CULLEN RESOURCES LIMITED
A.C.N. 006 045 790

Notice of General Meeting
Notice is hereby given that a General Meeting of the Company will be held on Tuesday 7 March 2017 commencing at 11.00
a.m. at Regus, Level 34, AMP Tower, 50 Bridge Street, Sydney NSW 2000.
1. Ordinary Business
Resolution 1:
Disposal of a 30% interest in the Mt Stuart Iron Ore Joint Venture and other rights and interest in
the Mt Stuart Iron Ore Joint Venture tenements
To consider and, if thought fit, to pass with or without amendment, the following resolution as an ordinary resolution:
That for all purposes, approval is given for the disposal by Cullen Exploration Pty Ltd, a subsidiary of the Company, of its
30% interest in the Mt Stuart Iron Ore Joint Venture, and its other rights and interest in the tenements the subject of the Mt
Stuart Iron Ore Joint Venture, to API Management Pty Ltd on the terms and conditions set out in the Explanatory
Memorandum accompanying the notice of this meeting.
Independent Expert’s Report:
Shareholders should carefully consider the Independent Expert’s Report prepared by RSM Corporate Australia Pty Ltd. The
Independent Expert’s Report comments on whether the transaction is fair and reasonable to the holders of the Company’s
ordinary shares whose votes are not to be disregarded in respect of the transaction. The Independent Expert has concluded
that the disposal by Cullen Exploration Pty Ltd (Cullen) of its 30% interest in the Mt Stuart Iron Ore Joint Venture (MSIOJV)
and other rights and interest in the tenements the subject of that joint venture is not fair to the non-associated shareholders,
as the value of the consideration to be received by Cullen is less than the value of the 30% participating interest in the
MSIOJV and 100% of Cullen's other rights and interests in the tenements the subject of the MSIOJV but reasonable to the
non-associated shareholders as the position of the non-associated shareholders if the disposal is approved is more
advantageous than if the disposal is not approved.
Directors’ Recommendation
The Directors unanimously recommend, in the absence of a superior proposal, the Company's shareholders vote to approve
Resolution 1. In the absence of a superior proposal, the Directors will vote in favour of Resolution 1 in respect of all shares
held or controlled by them.

2. Further Business
To transact any further business that may legally be brought up.
By Order of the Board

W. J. Kernaghan
Secretary
Notes: Voting Entitlements
1.

Pursuant to Regulation 7.11.37 of the Corporations Regulations 2001, the Directors have determined that the
shareholdings of each shareholder for the purpose of ascertaining the voting entitlements for the General Meeting
will be as it appears in the Share Register as at 7.00 p.m. EST on 5 March 2017.

2.

A shareholder who is entitled to cast 2 or more votes at the meeting may appoint two proxies and may specify the
proportion or number of votes each proxy is appointed to exercise. If proportions or numbers are not specified, each
proxy may exercise half the available votes.

3.

Appointment of a proxy by a shareholder who is a corporation must be under its common seal or the hand of its
attorney or the hand of a person duly authorised by the corporation.

4.

A proxy need not be a shareholder of the Company.

5.

To be effective, the proxy form must be received by the Company at its registered office, Unit 4, 7 Hardy Street,
South Perth, WA 6151, or received by facsimile on (08) 9474 5588 not less than forty-eight (48) hours before the
time for holding the meeting.
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Explanatory Memorandum
This Explanatory Memorandum has been prepared for the information of shareholders of Cullen Resources Limited (the
Company) in connection with the business to be transacted at the General Meeting of shareholders of the Company to be
held at Regus, Level 34, AMP Tower, 50 Bridge Street, Sydney, NSW 2000 on 7 March 2017 at 11.00am, Eastern Standard
Daylight Time.
The Directors recommend shareholders read the accompanying Notice of General Meeting (Notice) and this Explanatory
Memorandum in full before making any decision in relation to the Resolution.
Resolution 1 - Disposal of a 30% interest in the Mt Stuart Iron Ore Joint Venture and other rights and interest in the
Mt Stuart Iron Ore Joint Venture tenements
Background
The Company announced on 29 November 2016 that the Company and its subsidiary Cullen Exploration Pty Ltd (Cullen) had
entered into a conditional agreement for Cullen to sell its 30% interest in the Mt Stuart Iron Ore Joint Venture (MSIOJV),
together with all its other rights and interest in the tenements the subject of the MSIOJV, to API Management Pty Ltd (APIM),
the holder of the other 70% participating interest in the MSIOJV (Sale).
The Mt Stuart Iron Ore Joint Venture is an unincorporated joint venture between Cullen and APIM with current interests in
exploration licences E08/1135, E08/1292, E08/1330, E08/1341, and mining leases M08/481 and M08/482, (Tenements). The
MSIOJV has been operating since 31 January 2006 and the Tenements are over land which contains the Catho Well Channel
Iron Deposit.
APIM is the manager of three joint ventures: the MSIOJV, the Australian Premium Iron Joint Venture (APIJV) and the Red Hill
Iron Ore Joint Venture (RHIOJV). These joint ventures hold the iron ore rights over a number of deposits that form the West
Pilbara Iron Ore Project (WPIOP) located in the northern part of Western Australia. The intention has been that the MSIOJV
would be developed as part of the larger WPIOP. Up until December 2015, APIM had been conducting mine and market
feasibility studies for the potential development of the WPIOP. However, in late December 2015, APIM was advised by the
APIJV participants that due largely to the current iron ore market conditions, they had decided to discontinue the previously
targeted completion of a definitive feasibility study on the WPIOP by mid-2016.
With respect to the ownership of the WPIOP, the shareholders of APIM are Aquila Steel Pty Ltd and AMCI (IO) Pty Ltd, who
are also the parties to the APIJV. Red Hill Iron Limited and APIM are parties to the RHIOJV. Please see the following diagram
of the current ownership structure of the WPIOP for further details.

Reasons for Sale



As the iron ore project the subject of the MSIOJV is being developed as part of the larger WPIOP, the progress of
the MSIOJV is linked to the progress of the WPIOP. As Cullen only holds a minority interest in the MSIOJV it has
little ability to steer the direction of the MSIOJV, let alone the WPIOP.
As a contributing participant in the MSIOJV, Cullen is required to contribute to 30% of all cash calls made on it
pursuant to programs and budgets passed by the MSIOJV management committee, on which APIM has a majority
vote. If Cullen fails to pay a cash call, under the MSIOJV agreement, its share in the MSIOJV will be diluted. If
Cullen's interest falls below 10%, its interest in the MSIOJV will be converted to a royalty on iron ore extracted from
the Tenements, fixed at AUD$0.50 per tonne.
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Under the Sale agreement APIM has agreed to make payments of Cullen's cash calls on behalf of Cullen for the
2016/17 financial year. If completion of the Sale does not take place and the agreement terminates due to nonsatisfaction of the conditions precedent, Cullen will be required to reimburse APIM for all payments made by APIM
on Cullen's behalf within 7 days of the termination of the Sale agreement. If Cullen is unable to reimburse APIM,
Cullen's share in the MSIOJV will be diluted.
As part of the consideration for the Sale, Cullen receives an uncapped 1% FOB royalty on all iron ore extracted from
the area of the Tenements, which the Company believes will be more valuable than the fixed rate royalty that Cullen
would receive if its joint venture share was diluted and its MSIOJV interest converted to the fixed rate royalty.
The Directors do not believe that, besides iron ore, there are any further viable exploration targets on the
Tenements.
At present there is no development timetable for the WPIOP, the Company believes it may be a significant time
before a final decision is made to proceed with the development of an iron ore mine on the Tenements, during which
Cullen would have to continue to meet 30% of all MSIOJV expenditure or risk dilution to the fixed rate royalty.
The cash received as part of the consideration for the Sale will be utilised for exploration on the Company's other
tenements and obtaining other tenements, as well as working capital for the Company.

Based on these factors the Directors believe it is in the best interests of the Company to proceed with the Sale.
Conditions of the Sale
Completion of the Sale is conditional upon a number of matters, including the following:
o the Company obtaining shareholder approval;
o the board of Baosteel Group Corporation approving the Sale; and
o APIM obtaining the required FIRB approvals for the Sale.
The consideration for the Sale consists of:
o a lump sum cash payment of $AUD1 million at the completion of the Sale;
o a further lump sum cash payment of $AUD1 million payable upon APIM, the APIJV participants or any person to
whom APIM grants mining rights or any successor in title to the Tenements, making an unconditional final
investment decision to proceed with development of an iron ore mine on the Tenements; and
o an uncapped 1% FOB royalty on all iron ore extracted from the area of the Tenements.
The FOB Royalty is payable quarterly in arrears and calculated on revenue from arm's length FOB sales and other sales that
can be converted to the equivalent of an arm's length FOB sale. Where there are no such sales, the royalty is calculated at
1% of the deemed revenue upon which the iron ore royalty currently payable to the Crown under the Mining Regulations 1981
(WA) is based. If Tenement ore is blended with ore from specified WPIOP tenements (Stage 1 WPIOP Tenements) (as is
currently contemplated) to form a blended WPIOP ore product, for the purposes of calculating the royalty, the price per tonne
for the ore extracted from the Tenements will be deemed to be the price received for the blended product. If Tenement ore is
blended with ore from non-Stage 1 WPIOP Tenements, for the purposes of calculating the royalty, the price per tonne for the
ore extracted from the Tenements will be deemed to be the price received for the blended product, subject to the application
of a discount or premium to reflect the value of the blended product compared to that of the ore extracted from the
Tenements.
On completion of the Sale, the agreements relating to the MSIOJV will terminate.
Proceeds of Sale
The funds from the Sale in the first instance will be utilised for exploration on the Company's other tenements, obtaining other
tenements as well as working capital for the Company. The Company anticipates that the remainder of the funds, once
received, will also be used for exploration and working capital.
Approval sought from shareholders
The Company does not consider that the Sale will constitute a significant change to the nature and scale of the Company's
activities as it will retain an economic exposure to the Tenements as a result of the FOB Royalty and the proceeds from the
Sale will be put towards further exploration efforts on existing tenements and working capital. Although not required under the
ASX Listing Rules or the Company's constitution, the Company feels that the sale of Cullen's 30% interest in the MSIOJV
and its interests in the Tenements is an important decision that should be put to shareholders for approval.
RSM Corporate Australia Pty Ltd has provided an Independent Expert report on the financial effect of the Sale on the
Company and on the interest of shareholders. The Independent Expert has concluded that the Sale is not fair to the nonassociated shareholders, as the value of the consideration to be received by Cullen is less than the value of the 30%
participating interest in the MSIOJV and 100% of Cullen's other rights and interests in the tenements the subject of the
MSIOJV but reasonable to the non-associated shareholders as the position of the non-associated shareholders if the Sale is
approved is more advantageous than if the Sale is not approved.
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Outcome if Resolution is not passed
If the Resolution is not passed Cullen will continue as a participant in the MSIOJV. As set out above, Cullen will be required
to either reimburse cash calls paid by APIM on behalf of Cullen for the 2016/17 financial year or, if it is unable to do so or
elects not to do so, its interest in the MSIOJV will be diluted. Cullen will also be called upon to participate in future MSIOJV
cash calls and may be required to raise funds from shareholders or other sources to meet these calls. These cash calls will
continue long before any revenue is realised from the MSIOJV. If cash calls are not paid, Cullen's share in the MSIOJV will
be diluted and eventually converted to a fixed rate royalty of AUD$0.50 per tonne on iron ore extracted from the Tenements.
Prior to entering into the Sale documentation, the Company was seeking to sell Cullen's joint venture interest in the MSIOJV.
If the Resolution does not pass the Company will continue to try and find an interested party to purchase Cullen's interest in
the MSIOJV. It should be noted that APIM has a first right of refusal to purchase Cullen's interest in the MSIOJV.
The Directors believe it is in the best interests of the Company to proceed with the Sale. The Directors believe the
consideration Cullen will receive for the interest in the MSIOJV will enable the Company to focus its exploration efforts on its
other exploration projects.
The Directors unanimously recommend, in the absence of a superior proposal, the Company's shareholders vote to approve
Resolution 1. In the absence of a superior proposal, the Directors will vote in favour of Resolution 1 in respect of all shares
held or controlled by them.
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Appointment of Proxy
I/We
………………………………………………………………………………………………………………………………………………
of……………………………………………………………………………………………………………………………………………
being a shareholder/shareholders of Cullen Resources Limited hereby appoint
The Chairman of
The meeting
(mark with an ‘X”)

Write the name of the person you are appointing
if this person is someone other than the
Chairman of the Meeting.

OR

or failing the person named attending the meeting, or if no person is named, the Chairman of the meeting as my/our proxy to
act generally at the meeting on my/our behalf and to vote in accordance with the following directions (or if no directions have
been given, as the proxy sees fit) at the General Meeting of the Company to be held on 7 March 2017 at 11.00 a.m. and at
any adjournment of that meeting.
IMPORTANT: If you appoint a proxy, we encourage you to direct your proxy how to vote on each item of business.
The Chairman of the Meeting intends to vote in favour of each item of business.
Voting directions to your proxy – please mark “X” to indicate your directions
Resolution
1. Approval for the disposal by Cullen Exploration Pty Ltd,
a subsidiary of the Company, of its 30% interest in the
Mt Stuart Iron Ore Joint Venture and the other rights and
interests in the Mt Stuart Iron Ore Joint Venture tenements
to API Management Pty Ltd.

For

Against

Abstain







Signed this ………………………………………………………………… day of ……………………….……………………. 2017.
Individual Securityholder 1

Securityholder 2

Securityholder 3

Individual/Sole Director

Director

Director/Company Secretary

This form must be signed by the securityholder. If a joint holding, either security holder may sign. If signed by the
securityholder’s attorney, the power of attorney must have been previously noted by the registry or a certified copy attached
to this form. If executed by a company, the form must be executed in accordance with the securityholder’s constitution and
the Corporations Act 2001 (Cwlth).
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Instructions for Completion of Proxy Form
Appointing a proxy
A shareholder who is entitled to attend and vote can appoint a proxy to attend and vote at the General Meeting on their
behalf. A proxy need not be a shareholder of the Company.
A shareholder entitled to cast two or more votes may appoint two proxies and may specify the proportion or number of votes
each proxy is appointed to exercise. If proportions or numbers are not specified, each proxy may exercise half the available
votes.
You may complete and return the Appointment of Proxy included with this Notice. If you require a second proxy form, please
contact the Company Secretary or you may copy the Proxy Form.
If you do not provide proxy instructions electronically, proxy forms may be lodged by mail, by hand or by facsimile in
accordance with the instructions on the Proxy form.
For an appointment of a proxy to be effective, the Proxy form must be received at its registered office, Unit 4, 7 Hardy Street,
South Perth WA 6151, or received by facsimile on +61 8 9474 5588 by not later than 11.00am (AEDST) on Sunday, 5
March 2017.
Corporate shareholders
Corporate shareholders wishing to appoint a representative to attend the meeting on their behalf must provide that person
with a property executed letter confirming that they are authorised to act as the company’s representative. The authorisation
may be effective either for this meeting only or for all meetings of the Company.
Eligibility to vote at the meeting
For the purpose of regulation 7.11.37 of the Corporations Regulations 2001, the Company has determined, for the purposes
of voting entitlements at the meeting, that the Company shares are taken to be held by those shareholders registered at
7:00pm (AEDST) on Sunday, 5 March 2017. Accordingly, only those persons will be entitled to attend and vote at the
meeting.
How undirected proxies held by the Chairman of the meeting will be voted
If you appoint the Chair of the Meeting as your proxy and you do not specify in the proxy form the manner in which you wish
the Chair to vote on the resolution to be considered at the meeting, you will be deemed to have directed the Chair to vote
in accordance with the voting intentions of the Chair to vote in favour of the resolution.
The Directors encourage all shareholders who submit proxies to direct their proxy how to vote on each resolution.
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We have concluded that the Proposed Transaction is Not Fair but Reasonable to the
Non-Associated Shareholders

FINANCIAL SERVICE GUIDE
24 January 2017
RSM Corporate Australia Pty Ltd ABN 82 050 508 024 (“RSM Corporate Australia Pty Ltd” 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.
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:


who we are and how we can be contacted;



the financial services that we will be providing you under our Australian Financial Services Licence, Licence No 255847;



remuneration that we and/or our staff and any associates receive in connection with the financial services that we will be
providing to you;



any relevant associations or relationships we have; and



our complaints handling procedures and how you may access them.

