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breakeven forecast. The largest variances were D&A ($18m vs. UBSe $9m) and

operating costs ($40m vs. UBSe $35m). The D& A discrepancy highlights the need

12m price target A$2.20/US$1.55
Unchanged
Price A$1.66/US$1.17

RIC: AVO.AX BBG: AVO AU

Trading data (local/US$)

to increase the reserve base ASAP. Avoca has released a series of positive drill ~ 52Wkrange AS$2.86-1.05/US$2.75-0.65
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) . Free float 100%
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With the important 1005m level providing the bulk of the mill feed for FY 10, the A .
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drilling has reaffirmed the company’s guidance of 180koz at cash costs of

A$450/0z for FY10. Subsequently, our forecast has been lifted to 187koz at Balance sheet data 06/09E

A$440/0z (A$560/0z including royalties). We also anticipate that the high A$ gold
price will enable some of the lower grade near surface mineralisation to be
converted into reserves at the end of June.

B Action: Output and reservesto rise — Buy rating maintained

Despite the global equity rally dampening the recent gold trade, we maintain our

Shareholders' equity A$0.15bn
P/BV (UBS) 2.7x
Net Cash (debt) (A%0.07bn)

Forecast returns

Buy rating as output from Trident U/G steps up in FY 10 and on expectations of ' °recastprice appreciation +32.9%
increased reserves over the next 12-18 months. We now assume Trident U/G will ~ Forecastdividend yield 0.0%
provide 1Mtpa to the mill for a 5-year period followed by 5-year tail of 0.5Mt. We Forecast stock return +32.9%
assume the remaining mill capacity will be filled by lower grade open pit material. Market return assumption 7.9%
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Avoca Resources Limited 3 April 2009

Interim result

AV O recently released its FY 09 interim result showing aloss for H1 of $14.65m.
This was significantly below our forecast of loss of $0.03m primarily due to
dlightly higher operating costs through the ramp up phase and a large difference
on the modelled D& A charges (Table 1).

Table 1: Interim result (act vs. UBSe)

Act. UBSe % Var Comment
Revenue A$m 50.1 53.7 -1% Timing differences on delivery
Operating Costs ~ A$m 39.9 349 14% Higher costs through ramp up phase
Royalty A$m 85 13 169% Morgan Stanley royalty effect
EBITDA A$m 2.69 121 -78%
D&A A$m 18.3 9.1 101%  Actual reserve base smaller than UBSe
EBIT A$m -15.6 3 -620%
Finance costs A$m 5.4 3.1 74% Timing differences on drawdown
Tax A$m 6.3 0.0 na
NPAT A$m -14.6 0.0 na

Source: Company reports, UBSe

The D&A discrepancy highlights the need for AVO to increase the reserve base
at Higginsville. We have assumed a 10-year life for the mining and processing
assets and subsequently depreciate the book value over that period. However,
based on the actual company reserves, the current mine life is approximately
half our forecast so the accounting depreciation period would be around 5-years.

We anticipate that now commissioning is complete, and general cost inflation
has reduced, the operating costs on a per tonne basis will come back to our
forecast level.

Trident drilling

The geological interpretation of the 1005m level suggests that this is the level
where the large lower grade Western Zone structure and smaller high grade
Athena zone meet. As such, it is important from a mine scheduling perspective
to drill out this region and get a firm understanding of the gold grades and
distribution. The importance of the 1005m level is that this will be the primary
extraction level for FY 10e.

The recent drilling results from the 1005m level at Trident indicate that the
production grade in FY 10e is likely to be significantly above the global reserve
grade of 5.3g/t. We have factored in a grade of 6.25g/t for the year, but see the
risk of a positive reconciliation on the grade as high.

