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A world-class position in nickel

Despite a recent setback with respect to one of its emerging nickel laterite
projects in Western Australia, the Heron Resources story has never looked
better from our point of view. Work is continuing on both its wholly-owned
Yerilla project and its Kalgoorlie Nickel Project in conjunction with CVRD.
Laterite developments are set to contribute a much larger share of worldwide
nickel production as the operational issues that plagued developments almost
a decade ago have now been resolved. Heron boasts major stakes in two of
the best new emerging projects.

Fat Prophets initially recommended buying Heron Resources at 71 cents in
November 2006 (Fat Mining 48). Our last review of this stock was in March
(Fat Mining 117).
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Encouragingly, Heron Resources has recently staged a firm rebound from
support in the region of 43.5 cents to 42 cents. As evident on the daily chart,
this move reinforces an emerging basing pattern in the stock. This comes as a
welcome relief in the wake of substantial falls since November.

In the near-term, we cannot rule out further consolidation and base building
between 60 cents and 42 cents. However, we believe the recent gains reflect
an improvement in investor sentiment toward the stock, with potential to
trigger a break above 60 cents. In our opinion, this would signal a revival of
upward momentum and open the door to further gains.

In our previous coverage of Heron Resources we have outlined the envious
position in which the company is currently placed. As an emerging, large-scale
nickel producer, the company is not to be taken for granted, given that it has
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two of the world’s largest diversified resources houses on its share register,
providing dynamic tension. These major shareholders are BHP Billiton and
Brazil’s CVRD, which each maintain respective stakes of 15.6% and 13.46% in
Heron.
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As a reminder to Members, Heron boasts stakes in two very attractive, large-
scale emerging nickel developments in Western Australia. We will examine the
latest developments with respect to both projects in this report.

Of course, sentiment in the nickel laterite sector has probably never been
better, with BHP Billiton just recently commissioning its brand new
Ravensthorpe development in Western Australia.

Heron’s primary project is the Kalgoorlie Nickel Project (KNP) in joint venture
with CVRD (HRR 40%, CVRD 60%), a project which has enormous medium to
longer-term upside. The project hosts a potentially world-class nickel laterite
development, situated in the heart of the Kalgoorlie Goldfields district.

The project hosts a global resource of 903 million tonnes grading 0.74% Ni
and 0.04% Co, for a contained nickel metal resource of around 6.6 million
tonnes. CVRD is currently conducting a Pre-feasibility Study (PFS) to define
exactly what proportion of this large resource can be economically extracted
and processed.

The project’s eventual aim will be to produce between 40,000 and 60,000
tonnes annually of nickel-in-concentrate, using High Pressure Acid Leach
(HPAL) technology. The KNP has the potential for a 30-40 year mine life.
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So how does the joint venture with CVRD work? CVRD can earn a 60% stake
in the KNP by completing a series of four project milestones.

CVRD achieved Step 1 in July 2006, when it completed a programme of
diamond drilling as well as metallurgical test-work, which confirmed that the
KNP did indeed contain a world-class nickel resource, including a leach-feed
resource of around 120 million tonnes @ 1.5% Ni.

Inco then proceeded to Step 2 of the Pre-feasibility Study in September 2006,
which involved a work programme budgeted at a minimum cost of US$18
million, which was completed in the latter stages of 2007 and saw leaching
and beneficiation test-work, as well as working out the appropriate drilling
methods and patterns to complete the next phase of work, which is the Step 3
drill-out.

Step 3 is currently underway and involves resource, engineering and
metallurgical test-work that must be completed by January 2009. A budget of
$13.8 million was established for the first six months of the study to May
2008, with a further budget for the next six months to be established shortly.
Infill resource drilling commenced at the end of 2007 and there are currently
four drilling rigs on site.

Upon the completion of Step 3 in January 2009, CVRD has a six-month window
to decide whether it will commit to a full Bankable Feasibility Study (BFS). In
all, CVRD can earn its 60% stake in the KNP by completing a BFS by July
2011, in addition to securing project financing.

Importantly, Heron has capped its equity share at 4.5% of the total equity
requirement, with CVRD to lend Heron the balance of the equity funding. This
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means that Heron has a 40% stake in a 95.5& geared project and has only to
make a minimal equity contribution towards construction. The financial risk
exposure for Heron is therefore nicely contained.

Now let’s turn our attention to Heron’s second major project development,
formerly known as the Jump-up Dam project, but which is now referred to as
the Yerilla Project. The project is 100%-owned by Heron and lies 150km
northeast of Kalgoorlie.

Heron commenced exploration activity on the project during 2006 and
announced an initial JORC-compliant Inferred nickel resource during early
2007. The initial resource comprised 41.4 million tonnes @ 0.82% Ni at a
0.5% cut-off grade. Further upgrades since then have led to a current
combined nickel resource, comprising Measured, Indicated and Inferred
estimates, of around 67 million tonnes @ 0.75% Ni (using a 0.5% cut-off).