Financial services we will provide
For the purposes of our report and this FSG, the financial service we will be providing to you is the provision of general financial
product advice in relation to securities.
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.

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.

Benefits that we may receive
We charge various fees for providing different financial services. However, in respect of the financial service being provided to you
by us, fees will be agreed, and paid by, the person who engages us to provide the report and such fees will be agreed on either a
fixed fee or time cost basis. You will not pay to us any fees for our services; the Company will pay our fees. These fees are
disclosed in the Report.
Except for the fees referred to above, neither RSM Corporate Australia Pty Ltd, 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.

Remuneration or other benefits received by our employees
All our employees receive a salary.

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.
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Associations and relationships
RSM Corporate Australia Pty Ltd is beneficially owned by the partners of RSM Australia, a large national firm of chartered
accountants and business advisers. Our directors are partners of RSM Australia Partners.
From time to time, RSM Corporate Australia Pty Ltd, RSM Australia Partners, RSM Australia and / or RSM Australia related entities
may provide professional services, including audit, tax and financial advisory services, to financial product issuers in the ordinary
course of its business.

Complaints Resolution
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 should be directed to The Complaints Officer, RSM Corporate Australia
Pty Ltd, P O Box R1253, Perth, WA, 6844.
When we receive a written complaint we will record the complaint, acknowledge receipt of the complaint 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.
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 (“FOS”). FOS 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.
Further details about FOS are available at the FOS website or by contacting them directly via the details set out below.
Financial Ombudsman Service
GPO Box 3
Melbourne VIC 3001
Toll Free:
1300 78 08 08
Facsimile:
(03) 9613 6399
Email:

info@fos.org.au

Contact Details
You may contact us using the details set out at the top of our letterhead on page 1 of this report.
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RSM Corporate Australia Pty Ltd
8 St Georges Terrace Perth WA 6000
GPO Box R 1253 Perth WA 6844
T +61 (0) 8 9261 9100
F +61 (0) 8 9261 9111
www.rsm.com.au

24 January 2017
The Directors
Cullen Resources Limited
Unit 4, 7 Hardy Street
SOUTH PERTH WA 6151
Dear Directors

INDEPENDENT EXPERT’S REPORT (“REPORT”)
Introduction
1.1

This Independent Expert’s Report (the “Report” or “IER”) has been prepared to accompany the Notice of
General Meeting and Explanatory Statement (“Notice”) to be provided to shareholders for a General Meeting
of Cullen Resources Limited (“the Company”) to be held on or around [ ] February 2017, at which shareholder
approval will be sought for the disposal by its wholly owned subsidiary, Cullen Exploration Pty Ltd (“Cullen”)
of Cullen’s 30% interest in the Mt Stuart Iron Ore Joint Venture (“MSIOJV”) and 100% of Cullen’s other rights
and interests in the tenements the subject of the MSIOJV to API Management Pty Ltd (“APIM”) (“Proposed
Transaction”).

1.2

Non-Associated Shareholders have been asked to vote on the Proposed Transaction in Resolution 1 of the
Notice:Resolution 1: Disposal of a 30% interest in the Mt. Stuart Iron Ore Joint Venture and other rights and
interests in the Mt. Stuart Iron Ore Joint Venture tenement
To consider and, if thought fit, to pass with or without amendment, the following resolution as an ordinary
resolution:
“That for all proposes, approval is given for the disposal by Cullen Exploration Pty Ltd, a subsidiary of the
Company, of its 30% interest in the Mt Stuart Iron Ore Joint Venture, and its other rights and interest in the
tenements the subject of the Mt Stuart Iron Ore Joint Venture, to API Management Pty Ltd on the terms and
conditions set out in the Explanatory Memorandum accompanying the notice of this meeting.”

1.3

Although there is no regulatory requirement for an IER, Directors of the Company have requested that RSM
Corporate Australia Pty Ltd (“RSM”), being independent and qualified for the purpose, express an opinion as
to whether the Proposed Transaction is fair and reasonable to shareholders not associated with the Proposed
Transaction (“Non-Associated Shareholders”).

1.4

The ultimate decision whether to approve the Proposed Transaction should be based on each NonAssociated Shareholder’s assessment of their circumstances, including their risk profile, liquidity preference,
tax position and expectations as to value and future market conditions. If in doubt as to the action they should

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING
RSM Corporate Australia Pty Ltd is beneficially owned by the Directors of RSM Australia Pty Ltd. RSM Australia Pty Ltd is a memb er of the RSM network and trades as RSM. RSM is the trading name used
by the members of the RSM network. Each member of the RSM network is an independent accounting and consulting firm which practices in its own right. The RSM network is not itself a se parate legal
entity in any jurisdiction.

RSM Corporate Australia Pty Ltd ABN 82 050 508 024 Australian Financial Services Licence No. 255847

take with regard to the Proposed Transaction, or the matters dealt with in this Report, Shareholders should
seek independent professional advice.
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Summary and Conclusion
Opinion
2.1

In our opinion, and for the reasons set out in Sections 11 and 12 of this Report, the Proposed Transaction is
not fair but reasonable to the Non-Associated Shareholders of the Company.

Approach
2.2

In assessing whether the Proposed Transaction is fair and reasonable to the Non-Associated Shareholders
we have considered Australian Securities and Investment Commission (“ASIC”) Regulatory Guide 111 –
Content of Expert Reports (“RG 111”), which provides specific guidance as to how an expert is to appraise
transactions. Whilst the Proposed Transaction is not required to be considered under RG 111, the regulatory
guide does provide a sound basis for assessing the Proposed Transaction.

2.3

We have considered whether or not the Proposed Transaction is “fair” to the Non-Associated Shareholders
by assessing and comparing:


The Fair Market Value of Cullen’s 30% participating interest in the MSIOJV and 100% of Cullen’s other
rights and interests in the tenements the subject of the MSIOJV (the “Assets”); with



The Fair Market Value of the consideration payable by APIM,

and, considered whether the Proposed Transaction is “reasonable” to the Non-Associated Shareholders by
undertaking an analysis of the other factors relating to the Proposed Transaction which are likely to be relevant
to the Non-Associated Shareholders in their decision of whether or not to approve the Proposed Transaction.
2.4

Further information of the approach we have employed in assessing whether the Proposed Transaction is
“fair and reasonable” is set out at Section 4 of this Report.

Fairness
2.5

Our assessed values of the Assets and the consideration payable by APIM are summarised in the table and
figure below.

Table 1 Assessed values of the Assets
Assessment of fairness

Fair Market Value of the Assets
Fair Market Value of the Consideration

Ref.

Value
Low ($m)

High ($m)

Section 9

$2.0

$5.7

Section 10

$1.0

$1.0

Source: RSM analysis

2.6

In accordance with the guidance set out in ASIC RG 111, and in the absence of any other relevant information,
we consider the Proposed Transaction to be not fair to the Non-Associated Shareholders of the Company as
the value of the Consideration to be received by Cullen is less than the value of the Assets.

Reasonableness
2.7

RG 111 establishes that an offer is reasonable if it is fair. It might also be reasonable if, despite not being fair,
there are sufficient reasons for security holders to accept the offer in the absence of any higher bid before the
offer closes. As such, we have also considered the following factors in relation to the reasonableness aspects
of the Proposed Transaction:
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The future prospects of the Company if the Proposed Transaction does not proceed; and



Any other commercial advantages and disadvantages to the Non-Associated Shareholders as a
consequence of the Proposed Transaction proceeding.

2.8

If the Proposed Transaction does not proceed, Cullen will continue as a participant in the MSIOJV. Cullen
will be called upon to participate in future MSIOJV cash calls and may be required to raise funds from
Shareholders or other sources to meet these calls. These cash calls will continue long before any revenue
is realised from the MSIOJV. If cash calls are not paid, Cullen’s participating interest in the MSIOJV will be
diluted and automatically be converted to a fixed Royalty of A$0.50 per tonne of iron ore extracted from the
Tenements.

2.9

The key advantages of the Proposed Transaction are:

2.10



Cullen will receive lump sum cash payment of $1 million at completion of the sale;



No longer exposed to cash calls;



If a final investment decision (“FID”) is achieved then Cullen will receive an additional $1 million;



New royalty has greater upside;



The Proposed Transaction is potentially more favourable than reducing the current participating interest;
and



There may be an increased interest from new investors.

The key disadvantages of the Proposed Transaction are:


Shareholders will no longer be exposed to the upside of any valuation increase in the MSIOJV.

2.11

We are not aware of any alternative proposals which may provide a greater benefit to the Non-Associated
Shareholders of the Company at this time.

2.12

In our opinion, the position of the Non-Associated Shareholders of the Company if the Proposed Transaction
is approved is more advantageous than if the Proposed Transaction is not approved. Therefore, in the
absence of any other relevant information and/or a superior offer, we consider that the Proposed Transaction
is reasonable for the Non-Associated Shareholders of the Company.
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Summary of Transaction
Overview
3.1

3.2

3.3

3.4

The Company and its subsidiary, Cullen, have entered into a conditional agreement with APIM, the holder of
a 70% participating interest in the MSIOJV, to sell to APIM:


Cullen’s 30% participating interest in the MSIOJV; and



All of Cullen’s other rights and interests in the tenements (“Tenements”) the subject of the MSIOJV,
including registered ownership of the Tenements.

The consideration to be paid by APIM for the Assets consists of (“Consideration”):


A lump sum cash payment of $1 million payable at completion of the sale;



A further lump sum cash payment of $1 million payable upon APIM, the participants in the
Australian Premium Iron Joint Venture (“APIJV”), any person to whom APIM grants mining rights
or any successor in title to the Tenements making a final investment decision (“FID”) to proceed
with development of an iron ore mine on the Tenements; and



An uncapped 1% FOB Royalty on all iron ore extracted from the area of the Tenements.

Completion of the sale is conditional upon satisfaction of a number of matters including:


The Company obtaining shareholder approval;



The board of directors of Baosteel Group Corporation approving the Proposed Transaction;



The obtaining of any required FIRB approvals; and



Ministerial consent being obtained for the transfer of the mining leases, which are part of the
Tenements.

On completion of the sale, the MSIOJV and the Co-ownership, Co-operation and Co-ordination Deed dated
8 March 2007 (which agreement governs the relationship between the holders of the iron ore rights on the
Tenements and the holders of the non-iron ore rights on the Tenements) will terminate.

Rationale for the Proposed Transaction
3.5

APIM is the manager of three joint ventures; the MSIOJV, the APIJV and the Red Hill Iron Ore Joint Venture
(“RHIOJV”). These joint ventures hold the iron ore rights over a number of deposits that form the West Pilbara
Iron Ore Project (“WPIOP”). The intention has been that the MSIOJV would be developed as part of the larger
WPIOP.

3.6

As the iron ore project the subject of the MSIOJV is being developed as part of the larger WPIOP, the progress
of the MSIOJV is linked to the progress of the WPIOP. As Cullen only holds a minority interest in the MSIOJV
it has little ability to steer the direction of the MSIOJV, let alone the WPIOP.

3.7

As a contributing participant in the MSIOJV, Cullen is required to contribute to 30% of all cash calls made on
it pursuant to programs and budgets passed by the MSIOJV management committee, on which APIM has a
majority vote. If Cullen fails to pay a cash call, under the MSIOJV agreement, its share in the MSIOJV will be
diluted. If Cullen's interest falls below 10%, its interest in the MSIOJV will be converted to a royalty on iron
ore extracted from the Tenements, fixed at A$0.50 per tonne.

3.8

Under the agreement with APIM, APIM has agreed to make payments of Cullen's cash calls on behalf of
Cullen for the 2016/17 financial year. If completion of the Proposed Transaction does not take place and the
9

conditional agreement with APIM terminates due to non-satisfaction of the conditions precedent, Cullen will
be required to reimburse APIM for all payments made by APIM on Cullen's behalf within 7 days of the
termination of the agreement. If Cullen is unable or elects not to reimburse APIM, Cullen's share in the
MSIOJV will be diluted in accordance with the formula set out in the Farm-In and Joint Venture AgreementWest Pilbara-Mt. Stuart Joint Venture.
3.9

As part of the consideration for the Proposed Transaction, Cullen receives an uncapped 1% FOB Royalty on
all iron ore extracted from the area of the Tenements, which the Company believes will be more valuable than
the fixed rate royalty that Cullen would receive if its joint venture share was diluted and its MSIOJV interest
converted to the fixed rate royalty of $0.50 per tonne.

3.10

The Directors do not believe that, besides iron ore, there are any viable exploration targets on the Tenements.

3.11

At present there is no development timetable for the WPIOP. The Company believes it may be a significant
time before a final decision is made to proceed with the development of an iron ore mine on the Tenements,
during which Cullen would have to continue to meet 30% of the costs of all MSIOJV expenditure.

3.12

There is no certainty when production from MSIOJV tenements would occur even once a WPIOP timetable
is known. Given that WPIOP envisages developing several orebodies over time, there is risk of delay between
WPIOP development and first production from MSIOJV tenements.

3.13

The cash received as part of the consideration for the Proposed Transaction will be utilised for exploration on
the Company's other tenements and obtaining other tenements, as well as working capital for the Company.
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Scope of the Report
Regulatory Guidance
4.1

In determining whether the Proposed Transaction is “fair and reasonable” we have given regard to the views
expressed by the ASIC in RG 111.

4.2

RG 111 provides ASIC’s views on how an expert can help security holders make informed decisions about
transactions. Specifically it gives guidance to experts on how to evaluate whether or not a proposed
transaction is fair and reasonable.