Infill drilling of the Western Zone has confirmed the higher grade and increased
widths between the 1005m and 1041m levels (Figure 1). The figure below
highlights that a large portion of this resource has a grade between 4g/t — 8g/t or
above. Similarly, infill drilling of the Athena lode suggests that a large portion
of the resource above the 1005m level has a grade between 8g/t — 30g/t or above
(Figure 2).
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Figure 1: Western Zone grade contours
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Figure 2: Athena Lode grade contours
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Mine plan

Our origina mine plan assumed that the company would ultimately fill the
Higginsville plant from the Trident underground mine over a 10-year period. We

UBS 3



Avoca Resources Limited 3 April 2009

now anticipate that the Trident deposit should be able to provide the required
1Mtpa mill feed for a 5-year period before reducing to ~500ktpa. Subsequently,
from year 6 we envisage the company will need to mine the remaining 500ktpa
of mill feed from other production sources.

The likely additional sources are the Higginsville open pitable resources
(Fairplay,), the underground resources at Chalice and Two Boys and the recently
discovered Musket project. We aso believe that the company’s tenements in the
region will host additional discoveries.

The company is due to hand down the new reserve estimates at the end of June
in which we expect a significant increase. However, in our view, the increase
will come from the inclusion of the lower grade open pitable material around
Higginsville and not the higher grade material from the Trident U/G. We expect
the Trident resources and reserves to be increased later in the year.

We now forecast production of 114koz in FY 09e increasing to 187koz in FY 10e.

Chart 1: Production and cost profile
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Earnings changes

Based on the interim result and adjusting our depreciation and amortisation
schedule, our earnings for FY09e have been cut significantly. However, the
higher gold output in FY 10e has resulted in a substantial upgrade.

There is no change to our NPV estimate or target price.
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Table 2: Summary of earnings changes

June Y/E 2009 2010 2011

A$m New Old Var % New Old Var % New Old Var %
Revenue 148 143 3% 273 213 28% 244 198 23%
EBITDA 52 58 -11% 150 114 31% 125 102 23%
EBIT 18 41 -57% 124 96 29% 107 84 2%
PBT 9 34 -74% 120 93 28% 107 82 31%
Net Profit 6 24 -73% 84 63 33% 75 55 36%
EPS A$ 3 9 -70% 34 24 41% 30 21 44%
DPS Acps 0 0 NM 0.0 0.0 NM 0.0 0 NM
Ore Mined kt 951 921 3% 1000 1000 0% 1000 1000 0%
Grade glt 4.1 41 0% 6.25 5.0 25% 5.6 5.0 12%
Ore processed kt 1046 1016 3% 1000 1000 0% 1000 1000 0%
Grade gt 35 35 0% 6.0 4.9 23% 58 5.0 16%
Gold produced koz 114 110 3% 187 152 23% 180 156 16%
Cash costs (including royalties) A$loz 690 690 0% 564 588 -4% 541 568 -5%
NPV

Base - 10 year life 1.40 1.40 0%

Price Target

Price Target 2.20 2.20 0%

Source: UBSe

Investment view

We maintain our Buy rating on AV O due to a strong production for FY 10e and
the potential for additional exploration success.

Despite a worse than expected interim result, we are not duly concerned due to
the successful commissioning of the Higginsville plant during the period. In our
view, as the head grade increases to (or above) the overal reserve grade, the
operating costs will come down close to the original forecast of A$450/0z (pre-
royalty). Production for FY 10e has been guided to 180koz, although based on
the recent drilling along the 1005m level, there is potentially some upside to this
estimate.

We believe the tenement holding at Higginsville will continue to provide
exploration success for the company, athough this success will not happen
instantaneoudly.
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Avoca Resources Ltd (AVO.AX)

Rating: Buy
Price (as of 03-Apr-09): 1.66
Price Target (12 months): 2.20
Issued Capital: 2441
Market Capitalisation: 4121
Avg. daily turnover (US$m) 12
Year end: June
Website: WWW.avocaresources.com

Major Shareholders:

