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Arafura Resources Limited

Chinese Restrictions Create Market Opportunity

13 July 2010

Arafura Resources Limited’'s (ARU) Nolans Rare Earth
project is scheduled to begin production in 2013.
China’s continued reduction of its rare earth export quota
plus the crackdown on illegal mining and export of rare
earths creates an opportunity for non-Chinese supply to
enter the market. We maintain our SPECULATIVE BUY
recommendation and 12 month price target of AUD1.11/sh.

» Rare earth pricing update — Demand for rare earth
material has recovered following a period of end user
destocking during the Global Financial Crisis. Prices have
nearly doubled since the lows of 1Q09. ARU’s rare earth
oxide basket price is now USD17.47/kg up from
USD10.05/kg in 1Q09. BBY’s long term rare earth price
forecasts remain unchanged, with our long term forecast for
ARU'’s product mix averaging USD14.20/kg.

» Chinese Rare Earth Industry Consolidation -
The Ministry of Industry and Information Technology of
China announced the first draft on Entry Criterions for the
Rare Earths Industry in May 2010. Consolidation is
designed to crackdown on illegal mining and exports with
the aim of gaining greater control over prices in order to
maximise the utilisation of the country’s natural resources.

» Chinese Rare Earth Export Quota Cut — The Ministry of
Commerce of the People’s Republic of China approved the
2H10 Rare Earths export quota of just 7,976 t, a decrease
of 72% pcp. The total export quota for 2010 is consequently
30,259 t, a decrease of 40% on 2009 when the quota was
50,145 t. The total export quota has fallen by more than
50% since restrictions were first introduced in 2004.

China currently supplies over 95% of global REO, a further
reduction in its export quota will lead to a supply shortage
for global markets.

Table 1 highlights the decline in China’s Rare Earth export
guota in the context of Chinese production and global
demand.

2009e 2010f

Table 1 2005 2006 2007 2008
Export Quota 65,609 61,821 59,643 56,939 50,145 30,259

Production® 99,000 110,000 100,000 115,000 90,000 120,000
Global
Demand 98,000 110,000 120,000 124,000 85,000 110,000

Source: ARU, IMOCA, LYC
e — estimate, f- forecast, 1 — Chinese production

» ARU Not Subjected to MRRT - The
Mineral Resources Rent Tax will not apply to ARU.
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Company Data

Number of shares 290.6M
Market capitalisation $164M
Free Float 74.0%
12 month high/low $1.29/$0.38
Average monthly turnover $10M
All Ordinaries Index 4405
% All Ordinaries 0.01
GICS Industry Group Materials

Earnings summary (AUD)

Year end June 2009A 2010F 2011F 2012F
Net Attributable Profit ($M) (13.7) (12.8) (12.7) (13.8)
Reported Profit ($M) (13.7) (12.8) (12.7) (13.8)
EPS (¢) (6.8) (4.7) (4.2) (4.5)
P/E (x) (10.2) (12.0) (13.6) (12.6)
CFPS (c) (4.8) (5.3) (4.2) (4.5)
P/CF (¢) (14.4) (10.6) (13.6) (12.6)
DPS (c) 0.0 0.0 0.0 0.0
EV/EBITDA (x) (11.2) 9.7) (10.8) (11.9)
Franking (%) 100.0 100.0 100.0 100.0
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This report may contain general advice or recommendations which, while believed to be accurate at the time of publication, are not appropriate for all persons or accounts.
Before making an investment or trading decision, the recipient must consider market developments subsequent to the date of this document, and whether the advice is
appropriate in light of his or her financial circumstances or seek further advice on its appropriateness or should form his/her own independent view given the person’s
investment objectives, financial situation and particular needs regarding any securities or Financial Products mentioned herein. Although every attempt has been made to
verify the accuracy of the information contained in the document, liability for any errors or omissions (except any statutory liability which cannot be excluded) is specifically
excluded by BBY, its associates, officers, directors, employees and agents. A full international disclaimer is contained on the final page of this report.