4.3

RG 111 states that the expert’s report should focus on:


the issues facing the security holders for whom the report is being prepared; and



the substance of the transaction rather than the legal mechanism used to achieve it.

4.4

Consistent with guidance provided in RG 111, we consider that in circumstances such as the Proposed
Transaction, the expert’s assessment of fair and reasonable should not be applied as a composite test – that
is, there should be a separate assessment of whether the transaction is ‘fair’ and whether the transaction is
‘reasonable’, as in a control transaction.

4.5

Consistent with the guidelines in RG 111, in assessing whether the Proposed Transaction is fair and
reasonable to the Non-Associated Shareholders, the analysis undertaken is as follows:

4.6

4.7



Whether the consideration is greater or equal to the value of the Assets – fairness; and



A review of other significant factors which Non-Associated Shareholders might consider prior to
approving the Proposed Transaction – reasonableness.

The other significant factors to be considered include:


The future prospects of the Company if the Proposed Transaction does not proceed; and



Any other commercial advantages and disadvantages to the Non-Associated Shareholders as a
consequence of the Proposed Transaction proceeding.

Our assessment of the Proposed Transaction is based on economic, market and other conditions prevailing
at the date of this Report.
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Profile of the Company
Background
5.1

The Company is listed on the ASX. As at 19 December 2016, it had a market capitalisation of $3.8 million
and a reported cash balance of $291,000 (as at 30 September 2016). The Company has completed a number
of small capital raisings over the last two financial years, as set out below:

Table 2 History of capital raisings
Date

Price per share

Shares issued

Amount raised

May-16

0.0030

200,000,000

600,000

Feb-16

0.0020

40,000,000

80,000

Nov-15

0.0020

283,090,290

566,181

Jun-15

0.0038

159,605,327

606,500

May-15

0.0038

75,000,000

285,000

Dec-14

0.0060

60,500,000

363,000

Oct-14

0.0120

44,891,671

538,700

Total

0.0035

863,087,288

3,039,381

Source: Capital IQ

5.2

The Company holds, via its subsidiaries, an interest in seven projects (including MSIOJV). A summary of the
projects is set out below:

Table 3 Summary of Projects
Project name
MSIOJV
Paraburdoo JV

Interest

Commodity

Phase

30%

Iron Ore

Pre-development

20%

Iron Ore

Pre-development

Mt Eureka/Irwin Bore

100%

Gold, Nickel

Exploration

North Tuckabianna

100%

Copper, Gold

Exploration

Killaloe JV

20%

Nickel

Exploration

Forrestania JV

20%

Gold

Exploration

100%

Tungsten

Exploration

Lachlan Fold Belt
Source: Cullen

5.3

A brief description of the projects is set out below (except for MSIOJV which is discussed in Section 6) (taken
from the Company’s quarterly report):
Paraburdoo JV

5.4

Fortescue Metals Group Ltd can earn up to an 80% interest in the iron ore rights on Cullen’s EL52/1667,
which is located approximately 25km southeast of Paraburdoo in the Pilbara Region of Western Australia.
Cullen is free carried in the JV.

5.5

There has been minimal exploration of the Paraburdoo JV.
Mt Eureka/Irwin Bore
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5.6

The Mt Eureka Project is located approximately 90 kilometres east of the Yandal Gold Belt. It covers
approximately 450 square kilometres of granite-greenstone terrain that, unlike the Yandal Belt to the west
and the Duketon Belt to the south -east, to date has not produced a major gold deposit.

5.7

Cullen discovered gold mineralization at the Southern Prospect (2m @ 10.0 g/t from 50m and 7m @ 9.0 g/t
Au from 116m in hole MERC 74; and 9m @ 6.2 g/t Au from 98m in MERC 75) in shallow dipping quartz lodes
hosted by mafic rock but lacking continuity.

5.8

Cullen continues to assess potential drill targets.
North Tuckabianna

5.9

This project (E20/714 – Cullen 100%) lies along the Tuckabianna gold trend, approximately 35 kilometres
east of Cue, W.A. Previous exploration by Cullen has included VTEM surveying, ground EM, RC drilling and
downhole EM, plant and rock chip geochemistry, and data compilation.

5.10

Cullen continues to assess potential drill targets.
Killaloe JV

5.11

Cullen has a free carried interest in the Killaloe JV by Matsa Resources Limited (“Matsa”). Recent drilling has
been undertaken on the Killaloe JV and Matsa continues to pursue survey based exploration as part of the
joint venture.
Forrestania JV

5.12

Cullen has a free carried interest in the Forrestania JV by Hannans Reward Limited– one ML (gold rights
only). No recent drilling activity has been undertaken on the Forrestania JV.
Lachlan Fold Belt

5.13

The Lachlan Fold Belt contains that Minter Project. Cullen is targeting stockwork and vein-type tungsten
mineralization related to the granitic cupolas (domes).

5.14

Broad zones of low-grade tungsten mineralisation in stockworks of quartz-carbonate-pyrite veinlets in
hornfelsed sediments are known from historical and Cullen’s more recent drilling. .
Wongan Hills

5.15

Cullen (90%) and Regor Consulting Pty Ltd (10%) have applied for an Exploration Licence (ELA 70/4882)
over the northern part of the Wongan Hills Archean Greenstone belt to explore a historical geochemical
anomaly in laterite for gold and/or base metal deposits.
Lithium Projects

5.16

Cullen has lodged six exploration licence applications in W.A. over areas totalling 450 square kilometres that
it considers prospective for rare metal, tin-tantalum-lithium (Sn-Ta-Li) pegmatite mineralisation and which
require further evaluation and prioritisation. Two applications are now granted – E74/575 and E47/4803.

5.17

The Company is also positioned in Finland for lithium, base metal and cobalt exploration with three reservation
applications.

5.18

The Company has received notification that its Reservation Notification application lodged for lithium
exploration surrounding known spodumene-bearing pegmatites with defined resources in Western Finland,
has been approved and is valid until 1 May 2018.
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Financial information
5.19

The information in the following section provides a summary of the financial performance and financial position
of the Company extracted from the audited financial statements of the Company for the years ended 30 June
2014, 2015 and 2016.

5.20

The auditor of the Company, Ernst & Young, issued an unqualified opinion on the financial statements for the
year ended 30 June 2016 but cited the following emphasis of matter:
“Without qualifying our opinion, we draw attention to Note 1 in the financial report, which describes the
principal conditions that raise doubt about the consolidated entity’s ability to continue as a going concern.
These conditions indicate the existence of a material uncertainty that may cast significant doubt about the
consolidated entity’s ability to continue as a going concern and therefore, the consolidated entity may be
unable to realise its assets and discharge its liabilities in the normal course of business.”

Financial Performance
5.21

The following table sets out a summary of the financial performance of the Company for the years ended 30
June 2014, 2015 and 2016.

Table 4 Historical statement of financial performance
Year ended
30 June 2016

Year ended
30 June 2015

Year ended
30 June 2014

A$

Ref:

Audited

Audited

Audited

Revenues

5.22

122,906

130,816

116,211

(36,741)

(37,359)

(41,966)

Salaries and consultants' fees

(307,114)

(409,590)

(387,822)

Compliance expenses

(135,197)

(156,633)

(147,392)

(504,392)

(644,867)

(1,258,108)

-

(158,000)

(21,600)

(1,844)

(963)

(2,209)

(92,954)

(138,373)

(137,707)

(955,336)

(1,414,969)

(1,880,593)

Rent

Impairment of exploration expenditure
Share based payments
Depreciation
Other expenses
Loss before income tax

5.23

5.22

Revenue is generated from the sale of tenements and receipt of federal government research and
development grants.

5.23

The majority of expenditure reflects the impairment of exploration expenditure incurred on the exploration
assets (other than MSIOJV) held by the Company and its subsidiaries.
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Financial Position
5.24

The table below sets out a summary of the financial position of the Company as at 30 June 2014, 2015 and
2016.

Table 5 Historical statement of financial position
As at
30 June 2016

As at
30 June 2015

As at
30 June 2014

Audited

Audited

Audited

531,471

867,152

1,073,739

43,971

93,804

89,020

575,442

960,956

1,162,759

Other financial assets

10,000

10,000

12,400

Plant and equipment

5,606

-

963

Ref:
A$
Current assets
Cash and cash equivalents

5.26

Receivables
Total current assets
Non-current assets

Exploration and evaluation

5,811,317

5,329,287

4,483,886

Total non-current assets

5.27

5,826,923

5,339,287

4,497,249

Total assets

6,402,365

6,300,243

5,660,008

Trade and other payables

153,734

299,480

145,939

Provisions

107,999

111,171

121,829

Total current liabilities

261,733

410,651

267,768

Total liabilities

261,733

410,651

267,768

6,140,632

5,889,592

5,392,240

43,482,463

42,276,087

40,521,766

1,459,725

1,459,725

1,301,725

(38,801,556)

(37,846,220)

(36,431,251)

6,140,632

5,889,592

5,392,240

Current liabilities

Net assets
Equity
Issued capital
Share based payment reserve
Accumulated losses
Total equity

5.25

Source: Annual Report

5.25

At 30 June 2016 the Company had net assets of $6.1 million primarily driven by $5.8 million in capitalised
exploration expenditure and a net working capital surplus of around $0.3 million.

5.26

Cash as at 30 June 2016 was $0.5 million and was reported in the September 2016 quarterly cash flow report
(Appendix 5B) as $0.3 million as at 30 September 2016. The September quarterly cash flow report also
included an estimate of future cash outflows of $0.2 million, which indicates the Company will require
additional capital urgently.

5.27

The majority of the exploration assets is comprised solely of capitalised expenditure related to the MSIOJV.
All other exploration expenditures are written off.
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Capital Structure
5.28

The Company has 1.9 billion ordinary shares on issue. The top 20 shareholders of the Company as at 30
September 2016 held 43.8% of the issued shares as set out below.

Table 6 Top 20 Shareholders
Name

No. of Shares

% Held

225,000,000

11.8

Penoir Pty Ltd

72,000,000

3.8

Warramboo Holdings Pty Ltd

58,433,080

3.1

Perth Capital Pty Ltd

50,000,000

2.6

Bellarine Gold Pty Ltd

45,446,950

2.4

Glyde Street Nominees Pty Ltd

41,661,655

2.2

Chiatta Pty Ltd

40,000,000

2.1

Warramboo Holdings Pty Ltd

32,409,595

1.7

Mr Nan Ze Xu

30,395,377

1.6

Kitchsmith Pty Ltd

29,999,998

1.6

Innerleithen Pty Ltd

29,662,499

1.6

Brisbane Investments I Ltd

25,411,350

1.3

Brisbane Investments II Ltd

25,411,349

1.3

A N Superannuation Pty Ltd

22,447,370

1.2

Mr Andrew Granton Brown

20,000,000

1.1

Ms Carol Mccoll

20,000,000

1.1

W L Houghton Pty Ltd

20,000,000

1.1

Lindglade Enterprises Pty Ltd

17,428,513

0.9

WJK Investments Pty Ltd

13,777,629

0.7

Perth Capital Pty Ltd

Denkey Pty Ltd

13,421,055

0.7

Top 20

832,906,420

43.8

Others

1,068,653,711
1,901,560,131

100.0

Total

56.2
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Share price performance
5.30

The figure below sets out a summary of the Company closing share prices and traded volumes for the 12
months to 16 December 2016.

Figure 1 Daily closing Share price and trade volumes of the Company
0.006

140.0

120.0

0.005

100.0

Price

80.0
0.003
60.0
0.002
40.0

0.001

0.000
Dec 15

Volume (in millions)

0.004

20.0

0.0
Jan 16

Feb 16

Mar 16

Apr 16

May 16
Volume

Jun 16

Jul 16

Aug 16

Sep 16

Oct 16

Nov 16

Price

Source: Capital IQ

5.31

The shares of the Company have reflected irregular trading during the 12 months to 16 December 2016.
During April 2016 and August 2016, a significant volume of shares were traded. Peak volumes occurred on
13 April 2016, where 124 million shares were traded for a total value of more than $0.5 million. The Company
responded to an ASX price query regarding the trading on 13 April 2016 and did not identify any specific news
item or event to explain the increase in activity.

5.32

Since August 2016, the Company’s shares have traded on low volumes and the share price has been mostly
static, ranging in value from between A$0.002 and A$0.003 per share.
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Background of MSIOJV
Background
6.1

The MSIOJV covers iron ore rights in relation to six tenements as follows:

Table 7 Summary of MSIOJV Tenements
Type

Tenement Number

Area as at the Commencement Date

Exploration Licence

E08/1135

11 Blocks

Exploration Licence

E08/1292

37 Blocks

Exploration Licence

E08/1330

39 Blocks

Exploration Licence

E08/1341

13 Blocks

Mining Lease

M08/481

3,609 hectares

Mining Lease

M08/482

1,607 hectares

Source: Cullen

6.2

A substantial amount of exploration and development has been completed on the MSIOJV, culminating in the
discovery of two deposits with the following estimated resources:

Table 8 Location of MSIOJV resources
Deposit

Classification
(JORC, 2012)

Tonnage Mt

Fe
%

SiO2
%

Al2O3
%

Mn
%

LOI
%

MgO
%

P
%

S
%

-

-

-

-

-

-

-

-

-

12.7

54.39

6.74

5.08

0.03

9.58

0.13

0.060

0.020

1.6

53.75

7.38

5.33

0.03

9.48

0.14

0.064

0.021

14.3

54.32

6.81

5.11

0.03

9.57

0.13

0.061

0.020

3.2

55.31

6.45

3.56

0.06

9.98

0.19

0.042

0.022

139.5

54.37

7.60

3.42

0.08

10.36

0.19

0.036

0.016

18.8

54.47

7.70

3.18

0.10

10.28

0.20

0.039

0.016

161.5

54.40

7.59

3.40

0.08

10.35

0.19

0.037

0.016

Measured

3.2

55.31

6.45

3.56

0.06

9.98

0.19

0.04

0.02

Indicated

152.2

54.37

7.53

3.56

0.08

10.30

0.19

0.04

0.02

20.4

54.41

7.68

3.34

0.09

10.22

0.20

0.04

0.02

175.8

54.39

7.53

3.53

0.08

10.28

0.19

0.038

0.016

Measured
Cardo
Bore
MSIOJV

Indicated
Inferred
Total
Measured

Catho
Well
MSIOJV

Indicated
Inferred
Total

MSIOJV
TOTAL

Inferred
Total

Source: Cullen

6.3

The MSIOJV is part of the WPIOP that envisages the development of a 40 million tonnes per annum
production operation incorporating a number of iron ore deposits and three separate joint ventures. The
WPIOP has previously undergone mine and market feasibility studies but these studies were put on hold in
2015 due to the prevailing iron ore prices at the time (approximately A$55). The project would require the
construction of rail and haul roads which would deliver iron ore to the proposed Anketell Port near Karratha.
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Figure 1 Location of MSIOJV and WPIOP

Source: WPIOP
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Summary of the MSIOJV
6.4

6.5

The MSIOJV is governed by the following agreements:


Farm-in and Joint Venture Agreement – West Pilbara – Mt Stuart Joint Venture (“MSIOJV
Agreement”); and



Co-ownership, Co-operation and Co-ordination Deed.

