Avoca Resources

Bring on the gold pour!

B Price weakness = buy opportunity
In trade yesterday, AVO’s share price dropped by more than 10% to a 3 month
low of $2.01. In our view, yesterday’s sell down was temporary and could well be
end of financial year profit taking by investors. We retain our Buy rating on the
stock, AVO is trading at 1.19x NAV, which is at the lower end compared to the
peer average of 1.60x.

First gold pour imminent

Commissioning at the Higginsville treatment plant is progressing well — we are
expecting its first gold pour sometime next week. Future catalysts for AVO
include successful delivery on projected physical and cash cost estimates post
production ramp-up, and exploration discovery news flow from both the Trident
deposit and its JV’s.

. Estimates (Jun)

(AS) 2006A 2007A 2008E 2009E 2010E
Net Profit b/f Abnormals 2) 4 (6) 45 74
EPS (0.011) (0.023) (0.026) 0.202 0.332
EPS Change (YoY) -46.5%  115.9% 144%  -867.4% 64.5%
Dividend / Share 0 0 0 0 0
Free Cash Flow / Share (0.036) (0.123) (0.515) 0.194 0.390

Valuation (Jun)

2006A 2007A 2008E 2009E 2010E
P/IE NM NM NM 10.84x 6.59x
Dividend Yield 0% 0% 0% 0% 0%
EV / EBITDA* -135.64x -73.11x  -101.40x 4.90x 2.89x
Free Cash Flow Yield* -1.12% -4.98%  -23.81% 9.08% 18.24%

* For full definitions of iQmethod ™ measures, see page 6.
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Price A$2.19
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Mrkt Val / Shares Out (mn) US$457/218.9
Average Daily Volume 774,912
ML Symbol / Exchange AVORF / ASX
Bloomberg / Reuters AVO AU/ AVO.AX
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iQprofile™ Avoca Resources

Key Income Statement Data (Jun) 2006A 2007A 2008E 2009E 2010E
(A$ Millions)
Sales 0 0 0 176 219
Operating Expenses 2 (5) (6) (74) (75)
EBITDA 2 (5) 5) 102 143
Depreciation & Amortization 0 0 €] (30) (34)
EBIT 2 (5) (6) 72 109
Net Interest & Other income 0 1 0 ) (3)
Associates NA NA NA NA NA
Pretax Income 2 (5) (6) 65 106
Tax (expense) / Benefit 0 0 0 19 (32)
Net Profit b/f Abnormals 2) 4 (6) 45 74
Non-Recurring ltems 0 0 0 0 0
Net Income (Reported) 2 4 (6) 45 74
Avg F Diluted Shares Outstanding 150 194 222 224 224
Key Cash Flow Statement Data
EBITDA 2 (5) (5) 102 143
Change in Working Capital 1 3 3 1 0
Deferred Taxation Charge 0 0 0 0 0
Other Adjustments, Net 1 1 1 1 1
Cash Flow from Operations 0 1) 2 77 109
Capital Expenditure (6) (23) (112) (34) (22)
(Acquisition) / Disposal of Investments 0 2 0 0 0
Other Cash Inflow / (Outflow) 0 0 0 0 0
Cash Flow from Investing (6) (25) (112) (34) (22)
Shares Issue / (Repurchase) 11 76 2 0 0
Cost of Dividends Paid 0 0 0 0 0
Cash Flow from Financing 11 129 42 0 (35)
Free Cash Flow (5) (24) (114) 44 87
Net Debt ! (61) 50 7 (81)
Change in Net Debt NA NA NA NA NA
Key Balance Sheet Data
Property, Plant & Equipment 17 50 169 172 159
Other Non-Current Assets 1 1 3 3 3
Trade Receivables 0 1 5 5 5
Cash & Equivalents 7 109 38 81 134
Other Current Assets 0 0 0 0 0
Total Assets 26 161 216 263 302
Long-Term Debt 0 35 88 53 53
Other Non-Current Liabilities 0 0 0 0 0
Short-Term Debt 0 13 0 35 0
Other Current Liabilities 0 0 0 0 0
Total Liabilities 2 59 110 111 76
Total Equity 24 102 106 152 227
Total Equity & Liabilities 26 161 216 263 302
iQmethod*” - Bus Performance*
Return on Capital Employed -8.5% -4.2% -0.9% 23.9% 30.2%
Return on Equity -8.5% -7.1% -6.0% 35.0% 39.3%
Operating Margin NA NA - 40.9% 49.9%
1,949,311.6%
EBITDA Margin NA NA  -1,344.0% 58.1% 65.5%
iQmethod*” - Quality of Earnings*
Cash Realization Ratio -0.1x 0.1x 0.3x 1.7x 1.5x
Asset Replacement Ratio 126.1x 66.1x 179.9x 1.1x 0.6x
Tax Rate (Reported) 21.4% 6.0% 0.4% 30.0% 30.0%
Net Debt-to-Equity Ratio -31.4% -60.2% 47.5% 4.5% -35.5%
Interest Cover NA -7.5x -1.4x 6.8x 14.7x
Key Metrics
Franking 0% 0% 0% 0% 0%

