a new valuation will be dramatically higher, or alternatively if
expenditure of further exploration dollars is unsuccessful then it is likely to decrease the value of the
Tenements. There are a number of generally accepted procedures for establishing the value of
exploration properties and, where relevant, the use of more than one such method to enable a
Page | 13

balanced analysis and a check on the result has been undertaken. The value will always be presented
as a range with the preferred value identified. The preferred value need not be the median value,
and will be determined by the Independent Expert based on his experience.
The Independent Expert, when determining a value for a mineral asset, must assess a range of
technical issues prior to selection of a valuation methodology. Often this will require seeking advice
from a specialist in specific areas. The key issues are:


geological setting and style of mineralization



level of knowledge of the geometry of mineralization in the district



mining history, including mining methods



location and accessibility of infrastructure



milling and metallurgical characteristics of the mineralization



results of exploration including geological mapping, costeaning and drilling of interpretation
of geochemical anomalies



parameters used to identify geophysical and remote sensing data anomalies



location and style of mineralization identified on adjacent properties



appropriate geological models

In addition to these technical issues the Independent Expert needs to make a judgement about the
market demand for the type of property, commodity markets, financial markets and stock markets.
The technical value of a property should not be adjusted by a “market factor” unless there is a
marked discrepancy between the technical value and the market value. When this is done the factor
should be clearly identified.
Where there are identified reserves it is appropriate to use financial analysis methods to estimate
the net present value (NPV) of the properties. This technique has deficiencies which include
assessment of only a very narrow area of risk, namely the time value of money given the real
discount rate, and the underlying assumption that a static approach is applicable to investment
decision making, which is clearly not the case.
When assessing value of exploration properties with no identified mineral resources or only inferred
resources it is inappropriate to prepare any form of financial analysis to determine the net present
value. The valuation of exploration tenements or licences, particularly those without identified
resources, is highly subjective and a number of methods are appropriate to give a guide as discussed
below.
All of these valuation methods are relatively independent of the location of the mineral property.
Consequently the valuer will make allowance for access to infrastructure etc when choosing a
preferred value. It is observed that the Prospectivity Exploration Multiplier (PEM) is heavily based on
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the expenditure, while the Kilburn Geoscience Rating (Kilburn) is more heavily based on opinions of
the prospectivity hence tenements can have marked variation in value between the methods. If the
Kilburn assessment is high and the PEM is low it indicates effective well focussed exploration, if the
Kilburn is low and the PEM high it suggests that the tenement is considered to have lower
prospectivity.
PROSPECTIVITY ENHANCEMENT MULTIPLIER (PE M) OR MULTIPLE OF EXPLORATION
EXPENDITURE (MEE)

Past expenditure on a tenement and/or future committed exploration expenditure can establish a
base value from which the effectiveness of exploration can be assessed. Where exploration has
produced documented results a PEM can be derived which takes into account the valuer’s judgment
of the prospectivity of the tenement and the value of the database.
PEM Factors Used in this valuation method
PEM Range

Criteria

0.2 – 0.5

Exploration (past and present) has downgraded the tenement prospectivity, no mineralization
identified
Exploration potential has been maintained (rather than enhanced) by past and present activity
from regional mapping
Exploration has maintained, or slightly enhanced (but not downgraded) the prospectivity

0.5 – 1.0
1.0 – 1.3
1.3 – 1.5
1.5 – 2.0

Exploration has considerably increased the prospectivity (geological mapping, geochemical or
geophysical)
Scout Drilling has identified interesting intersections of mineralization

2.0 – 2.5

Detailed Drilling has defined targets with potential economic interest.

2.5 – 3.0

A resource has been defined at Inferred Resource Status, no feasibility study has been
completed
Indicated Resources have been identified that are likely to form the basis of a prefeasibility
study
Indicated and Measured Resources have been identified and economic parameters are
available for assessment.

3.0 – 4.0
4.0 – 5.0

Future committed exploration expenditure is discounted to 60% by some valuers to reflect the
uncertainty of results and the possible variations in exploration programmes caused by future
undefined events. Expenditure estimates for tenements under application are often discounted to
60% of the estimated value by some valuers to reflect uncertainty in the future granting of the
tenement. The PEM Factors are defined in the table.
GEO-FACTOR RATING METHOD (KILBURN)

Valuation is based on a calculation in which the geological prospectivity, commodity markets,
financial markets, stock markets and mineral property markets are assessed independently. The
Kilburn method is essentially a technique to define a value based on geological prospectivity. The
method appraises a variety of mineral property characteristics:
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location with respect to any off‐property mineral occurrence of value, or favourable
geological, geochemical or geophysical anomalies;



location and nature of any mineralization, geochemical, geological or geophysical anomaly
within the property and the tenor of any mineralization known to exist on the property
being valued;



number and relative position of anomalies on the property being valued;



geological models appropriate to the property being valued.

The Method systematically assesses and grades these four key technical attributes of a tenement to
arrive at a series of multiplier factors. The Basic Acquisition Cost (BAC) is the important input to the
Kilburn Method and it is calculated by summing the annual rent, statutory expenditure for a period
of 12 months and administration fees.
The current Base Acquisition Cost (BAC) for exploration projects is considered to be the average
expenditure for the first year of the licence tenure. Exploration Licences in Western Australia, for
example, attract a minimum annual expenditure for the first three years of $300 per square
kilometre and annual rent of $43.50. A 10% administration fee is taken into account to imply a BAC
of $360 to $400 per square kilometre. A similar approach based on expenditure commitments is
taken for Prospecting Licences and Mining Leases
Licence Type
Exploration Licence
2
(E, $/km )
Prospecting Licences
(P, $/Ha)
Mining Lease
(M, $/Ha)

Expend.

Rent

Admin

Total

$/km

300

43.50

34.35

377.85

40.00

2.20

4.22

100.00

15.00

11.50

2

BAC - Low

BAC - High

378

360

400

46.42

4,642

4,400

4,900

126.50

12,650

12,000

13,300

The multipliers or ratings and the criteria for rating selection across these four factors are
summarised in the following table.
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KILBURN GEO-FACTOR RATING CRITERIA - MODIFIED

Low

Average

High

Very
High

Rating

Address - Off Property

Mineralization - On
Property

Anomalies

Geology

0.5

Very little chance of
mineralization, Concept
unsuitable to
environment

Very little chance of
mineralization, Concept
unsuitable to
environment

Extensive previous
exploration with poor
results - no
encouragement

Generally
Unfavourable
lithology

1

Indications of
Prospectivity, Concept
validated

Indications of
Prospectivity, Concept
validated

Extensive previous
exploration with
encouraging results regional targets

Deep alluvium
Covered Generally
favourable geology

1.5

RAB Drilling with some
scattered results

Exploratory sampling
with encouragement,
Concept validated

Several early stage
targets outlined from
geochemistry and
geophysics

Shallow alluvium
Covered Generally
favourable geology
(50-60%)