The form of Royalty Deed that will be entered into if Cullen’s interest in the MSIOJV is diluted to less than
10% is annexed to the MSIOJV Agreement
Farm-in and Joint Venture Agreement – West Pilbara – Mt Stuart Joint Venture

6.6

This is the agreement which establishes the MSIOJV. The key terms are as follows:


The MSIOJV is formed following APIM exercising its right to earn a 70% interest in iron ore rights
in the MSIOJV tenements as a tenant-in-common with Cullen;



The MSIOJV is solely in relation to exploration for, and development and mining of, iron ore;



APIM is the manager of the MSIOJV;



A management committee will be established to control and direct the business affairs of the
MSIOJV, including voting on programs and budgets for the carrying out of joint venture activities.
APIM has three representatives on the MSIOJV management committee and Cullen has two. Only
one representative from each participant may vote and has the number of votes equal to the
participating interest of the representatives’ appointor;



Where Cullen elects not to contribute to a cash call issued pursuant to an approved program and
budget and APIM contributes the shortfall, Cullen’s interest will be reduced (and APIM’s MSIOJV
interest will be increased by a corresponding amount);



Cullen cannot sell its MSIOJV interest to a third party without first offering it to APIM;



If Cullen’s interest in the MSIOJV becomes less than 10%, then its MSIOJV interest will convert to
a royalty payable in accordance with the Royalty Deed and all joint venture assets will vest in the
other participants such that Cullen will not hold an interest in the MSIOJV but will be entitled to a
A$0.50 royalty on each tonne of iron ore produced from the Tenements;



If a decision to mine is made and Cullen elects not to participate, APIM would have the right to
acquire Cullen’s MSIOJV interest at 75% of the fair market value.
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Co-ownership, Co-operation and Co-ordination Deed
6.7

The key terms of the Co-ownership, Co-operation and Co-ordination Deed are as follows:


The parties to the agreement must co-operate and co-ordinate their activities so as not to conflict
or interfere with other parties’ activities on the Tenements; and



In the event of an absolute or substantial conflict between the activities of both parties on the
Tenements, the activities of the holders of the iron ore rights will take priority.

Royalty Deed
6.8

The key terms of the Royalty Deed are as follows:


APIM agrees to pay Cullen a royalty on each tonne of iron ore produced from the Tenements; and



The royalty is A$0.50 for every tonne of iron ore produced.
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Iron Ore Industry Profile
7.1

According to IBISWorld Industry Report B08001 published in September 2016, the Australian iron ore output
is expected to increase at an annualised 21.1% over the five years through 2016-17, to 892.4 million tonnes.
However Industry revenue is expected to decrease at an annualised 5.4% over the same period to $52.1
billion due to major iron ore price falls. This includes the reduction in revenue of 6.5% in 2016-17 as the
Australian iron ore price continues to fall despite a relatively weak Australian dollar and a large increase in
mining volumes.

7.2

The performance of the Iron Ore Mining Industry is closely tied to Chinese Steel production, the world price
of iron ore, domestic iron ore output and the value of the Australia dollar. The largest downstream steel using
industries in China and around the world are construction, motor vehicle manufacturing and consumer goods
manufacturing. The Industry produces iron ore fines, lump ore and iron ore pellets.

7.3

The decline in the iron ore price experienced by the Industry has been driven by high levels of supply on
global markets and weakening demand from emerging markets, particularly China.

7.4

The performance of the industry over the next five years through to 2021-22 will be heavily influenced by
trends in steel demand, iron ore output, global iron ore prices, price negotiations with Chinese steel producers
and the value of the Australian dollar. Australian iron ore production volumes and exports are anticipated to
increase over the next five years.

7.5

Although industry demand is projected to grow steadily as China’s economy expands at a moderate rate,
global supply is anticipated to increase, prompting ongoing depressed iron ore prices in world markets. The
forecast iron ore price is shown in the chart below (the grey area is the high and low forecast).
Figure 2 Forecast iron ore prices
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Source: S&P Capital IQ

7.6

Following on from the very high volume growth in the five years through 2016-17, the Industry’s output is
estimated to increase at a more subdued annualised 1.8% over the five years through to 2021-22, to reach
974.5 million tonnes. A weaker Australian dollar in 2017-18 is anticipated to partly offset a further decline in
iron ore prices for Australian producers. These factors are projected to assist in the growth of Industry revenue
by 2.2% in 2017-18 and by an annualised rate of 3.2%% to reach $61.0 billion in 2021-22.

22

Valuation Approach
Basis of Valuation
8.1

The valuation of the Assets and the consideration payable has been prepared on the basis of Fair Market
Value being the value that should be agreed in a negotiated transaction between a knowledgeable, willing
but not anxious buyer and a knowledgeable, willing but not anxious seller, acting at arm’s length.

Valuation methodologies
8.2

8.3

In assessing the Fair Market Value of an ordinary the Company share prior to and immediately following the
Proposed Transactions, we have considered a range of valuation methodologies. RG 111 proposes that it is
generally appropriate for an expert to consider using the following methodologies:


the discounted cash flow (“DCF”) method and the estimated realisable value of any surplus assets;



the application of earnings multiples to the estimated future maintainable earnings or cash flows added
to the estimated realisable value of any surplus assets;



the amount which would be available for distribution on an orderly realisation of assets;



the quoted price for listed securities; and



any recent genuine offers received.

We consider that the valuation methodologies proposed by RG 111 can be split into three valuation
methodology categories, as follows.

Market based methods
8.4

Market based methods estimate the Fair Market Value by considering the market value of a company’s
securities or the market value of comparable companies. Market based methods include;


The quoted price for listed securities; and



Industry specific methods.

8.5

The recent quoted price for listed securities method provides evidence of the fair market value of a company’s
securities where they are publicly traded in an informed and liquid market.

8.6

Industry specific methods usually involve the use of industry rules of thumb to estimate the fair market value
of a company and its securities. Generally rules of thumb provide less persuasive evidence of the fair market
value of a company than other market based valuation methods because they may not account for company
specific risks and factors.

Income based
8.7

8.8

Income based methods estimate value by calculating the present value of a company’s estimated future
stream of earnings or cash flows. Income based methods include:


Capitalisation of maintainable earnings; and



Discounted cash flow methods.

The capitalisation of earnings methodology is generally considered a short form DCF, where an estimation of
the Future Maintainable Earnings (“FME”) of the business, rather than a stream of cash flows is capitalised
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based on an appropriate capitalisation multiple. Multiples are derived from the analysis of transactions
involving comparable companies and the trading multiples of comparable companies.
8.9

The DCF technique has a strong theoretical basis, valuing a business on the net present value of its future
cash flows. It requires an analysis of future cash flows, the capital structure and costs of capital and an
assessment of the residual value or the terminal value of the company’s cash flows at the end of the forecast
period. This method of valuation is appropriate when valuing companies where future cash flow projections
can be made with a reasonable degree of confidence.

Asset based methods
8.10

Asset based methodologies estimate the Fair Market Value of a company’s securities based on the realisable
value of its identifiable net assets. Asset based methods include:


orderly realisation of assets method;



liquidation of assets method; and



net assets on a going concern basis.

8.11

The value achievable in an orderly realisation of assets is estimated by determining the net realisable value
of the assets of a company which would be distributed to security holders after payment of all liabilities,
including realisation costs and taxation charges that arise, assuming the company is wound up in an orderly
manner. This technique is particularly appropriate for businesses with relatively high asset values compared
to earnings and cash flows.

8.12

The liquidation of assets method is similar to the orderly realisation of assets method except the liquidation
method assumes that the assets are sold in a shorter time frame. The liquidation of assets method will result
in a value that is lower than the orderly realisation of assets method, and is appropriate for companies in
financial distress or where a company is not valued on a going concern basis.

8.13

The net assets on a going concern method estimates the market values of the net assets of a company but
unlike the orderly realisation of assets method it does not take into account realisation costs. Asset based
methods are appropriate when companies are not profitable, a significant proportion of the company’s assets
are liquid, or for asset holding companies.

Selection of Valuation Methodologies
Value of MSIOJV
8.14

We have instructed Snowden Mining Industry Consultants Pty Ltd (“Snowden”) to prepare a valuation of the
fair market value of the Assets. Snowden is a specialist in the area of mineral exploration, development and
mining. Snowden has formed its opinion on the value of the Assets using a combination of the exploration
potential, as supported by the Modified Kilburn approach and an analysis of comparable market transactions
identified from a commercially available database of such transactions.

8.15

In selecting its preferred methodologies, Snowden considered a number of alternative valuation
methodologies. Shareholders are encouraged to read Snowden’s report attached as Appendix D for more
details.

8.16

We note that Snowden considered the potential for royalty payments from the MSIOJV. Snowden made the
following comments regarding the potential for royalties:
“If the sale of its interests to APIM proceeds, under the terms of the conditional agreement, Cullen
is entitled to an uncapped 1.0% FOB royalty over all production from the MSIOJV, and Snowden
acknowledges that this may present some value at some point in the future. Snowden considers
that it cannot value this royalty as at the Valuation date, having considered:
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•

The non-current status of the Ore Reserve

•

The announcement by Aurizon that no material further work will be undertaken on the
definitive feasibility studies for the WPIOP.

Snowden is informed that APIM continues studies, buy Aurizon’s exclusivity to develop
infrastructure expired in early 2016. Snowden notes that there is are no alternatives put forward in
the publicly available information.”
Value of Consideration payable
8.17

The Consideration has been measured on two bases:


Upfront cash – based on book value reflecting the face value of the cash payment; and



Conditional payments – Both the cash payment on FID and the royalty payments are conditional
on future events. In such circumstances, we have considered the likelihood of these events
occurring and the possible timing of their occurrence. Per paragraph 8.16 above, Snowden has
not been able to quantify the value of the royalty agreement linked to the MSIOJV. As such, we do
not consider there is reasonable basis to include an estimate of timing of future cash flows linked
to future development decisions.
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Valuation of the Assets
9.1

As noted in Paragraph 8.14, we have instructed Snowden to prepare a fair market valuation of the Assets.
Snowden has prepared its valuation in accordance with the Valmin Code. The Valmin Code provides
guidance to professionals specialising in the valuation of mineral assets.

9.2

Snowden performed its valuation of the Assets using the Kilburn Method and an analysis of comparable
market transactions. The application of these methodologies involves a high degree to subjective
consideration by the valuer. In our opinion, the use of the methodologies is appropriate given the stage of
exploration of the Tenements and the experience of Snowden.

9.3

When considering the fair market value of the MSIOJV, Snowden considered the following:
“Snowden considers the MSIOJV as a component of the broader WPIOP project, which is substantial in scale,
but faces considerable logistical hurdles. The value of the MSIOJV assets is negatively affected by:

9.4

•

The apparent extremely negative sentiment toward Pilbara iron ore development projects

•

Cullen’s minority holding and contributing status

•

Cullen’s minority holding in relation to APIM’s potential future mining and blending strategy options

•

The relative low grade of the product and the discount that this attracts in the current market

•

The announcement by Aurizon (ASX:AZJ) of deferment of development

•

The significant capital investment associated with the transport options”

When considering the fair market value of the Assets other than the MSIOJV, Snowden considered the
following:
“Snowden has not considered the residual value to Cullen of rights to other minerals that may be present on
the MSIOJV tenements, as Snowden considers that the sole value being considered in this transaction is
derived from iron ore.”

9.5

Snowden estimated a range of values for the Assets of between $2.0 million to $5.7 million. More details of
the valuation methods used by Snowden are included in the report attached at Appendix D.
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Valuation of the Consideration
10.1

The Consideration comprises three tranches of payments as follows:



Upfront payment of $1 million;



Deferred payment of $1 million upon FID; and



A 1% FOB Royalty on every tonne of iron ore produced from the MSIOJV.

10.2

We have only included the value of the upfront payment in our analysis of fairness. We have not included
the value of the deferred payments on the basis that there is too much uncertainty to provide a reasonable
basis for estimating the timing of future cash flows.

10.3

As such, in our opinion, the value of the consideration payable for Cullen’s interest in the MSIOJV is $1 million.
We have considered the upside from the deferred payments in reasonableness in Section 12.
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Is the Proposed Transaction Fair to Shareholders of the Company?
11.1

Our assessed values of the Assets and the Consideration are set out below:

Table 9 Assessed values of the Proposed Transaction
Assessment of fairness

Ref.

Value
Low ($m)

High ($m)

Assessed fair market value of the Assets

9

2.0

5.7

Assessed fair market value of the Consideration

10

1.0

1.0

11.2

In accordance with the guidance set out in ASIC RG 111, and in the absence of any other relevant information,
we consider the Proposed Transaction to be not fair to the Non-Associated Shareholders as the value of the
Assets is greater than the value of the Consideration.
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Is the Proposed Transaction Reasonable to Shareholders of the Company?
12.1

RG111 establishes that an offer is reasonable if it is fair. If an offer is not fair it may still be reasonable after
considering the specific circumstances applicable to the offer. In our assessment of the reasonableness of
the Proposed Transaction, we have given consideration to:


The future prospects of the Company if the Proposed Transaction does not proceed; and



Other commercial advantages and disadvantages to the Non-Associated Shareholders as a
consequence of the Proposed Transaction proceeding.

Future prospects of the Company if the Proposed Transaction does not proceed
12.2

If the Proposed Transaction does not proceed, Cullen will continue as a participant in the MSIOJV. Cullen
will be called upon to participate in future MSIOJV cash calls and may be required to raise funds from
Shareholders or other sources to meet these calls. These cash calls will continue long before any revenue
is realised from the MSIOJV. If cash calls are not paid, Cullen’s share in the MSIOJV will be diluted and
eventually converted to a fixed royalty of A$0.50 per tonne of iron ore extracted from the Tenements.

Advantages and disadvantages
12.3

In assessing whether the Non-Associated Shareholders are likely to be better off if the Proposed Transaction
proceed, than if it does not, we have also considered various advantages and disadvantages that are likely
to accrue to the Non-Associated Shareholders.