* For full definitions of iQmethod ™ measures, see page 6.

Company Description

Avoca Resources is an emerging gold miner in
Western Australia with its Trident deposit. First
production is targeted 2H08 with an attractive
growth profile and significant upside from
exploration.

Investment Thesis

Avoca is a single gold mine developer starting
production shortly. While project delivery and
production performance are risks, we see good
value post a successful commissioning and gold
pour.

Table 1: Macro Assumptions

Assumptions 08E 09E 10E
Average Exchange Rate (A$/US$) 0.90 0.94 0.87
Gold Price (US$/0z) 825 968 1,050

Source: ML estimate

Stock Data

Price to Book Value 4.5x
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Chart 1: Avoca’s Higginsville Treatment Plant

Source: AVO

Avoca Resources

Higginsville gold pour on track

First gold pour imminent

Mill commissioning with Trident low grade ore is progressing well. All equipment
is now operational, including the crusher, ball mill, reactor (Knelson & Acacia),
leach tank (and agitators) and elution column. Gold room commissioning is under
way. We expect announcement of first gold pour in the next week.

Plant delivered on time and budget
Higginsville plant construction is now complete, meeting the previously advised
$49.2m budget and June 2008 targeted date.

Mine performance exceeding plan

Underground development for high grade mill feed is progressing well.
Management advised that 140kt of the targeted 150kt ore stockpile has been
mined and ready for treatment. More recently, the development rate has now
reached around 4,000 tonnes per day. On the basis of the current rate, we
expect the mine to achieve, if not exceed the targeted stockpile by first gold pour.

Power is not a constraint

The 10MW dual diesel / gas-fired power station is now complete and supplying
mine and treatment plant power. It is currently being run on diesel, and hence not
impacted by the recent excessive gas pricing caused by lack of WA supply.

Valuation

Our base case valuation of A$1.87/sh is based on a 6 year mine life using a 10%
discount rate.

Table 2: NAV @ 10% discount rate

A$m A$/share
Higginsville Gold Project 545.34 2.49
Taxation -159.03 0.73
Hedging 0.00 0.00
Exploration 20.00 0.09
Net (Debt)/Cash 3.87 0.02
TOTAL 410.18 1.87
Source: ML estimates
AVO production summary
Table 3: Higginsville Production Physicals
Higginsville Production (0z) 08E 09E 10E
Gold 0 170,278 180,205
Cash Operating Costs 08E 09E 10E
Higginsville (US$/0z) 0 374 333
Higginsville (A$/0z) 0 398 384

Source: ML estimates
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Profit and Loss