2

Significant RC drilling
leading to advance
project status

RAB &/or RC Drilling
with encouraging
intercepts reported

Several well defined
surface targets with
some RAB drilling

Exposed favourable
lithology (60-70%)

2.5

Grid drilling with
encouraging results on
adjacent sections

Diamond Drilling after
RC with encouragement

Several well defined
surface targets with
encouraging drilling
results

Strongly favourable
lithology (70-80%)

Resource areas
identified

Advanced Resource
definition drilling - early
stage

Several significant
subeconomic targets no indication of volume

Highly prospective
geology (90 - 100%)

3.5

Along strike or adjacent
to known mineralization
at Pre-Feasibility Stage

Resource areas
identified

Subeconomic targets of
possible significant
volume - early stage
drilling

4

Along strike or adjacent
to Resources at
Definitive Feasibility
Stage

Along strike or adjacent
to known mineralization
at Pre-Feasibility Stage

Marginal economic
targets of significant
volume - advanced
drilling

4.5

Along strike or adjacent
to Development Stage
Project

Along strike or adjacent
to Resources at
Definitive Feasibility
Stage

Marginal economic
targets of significant
volume - well drilled at
Inferred Resource stage

5

Along strike or adjacent
to Operating Mine

Along strike or adjacent
to Development Stage
Project

Several significant ore
grade correlatable
intersections with
estimated resources

3
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Estimate of project value is carried out on a tenement by tenement basis and uses four calculations
as shown below. The value estimate is shown as a range with a preferred value.
Base Value = [Area]*[Grant Factor]*[Equity]*[Base Acquisition Cost]
Prospectivity Index = [Off Site Factor]*[On Site Factor]*[Anomaly Factor]*[Geology Factor]
Technical Value = [Base Value]*[Prospectivity Index]
Market Value = [Technical Value]*[ Market Premium Factor]

VALUATION OF RESOURCES BY COMPARA BLE TRANSACTIONS

If a property in the recent past was the subject of an arms-length transaction, for either cash
or shares (i.e. from a company whose principal asset was the mineral property) then this
forms the most realistic starting point, provided that the deal is still relevant in today’s
market. Complicating matters is the knowledge that properties rarely change hands for
cash, except for liquidation purposes, estate sales, or as raw exploration property when sold
by an individual prospector, or entrepreneur.
Any underlying royalty or net profits interests or rights held by the original vendor of the
claims should be deducted from the resultant property value before determination of the
company’s interest. Also, reductions in value should be made where environmental, legal or
political sensitivities could seriously retard the development of exploration properties.
It should be noted again that exploration is cyclical, and in periods of low metal prices there
is often no market, or a market at very low prices, for ordinary exploration acreage
(inventory property) unless it is combined with a significant mineral deposit, or with other
incentives.
Truly Comparable Transactions are rare for early stage properties without defined drill
targets. This is natural in a recession, as companies focus on brownfields exploration.
Inflated prices paid for property in fashionable areas should not be discounted because they
reflect the true market value of a property at the transaction date. If however, the market
sentiment is not so buoyant then adjustments must be made.
When only a resource or defined body of mineralisation has been outlined and its economic
viability has still to be established (i.e. there is no ore reserve) then a Comparable
Transactions approach is usually applied, often stated as a percentage of metal value. This
can be applied to Mineral Resource estimates and Exploration Targets in accordance with
the JORC code with appropriate discounts for risk in the different categories.
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Resource Category Discounts
Measured Resource

80%

Indicated Resource

70%

Inferred Resource

60%

Exploration Target

50%

With gold projects the method requires allocating a dollar value to resource ounces of gold
in the ground. This may also apply to well established zones of mineralisation which have
not formally been categorised under the JORC code. An additional risk weighting may be
appropriate in these circumstances.
The dollar value must take into account a number of aspects of the resources including:







The confidence in the resource estimation (the JORC Category).
The quality of the resource (grade and recovery characteristics)
Possible extensions of the resource in adjacent areas
Exploration potential for other mineralisation within the tenements
Presence and condition of a treatment plant within the project
Proximity of toll treatment facilities, infrastructure, development and capital
expenditure aspects

A similar approach can be taken with other metals including uranium or base metals sold on
the spot market and benchmarks are similar to gold properties. Value is estimated as a
percentage of contained value once appropriate discounts for uncertainty relating to
resource categorisation are taken into account. An example of appropriate discounts for
Rare Earths, Iron Ore and Base Metals is included below but these must be considered on a
case-by-case basis.
Operations Factors
Recovery
Mining
Processing
Rail
Port
Capex
Marketing
Total Operating Discount

Rare Earths
60%
100%
50%
75%
90%
50%
75%
7.6%

Iron Ore
88.00%
90.00%
80.00%
80.00%
70.00%
70.00%
85.00%
21.10%

Base Metals
100%
100%
90%
90%
90%
90%
90%
59.0%

The AAC for gold projects lies in the range of 2% to 5%. The data set does not differentiate
between resource categories and it is implicit that this has been taken into account with risk
related discounts. Information on sales internationally has shown a pattern for ‘Apparent
Acquisition Cost’ (AAC) over the last twenty years as shown in the following chart.
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Comparative transactions in the gold industry over the last 20 years
Average Acquisition Cost

For the purpose of valuation the Average Acquisition Cost for the lower, preferred and
higher value is selected at the 25th, 50th and 75th percentiles.

Percentile
Average Acquisition Cost

th

10
2.2%

AAC Percentiles
25th
2.5%

50th
3.0%

75th
3.4%

90th
3.9%
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APPENDIX C
INDDEPENDENT VALUATION OF THE MINERAL ASSETS OF EAST ENERGY
RESOURCES LIMITED IN QUEENSLAND

EAS0370A/ EER IER on the Acquisition of Idalia Coal

27

Malcolm Castle
Agricola Mining Consultants Pty Ltd
P.O. Box 473, South Perth, WA 6951
Phone: 61 (8) 9474 9351
Mobile: 61 (4) 1234 7511
Email: mjcastle@castleconsulting.com.au
ABN: 84 274 218 871