Advantages of approving the Proposed Transaction
Advantage 1 – Cash Payment of A$1 million at completion of sale
12.4

Under the terms of the Proposed Transaction Cullen will received a lump sum cash payment of A$1 million
at the completion of the sale. As set out at paragraph 5.26 the Company had a cash balance of approximately
A$0.3 million as at 30 September 2016 and an estimate of future cash flows of A$0.2 million which indicates
the Company will require additional capital urgently.
Advantage 2 – No longer exposed to cash calls

12.5

In order to maintain its 30% interest in MSIOJV, Cullen must fund its 30% share of future costs. This requires
regular contributions and, as noted in paragraph 12.4 above, the Company’s cash balance at 30 September
2016 was A$0.3 million which means that, in association with other corporate and exploration costs, it will
require additional capital to maintain its 30% interest.
Advantage 3 – New royalty has greater upside

12.6

If Cullen’s 30% MSIOJV interest is diluted to less than 10%, that interest will be converted to a royalty of
A$0.50 for every tonne of iron ore produced. The new royalty under the Proposed Transaction provides for
a 1% FOB Royalty on every tonne of iron ore produced. The key difference between the two royalty structures
is that the royalty Cullen will receive it its MSIOJV interest is diluted to less than 10% under the current
arrangement is a fixed price in Australian dollars, but the new royalty is a floating price. This means that, if
the iron ore price received is greater than A$50 per tonne then there is more value in the 1% FOB Royalty
(because 1% of A$50 is A$0.50) but if the iron ore price is less than A$50 per tonne, then there is more value
in the original royalty. As noted in Snowden’s report attached at Appendix D, it is understood that long term
Australian Reserve Bank expectations are for a US$:A$ rate of about 0.75, meaning the royalty Cullen would
receive under the current arrangements would equate to approximately US$0.375 per tonne (based on an
iron ore price of US$37.50 per tonne). The five year historic iron ore price included in the Snowden report
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indicates that the iron ore price has rarely fallen below US$50 per tonne in the last five years, meaning the
new FOB Royalty has greater upside.
Advantage 4 – FID payment
12.7

Cullen will receive an additional payment of $1 million upon FID. We have not considered this payment in
our analysis of fairness due to the uncertainties surrounding the timing or eventual achievement of FID.
Advantage 5 – Potentially better outcome than reducing participating interest

12.8

The Proposed Transaction will result in Cullen retaining a royalty whilst also receiving an upfront payment for
the Assets and a deferred payment on FID. This is a more favourable result than simply allowing its interest
to reduce through non-participation in future cash calls because, in such circumstances, Cullen will not receive
any upfront payment and will only receive an A$0.50 royalty per tonne of iron ore produced.
Advantage 6 – Increased interest from new investors

12.9

The Company has a history of regular capital raisings. Further, the market is aware that Cullen must continue
to meet cash calls to maintain its interest in the MSIOJV. This constant need to raise capital may be a
deterrent for new investors because of the likelihood of further shareholder dilution. The elimination of the
need to continually meet cash calls may increase interest from new investors in the Company’s other
exploration assets.

Disadvantages of approving the Proposed Transaction
Disadvantage 1 – No longer exposed to MSIOJV
12.10 As a result of the Proposed Transaction, the Company will no longer be exposed to the upside of the MSIOJV.
If there was an increase in the interest in iron ore exploration and development assets or a material increase
in iron ore prices, the Company’s shareholders may miss out on valuation upside if the disposal of the Assets
is approved.

Alternative Proposal
12.11 We are not aware of any alternative proposal at the current time which might offer the Non-Associated
Shareholders of the Company a greater benefit than the Proposed Transaction.

Conclusion on Reasonableness
12.12 In our opinion, the position of the Non-Associated Shareholders if the Proposed Transaction is approved is
more advantageous than the position if it is not approved. Therefore, in the absence of any other relevant
information and/or a superior offer, we consider that the Proposed Transaction is reasonable for the NonAssociated Shareholders of the Company.
12.13 An individual shareholder’s decision in relation to the Proposed Transaction may be influenced by his or her
individual circumstances. If in doubt, shareholders should consult an independent advisor.
Yours faithfully
RSM FINANCIAL SERVICES AUSTRALIA PTY LTD
A GILMOUR
Director
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A. DECLARATIONS AND DISCLAIMERS
Declarations and Disclosures
RSM Corporate Australia Pty Ltd (“RSM”) holds Australian Financial Services Licence 255847 issued by ASIC pursuant to which
they are licensed to prepare reports for the purpose of advising clients in relation to proposed or actual mergers, acquisitions,
takeovers, corporate reconstructions or share issues.

Qualifications
Our report has been prepared in accordance with professional standard APES 225 “Valuation Services” issued by the Accounting
Professional & Ethical Standards Board.
RSM is beneficially owned by the partners of RSM Australia Pty Ltd a large national firm of chartered accountants and business
advisors.
Mr. Andrew Gilmour is a director of RSM. Mr Gilmour is a Chartered Accountant with extensive experience in the field of corporate
valuations and the provision of independent expert’s reports for transactions involving publicly listed and unlisted companies in
Australia.

Reliance on this Report
This report has been prepared solely for the purpose of assisting Shareholders of the Company in considering the Proposed
Transaction. We do not assume any responsibility or liability to any party as a result of reliance on this report for any other purpose.

Reliance on Information
Statements and opinions contained in this report are given in good faith. In the preparation of this report, we have relied upon
information provided by the Directors and management of Cullen Resources Limited and we have no reason to believe that this
information was inaccurate, misleading or incomplete. RSM does not imply, nor should it be construed that it has carried out any
form of audit or verification on the information and records supplied to us.
The opinion of RSM is based on economic, market and other conditions prevailing at the date of this report. Such conditions can
change significantly over relatively short periods of time.
In addition, we have considered publicly available information which we believe to be reliable. We have not, however, sought to
independently verify any of the publicly available information which we have utilised for the purposes of this report.
We assume no responsibility or liability for any loss suffered by any party as a result of our reliance on information supplied to us.

Disclosure of Interest
At the date of this report, none of RSM, RSM Australia Pty Ltd, Andrew Gilmour, nor any other member, director, partner or
employee of and RSM Australia Pty Ltd has any interest in the outcome of the Proposed Transaction, except that RSM are
expected to receive a fee of approximately $15,000 based on time occupied at normal professional rates for the preparation of
this report. The fees are payable regardless of whether Cullen Resources Limited receives Shareholder approval for the Proposed
Transaction, or otherwise.

Consents
RSM consents to the inclusion of this report in the form and context in which it is included with the Notice of Extraordinary General
Meeting and Explanatory Memorandum to be issued to Shareholders. Other than this report, none of RSM or RSM Australia Pty
Ltd, or Andrew Gilmour has been involved in the preparation of the Notice of Extraordinary General Meeting and Explanatory
Memorandum. Accordingly, we take no responsibility for the content of the Notice of General Meeting and Explanatory Statement.
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B. SOURCES OF INFORMATION
In preparing this Report we have relied upon the following principal sources of information:
 Audited Financial Statements for the Company for the years ended 30 June 2014, 2015 and 2016;
 September 2016 Quarterly Cashflow Report of the Company (Appendix 5B);
 Independent Specialist Report prepared by Snowden – “Cullen MSIOJV Valuation”;
 Notice of General Meeting and Explanatory Memorandum for the meeting of the Company’s
shareholders;
 Farm-in and Joint Venture Agreement – West Pilbara – Mt. Stuart Joint Venture;
 Co-ownership, Co-operation and Co-ordination Deed;
 Form of Royalty Deed annexed to the Farm-in and Joint Venture Agreement – West Pilbara – Mt. Stuart
Joint Venture;
 Company share register listing provided by management;
 Information provided by Company management through meetings and correspondence;
 Capital IQ, IBISWorld and other financial databases and information services; and
 Publically available information including ASX announcements.
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C. GLOSSARY OF TERMS
Term or Abbreviation

Definition

A$

Australian dollar

Act

Corporations Act 2001 (Cth)

APES

Accounting Professional & Ethical Standards Board

APIM

API Management Pty Ltd

APIJV

Australian Premium Iron Joint Venture

Assets

Cullen Exploration Pty Ltd.’s 30% participating interest in MSIOJV and 100% of
Cullen Exploration Pty Ltd.’s other rights and interests in the tenements the subject of
the MSIOJV

ASIC

Australian Securities & Investments Commission

ASX

Australian Securities Exchange

ASX Listing Rules

The listing rules of ASX as amended from time to time

Aurizon

Aurizon Operations Limited

Company

Cullen Resources Limited

Cullen

Cullen Exploration Pty Limited

Directors

Directors of the Company

Explanatory Statement

The explanatory statement accompanying the Notice

Fair Market Value

The amount at which an asset could be exchanged between a knowledgeable and
willing but not anxious seller and a knowledgeable and willing but not anxious buyer,
both acting at arm’s length

FID

Final Investment Decision

FME

Future Maintainable Earnings

FOB Royalty

A royalty based on a free on board (as that term is used in incoterms) sale price

FOS

Financial Ombudsman Service

FSG

Financial Services Guide

IER

This Independent Expert Report

MSIOJV

Mt. Stuart Iron Ore Joint Venture

Non-Associated Shareholders

Shareholders who are not a party, or associated to a party, to the Proposed
Transaction

Notice

The notice of meeting to vote on, inter alia, the Proposed Transaction

Option or Options

Unlisted options to acquire Shares with varying vesting conditions

Proposed Transaction

Disposal of Cullen’s 30% interest in MSIOJV and 100% of Cullen’s other rights and
interests in the tenements the subject of the MSIOJV to APIM

Report

This Independent Expert’s Report prepared by RSM dated 24 January 2017

Resolution

The resolutions set out in the Notice

RG 111

ASIC Regulatory Guide 111 Content of Expert Reports

RHIOJV

Red Hill Iron Ore Joint Venture

RSM

RSM Corporate Australia Pty Ltd

S&P Capital IQ

An entity of Standard and Poors which is a third party provider of company and other
financial information

Share or Cullen Share

Ordinary fully paid share in the capital of the Company

Shareholder

A holder of Share

Snowden

Snowden Mining Industry Consultants Pty Ltd
34

US$

The lawful currency of the United States of America

VALMIN Code

Australasian Code for Public Reporting of Technical Assessments and Valuations of
Mineral Assets (2015)

WPIOP

West Pilbara Iron Ore Project
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25 December 2016

Mr Andrew Gilmour
Director, Corporate Finance
RSM Corporate Australia Pty Ltd
8 St Georges Terrace
Perth WA 6000
Via email: Andy.Gilmour@rsm.com.au
Dear Andrew

VALUATION OF CULLEN RESOURCES’ INTEREST IN THE MSIOJV
Snowden Mining Industry Consultants (Snowden) has been requested by RSM Corporate Australia
(RSM), advisers to Cullen Resources Limited (Cullen) to prepare a Valuation of the Mineral Assets of
Cullen that are associated with the Mt Stuart Iron Ore Joint Venture (MSIOJV). Snowden understands
that the purpose of this Valuation is for inclusion in an Independent Expert’s Report (IER).
This Valuation is prepared in accordance with the guidelines of the VALMIN Code (2015) and has an
Effective Date of 30 December 2016, this being the date on which no further material information was
supplied to Snowden.
The Mineral Assets being valued are all located in the Pilbara region of Western Australia and comprise
iron ore exploration tenements, including Mineral Resource estimates reported under JORC 2012 at
Catho Well and Cardo Bore (Table 1).
A draft version of this report was provided to RSM and Cullen, along with a request to confirm that there
are no material errors or omissions in the report and that the information in the report is factually
accurate.
Confirmation of those terms has been provided in writing and has been relied upon by Snowden.
This report is provided subject to the following assumptions and qualifications:


RSM and Cullen have made available to Snowden all material information in their possession or
known to them in relation to the technical, development, mining and financial aspects of the project
areas and that they have not withheld any material information and that information is accurate and
up to date in all material respects.



All reports and other technical documents provided by RSM and Cullen correctly and accurately
record the result of all geological and other technical activities and testwork conducted to date in
relation to the project areas and accurately record any advice from relevant technical experts.



The MSIOJV and Cullen have good and valid title to all tenements or other land tenure required to
explore, develop, mine and operate within the project areas in the manner proposed. Snowden has
sighted a tenement list prepared by Cullen’s tenement specialist 1 that indicates that the tenements
are in good standing.



All necessary governmental consents and approvals (including those regarding environmental
issues) required to manage mineral production from the project areas have been obtained or will
be forthcoming without any material delay and on terms which will not cause any material change
to any mining, exploration or other activities proposed and which will not cause any material
change to the costs of such activities.

1

McMahon Mining Title Services, of Perth, Tenement Schedule dated 19 December 2016

Final

20 January 2017

Page 3 of 36

RSM Corporate Australia Pty Ltd
Valuation of Cullen Resources MSIOJV Interest



All of the information provided by RSM and Cullen pertaining to project areas or its history or future
intentions, financial forecasting or the effect of relevant agreements is correct and accurate in all
material respects.



In assessing the MSIOJV Mineral Resources, Snowden has relied on the information provided by
RSM and Cullen and has not undertaken independent audits of the data used to prepare the
Mineral Resource estimates.



This valuation contemplates Cullen’s Mineral Assets only and Snowden is not qualified to nor does
it value other property, plant and equipment or financial instruments, although some value for such
things may be implied in Valuations of comparable transactions.

In relation to the above qualifications, Snowden did not undertake any independent enquiries or audits
to verify that the assumptions are correct and gives no representation that they are correct. Snowden
has not carried out any type of audit of Cullen’s records to verify that all material documentation has
been provided.
Snowden has however endeavoured, by making reasonable enquiry of RSM, and the Western
Australian Department of Minerals and Petroleum public database, to ensure that all material
information in the possession of RSM has been fully disclosed to Snowden.

Executive summary
Snowden considers that the Technical Value of Cullen’s MSIOJV Mineral Assets at 30 December 2016
lies within a range of value between A$2.34 million and A$4.75 million, with a Preferred Value of
A$3.55 million (Table 1).
Summary of Technical Value of Cullen’s MSIOJV Mineral Assets

Table 1

Iron Ore
Interest

Project

Non Iron Ore
Interest

MSIOJV Exploration Licences

30%

100%

Mineral Resources and MSIOJV
Mining Leases

30%

100%

Total

Estimated Technical Value
Lower (A$M)

Upper (A$M)

Preferred
(A$M)

0.25

0.64

0.45

2.09

4.11

3.10

2.34

4.75

3.55

Snowden considers that the Fair Market Value of Cullen’s MSIOJV Mineral Assets at 30 December
2016 lies in a range between API’s implied value for Cullen’s share, of A$2.0 million; and the value of
Cullen’s commitment to the Joint Venture to date, of what Snowden understands to be A$5.7 million,
with a Preferred Value equal to that of the lower end of the Technical Value range, of A$2.34 million.
This lower Fair Market Value is selected on consideration of apparent current negative market
sentiment toward isolated Pilbara iron ore development projects.
Yours faithfully

Jeremy Peters
Principal Consultant – Mining Investment Governance
Snowden Mining Industry Consultants Pty Ltd
Email:
Tel:

jpeters@snowdengroup.com
+61 8 9213 9213
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1

INTRODUCTION

Cullen Resources Limited (Cullen) is an Australian Securities Exchange (ASX) listed exploration
company that is a 30% contributing participant in the Mt Stuart Iron Ore Joint Venture (MSIOJV) via its
wholly-owned subsidiary Cullen Exploration Pty Ltd. The residual 70% interest in the MSIOJV is held by
API Management Pty Ltd (APIM), of Perth, Western Australia. The MSIOJV is in respect of iron ore
rights only.
The MSIOJV is one of three joint ventures managed by APIM which are each proposed to contribute
iron ore for the proposed West Pilbara Iron Ore Project (WPIOP) – contemplated as a 40 million tonnes
per annum (Mt/a) greenfields operation with transportation via a new 250 kilometre (km) railway and
export to Asian markets via a new deep water port facility to be located at Anketell Point.
The three joint ventures are (Figure 2.1):


Australian Premium Iron Joint Venture (APIJV)



Red Hill Iron Ore Joint Venture (RHIOJV)



MSIOJV.