Table 4: Profit and Loss

Profit and Loss 07A 08E 09E 10E
Sales 0.0 0.0 176.0 218.7
Other Revenue 0.0 04 0.0 0.0
Total Revenue 0.0 04 176.0 218.7
Operating Costs 11 0.0 -67.8 -69.3
Exploration -0.9 -1.1 -1.0 -1.0
Other Costs -3.0 -4.6 -5.0 5.1
EBITDA 5.0 5.3 102.2 143.2
Depreciation & Amortisation 04 -0.6 -30.2 -34.0
EBIT 5.3 -5.9 72.0 109.2
Net Interest 0.6 0.1 -7.3 -2.9
Pretax Profit 47 5.9 64.6 106.3
Tax 0.3 0.0 -19.4 -31.9
Operating NPAT -4.5 -5.8 453 744
OEl 0.0 0.0 0.0 0.0
NPAT (Normalised for FCA) -4.5 5.8 453 74.4
Significant ltems 0.0 0.0 0.0 0.0
Reported NPAT -4.5 -5.8 453 74.4
Normalised EPS (¢) 2.3 2.8 20.2 332
Reported EPS (¢) 2.3 -2.6 20.2 332
PER (X) -113.0 -98.8 12.9 7.8
DPS (¢) 0.0 0.0 0.0 0.0
Franking (%) 0.0% 0.0% 0.0% 0.0%
Yield (%) 0.0% 0.0% 0.0% 0.0%
EPS Growth 115.9% 22.2% -818.7% 64.5%
EBIT/Sales (%) nfa nfa 40.9% 49.9%
Effective Tax Rate 6% 0% 30% 30%
Source: ML estimates
Sensitivities
Table 5: Sensitivities
NPAT change for: 08E 09E 10E
+ 1c change in A$/US$ A$m 0.05 -1.29 -1.67
% -0.9% -2.3% -2.0%
+US$10/0z change in gold price A$m 0.00 1.15 1.30
% 0.0% 2.1% 1.6%

Source: ML estimate
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Price objective basis & risk

Avoca Resources (AVORF)

Our PO of $3.15/share is 1.68x our NAV of $1.87/share (10% WACC over life of
mine). This is inline with the current P/NAV for the Australian gold sector. Risks
to our valuation are exchange rate, gold prices, as well as operating costs for the
Higginsville project.

Analyst Certification

I, Mike Harrowell, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. |
also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this
research report.

Australia-Metals, Mining & Steel Coverage Cluster

Investment rating Company ML ticker Bloomberg symbol Analyst

BUY
Atlas Iron ATLGF AGO AU Mike Harrowell
Avoca Resources AVORF AVO AU Mike Harrowell
BlueScope Steel BLSFF BSL AU Mike Harrowell
Gloucester Coal GCRLF GCL AU Mike Harrowell
Lihir Gold Ltd LIHRF LGL AU Mike Harrowell
Lihir Gold-ADR LIHR LIHR US Mike Harrowell
Mount Gibson Iro MTGRF MGX AU Mike Harrowell
Murchison Metals MUMTF MMX AU Mike Harrowell
Newcrest Mining NCMGF NCM AU Mike Harrowell
Oceana Gold OCGDF OGC AU Anna Kassianos
OneSteel OSTLF OST AU Mike Harrowell
Oxiana OXFLF OXR AU Mike Harrowell
Paladin Energy PALAF PDN AU Olivia Ker
Panoramic Resources Ltd SLLYF PAN AU Mike Harrowell
Sims Group SMUPF SGM AU Mike Harrowell
Sino Gold SIOGF SGX AU Mike Harrowell
Zinifex ZFEXF ZFX AU Mike Harrowell

NEUTRAL
Energy Res Aust EGRAF ERA AU Olivia Ker

UNDERPERFORM
Alumina AWCMF AWC AU Vicky Binns
Alumina Ltd-ADR AWC AWC US Vicky Binns
Felix Resources Limited FLRFF FLX AU Mike Harrowell
lluka Resources ILKAF ILU AU Mike Harrowell
Kingsgate Consolidated Ltd KSKGF KCN AU Mike Harrowell
Macarthur Coal Ltd. MACDF MCC AU Mike Harrowell
Minara Resources MREJF MRE AU Mike Harrowell

RESTRICTED
BHP Billiton Ltd BHPLF BHP AU Vicky Binns
BHP Billiton-ADR BHP BHP US Vicky Binns
Rio Tinto Ltd RTNTF RIO AU Vicky Binns
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iQmethod*" Measures Definitions