ARAFURA RESOURCES LIMITED

Financial Summary

Arafura Resources Limited

Year ending June 30

Share Price (A$)

$0.59 Mkt Cap (A$M) 164

Assumptions 2008A 2009A 2010F 2011F 2012F
Exchange Rate (A$/US$) 0.90 0.75 0.89 0.87 0.82 0.80 0.78 0.78
Rare Earth Basket Price (US$/t) 12905 10084 12426 13474 13908 14204 14204 14204
Phosphoric Acid Price (US$/t) 1119 1367 497 524 518 513 507 501
Uranium price (US$/Ib) 80 51 50 53 59 57 52 49
Calcium chloride (US$/t) 100 100 100 100 100 100 100 100
Production 2008A 2009A 201OF 2011F 2012F 2013 2014 2015F
Rare Earths (t) 0 6996 14204
Phosphoric Acid (t) 0 0 0 0 0 0 55584 112853
Uranium (Ib) 0 0 0 0 O 0 102267 207633
Calcium Chloride (t) 0 132000 268000
Profit & Loss (A$M) 2008A 2009A 2010F 2011F 2012F 2013F 2014F 2015F
Total Revenue 187.9 378.8
Growth (%) 599.3 (77.0) (100.0) 101.6
EBITDA (7.4) (13.0) (14.0) (14.0) (14.0) (14.0) 13.9 145.9
Growth (%) (36.8) (75.9) (7.4) 0.0 0.0 0.0 199.6 949.3
Dep'n and amort'n (0.2) (1.0 0.0 0.0 0.0 (2.5) (17.0) (28.3)
EBIT (7.5) (14.0) (14.0) (14.0) (14.0) (16.4) (3.1) 117.6
Net interest expense 0.8 0.3 1.2 1.3 0.2 (3.5 (21.0) (31.2)
PBT (6.7) (13.7) (12.8) (12.7) (13.8) (20.0) (24.1) 86.4
Growth (%) (33.0) (103.0) 6.4 0.6 (8.0) (45.2) (20.5) 459.0
Tax 0.4 0.0 0.0 0.0 0.0 0.0 0.0 (25.9)
NPAT Underlying attrib. (6.4) (13.7) (12.8) (2.7 (13.8) (20.0) (24.1) 60.5
Growth (%) (25.6) (114.9) 6.4 0.6 (8.0) (45.2) (20.5) 351.3
NPAT Reported (6.4) (13.7) (12.8) (12.7) (13.8) (20.0) (24.1) 60.5
Normalised NPAT (6.4) (13.7) (12.8) (12.7) (13.8) (20.0) (24.1) 60.5
Ord Shares 157.2 223.2 290.7 290.7 290.7 290.7 290.7 290.7
Options 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fully Diluted 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
FD Wgted Av Shares 148.3 200.2 272.6 306.4 306.4 306.4 306.4 306.4
Cashflow (A$M) ZOOSA 2009A 2010F 2011F 2012F 2013F 2014F 2015F
Customer receipts 187.9 378.8
Supplier Payments (9.1) (11.0) (14.0) (14.0) (14.0) (14.0) (174.0) (232.9)
Net interest paid 0.8 0.3 1.2 1.3 0.2 (3.5) (21.0) (31.2)
Taxes Paid 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (25.9)
Net operating cash flow (5.7) 9.7) (14.5) (12.7) (13.7) (17.5) (38.0) 57.4
Capex (6.4) (11.9) (2.1) (2.1) (2.1) (102.1) (502.1) 0.0
Net investing cash flow (4.3) (12.8) (2.1) (2.1) (2.1) (102.1) (502.1) 0.0
Dividends paid 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net financing cash flow 20.1 18.8 34.0 0.0 10.0 120.0 540.0 0.0
Net Change in cash 10.1 3.7) 17.3 (14.8) (5.8) 0.4 0.2) 57.4
Net cash at end of period 14.8 11.1 28.4 13.6 7.8 8.2 8.2 65.6
Free cash flow (5.7) 9.7) (14.5) (12.7) (13.7) (17.5) (38.0) 57.4
Balance sheet (A$M) 2008A 2009A 2010F 2011F1 2012F 2013F 2014F 2015F
Cash 14.8 11.1 28.4 13.6 7.8 8.2 8.2 65.6
Receivables 0.2 0.1 0.0 0.0 0.0 0.0 15.4 311
Inventories 0.0 0.0 0.0 0.0 0.0 0.0 30.9 62.3
Current assets 15.0 11.2 28.4 13.6 7.8 8.2 54.5 159.0
Tangible Assets 15.3 24.7 26.8 28.8 30.9 130.5 615.6 587.3
Investments 0.8 0.9 0.9 0.9 0.9 0.9 0.9 0.9
Goodwill 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total assets 31.2 36.7 56.1 43.3 39.6 139.6 671.0 747.1
Payables 4.5 1.8 0.0 0.0 0.0 0.0 15.4 311
Current Term debt 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Long term debt 0.0 0.0 0.0 0.0 10.0 130.0 670.0 670.0
Total liabilities 4.6 1.9 0.1 0.1 10.1 130.1 685.5 701.2
Total Shareholder Equity 26.5 34.9 56.0 43.3 29.5 9.6 (14.5) 45.9
Investment summary 2008A 2009A 2010F 2011F 2012F 2013F1 2014F1 2015F
NPAT reported (6.4) (13.7) (12.8) (12.7) (13.8) (20.0) (24.1) 60.5
NPAT Underlying (6.4) (13.7) (12.8) (12.7) (13.8) (20.0) (24.1) 60.5
EPS Reported (4.3) (6.8) 4.7) (4.2) (4.5) (6.5) (7.9) 19.7
EPS Underlying (4.3) (6.8) 4.7) (4.2) (4.5) (6.5) (7.9) 19.7
EPS Growth (%) 0.2) (59.2) 31.3 11.6 (8.0 (45.2) (20.5) 351.3
P/E Underlying (x) (18.4) (10.2) (12.0) (13.6) (12.6) 8.7) (7.2) 2.9
Dividend (¢/sh) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Payout Ratio (%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Yield (%)
BBY Limited 13 July 2010 2