Each joint venture is an owner of pisolite iron ore deposits located between 30 km and 85 km southwest
of the iron ore pisolite mining centre of Pannawonica.
Snowden understands that the current status of the WPIOP is tenement maintenance and technical
studies.
Cullen retains a contributing 30% interest in the iron ore rights in the MSIOJV tenements (Table 1.1),
the remaining interest having been earned by APIM through a farm-in arrangement that resulted in the
formation of the MSIOJV.
The equal shareholders of APIM are Aquila Steel Pty Ltd (Aquila) and AMCI (IO) Pty Ltd. Aquila is
jointly owned by Baosteel Resources Australia Pty Ltd (Baosteel, 85%) and Aurizon Operations Limited
(Aurizon, 15%). AMCI (IO) Pty Ltd is jointly owned by AMCI Investments Pty Ltd (51%) and Posco WA
Pty Ltd (49%). Baosteel and Posco WA Pty Ltd are subsidiaries of major Chinese and Korean steel
producers, respectively.
Cullen has announced that it is seeking to liquidate its interest in the MSIOJV 2.
This document has been commissioned by RSM, of Perth, in its capacity adviser to Cullen. It is
prepared to assist RSM and Cullen in a commercial transaction and is prepared in accordance w ith the
2012 guidelines of the Australian Joint Ore Reserves Committee (the “JORC Code”) and the 2015
Australasian Code for Public Reporting of Technical Assessments and Valuations of Mineral Assets
(the VALMIN Code).

1.1

Mineral Assets

The Mineral Assets that are the subject of this Valuation are granted tenements under Western
Australian mining legislation3.

2
3

Cullen Resources ASX Release, 29 November 2016
For a detailed explanation of Western Australian legislation, refer to: http://www.dmp.wa.gov.au/Minerals/How-do-I-Minerals-8044.aspx
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Table 1.1

Cullen interests in MSIOJV tenements
MSIOJV
(Iron Ore
Rights)
Interest

Interest in all
minerals other
than Iron Ore

Application
date

Grant
date

Expiry
date

M08/481

30%

100%

31/10/2011

22/10/2015

21/10/2036

3,609

Contains Catho Well Mineral Resource and noncurrent Ore Reserve

M08/482

30%

100%

31/10/2011

22/10/2015

21/10/2036

1,607

Contains Cardo Bore Mineral Resource

EL08/1135

30%

100%

12/04/1999

05/06/2000

04/06/2017

11

Isolated tenement northwest of Cardo Bore

EL08/1292

30%

100%

07/01/2002

05/06/2003

04/06/2017

37

Isolated tenement west of Catho Well

EL08/1330

30%

100%

29/04/2002

05/06/2003

04/06/2017

33

Contains Catho Well Mineral Resource and noncurrent Ore Reserve

EL08/1341

30%

100%

04/06/2002

25/06/2003

24/06/2017

10

Contains Cardo Bore Mineral Resource

Tenement
no.
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1.2

Qualifications of Practitioner

The Practitioner 4 for preparation of this Valuation is Mr Jeremy Peters, BSc BEng FAusIMM CP (Mining,
Geology), who is a dual qualified geologist and mining engineer with some 25 years’ professional and
general experience in the mining industry since graduation.
Mr Peters has been involved in the preparation of Mineral Asset Valuations and Competent Persons
Reports for Snowden since 2008 and for other parties prior to that. Mr Peters is engaged by Snowden’s
Mining Corporate Services Division and has extensive exposure to and understanding of the JORC
Code, the VALMIN Code, the public policies of the Australian Securities and Investments Commission
(ASIC) and the Listing Rules of the ASX.

1.3

Effective Date and No material change

The effective date of this report is 15 December 2016, this being the date at which no further
information was supplied to the author by RSM or Cullen and the author is not aware of any material
change in the status of the projects in the period between receipt of data and completion of the report.
Unless otherwise stated, information and data contained in this report or used in its preparation has
been provided by RSM or Cullen or has been gathered from public sources.

1.4

Sources of information and site visit

Mr Peters has not visited the MSIOJV project site for the purposes of this valuation but is familiar with
the area in question as a result of a lengthy period of residence in and previous employment in the
region. Mr Peters has professional experience with the geology of and has worked extensively in the
Pilbara, including iron ore projects.
In Mr Peters’ opinion, not all project areas warrant a site visit, particularly those with no physical
evidence of exploration efforts and beyond the immediate scope of the Ore Reserve estimate.
Mr Peters consequently considers that there is no material value in physically examining these sites
and bases his inferences on his own experience and observations.
In preparing this report, Mr Peters has extensively relied on information collated by other parties, as
described in Section 1.9 below. Mr Peters has critically examined this information, made his own
enquiries and applied his general geological competence to conclude that the information presented in
this Valuation complies with the definitions and guidelines of the JORC Code.
The responsibility of the author is provided in Table 1.2.
Table 1.2

Responsibilities of the author
Author

Jeremy Peters, FAusIMM CP (Min, Geo)

Responsible for sections

1, 2, 3, 4, 5

Unless otherwise stated, all currencies are expressed in Australian dollars (A$) and units of
measurement are metric. Historic units have been converted to metric units.

4

Refer VALMIN, Clause 2
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Snowden is responsible for this report and declares that it has taken all reasonable care to ensure that
the information contained in this report is, to the best of its knowledge, in accordance with the facts and
contains no material omissions.

1.5

Mineral Resources and Ore Reserves

The MSIOJV contains current Mineral Resources, as defined by the JORC Code and what Snowden
considers to be historic Ore Reserves.

1.5.1

Mineral Resources

The MSIOJV project includes Mineral Resource estimates at Catho Well and Cardo Bore, estimated
under the guidelines of the JORC Code 5. Snowden has critically assessed these Mineral Resource
estimates and used them to inform the Valuation.

1.5.2

Ore Reserves

The MSIOJV project includes an Ore Reserve estimate for Catho Well that Snowden considers to be
historic. The Ore Reserve estimate was released on 21 August 20156 and Snowden considers that its
validity has expired due to:


The ASX requirement that Ore Reserve estimates are re-stated annually



Volatility in the iron ore Modifying Factors over the past 12 months



A public announcement of deferral of completion of the definitive feasibility study on the WPIOP by
mid-2016.

1.6

Limitations

To the fullest extent permitted by law, Snowden does not assume any responsibility and will not accept
any liability to any other person other than the addressees for any loss suffered by any such other
person as a result of, arising out of, or in connection with the Valuation or statements contained therein.
RSM and Cullen have confirmed in writing to Snowden that, to their knowledge, the information
provided (when provided) was complete and not incorrect or misleading in any material respect.
Snowden has no reason to believe that any material facts have been withheld and RSM and Cullen
have confirmed in writing to Snowden that they believe that they have provided all material information
available to them.

1.7

Reliance on information

Snowden believes that its opinion must be considered as a whole, and that selection of portions of the
analysis or factors considered by it, without considering all factors and analyses together, could create
a misleading view of the process underlying the opinions presented in this Valuation. The preparation of
a Valuation is a complex process and does not lend itself to partial analysis or summary.

1.8

Declaration

Snowden will receive a fee of $15,000 for the preparation of this report in accordance with normal
professional consulting practice. This fee is not contingent on the outcome of the Valuation and

5
6

Cullen Resources ASX Release, 10 March 2015
Cullen Resources ASX Release, 16 September 2015
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Snowden will receive no other benefit for the preparation of this report. Snowden does not have any
pecuniary or other interests that could reasonably be regarded as capable of affecting its ability to
provide an unbiased opinion in relation to the assets and the projections and assumptions included in
the various technical studies completed by RSM or Cullen, opined upon by Snowden and reported
herein.
Neither Snowden, the Competent Person, Mr Peters, who is responsible for authoring this Valuation,
nor any Directors of Snowden have at the date of this report, nor have had within the previous two
years, any shareholding in Cullen or any of its advisors or related parties. Consequently, Snowden,
Mr Peters and the Directors of Snowden consider themselves to be independent of Cullen and its
related parties.

1.8.1

Consent

Snowden has given and has not withdrawn its written consent to the use by RSM and Cullen of this
Valuation for commercial purposes.
Where any information in the Valuation has been sourced from a third party, such information has been
accurately reproduced and no facts have been omitted that would render the reproduced information
inaccurate or misleading.

1.8.2

Copyright

Copyright of all text and other matter in this document, including the manner of presentation, is the
exclusive property of Snowden.
It is an offence to publish this document or any part of the document under a different cover, or to
reproduce and/or use, without written consent, any proprietary technical procedure and/or technique
contained in this document. The intellectual property reflected in the contents resides with Snowden
and shall not be used for any activity that does not involve Snowden, without the written consent of
Snowden.

1.9

Reliance on other experts

In preparing this report, Snowden has been reliant on information provided by RSM and Cullen and
publicly available information regarding geology and operations in the relevant project area.
The principal source of information regarding Cullen’s assets is private and statutory reports that have
been prepared by Cullen staff and submitted to the ASX and the Department of Mines and Petroleum
(DMP) of the Western Australian Government.
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2

PROJECT SUMMARY

The MSIOJV that is the subject of this Valuation commenced on 31 January 2006, after APIM had
exercised its right to earn 70% of the iron ore rights in the tenements by expenditure of $1.0M. Cullen
retained 30% of the iron ore rights and 100% of the rights to any other minerals on the tenements and
commenced monetary contributions of its share to the joint venture, which was formalised in March
2007.
The MSIOJV manager, APIM, reported an initial Mineral Resource estimate of 68 Mt at 55.38% Fe, as
reported by Cullen to the ASX 7. Aquila subsequently announced the results of a Prefeasibility Study8
(PFS). This was supplemented by a 2010 “Feasibility Study” and a further “Definitive Feasibility Study
Update” as announced by Aquila 9. Cullen reported the results of the 2012 study but stated that, in its
opinion, the study did not constitute a “Feasibility Study”, as defined in the MSIOJV Agreement10.
Work on the project slowed in 2012-2013, following a significant reduction in the iron ore price
(Figure 4.1), but the MSIOJV Mineral Resource was re-estimated at 98 Mt at 55.0% Fe11.
Aquila was taken over by Baosteel, in July 2014 and a Mineral Resource and Ore Reserve estimate for
the MSIOJV was announced in March 2015 and updated in September 2015. In December 2015,
Cullen reported that the APIJV participants had decided to “materially cut back the feasibility work
programme”, which would “involve a discontinuation of the previously targeted completion of a definitive
feasibility study”11.
Snowden understands that Cullen’s contribution to the MSIOJV to date has been around A$5.7 million.
On 29 November 2016, Cullen announced12 that it had entered into a conditional agreement with APIM
to sell 100% of its interests in the MSIOJV tenements, including its 30% interest in the MSIOJV, to
APIM for a cash payment of A$1.0 million, a further cash payment of A$1.0 million on APIM or its
successors making a final investment decision and an uncapped 1.0% free on board (FOB)13 royalty on
all production from the MSIOJV tenements. Snowden considers that this implies a value of A$2.0
million for the iron ore rights as at the Valuation Date. Snowden does not value the royalty in the
absence of any clarity regarding development.

2.1

Current status

The current status of the project is tenement maintenance and technical studies.

7

Cullen Resources ASX Announcement,16 May 2007
Cullen Resources ASX Announcement, 6 May 2008
9
Aquila Resources ASX Announcement, 5 June 2012
10
Cullen Resources ASX Announcement, 7 June 2012
11
Cullen Resources ASX Announcement, 23 December 2015
12
Cullen Resources ASX Announcement, 29 November 2016
13
Free on Board – a standard iron ore pricing mechanism https://en.wikipedia.org/wiki/FOB_(shipping)
8
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Figure 2.1

Location of MSIOJV tenements

Source: APIM

2.2

Development concept

APIM developed several concepts for the project, culminating in a proposed 40 Mt/a stand-alone mine,
rail and port development delivering iron ore fines for export via a new port at Anketell Point. The
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WPIOP project contemplates two stages, with Stage 1 exploiting pisolite ore from several deposits,
including the MSIOJV’s Catho Well Mineral Resource to be blended at a central facility and then railed
for export.
The initial 2006 concept for the WPIOP was for a 3 Mt/a mining operation, trucking ore 100 km to a new
facility at the Port of Onslow and trans-shipment via barges onto ore carriers. Key disadvantages were
the capital cost and complexities of running a road-haulage and trans-shipment operation, high fixed
costs and suitability of wharf location.
The 2008 PFS contemplated a conventional Pilbara mine, rail and port operation. In the PFS, Cape
Preston was nominated as the preferred port, connected to the mining areas by a new 160 km rail line.
Anketell Point was subsequently identified as the preferred port and endorsed as such by the State
Government in March 2010.
The 2012 Feasibility Study examined processing and blending ore from each partner at a central hub
for export in a “mine-gate sale” arrangement. The MSIOJV contribution was to be mining of iron ore at a
rate of 5 Mt/a, with the partners contributing proportionally to all capital and operating costs.

2.3

Location and access

The MSIOJV project is approximately 100 km east of Nanutarra and 80 km south of the regional
Channel Iron Deposit (CID) iron ore mining centre of Pannawonica. Road access to the mining areas is
via a 20 km unsealed road from the sealed Nanutarra-Munjina Road (Figure 2.1).

2.4

Tenements

The area of the MSIOJV project managed by APIM consists of two granted Mining Leases (M08/481
and M08/482) and four Exploration Licences (EL08/1135, EL08/1292, EL08/1330 and EL08/1341), of
which Cullen is the registered holder and over which APIM and the participants in APIJV (Aquila Steel
Pty Ltd (Aquila) and AMCI (IO) Pty Ltd) have registered caveats (Table 2.1).
Table 2.1

MSIOJV tenements
Area
(sub-blocks)

Area
(ha)

Registered
holder

Share
(%)

Tenement no.