27 March 2013
The Directors
Stantons International Securities
Level 2, 1 Walker Avenue
West Perth, WA, 6005

Dear Sirs,
Re: INDEPENDENT VALUATION OF THE MINERAL ASSETS of EAST ENERGY RESOURCES LIMITED
in QUEENSLAND
I have been commissioned by the Directors of Stantons International Securities (“Stantons” or the
“Company”) to provide a Mineral Asset Valuation Report (“Report”) of the Blackall Coal Deposit in
Queensland. This report serves to comment on the geological setting and exploration results on the
properties and presents a technical and market valuation for the exploration assets based on the
information in this Report.
The present status of the coal deposit in this report is based on information provided by the
Company and is set out in the Tenement Schedule. The Report has been prepared on the
assumption that the tenements are lawfully accessible for evaluation.
DECLARATIONS
Relevant codes and guidelines
This report has been prepared as a technical assessment and valuation in accordance with the Code
for Technical Assessment and Valuation of Mineral and Petroleum Assets and Securities for
Independent Expert Reports (the “VALMIN Code”), which is binding upon Members of the
Australasian Institute of Mining and Metallurgy (“AusIMM”) and the Australian Institute of
Geoscientists (“AIG”), as well as the rules and guidelines issued by the Australian Securities and

Investments Commission (“ASIC”) and the ASX Limited (“ASX”) which pertain to Independent Expert
Reports (Regulatory Guides RG111 and RG112).
Where mineral resources have been referred to in this report, the classifications are consistent with
the ”Australasian Code for Reporting of Exploration Results, Mineral Resources and Ore Reserves
(“JORC Code”), prepared by the Joint Ore Reserves Committee of the AusIMM, the AIG and the
Minerals Council of Australia, effective December 2012.
Under the definition provided by the VALMIN Code, the properties are classified as ‘Development
Projects’ which contain Mineral Resources and are committed to production and ‘exploration areas’,
which are inherently speculative in nature. The properties are considered to be sufficiently
prospective, subject to varying degrees of risk, to warrant further exploration and development of
their economic potential.
Sources of Information
The statements and opinion contained in this report are given in good faith and this review is based
on information provided by the title holders, along with technical reports by consultants, previous
tenements holders and other relevant published and unpublished data for the area. I have
endeavoured, by making all reasonable enquiries, to confirm the authenticity, accuracy and
completeness of the technical data upon which this report is based. A final draft of this report was
provided to the Company, along with a written request to identify any material errors or omissions
prior to lodgement.
In compiling this report, I did not carry out a site visit to any of the Company’s Project areas. Based
on my professional knowledge and experience and the availability of extensive databases and
technical reports made available by various Government Agencies, I consider that sufficient current
information was available to allow an informed appraisal to be made without such a visit.
The independent valuation report has been compiled based on information available up to and
including the date of this report. Consent has been given for the distribution of this report in the
form and context in which it appears. I have no reason to doubt the authenticity or substance of the
information provided.
Qualifications and Experience
The person responsible for the preparation of this report is:
Malcolm Castle, B.Sc.(Hons), GCertAppFin (Sec Inst), MAusIMM
Malcolm Castle has over 45 years’ experience in exploration geology and property
evaluation, working for major companies for 20 years as an exploration geologist. He
established a consulting company 20 years ago and specialises in exploration management,
technical audit, due diligence and property valuation at all stages of development. He has
wide experience in a number of commodities including uranium, gold, base metals, iron ore
and mineral sands. He has been responsible for project discovery through to feasibility study
in Australia, Fiji, Southern Africa and Indonesia and technical Audits in many countries. He
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has completed numerous Independent Geologist’s Reports and mineral asset valuations
over the last decade as part of his consulting business.
Mr Castle completed studies in Applied Geology with the University of New South Wales in
1965 and has been awarded a B.Sc.(Hons) degree. He has completed postgraduate studies
with the Securities Institute of Australia in 2001 and has been awarded a Graduate
Certificate in Applied Finance and Investment in 2004.
Competent Persons Statement
The information in this Independent Geological Report that relates to Exploration Targets,
Exploration Results, Mineral Resources or Ore Reserves is based on information compiled by
Malcolm Castle, a competent person who is a Member of the Australasian Institute of Mining and
Metallurgy (“AusIMM”). Malcolm Castle is a consultant geologist employed by Agricola Mining
Consultants Pty Ltd. Mr Castle has sufficient experience that is relevant to the style of mineralisation
and type of deposits under consideration and to the activity being undertaken to qualify as a
Competent Person as defined in the 2012 edition of the “Australasian Code for Reporting of
Exploration Results, Mineral Resources and Ore Reserves” (JORC Code). Malcolm Castle consents to
the inclusion in this report of the matters based on his information in the form and context in which
it appears.
Independence
I am not, nor intend to be a director, officer or other direct employee of the Company or East Energy
Limited and have no material interest in the Projects or the Company. The relationship with the
Company is solely one of professional association between client and independent consultant. The
review work and this report are prepared in return for professional fees based upon agreed
commercial rates and the payment of these fees is in no way contingent on the results of this
Report.
I currently hold 40,000 ordinary shares in East Energy Resources and I was a Non-Executive Director
of that company from December 2007 to 24 November 2011. I do not consider this shareholding to
represent a significant pecuniary or beneficial interest in The Company or the former directorship to
affect my independence.
Yours faithfully

Malcolm Castle
B.Sc.(Hons) MAusIMM,
GCertAppFin (Sec Inst)
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TENEMENT S CHEDULE

Tenement

Reg
Owner

Block
Size

Annual
Rent

Granted

Expire

Spend

Already
spent

Still to
spend

Reduced
subblocks

Tenement
Doc issued

Encumb
-erances

Notes

EPC 1149

East
Energy
Resources
Limited

300

$37,005

22/4/08

21/4/13

1:$1.28m

$12.147m

Nil

1: 300

Yes

Yes.
Idalia
have a
charge
over this
teneme
nt.

Variation to retain all 300
subblocks upon
anniversary on 20/4/13.
Application to renew for
further 5 years was lodged
in December and is being
processed.

2:$915K

2: 300

3:$310K

3: 240

4:$310K

4: 192
5: 154

The tenement schedule includes all matters addressed in Paragraph 68 of the Valmin Code (2005) that are
considered to be material to the valuation.

The status of the tenement has been verified based on a recent independent inquiry included in the
Prospectus for the Initial Public Offering for the Company and updated by Environmental Licencing
Professionals, who are tenement managers for the Company pursuant to paragraphs 67 and 68 of
the Valmin Code. The tenement is believed to be in good standing at the date of this valuation as
represented by the Company. Some future events such as the grant (or otherwise) of expenditure
exemptions and plaint action may impact of the valuation and may give grounds for a reassessment.
VALUATION ASSESSMENT

The Blackall Coal Project contains estimated Mineral Resources or Exploration Targets. When a
resource or defined body of mineralisation has been outlined and its economic viability has still to be
established (i.e. there is no ore reserve) then a Comparable Transactions approach is usually applied,
often stated as a percentage of in situ value. This can be applied to Mineral Resource estimates and
Exploration Targets set out in accordance with the JORC code with appropriate discounts for risk in
the different categories.
With coal and mineral projects the method requires allocating a dollar value to resource tonnes in
the ground. This may also apply to well established zones of mineralisation which have not formally
been categorised under the JORC code. An additional risk weighting may be appropriate in these
circumstances. Value is estimated as a percentage of contained value once appropriate discounts for
uncertainty relating to resource categorisation are taken into account.
The valuation of the material inventory encapsulates all the value for the tenement and a separate
value for exploration potential for the tenement is not considered warranted.
Paragraph 65 of RG 111 discusses a preference for the use of more than one valuation methodology.
In the absence of a resource estimate in accordance with the JORC code an alternative method to
the Geo-factor Rating method might consider past expenditure on the tenements and the uplift of
value provided by encouraging result.
Past expenditures for the Company’s current tenements are not available from the previous
explorers of the same ground over the duration of modern exploration and reliance is mainly placed
on the Geo-factor method.