Unfortunately, the proposed heap-leach treatment option that was initially
favoured to treat the Yerilla project ore was found to be unviable, meaning a
switch to a more robust treatment option, comprising atmospheric leaching.
Heron is now currently involved in an expanded Scoping Study examining the
use of atmospheric leaching to conceptually produce around 20,000 tonnes
annually of nickel-in-concentrate.
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The revised treatment option is not all bad news; in fact there are numerous
positives. First and foremost, the use of atmospheric leaching will allow Heron
to beneficiate (upgrade) its ore before beginning the leach process. What this
means is that up to 60% of the lower-grade ore can be removed before
leaching, effectively boosting the grade of the ore that is ultimately leached by
around a factor of 40%.

The second attraction of atmospheric leaching is that the reduced mass of ore
to be treated means less acid consumption. Sulphuric acid to extract the nickel
from the ore is one of the biggest costs in a nickel laterite project, so the
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capacity to reduce its use will have a big positive impact on eventual operating
costs.

Heron Resources aims to have its Scoping Study completed on Yerilla by July-
August 2008, which will allow the company to make a decision on whether to
progress the project to a Pre-Feasibility Study (PFS). If the company elects to
push the button on a PFS, as we expect it will, then the PFS should be
completed by January 2009.

Given the substantial capital requirements necessary for the development of a
nickel laterite operation, Heron is assessing options with respect to bringing in
a joint venture partner in a similar way as its KNP, shortly after completion of
its Scoping Study.

Heron currently boasts a strong cash position of around $42 million, so it is
well placed to fund ongoing work at Yerilla.

With interests in two emerging, potentially world-class nickel projects and the
dynamic tension provided by having two of the world’s biggest mining houses
on its register, we maintain our firm view that Heron Resources is an unique
opportunity with little apparent downside for investors.

Accordingly, Heron Resources will remain firmly within the Fat
Prophets Mining and Resources portfolio; however for Members with
Nno current exposure, we recommend the stock as a Buy around $0.56.

Snapshot HRR

Heron Resources

Explore for and develop mineral resources within Australia with particular emphasis on open cut nickel and gold deposits in the Eastern Goldfields of WA.

Market Capitalisation A$135m

DISCLAIMER

Fat Prophets has made every effort to ensure the reliability of the views and recommendations expressed in the reports published on its websites. Fat Prophets research is based upon
information known to us or which was obtained from sources which we believed to be reliable and accurate at time of publication. However, like the markets, we are not perfect. This
report is prepared for general information only, and as such, the specific needs, investment objectives or financial situation of any particular user have not been taken into consideration.
Individuals should therefore discuss, with their financial planner or advisor, the merits of each recommendation for their own specific circumstances and realise that not all investments will
be appropriate for all subscribers. To the extent permitted by law, Fat Prophets and its employees, agents and authorised representatives exclude all liability for any loss or damage
(including indirect, special or consequential loss or damage) arising from the use of, or reliance on, any information within the report whether or not caused by any negligent act or
omission. If the law prohibits the exclusion of such liability, Fat Prophets hereby limits its liability, to the extent permitted by law, to the resupply of the said information or the cost of the
said resupply. As at the date at the top of this page, Directors and/or associates of the Fat Prophets Group of Companies currently hold positions in Austal Ltd (ASB), Artist &
Entertainment Group (AEM), ARGO Exploration (AXT), Australian Wealth Management (AUW), Avoca Resources (AVO), Avexa (AVX), Australian Worldwide Exploration (AWE), Biota (BTA),
BHP Billiton (BHP), Babcock & Brown Japan Property Trust (BJT), Boart Longyear (BLY), Babcock & Brown Ltd (BNB), Bolnisi Gold (BSG),Clime Investment Management (CIW), Cockatoo
Coal (COK), Elkedra (EDN), Excalibur Mining Corp (EXM), Fat Prophets (FAT), Fat Prophets Options (FATO), Fosters Group (FGL), FoneZone (FZN), Global Mining Investments (GMI), Gold
Bullion (GOLD), Harvey Norman (HVN), Infomedia (IFM), Intec (INL), Indophil Resources (IRN), Invocare (IVC), Lihir Gold (LHG), Lion Selection Ltd (LST), News Corporation (NWS),
Macarthur Coal Ltd (MCC), Mantra Resources Option (MRUO), Merrill Lynch Gold Fund, Mineral Securities (MSX), Mundo Minerals (MUN), Newmont (NEM), Oceana Gold (OGC), Oil Search
(OSH), Newmont (NEM), Oxiana (OXR), Paladio Group (PDO), Platinum Japan Fund (Unlisted), Progen Pharmaceuticals (PGL), Platinum Australia (PLA), Platinum Asset Management (PTM),
Rio Tinto (R10), Rubicon Japan Property Trust (RJT), Rams Home Loans (RHG), Roc Oil (ROC), SP Telemedia (SOT), Sirtex Med (SRX), St Barbara (SBM), Territory Resources (TTY),
Telstra (TLS), Tox Free (TOX), View Resources (VRE), View Resources Options (VREO), Walter Diversified (WDS), Westonia Mining (WEZ), Woodside Petroleum (WPL), Zamia Gold (ZGM).
These may change without notice and should not be taken as recommendations. The above disclaimer does not apply to investments held by the Fat Prophets Australia Fund Limited ACN
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111 772 359 (FPAFL).
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