ARAFURA RESOURCES LIMITED

Franking (%) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Key Ratios 2009A 2010F 2011F

Profitability (%)

EBITDA (7.4) (13.0) (14.0) (14.0) (14.0) (14.0) 13.9 145.9
EBITDA/Rev (%) (176.0) (1,349.6) na na na na 7.4 38.5
EBIT (7.5) (14.0) (14.0) (14.0) (14.0) (16.4) (3.1) 117.6
EBIT/Rev (%) (179.7) (1,454.6) na na na na (1.6) 31.0
NPAT (6.4) 13.7) (12.8) 12.7) (13.8) (20.0) (24.1) 60.5
NPAT/Rev (%) (151.8) (1,421.5) na na na na (12.8) 16.0
ROE (%) (32.0) (44.6) (28.2) (25.7) (37.8) (102.2) (972.9) 384.4
ROA (%) (33.4) (41.3) (30.2) (28.2) (33.7) (18.3) (0.8) 16.6
ROIC (%) (73.2) (78.6) (54.4) (48.8) (45.5) (20.1) (0.8) 18.1
Financial Strength

Debt to equity (%) 0.5 0.2 0.1 0.1 34.1 1,361.1 (4,620.9) 1,458.2
Net debt ($M) 14.7) (11.0) (28.4) (13.6) 2.2 121.8 661.9 604.5
Net debt to equity (%) (55.4) (31.7) (50.7) (31.4) 7.6 1,275.0  (4,564.5) 1,315.5
Net Debt to EBITDA (%) 2.0 0.8 2.0 1.0 (0.2) 8.7) 47.6 4.1
Interest Cover EBIT (x) (499.1)  (2,229.1)  (3,895.0)  (3,224.2) (34.6) (4.1) (0.1) 35
Current Ratio (x) 3.3 6.0 1,422.4 682.3 391.3 411.5 3.5 51
Quick Ratio (x) 3.3 6.0 1,422.4 682.3 391.3 411.5 15 31
Valuation