COMPARABLE TRANSACTI ONS VALUATION METHOD
MINERAL RESOURCE ESTIMATES

A resource estimate in accordance with the JORC code has been compiled for the Blackall Coal
Project and has been announced to the ASX in a release dated 17 September 2012 and is accepted
here for the purpose of the valuation.


627.5 million tonnes are classified as Indicated Resource



1113 million tonnes are classified as Inferred Resource

The Mineral Resources summary is based on information compiled by Dr Gerard McCaughan, who is
a Member of the Australasian Institute Of Mining and Metallurgy. Dr McCaughan is a full time
employee of SRK Consulting (Australasia) Pty Ltd (‘SRK’), and has sufficient experience which is
relevant to the style and type of deposit under consideration and to the activity which he is
undertaking to qualify as a Competent Person as defined in the 2012 Edition of the ‘Australasian
Code for Reporting of Exploration Results, Mineral Resources and Ore Reserves’.
The author of this Report is not aware of any new information or data that materially affects the
information included in the ASX release and, in the case of mineral resources that all the material
assumptions and technical parameters underpinning the estimates in the ASX release continue to
apply and have not materially changed. The form and context in which Dr Gerard McCaughan’s
findings are presented have not been materially modified.
Competent Persons Statement
The information in the Independent Geological Report that relates to Exploration Targets,
Exploration Results, Mineral Resources or Ore Reserves is based on information compiled by SRK and
reviewed by Malcolm Castle, a competent person who is a Member of the Australasian Institute of
Mining and Metallurgy (“AusIMM”). Malcolm Castle is a consultant geologist employed by Agricola
Mining Consultants Pty Ltd. Mr Castle has sufficient experience that is relevant to the style of
mineralisation and type of deposits under consideration and to the activity being undertaken to
qualify as a Competent Person as defined in the 2012 edition of the “Australasian Code for Reporting
of Exploration Results, Mineral Resources and Ore Reserves” (JORC Code). Malcolm Castle consents
to the inclusion in this report of the matters based on his information in the form and context in
which it appears.
VALUATION METHODOLOG Y

The estimated contained value for the Coal Resource is estimated based on adjusted current coal
prices. The current Australian thermal coal price is currently in the range of $90 to $100 per tonne
for high quality product. 1
SWAP NEWC® Index 6 Feb 13

1

Bid

Offer

Mid

Diff

Feb'13

96.1

96.6

96.35

0.05

Mar'13

96

96.5

96.25

-0.05

Apr'13

95.35

95.85

95.6

-0.2

May'13

94.8

95.3

95.05

-0.05

Rex Littleman, Director East Energy Limited, Pers, Comm.
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Q2'13

94.8

95.3

95.05

-0.05

Q3'13

94.45

94.95

94.7

-0.1

Q4'13

95.3

95.8

95.55

0.1

Q1'14

95.6

96.1

95.85

-0.85

CAL-14

98.35

98.85

98.6

-0.2

CAL-15

102.65

103.15

102.9

-0.25

CAL-16

106.9

107.4

107.15

0

CAL-17

111.05

111.55

111.3

-0.1

The Blackall coal is known to have issues with impurities and low thermal value which would attract
a discount to the high price offered for best quality coal. For the purposes of this valuation a sale
price of $40 per tonne is considered reasonable in the current market.
A discount factor is applied to the contained value to recognise the JORC category and allow for
resource risk. The base value for the project is estimated by multiplying the contained value by the
discount factors. A further discount is also applied to the contained value to recognise the project
operational factors which relate to coal deposits.
Resource Category Discounts
Measured Resource

80%

Indicated Resource

70%

Inferred Resource

60%

Exploration Target

50%

Material Inventory

45%

Operations Factors
Recovery

Surface
75.00%

Mining

60.00%

Processing

80.00%

Rail

35.00%

Port

40.00%

Capex

70.00%

Marketing

75.00%

Total Operating Discount

2.65%

Base Value = [Tonnes of Coal]*[Value of coal per tonne]*[Resource and Operational
Discounts]
Discounted Base Value A$M
Measured

Surface
-

Indicated

464.90

Inferred

706.80
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Exploration Target

-

Material Inventory
Total

1,171.70

A$ per tonne

$0.67

Average Acquisition Cost
A range of average acquisition cost (AAC) percentages is estimated based on a database of
comparative transactions in the mineral industry over the last 20 years. The percentage represents
the amount paid for deposits as a proportion of the contained value adjusted for the uncertainty of
the Category assigned under the JORC code.

The AAC for projects lies in the range of 2% to 4.5%. The data set does not differentiate
between resource categories and it is implicit that this has been taken into account with risk
related discounts. Information on sales internationally has shown a pattern for the AAC as
shown in the percentile table.
AAC Percentiles
Percentile

10th

25th

50th

75th

90th

AAC

2.2%

2.6%

3.0%

3.6%

3.9%

For the purpose of this valuation the Average Acquisition Cost for the lower, preferred and
higher value is selected at the 25th, 50th and 75th percentiles. The Base Value is multiplied by
AAC Percentiles to arrive at the estimated project technical value.
Technical Value
Technical Value = [Base Value]*[Average Acquisition Cost%]
Total Project Technical Value, A$M

Surface

Low

30.46

High

42.18

Preferred

35.15

% of contained value

0.05%

A$ per tonne

$0.02

Market Value
In arriving at a fair market value for a particular exploration tenement, I have considered the current
market for exploration properties in Australia and overseas. It is considered appropriate to apply a
significant discount to the technical value of the Mineral Resources.
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The current market value for mineral projects in Australia is considered to be depressed and a
market factor of -5% to -10% has been applied to the technical value for the Blackall Deposit when
the remote location and quality of the coal is taken into account.