Expiry date

M08/481

21/10/2036

3,609

APIM & APIJV
Participants 328756

M08/482

21/10/2036

1,607

APIM & APIJV
Participants 328757

EL08/1135

04/06/2017

11
Cullen

100

Caveat

APIM & APIJV
Participants 328754,
Royal Gold 340991

EL08/1292

04/06/2017

37

APIM & APIJV
Participants 328755

EL08/1330

04/06/2017

33

APIM & APIJV
Participants 328756

EL08/1341

24/06/2017

10

APIM & APIJV
Participants 328757

2.5

Geology and mineralisation

The Hamersley Iron Province is located approximately 1,000 km north of Perth in the Pilbara region of
Western Australia. This Province consists predominantly of late-Archaean and Lower Proterozoic
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(2800 Ma to 2300 Ma) sedimentary rocks of the Hamersley Basin, situated between the Achaean
Yilgarn and Pilbara cratons.
Channel Iron Deposits (CIDs) are Miocene alluvial deposits of ferruginous fragments eroded from
surrounding Banded Iron Formation (BIF) hills of the Lower Proterozioc Brockman Formation and
deposited in river channels. CIDs are partly dismembered, topographically inverted palaeochannels that
represent palaeodrainages (Figure 2.2).
The geology is a pisolite clast-supported fine to coarse sandstone to conglomerate comprised of
weathered and altered iron-rich detrital material. The clasts are composed of goethite ± hematite and
fossil wood, which is pseudomorphed by hematite ± goethite and cemented goethite of similar iron
content to the clasts.
Figure 2.2

General West Pilbara geology

Source: Cullen - APIM

2.5.1

Catho Well

The Catho Well CID strikes northwest and extends over a channel length of approximately 9 km and a
maximum width of approximately 1.2 km.
The stratigraphy observed at Catho Well is described as:


Hardcap Zone (Zpw) is extensive both laterally and vertically at the Catho Well deposit. The
hardcap zone is massive to vuggy (minor) with remnant ooid to conglomeratic textures where
clasts are totally replaced by vitreous to earthy goethite and cemented by vitreous goethite. Clay
and silica are present as gangue minerals in this zone. The Catho Well deposit has undergone

Final

20 January 2017

Page 15 of 36

RSM Corporate Australia Pty Ltd
Valuation of Cullen Resources MSIOJV Interest

extensive hardpanisation resulting in a well-developed pervasive and extensive hardcap zone
averaging ~15 metres (m), though locally can range from 5 m to 30 m thick.


Mixed CID (Zpm) makes up the majority of the remainder of the channel; it varies in thickness from
10 m to 40 m and consists of mixed pisolitic CID and clay. Mineralisation is mostly ochreous
goethite.



A minor component of Hard Zone (Zph) occurs in the centre and north of the deposit, usually
~10 m thick, it is absent in the south.



Basal clay (Zpb) unit is present consistently at the base of the deposit, it is thin (2 m to 5 m) and
discontinuous in places.



Basal conglomerate (JK) is rarely encountered at Catho Well, with the only intercepts recorded on
the western periphery of the mesa around holes CWRC093 and CWRC096.



Basement stratigraphy is composed of the Wyloo Group.

Figure 2.3

Catho Well stratigraphy

Source: Cullen - APIM

Catho Well is a low lying, wide channel, indicative of a low energy environment and has a lower
average iron grade than other APIJV deposits due to the low energy depositional regime and strong
weathering overprint.
Mineralisation envelopes at Catho Well have been constructed in two parts – an outer “low grade halo”
of ore using a 52% Fe cut-off grade, and an inner “higher grade” mineralisation shell using a 54% Fe
cut, in order to envelope the bulk of the lower grade material which is dominant at Catho Well.
The low grade halo at Catho Well, though continuous, has a variable morphology, containing one main
thicker lens surrounded by satellite ore lenses. The main ore lens often branches out to form separate
narrower lenses considered to be representative of a braided drainage.
Mineralisation in the centre of the deposit and to the north is thicker. The main central lens is
approximately 20 m thick, whilst surrounding lenses are narrower at 5 m to 10 m thick. Ore lenses are
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hosted in Hardcap, Mixed Zone and Hard Zone stratigraphy, with the bulk of the “higher grade” 54% Fe
mineralisation envelope hosted in the Hard Zone. The “higher grade” 54% Fe cut mineralisation is
lenticular and discontinuous although zones are between 400 m and 2.5 km in length, and 100 m and
1 km in width.
Figure 2.4

Catho Well schematic

Source: Cullen - APIM

2.5.2

Cardo Bore

The geology of Cardo Bore is materially the same as that for Catho Well (Figure 2.5 and Figure 2.6), as
is the Mineral Resource estimation parameters and procedure.
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Figure 2.5

Cardo Bore location and drilling

Source: Cullen - APIM, A-A’, B-B’ and C-C’ are the cross-sections in Figure 2.6
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Figure 2.6

2.6

Cardo Bore cross sections

Mineral Resource and Ore Reserves

APIM has estimated Mineral Resources for the MSIOJV at Catho Well and Cardo Bore and Ore
Reserves at Catho Well, as part of the broader WPIOP project.

2.6.1

Mineral Resources

Snowden considers that the Mineral Resource estimates for Catho Well and Cardo Bore14 have been
completed to an appropriate technical standard and are reported in accordance with the JORC Code 15.

14
15

Cullen Resources ASX Announcement, 8 December 2016
JORC Clause 20
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The Cardo Bore Mineral Resources were estimated in November 2016 and the Catho Well Mineral
Resource in March 2015 (Table 2.2).
Table 2.2
Deposit

Cardo
Bore
MSIOJV

Catho
Well
MSIOJV

MSIOJV
Total

2.6.2

MSIOJV Mineral Resource estimate (52% Fe cut-off grade)
Classification Tonnage
(JORC, 2012)
Mt

Fe
%

SiO2
%

AI2O3
%

Mn
%

LOI
%

MgO
%

P
%

S
%

Measured

-

-

-

-

-

-

-

-

-

Indicated

12.7

54.39

6.74

5.08

0.03

9.58

0.13

0.060

0.020

Inferred

1.6

53.75

7.38

5.33

0.03

9.48

0.14

0.064

0.021

Subtotal

14.3

54.32

6.81

5.11

0.03

9.57

0.13

0.061

0.020

Measured

3.2

55.31

6.45

3.56

0.06

9.98

0.19

0.042

0.022

Indicated

139.5

54.37

7.60

3.42

0.08

10.36

0.19

0.036

0.016

Inferred

18.8

54.47

7.70

3.18

0.10

10.28

0.20

0.039

0.016

Subtotal

161.5

54.40

7.59

3.40

0.08

10.35

0.19

0.037

0.016

Measured

3.2

55.31

6.45

3.56

0.06

9.98

0.19

0.04

0.02

Indicated

152.2

54.37

7.53

3.56

0.08

10.30

0.19

0.04

0.02

Inferred

20.4

54.41

7.68

3.34

0.09

10.22

0.20

0.04

0.02

TOTAL

175.8

54.39

7.53

3.53

0.08

10.28

0.19

0.038

0.016

Ore Reserves

While Snowden considers that technical aspects of the Feasibility Study to have been undertaken to a
high standard, in its view, the Ore Reserve is no longer current for the purposes of Valuation, but does
stand to satisfy the “reasonable prospects for eventual economic extraction” requirements of the JORC
Code16 in relation to the Mineral Resources.
In this instance:


The project has not been developed and is effectively on hold, irrespective of the results of the
Feasibility Study



The economic parameters on which the 2015 Feasibility Study was based have changed
considerably



The transport and processing concept described in the Feasibility Study has not been progressed
nor developed



The complicated ownership structure of the overall project, with Cullen’s minority share of the
MSIOJV, being a component of the overall WPIOP, putting in the hands of other parties any
decision on development of any Ore Reserves on its interests.

Snowden includes the September 2015 Ore Reserve16 for information purposes (Table 2.3). There are
two products contemplated by the Ore Reserve: a higher-grade Product 1 and a lower-grade Product 2.
Snowden understands that, at the time of estimation, the mine plan was predicated on early and
preferential production of Product 1 and preferential production of Product 2 later in the life of the
operation.

16

Cullen Resources ASX Announcement, 16 September 2015
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Table 2.3

Catho Well historic ore reserve

Cullen royalty
If the sale of its interests to APIM proceeds, under the terms of the conditional agreement, Cullen is
entitled to an uncapped 1.0% FOB royalty over all production from the MSIOJV, and Snowden
acknowledges that this may present some value at some point in the future. Snowden considers that it
cannot value this royalty as at the Valuation date, having considered:


The non-current status of the Ore Reserve



The announcement by Aurizon17 that no material further work will be undertaken on the definitive
feasibility studies for the WPIOP

Snowden is informed that APIM continues studies, but Aurizon’s exclusivity to develop infrastructure
expired in early 2016. Snowden notes that there are no alternatives put forward in the publicly available
information.

2.7

Aboriginal heritage and environmental considerations

Snowden is not aware of any issues in this area that may affect the Valuation.

2.8

Snowden opinion

Snowden considers the MSIOJV as a component of the broader WPIOP, which is substantial in scale,
but faces considerable logistical hurdles. The value of the MSIOJV assets is negatively affected by:


The apparent current negative sentiment toward Pilbara iron ore development projects



Cullen’s minority holding and contributing status



Cullen’s minority holding in relation to APIM’s potential future mining and blending strategy options



The relative low grade of the product and the discount that this product attracts in the current
market



The announcement by Aurizon, also reported by Cullen18, as part owner of the WPIOP, of
deferment of any further work on definitive feasibility study development



The significant capital investment and approval processes associated with the transport and
shipping options.

17
18

Aurizon ASX Announcement, 23 December 2015
Cullen Resources ASX Announcement, 23 December 2015
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3

VALUATION

3.1

Considerations

Mineral assets are defined in the VALMIN Code19 as “all property including, but not limited to real
property, 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”.
The VALMIN Code defines20 the Market Value of a mineral asset as “the estimated amount of money
(or the cash equivalent of some other consideration) for which the mineral asset should change hands
on the valuation date between a willing buyer and a willing seller in an arms-length transaction, wherein
each party has acted knowledgeably, prudently and without compulsion”.
The VALMIN Code describes the Market Value of a mineral asset as consisting of two components: the
underlying, or Technical Value and the market component, which is a premium or discount relating to
market, strategic or other considerations. Depending on circumstances at the time, the market
component can be either positive, negative or zero. When the Technical and Market components of
value are added together the resulting value is referred to as the Market Value.
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 and sentiment, commodity
prices, exchange rates, political and country risk change. Other factors that can influence the valuation
of a specific asset include the size of the company’s interest, whether it has sound management and
the professional competence of the asset’s management. All these issues can influence the market’s
perception of a mineral asset over and above its Technical Value.

3.2

Valuation methods

The VALMIN Code makes reference to a number of valuation methodologies in common use20 and
refers to publications hosted by the OneMine Global Library21.

3.2.1

Mineral assets with Mineral Resources and Ore Reserves

Where Mineral Resources and/or Ore Reserves have been defined, Snowden’s approach is to excise
them from the mineral property and to value them separately on a value per resource tonne/metal unit
basis or on the basis of a discounted cash flow and net present value (DCF and NPV, respectively).
The value of the exploration potential of the remainder of the property can then be assessed. Where
appropriate, discounts are applied to the estimated contained metal to represent uncertainty in the
information.
In Snowden’s opinion, a Practitioner charged with the preparation of a development or production
project valuation is obliged by the VALMIN Code21 to give consideration to a range of technical issues
as well as make a judgement about the “market”. Key technical issues that need to be taken into
account include:

19

VALMIN Clause 14, Definitions
VALMIN Clause 8, Valuation
21
http://www.onemine.org
20
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Confidence in the Mineral Resource/Ore Reserve estimate



Metallurgical characteristics



Difficulty and cost of extraction



Economies of scale



Proximity and access to supporting infrastructure.

Discounted cash flow analysis
A DCF analysis determines the Technical Value of a project by approximating the value if it were
developed under the prevailing economic conditions.
Once a Mineral Resource has been assessed for mining by application of appropriate Modifying
Factors22, the economically viable component of the Mineral Resource becomes an Ore Reserve. When
this is scheduled for processing and the capital costs and taxation is considered, the NPV of the project
is established by discounting future annual cash flows using an appropriate discount rate.
The resultant NPV has several recognised deficiencies linked to the fact that the approach assumes a
static approach to investment decision-making, however the NPV represents a fundamental approach
to valuing a proposed or ongoing mining operation and is widely used within the mining industry.

Comparable Market Value
When the economic viability of a mineral resource has not been determined by scoping or high-level
studies, then a “rule of thumb” or comparable Market Value approach is typically applied. The
comparable Market Value approach for mineral resources is a similar process as to that for exploration
properties (refer to Section 3.2.2), however a dollar value per resource tonne/metal in the ground is
determined.
As no two mineral assets are the same, the Practitioner must be cognisant of the quality of the assets in
the comparable transactions, with specific reference to:


Grade of the mineralisation



Metallurgical qualities of the mineralisation



Proximity to infrastructure such as an existing mill, roads, power, water, skilled workforce,
equipment, etc.



Likely operating and capital costs



Amount of pre-strip (for open pits) or development (for underground mines) necessary



Likely ore to waste ratio (for open pits)



Overall confidence in the Mineral Resource estimate.

3.2.2

Mineral assets in the exploration stage

When valuing an exploration or mining property, the Practitioner is attempting to arrive at a value that
reflects the potential of the property to yield a mineable Ore Reserve and which is, at the same time, in
line with what the property will be judged to be worth when assessed by the market. Arriving at the
value estimate by way of a desktop study is difficult because there are no standard directives and no
single industry-accepted approach.

22

As described by the JORC Code, Clause 12
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The resulting judgement reflects the Practitioner’s previous geological experience, local knowledge of
the area, knowledge of the market and no two Practitioners are likely to have identical opinions on the
merits of a particular property and therefore their assessments of value are likely to differ, sometimes
markedly.
The most commonly employed methods of exploration asset valuation are:


Multiple of exploration expenditure method (exploration based) also known as the premium or
discount on costs method or the appraised value method



Joint venture terms method (expenditure based)



Geoscience rating methods such as the Kilburn method (potential based)



Comparable Market Value method (real estate based).

Each of these methods has positive and negative aspects. Most Practitioners favour a single method of
valuation for which they are prepared to defend and at the same time present arguments for why other
methods should be disregarded. It is easy to find fault with all methods, since there is a large element of
subjectivity involved in arriving at a value of a tenement no matter which method is selected. The
Practitioner must be cognisant of actual transactions taking place in the industry in general to ensure
that the value estimates are realistic.
In Snowden’s opinion, a Practitioner charged with the preparation of a tenement valuation must give
consideration to a range of technical issues as well as make a judgement about the market. Key
technical issues that need to be taken into account include:


Geological setting of the property



Results of exploration activities on the tenement



Evidence of mineralisation on adjacent properties



Proximity to existing production facilities of the property.

In addition to these technical issues, the Practitioner has to take particular note of the market’s demand
for the type of property being valued, which depends upon professional judgement. Snowden’s view is
that an adjustment of the Technical Value of a mineral tenement should only be made if the technical
and Market Values are obviously out of phase with each other.
Snowden’s opinion is that the market in Australia may pay a premium over the Technical Value for high
quality Mineral Assets that hold Mineral Resources that are likely to be mined profitably in the short
term or projects that are believed to have the potential to develop into mining operations in the short
term even though no Mineral Resources have been defined.
On the other hand, exploration tenements that have no defined attributes apart from interesting geology
or a “good address” may trade at a discount to Technical Value. Deciding upon the level of discount or
premium is entirely a matter of the Practitioner’s professional judgement. This judgement must of
course take account of the commodity potential of the tenement.
There are numerous factors that affect the value, such as proximity to an established processing facility
and the size of the land holding. In Snowden’s opinion, the current Australian market in exploration
tenements is affected by the size of the land holding and a large or consolidated tenement holding, in
areas with strong exploration potential attract a premium because of its appeal to large companies.