Operating cash flow (5.7) 9.7) (14.5) (12.7) (13.7) (17.5) (38.0) 57.4
CFPS (¢ - FD) (3.8) (4.8) (5.3) 4.1) (4.5) (5.7) (12.4) 18.7
Price/CF (20.8) (14.4) (10.6) (13.6) (12.6) (9.9) (4.6) 3.0
BV per share ($) 0.2 0.2 0.2 0.1 0.1 0.0 0.0 0.2
Price/Book Value (x) 4.7 4.5 2.9 3.8 5.6 17.2 (11.3) 3.6
NTA ($) 26.5 34.9 56.0 43.3 29.5 9.6 (14.5) 459
NTA per share ($) 0.2 0.2 0.2 0.1 0.1 0.0 0.0 0.2
Price/NTA (x) 4.7 45 2.9 38 5.6 17.2 (11.3) 36
EV/Sales (X) 25.3 149.6 44 2.0
EV/EBITDA (X) (14.4) (11.1) 9.7) (10.8) (11.9) (20.5) 59.4 5.3
EV/EBIT () (14.1) (10.3) 9.7) (10.8) (11.9) (17.4) (268.8) 6.5

Source: BBY, Company Reports
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This report has been prepared and issued (in Australia) by BBY Limited (ABN 80 006 707 777/AFS Licence No. 238095) (BBY) and is subject to the disclosures and restrictions set
out below.

Analyst Certification:

The research analyst(s) identified on the cover of this report individually certify that in respect of each security or issuer that the research analyst covers that: this report accurately
reflects his or her personal views about any and all of the subject issuer(s) or securities; and no part of the research analyst's compensation was, is, or will be directly or indirectly
related to the specific recommendation(s) or views expressed by the research analyst(s) in this report.

Legal Entity Disclosures
Australia: BBY is Market Participant with the ASX and regulated by ASIC. U.K. BBY is authorised and regulated by the Financial Services Authority (FSA) Registration No.
146367. U.A.E BBY (Dubai) Limited is authorised and regulated by the Dubai Financial Services Authority, Licence No. CL0705

General Disclosure

BBY and its associates (as defined in Chapter 1 of the Corporations Act 2001), officers, directors, employees and agents, from time to time, may own or have positions in securities
of the company(ies) covered in this report and may trade in the securities mentioned either as principal or agent or may be materially interested in such securities.

BBY does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.

BBY has received during the past 12 months compensation for financial and advisory services from the company, its parent or its wholly owned or majority owned subsidiary
in regards to its role in acting as Joint Manager in relation to the Placement as announced to the market on 17 February 2010

Contact with ARU has been made during the preparation of this report for assistance with verification of facts.

Disclaimer & Warning

This report may contain general advice or recommendations which, while believed to be accurate at the time of publication, are not appropriate for all persons or accounts. This
report does not purport to contain all the information that a prospective investor may require. Before making an investment or trading decision, the recipient must consider Market
developments subsequent to the date of this document, and whether the advice is appropriate in light of his or her financial circumstances or seek further advice on its
appropriateness or should form his/her own independent view given the person’s investment objectives, financial situation and particular needs regarding any securities or Financial
Products mentioned herein. Information in this document has been obtained from sources believed to be true but neither BBY nor its associates make any recommendation or
warranty concerning the Financial Products or the accuracy, or reliability or completeness of the information or the performance of the companies referred to in this document. Past
performance is not indicative of future performance. This document is not an offer, invitation, solicitation or recommendation with respect to the subscription for, purchase or sale of
any Financial Product, and neither this document or anything in it shall form the basis of any contract or commitment. Although every attempt has been made to verify the accuracy
of the information contained in the document, liability for any errors or omissions (except any statutory liability which cannot be excluded) is specifically excluded by BBY, its
associates, officers, directors, employees and agents. The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of investors.