Market Value = [Technical Value]*[Adjusted Market Factor]
Total Project Market Value, A$M

Surface

Low

27.42

High

40.07

Preferred

33.75

% of contained value

0.05%

A$ per tonne

$0.019

VALUATION OPINION

Based on an assessment of the factors involved I estimate the value for exploration projects to be
in the range A$27 million to A$40 million with a preferred value of A$34 million. This valuation is
effective on 27 March 2013.
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APPENDIX
MINERAL ASSETS VALUATION METHODOLOG Y FOR EXPLORATION TE NEMENTS
FAIR MARKET VALUE OF MINERAL ASSETS

Mineral assets include, but are not limited to, mining and exploration tenements held or acquired in
connection with the exploration, the development of, and the production from those tenements
together with all plant, equipment and infrastructure owned or acquired for the development,
extraction and processing of minerals in connection with those tenements.
Mineral assets classification
Exploration areas
Advanced exploration areas
Pre-development projects
Development projects
Operating Mines

Mineralization may or may not have been identified, but where a mineral resource has
not been defined.
Mineral resources have been identified and their extent estimated (possibly
incompletely). This includes properties at the early stage of assessment.
A positive development decision has not been made. This includes properties where a
development decision has been negative, properties on care and maintenance and
properties held on retention titles.
Committed to production, but which, are not yet commissioned or not initially operating
at design levels.
Mineral properties, particularly mines and processing plants, which have been fully
commissioned and are in production.

The fair market value of a mineral asset is the estimated amount of money or the cash equivalent or
some other consideration for which the mineral asset should change hands between a willing buyer
and a willing seller in an arm’s length transaction. Each party is assumed to have acted
knowledgeably, prudently and without compulsion.
The value of a mineral asset usually consists of two components,


The underlying or Technical Value which is an assessment of a mineral asset’s future net
economic benefit under a set of appropriate assumptions, excluding any premium or
discount for market, strategic or other considerations.



The Market Component, which is a premium relating to market, strategic or other
considerations which, depending on circumstances at the time, can be either positive,
negative or zero.

When the technical and market components of value are combined the resulting value is referred to
as the market value. A consideration of country risk should also be taken into account for overseas
projects.
The value of mineral assets is time and circumstance specific. The asset value and the market
premium (or discount) changes, sometimes significantly, as overall market conditions, commodity
prices, exchange rates, political and country risk change.
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REGULATORY AUTHORITIES

Mineral asset valuations are governed by the VALMIN code and ASIC Practice Note 43 in Australia
and by the CIMVAL code, NI43-101 and TSXV Appendix 3G in Canada
THE VALMIN CODE

The four main requirements of the VALMIN Code are
Transparency The report needs to explain how the valuation was done and the assumptions used in
calculating the value. The objective is to provide sufficient information that other people can come
up with the same answer.
Materiality This means the valuer has to ensure that all important data that could have a significant
impact on the valuation is included in the report.
Competence The valuer must be competent at doing valuations. The person needs to be an expert in
the particular exploration target being evaluated. Typically the person needs at least 5 years’
experience in that commodity.
Independence. The valuer must act in a professional manner and not favour the buyer or the seller.
In other words the price must be set at a “fair market value”. To achieve independence, the valuer
must not receive any special benefit from doing the study.
The decisions as to the valuation methodology or methodologies to be used and the content of the
Report are solely the responsibility of the Expert or Specialist whose decisions must not be
influenced by the Commissioning Entity. The Expert or Specialist must state the reasons for selecting
each methodology used in the Report. Methods chosen must be rational and logical and be based
upon reasonable grounds.
The Expert or Specialist should make use of valuation methods suitable to the Mineral or Petroleum
Assets or Mineral or Petroleum Securities under consideration. Selection of the appropriate
valuation method will depend on, inter alia:
(a) the purpose of the Valuation;
(b) the development status of the Mineral or Petroleum Assets;
(c) the amount and reliability of relevant information;
(d) the risks involved in the venture; and
(e) the relevant market conditions for commodities and/or shares.
The Expert or Specialist should choose, discuss and disclose the selected valuation method(s)
appropriate to the Mineral or Petroleum Assets or Mineral or Petroleum Securities under
consideration, stating the reasons why the particular valuation method(s) have been selected in
relation to those factors set out in Paragraph 39 and to the adequacy of available data. It may also
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be desirable to discuss why a particular valuation method has not been used. The disclosure should
give a sufficient account of the valuation method(s) used so that another Expert could understand
the procedure used and assess the Valuation. Should more than one valuation method be used and
different valuations result, the Expert or Specialist should comment on the reason(s) for selecting
the Value adopted.
Australian Securities and Investment Commission – Regulatory Guides RG111 and RG112
It is not the ASIC’s role or intention to limit the expert’s exercise of skill and judgment in selecting
the most appropriate method or methods of valuation. However, it is appropriate for the expert to
consider:
(a) the discounted cash flow method;
(b) the amount which an alternative acquirer might be willing to offer if all the securities in the
target company were available for purchase;
The ASIC does not suggest that this list is exhaustive or that the expert should use all of the methods
of valuation listed above. The expert should justify the choices of valuation method and give a
sufficient account of the method used to enable another expert to replicate the procedure and
assess the valuation. It may be appropriate for the expert to compare the figures derived by more
than one method and to comment on any differences.
The complex valuations in an expert’s report necessarily contain significant uncertainties. Because of
this an expert who gives a single point value will usually be implying spurious accuracy to his or her
valuation. An expert should, however, give as narrow a range of values as possible. An expert report
becomes meaningless if the range of values is too wide. An expert should indicate the most probable
point within the range of values if it is feasible to do so.
The expert should carry out sufficient enquiries or examinations to establish reasonable grounds for
believing that any profit forecasts, cash flow forecasts and unaudited profit figures that are used in
the expert’s report, and have been prepared on a reasonable basis. If there are material variations in
method or presentation the expert should adjust for or comment on them in the report.
The expert should discuss the implications to his or her valuation if:
(a) the current market value of the subject of the report is likely to change because of market
volatility (for example, boom or depression); or
(b) the current market value differs materially from that derived by the chosen method.
VALUATION METHODOLOG Y FOR EXPLORATION TE NEMENTS