INVESTMENT SUMMARY

(A$m) 2008 2009E 2010E 2011E
Net profit [reported] ($m) (1.3) 6.4 83.7 75.0
Net profit [adjusted] ($m) (1.3 6.4 83.7 75.0
EPS [reported] ($) (0.0 0.0 0.3 0.3
EPS [adjusted, diluted] ($) (0.0 0.0 0.3 0.3
EPS Growth (%) - - >200 (10)
PER [adjusted] (x) (292.7) 61.0 4.9 5.5
Dividend ($) 0.0 0.0 0.0 0.0
Payout ratio (%) 0 0 0 0
Dividend Yield (%) 0.0 0.0 0.0 0.0
FCF Yield (%) (0.8) 18.1 36.6 30.6
Franking (%) 0 0 0 0
Shares [period-average, diluted] (m) 236.6 235.0 2471 2471
VALUATION
Valuation per share [NAV @6%] ($) 1.40
Share Price Target [12 months] ($) 2.20
Price/NAV [6% disc rate] (x) 1.19
Operating Assets [DH09] A3m ¢
Higginsville 435 176
Exploration 10 4
Gross Assets 445 181
Cash & Gold 32 13.4
Corporate (31) (13)
Debt (104) (42)
Net Asset Value @ 6% discount rate 342 140

ENTERPRISE VALUE

(A$m) 2008 2009E 2010E 2011E
Enterprise Value 475 495 443 362
EV/EBITDA (x) <0 9.5 2.9 2.7
EV/Operating Free Cash Flow (x) <0 95 2.9 29
Commodity Base 2009E 2010E 2011E
Change EPS Change

Currency 5c -70.0% -14.0% -14.0%
US$ Gold Price 10% 51.0% 19.0% 11.0%
CASH FLOW

(A$m) 2008 2009E 2010E 2011E
Operating income [EBIT, UBS] ?3) 18 126 114
Depreciation & Amortisation 0 35 26 18
Net change in working capital 0 18 (©)] @)
Other (operating) 0 0 0 0
Pre-tax op cash flow 3) 70 150 125
Interest (paid) / received 4 @) 4) 0
Tax paid 3 3) (36) (32)
Other (2) (6) 0 0
Operating cash flow 1 54 110 93
Capital expenditure (134) (65) a7) (5)
Free cash flow (133) (10) 93 88
Net (acquisitions) / disposals (0) 1 0 0
Dividends paid (Common) 0 0 0 0
Shares issued/(repurchased) 6 29 0 0

Analyst/s: Jo Battershill/Glyn Lawcock
Email - jo.battershill@ubs.com
03-Apr-09
Avoca Resources Limited is currently developing the Trident deposit at the 100%-owned
Higginsville project in Western Australia. A standalone 1Mtpa plant is being constructed at
Higginsville, to be completed in 2008. Current estimates are for a five-year mine life with
production of 160-190koz at average cash costs of A$400/0z; however, Avoca believes a mine
life of at least 10 years is more realistic given the highly prospective area and positive exploration
results. We expect Avoca to re-rate as it moves into production this year.

OPERATIONAL ASSUMPTIONS

1H09 2HO9E 2008 2009E 2010E 2011E

Production
Trident Production koz 49.01 65.11 0.00 114.12 186.75 179.75
Cash costs
Trident Cash Costs A$/oz 736.0 644.0 - 681.0 559.0 538.0

Commodity price assumptions
US$ Gold 835.0 970.0 822.0 902.0 944.0 856.0
A$ Gold 1,097.0 1,496.0 915.0 11,2950 1,452.0 1,317.0