Business Performance

Return On Capital Employed

Return On Equity
Operating Margin
Earnings Growth
Free Cash Flow

Quality of Earnings
Cash Realization Ratio
Asset Replacement Ratio
Tax Rate

Net Debt-To-Equity Ratio
Interest Cover

Valuation Toolkit
Price / Earnings Ratio
Price / Book Value
Dividend Yield

Free Cash Flow Yield
Enterprise Value / Sales

EV/EBITDA

Numerator

NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill
Amortization

Net Income

Operating Profit

Expected 5-Year CAGR From Latest Actual

Cash Flow From Operations - Total Capex

Cash Flow From Operations

Capex

Tax Charge

Net Debt = Total Debt, Less Cash & Equivalents
EBIT

Current Share Price

Current Share Price

Annualised Declared Cash Dividend

Cash Flow From Operations - Total Capex

Denominator

Total Assets — Current Liabilities + ST Debt + Accumulated Goodwill
Amortization

Shareholders’ Equity

Sales

N/A

N/A

Net Income
Depreciation
Pre-Tax Income
Total Equity
Interest Expense

Diluted Earnings Per Share (Basis As Specified)
Shareholders’ Equity / Current Basic Shares

Current Share Price

Market Cap. = Current Share Price * Current Basic Shares

EV = Current Share Price * Current Shares + Minority Equity + Net Debt + Sales

Other LT Liabilities
Enterprise Value

Basic EBIT + Depreciation + Amortization

iQmethod Mis the set of Merrill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of iQmethod are: A consistently
structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls.
iQdatabase ® is our real-time global research database that is sourced directly from our equity analysts’ earnings models and includes forecasted as well as historical data for income statements, balance sheets, and cash flow statements for

companies covered by Merrill Lynch.

iQprofile ¥, iQmethod ™ are service marks of Merrill Lynch & Co., Inc.iQdatabase ®is a registered service mark of Merrill Lynch & Co., Inc.
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Important Disclosures

AVORF Price Chart
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B :Buy, N:Neutral, S: Sell, U: Underperform, PO : Price objective, NA : No longer valid

Prior to May 31, 2008, the investment opinion system included Buy, Neutral and Sell. As of May 31, 2008, the investment opinion system includes Buy, Neutral and Underperform. Dark Grey shading indicates that a security is restricted with the
opinion suspended. Light grey shading indicates that a security is under review with the opinion withdrawn. The current investment opinion key is contained at the end of the report. Chart is current as of May 31, 2008 or such later date as indicated.

Investment Rating Distribution: Non-Ferrous Metals/Mining & Minerals Group (as of 01 Jul 2008)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 71 52.99% Buy 13 20.63%
Neutral 30 22.39% Neutral 9 39.13%
Sell 33 24.63% Sell 5 19.23%
Investment Rating Distribution: Global Group (as of 01 Jul 2008)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1664 47.42% Buy 441 29.46%
Neutral 803 22.88% Neutral 224 31.46%
Sell 1042 29.70% Sell 217 22.84%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months. For purposes of this distribution, a stock
rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There
are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster;
2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return expectation for a
stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better
understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating)  Ratings dispersion guidelines for coverage cluster*
Buy > 10% < 70%
Neutral = 0% < 30%
Underperform N/A > 20%

* Ratings dispersions may vary from time to time where Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent Merrill Lynch Comment referencing the stock.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
sale: Avoca Resources.

MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months:
Avoca Resources.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.
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Other Important Disclosures

UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill
Lynch (Taiwan): Merrill Lynch Global (Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited,
Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd, Dubai Branch; MLPF&S (Ziirich rep.
office): MLPF&S Incorporated Ziirich representative office.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
issued and distributed in Taiwan by Merrill Lynch Global (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP
Merrill Lynch Limited; and is issued and distributed in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd
(Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte
Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this
report in Australia. No approval is required for publication or distribution of this report in Brazil.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

Copyright, User Agreement and other general information related to this report:

Copyright 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and
may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility
arising out of or in connection with any such referenced website.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on
their particular circumstances from an independent tax professional.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition,
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf.

Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.

iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered
service marks of Merrill Lynch & Co., Inc.
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