Valuation of exploration properties is exceptionally subjective. If an economic resource is
subsequently identified then a new valuation will be dramatically higher, or alternatively if
expenditure of further exploration dollars is unsuccessful then it is likely to decrease the value of the
Tenements. There are a number of generally accepted procedures for establishing the value of
exploration properties and, where relevant, the use of more than one such method to enable a
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balanced analysis and a check on the result has been undertaken. The value will always be presented
as a range with the preferred value identified. The preferred value need not be the median value,
and will be determined by the Independent Expert based on his experience.
The Independent Expert, when determining a value for a mineral asset, must assess a range of
technical issues prior to selection of a valuation methodology. Often this will require seeking advice
from a specialist in specific areas. The key issues are:


geological setting and style of mineralization



level of knowledge of the geometry of mineralization in the district



mining history, including mining methods



location and accessibility of infrastructure



milling and metallurgical characteristics of the mineralization



results of exploration including geological mapping, costeaning and drilling of interpretation
of geochemical anomalies



parameters used to identify geophysical and remote sensing data anomalies



location and style of mineralization identified on adjacent properties



appropriate geological models

In addition to these technical issues the Independent Expert needs to make a judgement about the
market demand for the type of property, commodity markets, financial markets and stock markets.
The technical value of a property should not be adjusted by a “market factor” unless there is a
marked discrepancy between the technical value and the market value. When this is done the factor
should be clearly identified.
Where there are identified reserves it is appropriate to use financial analysis methods to estimate
the net present value (NPV) of the properties. This technique has deficiencies which include
assessment of only a very narrow area of risk, namely the time value of money given the real
discount rate, and the underlying assumption that a static approach is applicable to investment
decision making, which is clearly not the case.
When assessing value of exploration properties with no identified mineral resources or only inferred
resources it is inappropriate to prepare any form of financial analysis to determine the net present
value. The valuation of exploration tenements or licences, particularly those without identified
resources, is highly subjective and a number of methods are appropriate to give a guide as discussed
below.
All of these valuation methods are relatively independent of the location of the mineral property.
Consequently the valuer will make allowance for access to infrastructure etc when choosing a
preferred value. It is observed that the Prospectivity Exploration Multiplier (PEM) is heavily based on
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the expenditure, while the Kilburn Geoscience Rating (Kilburn) is more heavily based on opinions of
the prospectivity hence tenements can have marked variation in value between the methods. If the
Kilburn assessment is high and the PEM is low it indicates effective well focussed exploration, if the
Kilburn is low and the PEM high it suggests that the tenement is considered to have lower
prospectivity.
PROSPECTIVITY ENHANCEMENT MULTIPLIER (PE M) OR MULTIPLE OF EXPLORATION
EXPENDITURE (MEE)

Past expenditure on a tenement and/or future committed exploration expenditure can establish a
base value from which the effectiveness of exploration can be assessed. Where exploration has
produced documented results a PEM can be derived which takes into account the valuer’s judgment
of the prospectivity of the tenement and the value of the database.
PEM Factors Used in this valuation method
PEM Range

Criteria

0.2 – 0.5

Exploration (past and present) has downgraded the tenement prospectivity, no mineralization
identified
Exploration potential has been maintained (rather than enhanced) by past and present activity
from regional mapping
Exploration has maintained, or slightly enhanced (but not downgraded) the prospectivity

0.5 – 1.0
1.0 – 1.3
1.3 – 1.5
1.5 – 2.0

Exploration has considerably increased the prospectivity (geological mapping, geochemical or
geophysical)
Scout Drilling has identified interesting intersections of mineralization

2.0 – 2.5

Detailed Drilling has defined targets with potential economic interest.

2.5 – 3.0

A resource has been defined at Inferred Resource Status, no feasibility study has been
completed
Indicated Resources have been identified that are likely to form the basis of a prefeasibility
study
Indicated and Measured Resources have been identified and economic parameters are
available for assessment.

3.0 – 4.0
4.0 – 5.0

Future committed exploration expenditure is discounted to 60% by some valuers to reflect the
uncertainty of results and the possible variations in exploration programmes caused by future
undefined events. Expenditure estimates for tenements under application are often discounted to
60% of the estimated value by some valuers to reflect uncertainty in the future granting of the
tenement. The PEM Factors are defined in the table.
GEO-FACTOR RATING METHOD (KILBURN)

Valuation is based on a calculation in which the geological prospectivity, commodity markets,
financial markets, stock markets and mineral property markets are assessed independently. The
Kilburn method is essentially a technique to define a value based on geological prospectivity. The
method appraises a variety of mineral property characteristics:
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location with respect to any off‐property mineral occurrence of value, or favourable
geological, geochemical or geophysical anomalies;



location and nature of any mineralization, geochemical, geological or geophysical anomaly
within the property and the tenor of any mineralization known to exist on the property
being valued;



number and relative position of anomalies on the property being valued;



geological models appropriate to the property being valued.

The Method systematically assesses and grades these four key technical attributes of a tenement to
arrive at a series of multiplier factors. The Basic Acquisition Cost (BAC) is the important input to the
Kilburn Method and it is calculated by summing the annual rent, statutory expenditure for a period
of 12 months and administration fees.
The current Base Acquisition Cost (BAC) for exploration projects is considered to be the average
expenditure for the first year of the licence tenure. Exploration Licences in Western Australia, for
example, attract a minimum annual expenditure for the first three years of $300 per square
kilometre and annual rent of $43.50. A 10% administration fee is taken into account to imply a BAC
of $360 to $400 per square kilometre. A similar approach based on expenditure commitments is
taken for Prospecting Licences and Mining Leases
Licence Type
Exploration Licence
(E, $/km2)
Prospecting Licences
(P, $/Ha)
Mining Lease
(M, $/Ha)

Expend.

Rent

Admin

Total

$/km2

BAC - Low

BAC - High

300

43.50

34.35

377.85

378

360

400

40.00

2.20

4.22

46.42

4,642

4,400

4,900

100.00

15.00

11.50

126.50

12,650

12,000

13,300

The multipliers or ratings and the criteria for rating selection across these four factors are
summarised in the following table.
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KILBURN GEO-FACTOR RATING CRITERIA - MODIFIED

Low

Average

High

Very
High

Rating

Address - Off Property

Mineralization - On
Property

Anomalies

Geology

0.5

Very little chance of
mineralization, Concept
unsuitable to
environment

Very little chance of
mineralization, Concept
unsuitable to
environment

Extensive previous
exploration with poor
results - no
encouragement

Generally
Unfavourable
lithology

1

Indications of
Prospectivity, Concept
validated

Indications of
Prospectivity, Concept
validated

Extensive previous
exploration with
encouraging results regional targets

Deep alluvium
Covered Generally
favourable geology

1.5

RAB Drilling with some
scattered results

Exploratory sampling
with encouragement,
Concept validated

Several early stage
targets outlined from
geochemistry and
geophysics

Shallow alluvium
Covered Generally
favourable geology
(50-60%)

2

Significant RC drilling
leading to advance
project status

RAB &/or RC Drilling
with encouraging
intercepts reported

Several well defined
surface targets with
some RAB drilling

Exposed favourable
lithology (60-70%)

2.5

Grid drilling with
encouraging results on
adjacent sections

Diamond Driing after RC
with encouragement

Several well defined
surface targets with
encouraging drilling
results

Strongly favourable
lithology (70-80%)

Resource areas
identified

Advanced Resource
definition drilling - early
stage

Several significant
subeconomic targets no indication of volume

Highly prospective
geology (90 - 100%)