DIVISIONAL BREAKDOWN [EBIT]
(A$m) 1H09 2HO9E 2008 2009E  2010E  2011E

PROFIT & LOSS

(A$m) 1H09 2HO9E 2008  2009E  2010E  2011E
Sales Revenue 50 97 0 147 270 237
Operating Cash Profit 6 55 (0) 60 160 135
Depn & Amortisation (18) (16) 0) (35) (26) (18)
Operating Profit (13) 38 (0) 26 134 117
Exploration 0) (©)] ?3) ?3) (5) (5)
SGA (3) 5) (7) (8) (10) (10)
EBIT (16) 33 ®3) 18 126 114
Net interest (5) 3) 0) 9) @) @)
Profit before tax (21) 30 (4) 9 120 107
Tax expense 6 9) 3 3) (36) (32)
Equity Associated NPAT 0 0 0 0 0 0
Minority Interests 0 0 0 0 0 0
Dividends [preferred] 0 0 0 0 0 0
Net Profit [reported] (15) 21 1) 6 84 75
Abnormal Gain/(Loss) after Tax 0 0 0 0 0 0
Net Profit [adjusted] (15) 21 1) 6 84 75
EBITDA margin (%) - 40.8 59.1 56.9
Net Interest Cover [EBIT] (x) (7.5) 2.0 18.6 16.7
Tax Rate (%) 0.0 295 30.0 30.0
EBIT/Total Assets (%) (1.5) 6.0 33.3 25.1
NPAT/Equity (%) 1.2) 4.8 43.3 275
EBIT/Avg Cap Employed (%) (2.8) 8.2 56.4 51.3
(A$m) 2008  2009E  2010E  2011E
Net Working capital 9) 17) a7) 17)
Fixed Assets 173 189 180 167
Net Other 45 51 61 70
Capital Employed 210 224 224 220
Net Cash / (Debt) (94) (72) 11 90
Total Equity [incl. minorities] 116 151 235 310
Minorities 0 0 0 0
Net Debt / Equity (%) 81.1 47.9 4.7 (28.9)
Book Value per Share($) 0.53 0.61 0.95 1.25

Source: UBSe
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m Avoca ResourcesLimited

Avoca Resources Limited is currently developing the Trident deposit at the
100%-owned Higginsville project in Western Australia. A standalone 1Mtpa
plant is being constructed at Higginsville, to be completed in 2008. Current
estimates are for afive-year mine life with production of 160-190koz at average
cash costs of A$400/0z; however, Avoca believes amine life of at least 10 years
is more redlistic given the highly prospective area and positive exploration
results. We expect Avocato re-rate as it moves into production this year.

m Statement of Risk

Investment risk inherent in the resource sector includes, but is not limited to
movement of commodity price and currency which may differ materially from
the assumptions used in thisreport. Furthermore the sector is subject to political,
financia and operational risks, each of which has the potential to significantly
impact industry performance.

m Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers; and (2) no part
of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the
research report.
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Required Disclosures

This report has been prepared by UBS Securities Australia Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries,
branches and affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is

not areliable indicator of future results. Additional information will be made available upon request.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage® IB Services?
Buy Buy 51% 36%
Neutral Hold/Neutral 37% 31%
Sell Sell 12% 22%
UBS Short-Term Rating Rating Category Coverage3 IB Services*
Buy Buy less than 1% 43%
Sell Sell less than 1% 36%

1:Percentage of companies under coverage globally within the 12-month rating category.
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within

the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided

within the past 12 months.

Source: UBS. Rating allocations are as of 31 March 2009.
UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Definition

Buy
Neutral
Sell

FSR is > 6% above the MRA.
FSR is between -6% and 6% of the MRA.
FSR is > 6% below the MRA.

UBS Short-Term Rating

Definition

Buy

Sell

Buy: Stock price expected to rise within three months from the time the rating was assigned

because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned

because of a specific catalyst or event.
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KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are:

Buy: Positive on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as
structure, management, performance record, discount; Sell: Negative on factors such as structure, management, performance
record, discount.

Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with NASD and NYSE and therefore are not subject to the restrictions contained in the
NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,
follows.

UBS Securities Australia Ltd: Jo Battershill; Glyn Lawcock; Daniel Morgan.

Company Disclosures

Company Name Reuters  12-mo rating Short-term rating Price Price date
Avoca Resources Limited” ** ** AVO.AX Buy N/A A$1.69 02 Apr 2009
Source: UBS. All prices as of local market close.

Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of
this company/entity or one of its affiliates within the past three years.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking

services are being, or have been, provided.

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company’s common equity
securities as of last month's end (or the prior month’s end if this report is dated less than 10 days after the most recent
month’s end).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Global Disclaimer

This report has been prepared by UBS Securities Australia Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS
AG is referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is published solely for information
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria.
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who
prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on investment banking
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. For financial
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