Country specific disclosures
US Investors: This material is intended for use by “major U.S. institutional investors” (as defined in Rule 15(a)-6 of the U.S. Securities Exchange Act of 1934, (SEA 1934)).
Transactions by or on behalf of any “major U.S institutional investors” or “U.S institutional investors” (as defined in Rule 15(a)-6 of the SEA 1934 in any security mentioned in this
document may only be effected through CIMB Securities (USA) Inc., or Jefferies & Company, Inc. (“Jefferies”), U.S. registered broker dealers. The information upon which this
material is based was obtained from sources believed to be reliable, but has not been independently verified. Therefore, its accuracy is not guaranteed. Additional and supporting
information is available upon request. This is not an offer or solicitation of an offer to buy or sell any security or to make any investment. Any opinion or estimate constitutes the
preparer's best judgement as of the date of preparation and is subject to change without notice. BBY or Jefferies, Jefferies International Limited or CIMB-GK Securities (USA) Inc,
and their associates or affiliates, and their respective officers, directors and employees may buy or sell securities mentioned herein as agent or principal for their own account.
United Kingdom: This report is issued and distributed by BBY (which is authorised and regulated by the Financial Services Authority (FSA) Registration No. 146367) only to
persons falling within Articles 19 (5), 38, 47 and 49, of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, (all such persons together being referred to
s “relevant persons”). Directors, officers and employees of such entities are also included provided their responsibilities regarding those entitles involve engaging in investment
activity. Persons who do not have professional experience relating to investments should not rely on this document.
U.A.E: This report is prepared or published by BBY (Dubai) Ltd (BBYDL) which is regulated by the Dubai Financial Services Authority (DFSA). This document is intended only for
Professional Clients and should not be relied upon or distributed to any other person. The writer of this document or a close relative may have a financial interest or material interest
in any investment to which this document relates. BBYDL or its associate may hold 1% or more of the total issued share capital of any issuer referred to in this document. BBYDL
or its associate may act as corporate broker for any issuer referred to herein. An issuer mentioned herein may have a material shareholding in BBYDL or its associate. BBYDL or its
associate may have undertaken corporate finance business with or for any issuer mentioned herein over the past 12 months, and/or may undertake such business in the future. An
associate of BBYDL may be a market maker in any investment referred to herein.
Canada: The investments or investment services referred to in this document are available in Canada only to “Designated Institutions”, as defined by the Securities Act (Ontario).

Analysts’ Compensation: the research analysts responsible for the preparation of this report receive compensation based upon various factors, including the quality and accuracy
of the analyst(s) research, client evaluation feedback, independent survey rankings and overall firm revenues, which include revenues from, among other business units and
corporate finance.

Other International Investors: International investors outside the US, UK, UAE or Canada are encouraged to contact their local regulatory authorities to determine whether any
restrictions apply to their ability to purchase this investment.

Recipient Representations/Warranties: By accepting this report, the recipient represents and warrants that he or she is entitled to receive such report in accordance with the
restrictions set out in this document and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may constitute a violation of law.

Meanings of BBY Limited Ratings

Buy — Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.

Hold — Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus or minus 15% within a 12-month period.

Underperform — Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more within a 12-month period.

NR — The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or BBY Limited policies.

CS — Coverage Suspended. BBY Limited has suspended coverage of this company.

Speculative Buy — Describes stocks we research with a positive bias, whose company fundamentals and financials are being covered, but for which there is insufficient information
for BBY Limited to assign a Buy, Hold or Underperform rating.

Speculative Underperform — Describes stocks we research with a negative bias, whose company fundamentals and financials are being covered, but for which there is insufficient
information for BBY Limited to assign a Buy, Hold or Underperform rating.

Monitor — Describes stocks whose company fundamentals and financials are being monitored, or for which no financial projections or opinions on the investment merits of the
company are provided.

It is permitted for the total expected returns to be temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.
Free Float (float / current shares outstanding) *100 — This float figure is the number of shares that are available to the public and is calculated by subtracting the shares held by
insiders and those deemed to be stagnant shareholders. Stagnant holders include ESOP's, ESOT's, QUEST's, employee benefit trusts, founding shareholder equity stake plus
senior management equity stake, corporations not actively managing money, venture capital companies and shares held by Governments.

Valuation Methodology

BBY’s methodology for assigning ratings may include the following: market capitalisation, maturity, growth/value, volatility and expected total return over the next 12 months. The
price targets are based on several methodologies, which may include, but are not restricted to, analyses of market risk, growth rate, revenue stream, discounted cash flow (DCF),
EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group
P/E, sum of parts, net asset value, dividend returns, and return on equity (ROE) over the next 12 months.
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