3.5

Along strike or adjacent
to known mineralization
at Pre-Feasibility Stage

Resource areas
identified

Subeconomic targets of
possible significant
volume - early stage
drilling

4

Along strike or adjacent
to Resources at
Definitive Feasibility
Stage

Along strike or adjacent
to known mineralization
at Pre-Feasibility Stage

Marginal economic
targets of significant
volume - advanced
drilling

4.5

Along strike or adjacent
to Development Stage
Project

Along strike or adjacent
to Resources at
Definitive Feasibility
Stage

Marginal economic
targets of significant
volume - well drilled at
Inferred Resource
srage

5

Along strike or adjacent
to Operating Mine

Along strike or adjacent
to Development Stage
Project

Several significant ore
grade correlatable
intersections with
estimated resources

3
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Estimate of project value is carried out on a tenement by tenement basis and uses four calculations
as shown below. The value estimate is shown as a range with a preferred value.
Base Value = [Area]*[Grant Factor]*[Equity]*[Base Acquisition Cost]
Prospectivity Index = [Off Site Factor]*[On Site Factor]*[Anomaly Factor]*[Geology Factor]
Technical Value = [Base Value]*[Prospectivity Index]
Market Value = [Technical Value]*[ Market Premium Factor]

VALUATION OF RESOURCES BY COMPARABLE TRANSACTIONS

If a property in the recent past was the subject of an arms-length transaction, for either cash
or shares (i.e. from a company whose principal asset was the mineral property) then this
forms the most realistic starting point, provided that the deal is still relevant in today’s
market. Complicating matters is the knowledge that properties rarely change hands for
cash, except for liquidation purposes, estate sales, or as raw exploration property when sold
by an individual prospector, or entrepreneur.
Any underlying royalty or net profits interests or rights held by the original vendor of the
claims should be deducted from the resultant property value before determination of the
company’s interest. Also, reductions in value should be made where environmental, legal or
political sensitivities could seriously retard the development of exploration properties.
It should be noted again that exploration is cyclical, and in periods of low metal prices there
is often no market, or a market at very low prices, for ordinary exploration acreage
(inventory property) unless it is combined with a significant mineral deposit, or with other
incentives.
Truly Comparable Transactions are rare for early stage properties without defined drill
targets. This is natural in a recession, as companies focus on brownfields exploration.
Inflated prices paid for property in fashionable areas should not be discounted because they
reflect the true market value of a property at the transaction date. If however, the market
sentiment is not so buoyant then adjustments must be made.
When only a resource or defined body of mineralisation has been outlined and its economic
viability has still to be established (i.e. there is no ore reserve) then a Comparable
Transactions approach is usually applied, often stated as a percentage of metal value. This
can be applied to Mineral Resource estimates and Exploration Targets in accordance with
the JORC code with appropriate discounts for risk in the different categories.
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Resource Category Discounts
Measured Resource

80%

Indicated Resource

70%

Inferred Resource

60%

Exploration Target

50%

With gold projects the method requires allocating a dollar value to resource ounces of gold
in the ground. This may also apply to well established zones of mineralisation which have
not formally been categorised under the JORC code. An additional risk weighting may be
appropriate in these circumstances.
The dollar value must take into account a number of aspects of the resources including:







The confidence in the resource estimation (the JORC Category).
The quality of the resource (grade and recovery characteristics)
Possible extensions of the resource in adjacent areas
Exploration potential for other mineralisation within the tenements
Presence and condition of a treatment plant within the project
Proximity of toll treatment facilities, infrastructure, development and capital
expenditure aspects

A similar approach can be taken with other metals including uranium or base metals sold on
the spot market and benchmarks are similar to gold properties. Value is estimated as a
percentage of contained value once appropriate discounts for uncertainty relating to
resource categorisation are taken into account. An example of appropriate discounts for
Rare Earths, Iron Ore and Base Metals is included below but these must be considered on a
case-by-case basis.
Operations Factors
Recovery
Mining
Processing
Rail
Port
Capex
Marketing
Total Operating Discount

Rare Earths
60%
100%
50%
75%
90%
50%
75%
7.6%

Iron Ore
88.00%
90.00%
80.00%
80.00%
70.00%
70.00%
85.00%
21.10%

Base Metals
100%
100%
90%
90%
90%
90%
90%
59.0%

The AAC for gold projects lies in the range of 2% to 5%. The data set does not differentiate
between resource categories and it is implicit that this has been taken into account with risk
related discounts. Information on sales internationally has shown a pattern for ‘Apparent
Acquisition Cost’ (AAC) over the last twenty years as shown in the following chart.
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Comparative transactions in the gold industry over the last 20 years
Average Acquisition Cost

For the purpose of valuation the Average Acquisition Cost for the lower, preferred and
higher value is selected at the 25th, 50th and 75th percentiles.

Percentile
Average Acquisition Cost

th

10
2.2%

AAC Percentiles
25th
2.5%

50th
3.0%

75th
3.4%

90th
3.9%

VALUATION REFERENCES

AusIMM, (2004), “Australasian Code for Reporting of Mineral Resources and Ore Reserves (JORC
Code), prepared by the Joint Ore Reserves Committee (JORC) of the AusIMM, the Australian Institute
of Geoscientists (AIG) and the Minerals Council of Australia (MCA)”, (The JORC Code) effective
December 2004.
AusIMM. (2005), “Code for the Technical Assessment and Valuation of Mineral and Petroleum Assets
and Securities for Independent Expert Reports (the VALMIN Code)” 2005 Edition.
AusIMM, (1998), “Valmin 94 – Mineral Valuation Methodologies”.
Barnett, D W and Sorentino, C, 1994. Discounted cash flow methods and the capital asset pricing
model, in Proceedings Mineral Valuation Methodologies 1994 (VALMIN ‘94) pp 17‐35 (The
Australasian Institute of Mining and Metallurgy: Melbourne).
CANADIAN INSTITUTE OF MINING, METALLURGY AND PETROLEUM, (2000), “CIM Standards on
Mineral Resources and Reserves-Definitions and Guidelines”. Prepared by the CIM Standing
Committee On Reserve Definitions. Adopted by CIM Council August 20, 2000.
Page | 19

CIM, (April 2001), “CIM Special Committee on Valuation of Mineral Properties (CIMVAL)” Discussion
paper.
CIM, (2003) – “Standards and Guidelines for Valuation of Mineral Properties. Final Version, February
2003” Special Committee of the Canadian Institute of Mining, Metallurgy and Petroleum on
Valuation of Mineral Properties (CIMVAL).
Goulevitch J and Eupene G S; 1994; Geoscience rating for valuation of exploration properties –
applicability of the Kilburn Method in Australia and examples of its use; Proceedings of VALMIN 94;
pages 175 to 189; The Australasian Institute of Mining and Metallurgy, Carlton, Australia.
Kilburn, LC, 1990, “Valuation of Mineral Properties which do not contain Exploitable Reserves” CIM
Bulletin, August 1990.
Lawrence, M.J, 2007. Valuation methodology for Iron Ore Mineral Properties – thoughts of an Old
Valuer: Iron ore Conference, Perth WA, 20 – 22 August 2007.
Rudenno, (1998), “The Mining Valuation Handbook”.
Rudenno, (2009), “The Mining Valuation Handbook” 3rd Edition.
Wellmer, F., 1989, “Economic Evaluations in Exploration”, Springer.

Page | 20

Annexure B – Associates of Camvill
Each of the following entities are Associates of Camvill in relation to its investment in the
Company:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Noble Group Limited
Chongqing Xinfu Food Co., Ltd
Cocaf Ivoire S.A.
Crawley Resources Limited
Evera Sociedad Anonima Comerical
Janvel Pty Limited
Jonesville Limited
Lanzoni Limited
Longkou Xinlong Edible Oil Co., Ltd.
Lonner Pty Limited
Nantong Noble Grain and Protein Co., Ltd.
Noble Americas Corp.
Noble Americas Energy Solutions LLC
Noble Americas Gas & Power Corp.
Noble Argentina S.A.
Noble Brasil S.A.
Noble Carbon Credits Limited
Noble Chartering Inc.
Noble Chartering Limited
Noble Clean Fuels Limited
Noble Europe Limited
Noble Mount Investments Limited
Noble Netherlands B.V.
Noble Paraguay Sociedad Anonima
Noble Petro Inc.
Noble Resources Group Limited
Noble Resources Limited
Noble Resources Pte. Ltd.
Noble Resources SA
Noble Resources UK Limited
Noble Trade Finance Hong Kong Limited
Onglory Pty Limited
PT Henrison Inti Persada
PT Pelayaran Nasional Tanjungriau Servis
PT Sanga Coal Indonesia
Qinzhou Dayang Cereals and Oils Company Limited
Ravenca Limited
Stelmont Group Limited
Summer Fortune Limited
Territory Mineral Sands Pty Ltd
Territory Resources Limited
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PROXY FORM
APPOINTMENT OF PROXY
EAST ENERGY RESOURCES LIMITED
ACN 126 371 828
GENERAL MEETING
I/We

of
being a member of East Energy Resources Limited entitled to attend and vote at the General Meeting,
hereby
Appoint

Name of proxy (Please note: Leave blank if you have selected the Chair of the General Meeting as your
proxy.)
OR

the Chair of the General Meeting as your proxy

or failing the person so named or, if no person is named, the Chairman of the Meeting or the Chairman's nominee, to vote in
accordance with the following directions or, if no directions have been given, and subject to the relevant laws as the proxy sees
fit at the General Meeting to be held at Bentleys, Level 1, 12 Kings Park Road, West Perth WA on 3 May 2013 at 10:30am
(WST) and at any adjournment thereof.

If no directions are given, the Chair will vote in favour of all the Resolutions.
If the Chair of the General Meeting is appointed as your proxy, or may be appointed by default, and you do not
wish to direct your proxy how to vote as your proxy in respect of the Resolutions please place a mark in this
box. By marking this box, you acknowledge that the Chair of the General Meeting may exercise your proxy
even if he has an interest in the outcome of the Resolutions and that votes cast by the Chair of the General
Meeting for Resolutions other than as proxy holder will be disregarded because of that interest. If you do not
mark this box, and you have not directed your proxy how to vote, the Chair will not cast your votes on the
Resolutions and your votes will not be counted in calculating the required majority if a poll is called on the
Resolutions.
OR

Voting on Business of the General Meeting
FOR

AGAINST

ABSTAIN

RESOLUTION 1 – ACQUISITION OF A SUBSTANTIAL ASSET AND
ISSUE OF CONSIDERATION SHARES
RESOLUTION 2 – APPROVAL OF ROYALTY DEEDS
RESOLUTION 3 - APPROVAL OF FACILITY AGREEMENT AND SECURITY DEED
RESOLUTION 4 - APPROVAL OF LIFE OF MINE AGREEMENT
Please note: If you mark the abstain box for a particular Resolution, you are directing your proxy not to vote on that Resolution on a
show of hands or on a poll and your votes will not be counted in computing the required majority on a poll.
If two proxies are being appointed, the proportion of voting rights this proxy represents is ____%.

Signature of Member(s):

______________________

Date:

______________________

______________________

Individual or Member 1

Member 2

Member 3

Sole Director/Company Secretary

Director

Director/Company Secretary

Contact Name:

Contact Ph (daytime):

Date:

______________________

______________________

______________________
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EAST ENERGY RESOURCES LIMITED
ACN 126 371 828
Instructions for Completing ‘Appointment of Proxy’ Form
1.

A Member with two or more votes entitled to attend and vote at the Meeting is entitled to
appoint not more than two proxies to attend and vote on their behalf. Where more than
one proxy is appointed, such proxy must be allocated a proportion of the Member's voting
rights. If the Shareholder appoints two proxies and the appointment does not specify this
proportion, each proxy may exercise half the votes.

2.

A duly appointed proxy need not be a Member of the Company. In the case of joint
holders, all must sign.

3.

Corporate Shareholders should comply with the execution requirements set out on the
proxy form or otherwise with the provisions of Section 127 of the Corporations Act 2001.
Section 127 of the Corporations Act provides that a company may execute a document
without using its common seal if the document is signed by:
(a)

two directors of the company;

(b)

a director and a company secretary of the company; or

(c)

for a proprietary company that has a sole director who is also the sole company
secretary - that director.

4.

For the Company to rely on the assumptions set out in Section 129(5) and (6) of the
Corporations Act, a document must appear to have been executed in accordance with
Section 127(1) or (2). This effectively means that the status of the persons signing the
document or witnessing the affixing of the seal must be set out and conform to the
requirements of Section 127(1) or (2) as applicable. In particular, a person who witnesses
the affixing of a common seal and who is the sole director and sole company secretary of
the company must state that next to his or her signature.

5.

Completion of a proxy form will not prevent individual Shareholders from attending the
Meeting in person if they wish. Where a Shareholder completes and lodges a valid proxy
form and attends the Meeting in person, then the proxy's authority to speak and vote for
that Shareholder is suspended while the Shareholder is present at the Meeting.

6.

If a proxy form or form of appointment of corporate representative is lodged and is
executed under power of attorney, and you have not already provided the power of
attorney to the registry, you should attach the power of attorney or a certified copy to this
form when you return it.

7.

To vote by proxy, please complete and sign the proxy form enclosed:
(a)

send the proxy form by post to East Energy Resources Limited, PO Box 44, West
Perth WA 6872; or

(d)

by facsimile to the Company on facsimile number (+ 61 8) 9226 4300,

so that it is received not later than 48 hours prior to the commencement of the Meeting.
8.

Proxy forms received later than this time will be invalid.
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