Kilburn geoscience rating method
The Kilburn geoscience rating method is based on the base acquisition cost (BAC) which is the average
cost incurred to acquire a base unit area of tenement and to meet all statutory expenditure
commitments for a period of 12 months. Different Practitioners use differing approaches to calculate the
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BAC, which vary according to the mining tenement, e.g. exploration licence, prospecting licence and
mining lease.
The method systematically assesses and grades four key technical attributes of a tenement (off
property, on property, anomaly and geology) to arrive at a series of multiplier factors. The multipliers
are then applied to the BAC of each tenement with the values being multiplied together to establish the
overall technical value of each mineral property. The fifth factor, the market factor is then multiplied by
the technical value.
The successful application of this method depends on the selection of appropriate multipliers that reflect
the tenement’s prospectivity.
In Snowden’s view, the acquisition and holding costs of a tenement for one year provides a reasonable
and consistent BAC and presumes that when a tenement is initially pegged by an explorer, it has been
judged to be worth at least the acquisition and holding cost.

Multiple of exploration expenditure method
The Multiple of Exploration Expenditure (MEE) method is based on past exploration expenditure and
the interpreted extent of exploration success. The cost of previous relevant and effective exploration is
considered by Snowden to be expenditure which has enhanced the discovery potential of the property
from that which has culminated in downgrading or negating the potential. Multipliers are accorded to
each property based on the Practitioner’s judgement of the discovery potential and exploration success
of the property and also the Practitioner’s assessment of the status of the project. The Technical Value
of the property is obtained by multiplying effective exploration by various factors.
Value = ((A + (E * C * F) + W) * P), where:


A = acquisition costs



E = past exploration expenditure



C = market factor



F = activity factor



W = warranted further costs



P = prospectivity enhancement multiplier.

Snowden’s multipliers and the criteria for Kilburn and MEE rating selection are summarised in Appendix
A.

3.2.3

Multiple valuation approaches

Snowden’s view is that no single valuation approach should be used in isolation, as each approach has
its own strengths and weaknesses. Where practicable, Snowden undertakes its valuations using a
combination of valuation techniques in order to help form its opinion.
Valuation by multiple approaches is obliged by the VALMIN Code23 unless there are salient reasons
for not doing so.

23

VALMIN, Clause 8.3
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4

VALUATION RESULTS

Snowden has formed its opinion on the value of assets using a combination of the exploration potential,
as supported by the Modified Kilburn approach and an analysis of comparable market transactions
identified from a commercially available database of such transactions.
In this instance, Snowden has supported its Valuation with multiples of exploration expenditure
approach. Snowden has not considered the residual value to Cullen of rights to other minerals that may
be present on the MSIOJV tenements, as Snowden considers that the sole value being considered in
this transaction is derived from iron ore.

4.1

Overview of iron ore markets

Snowden is not qualified to provide economic forecasts or advice, but has examined publicly available
independent sources to inform its Valuation.

4.1.1

Iron ore prices

Between the release of the Feasibility Study in May 2012 and 15 December 2016, prices have declined
significantly for maritime traded iron ore, the standard being 62% Fe-content cost and freight (CFR) to
Tinajin, in China.
Snowden observes that prices have rallied somewhat since October 2016 and is aware of conjecture as
to whether this will be sustained or not. The December 2016 Australian Government Treasury Mid-Year
Economic and Fiscal Outlook expects a decline in the iron ore price from current levels in the US70/t
FOB range to US$55 to US$65 range 24.
Figure 4.1

Five-year iron ore price chart

Source: World Bank

24

http://www.budget.gov.au/2016-17/content/myefo/html/
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4.1.2

World iron ore inventory

World iron ore inventory is about 1.32 trillion tonnes, mostly in Russia, Brazil and Australia, although in
Snowden’s opinion, the Russian figures are highly inflated by the reporting system in that country.
Iron ore is either:
1)

Spinel, or magnetite, which generally requires significant secondary processing before it is suitable
for feed into a blast furnace. This ore constitutes the vast majority of the northern hemisphere ore
inventory and is a relatively minor Brazilian and insignificant Australian export.

2)

Ferrous iron oxide, being either:
a)

Haematite, with a premium product blended to around 62% Fe, with less than a total of 9%
combined Al + Si and P concentrations ideally less than 0.05% and a low Loss on Ignition (LOI
or volatiles content). This product is suitable for direct freed into a blast furnace as lump or
fines (<5 mm) and a premium is generally paid for lump.

b)

Goethite or limonite, generally blended to around 58% Fe, but with a LOI of in excess of 6%.
These ores are generally sintered with coke to form an intermediate product before feeding
into a blast furnace and in doing do, removal of the volatiles increases the iron content to in
excess of 62%.

The MSIOJV CID mineralisation is of Type 2)b) above, which API mining studies25 indicate to have a
product grade of around 55.1% Fe, 10.2% Al + Si, 0.02% P and 10.2% LOI. APIM mining studies
consider that this product will trade into the sintering market at a discount to the spot price, but may be
an attractive feed for some blast furnaces producing lower grade steel such as rail and reinforcing.

4.2

Currency exchange rates

Iron ore is traded in US$ per dry metric tonne unit (dmtu) and the A$:US$ exchange rate has increased
since a correction across all commodities in 2012, (Figure 4.2). The exchange rate recovered sharply in
the vicinity of the Valuation Date, a result of the US election result.
While Snowden does not and is not qualified to forecast exchange rates, it is understood that long term
Australian Reserve Bank expectations are for a US$:A$ rate of about 0.75, which will assist Australian
iron ore project developers, all other things being equal.

25

Cullen Resources ASX Announcement, 16 September 2016
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Figure 4.2

4.3

US$:A$ exchange rate 2011 to 2016

Recent relevant comparable transactions

Snowden generally comments that the market for publicly listed Western Australian iron ore
development projects has collapsed in recent years and that the market for exploration projects is nonexistent. Snowden has excluded magnetite projects from its considerations and has identified two
recent iron ore development comparable transactions of advanced exploration iron ore projects since
January 2015 (Table 4.1). Of these two projects, Snowden considers the Todd Corporation transaction
to provide the best comparison, albeit a premium was paid for control in this instance.

4.3.1

Todd Corporation Limited/Flinders Mines Limited

New Zealand-based Todd Corporation Limited (Todd) acquired a 34.23% interest in Flinders Mines
Limited (Flinders) through an off-market takeover bid. Todd now has a 52.64% interest in Flinders,
which is developing the 100% owned Pilbara iron ore project (PIOP), which Snowden considers to be
directly comparable to the MSIOJV.

4.3.2

Undisclosed buyer/Atlas Iron Limited

An undisclosed buyer has acquired 236.43 million shares of Atlas Iron Limited (Atlas) from New Yorkbased Marathon Asset Management LP. Atlas mining haematite and CID from a number of Pilbara
locations and is attempting to develop a significant Mineral Resource inventory that requires access to
or investment in transportation infrastructure.

4.3.3

Implied unit price for Valuation purposes

The comparable transactions identified by Snowden have an average value of A$0.06/t iron ore. For the
purposes of this Valuation, Snowden has considered the stage of development of the project, its grade,
location and potential capital cost, based on observation of other projects.
Snowden has valued the Mineral Resources separately to the Exploration Potential of the project, in
recognition of the amount of technical work done and their apparent amenity to mining, albeit there is
no current Feasibility Study and the various transport concepts examined so far have not come to
fruition. Furthermore, Snowden considers that the Ore Reserve to be historic in relation to the current
JORC Code.
Snowden has applied an implied value of between A$0.04/t and A$0.08/t for the Mineral Resource and
a Preferred Value of A$0.06/t based on its observation of comparable transactions (Table 4.2).
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Table 4.1

Iron ore project comparable transactions
Completion
date

Resource
(Mt)

Todd Corporation Limited/
Flinders Mines Limited

31/08/2016

850.0

Undisclosed buyer/Atlas
Iron Limited

11/11/2016

37.3

Transaction

Table 4.2

Reserve
(Mt)

Interest
(%)

Status

Implied A$/t
Mineral Resource

Implied A$/t
identified
mineralisation26

44.30

81.59

Development

0.05

0.04

2.92

2.59

Production, development

0.08

0.08

3.2

Snowden Mineral Resource valuation multipliers

Resource

Classification

Catho Well

Measured, Indicated and
Inferred

Cardo Bore
Total

Table 4.3

Purchase price
(US$M)

Mt

% Fe

161.5

54.40

14.3

54.32

175.8

54.39

Lower value (A$/t)

Upper value (A$/t)

Preferred value (A$/t)

0.04

0.08

0.06

Technical Value of MSIOJV Exploration Licence exploration potential
MSIOJV Exploration Licences

Licence

Area

Unit

BAC (A$)

Share

EL08/1135

11

block

10,901

EL08/1292

37

block

EL08/1330

33

EL08/1341

10

26

Estimated Technical Value range (A$)

Off property

On property

Anomaly

Geology

Lower

Upper

Preferred

30%

1.0

1.5

1.5

2.0

1.0

1.5

0.5

1.0

2,000

15,000

9,000

36,667

30%

1.0

1.5

1.5

2.0

1.0

1.5

0.5

1.0

8,000

50,000

29,000

block

32,703

30%

2.0

2.5

2.5

3.0

2.5

3.0

1.5

2.0

184,000

441,000

313,000

block

9,910

30%

2.0

2.5

2.5

3.0

2.5

3.0

1.5

2.0

56,000

134,000

95,000

250,000

640,000

446,000

“identified mineralisation” includes any mineralisation publicly stated in accordance with the JORC Code guidelines as comprising a Mineral Resource or Ore Reserve of any classification
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4.4

MSIOJV exploration potential

Snowden has valued the exploration potential of the MSIOJV exploration licences separately to that of
the Mining Leases. Current Western Australian holding and acquisition costs 27 imply a unit value of
A$991.00 per graticular sub-block to maintain an Exploration Licence and A$52.50 per hectare for a
Mining Licence. Snowden’s view is that this represents the BAC of the respective tenure (refer Section
3.2.2 above), irrespective of the implied value of any mineralisation identified therein.

4.4.1

Exploration licences

The value of the exploration potential for the MSIOJV Exploration Licences has been determined using
the geo-scientific method as detailed in Section3.2.2 (Table 4.3). Snowden observes that EL08/1135
and EL08/1292 lie to the southwest of and away from the currently defined Mineral Resources.
Consequently, these attract lesser value. EL08/1330 and EL08/1341 encompass the Mining Leases
that contain the Catho Well and Cardo Bore Mineral Resources, respectively and have been valued as
such.
Snowden estimates the Technical Value of the exploration potential of the Exploration Licences of the
MSIOJV to be within a range of $0.25 million to $0.64 million, with a Preferred Value of
$0.45 million Australian dollars.

4.4.2

Mining leases

Snowden considers that the value of the exploration potential for the MSIOJV Mining Leases has been
captured in the Valuation of Mineral Resources (Table 4.4), irrespective of the inherent value of the
Mining Leases themselves. This is premised on the Mining Leases being centred on the known extent
of the CID Mineral Resources and the nature of the CID channels excluding the likelihood of significant
mineralisation beyond that already identified.

4.5

MSIOJV Mineral Resources

Snowden’s practice is to value identified Mineral Resources separately to exploration potential.
The Technical Value of the MSIOJV Mineral Resources has been determined using the comparable
market value method, as detailed in Section 3.2.1, above and values identified in Section 4.3.3 above.
Table 4.4

MSIOJV Mineral Resource 30% Technical Valuation
Summary of Mineral Resource Technical Value

Project

Lower (A$M)

Upper (A$M)

Preferred (A$M)

Catho Well

$1.92

$3.77

$2.85

Cardo Bore

$0.17

$0.33

$0.25

Total

$2.09

$4.11

$3.10

Snowden estimates the Technical Value of Cullen’s 30% interest in the Mineral Resources associated
with the MSIOJV to be within a range of $2.09 million to $4.11 million, with a Preferred Value of
$3.10 million Australian dollars (Table 4.4).

27

http://www.dmp.wa.gov.au/Minerals/Mining-acts-fees-and-charges-16494.aspx
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4.6

Multiples of exploration expenditure

The VALMIN Code obliges a secondary means of Valuation (refer Section 3.2.3 above) unless there
are valid reasons for not doing so and Snowden has applied the MEE approach in this instance.
Snowden understands that Cullen’s contribution to the MSIOJV since inception has been $5.7 million to
maintain is 30% interest.
In arriving at a MEE Valuation, Snowden has considered:


The acquisition cost of the project is the unaltered BAC, as determined by Snowden’s Kilburn
Valuation approach, of A$0.36 million



The past exploration expenditure is Cullen’s contribution, which Snowden understands to be
$5.70 million



A market factor of between 0.7 and 0.8 to reflect the depressed market for isolated Australian iron
ore projects



An activity factor of between 0.2 and 0.4 to reflect the reduced activity of the MSIOJV



A warranted further expenditure of zero, to reflect Cullen’s desire to exit the project and the
unknown intentions of APIM



A prospectivity enhancement multiplier of between 2.6 and 3.0 to reflect the identification of Mineral
Resources on the MSIOJV tenements that have reasonable prospects for eventual economic
extraction.



Snowden observes that the value of Cullen’s interest would increase significantly with improvement
in sentiment toward isolated Australian iron ore projects

In this instance, Snowden has determined a value of between $2.44 million and $5.84 million, as at
the Valuation Date for Cullen’s interest in the MSIOJV, using the MEE approach (Table 4.5), with a
Preferred Value of $3.72 million.
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Table 4.5

MSIOJV MEE Technical Valuation
Value
($M)

Comment

Acquisition cost
($M)

Past exploration
expenditure ($M)

Market factor

Activity factor

Warranted further costs
($M)

Prospectivity enhancement
multiplier

BAC from Snowden’s
Kilburn approach

Cullen’s commitment
to the MSIOJV

Refer Section 4.1

Refer Section 2.1

Cullen is exiting the
project

There is a reasonable expectation of
eventual economic extraction

Low

2.44

0.36

5.70

0.7

0.2

0

2.6

High

5.84

0.36

5.70

0.8

0.4

0

3

Preferred

3.72

0.36

5.70

0.7

0.3

0

2.8
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5

VALUATION SUMMARY

Snowden’s value determined for Cullen’s Mineral Assets comprises a Technical Value, as defined by
the VALMIN Code20. Snowden comments that the Valuation of the Mineral Resources is effectively a
Valuation of APIM’s technical work, which has been undertaken to a reasonable standard, in
Snowden’s opinion. Snowden’s Preferred Technical Value for the MSIOJV is approximately
A$3.55 million (Table 5.1), in a range of A$2.34 million and A$4.75 million.
Table 5.1

Valuation summary
Estimated Technical Value
Iron Ore
Interest

Project
MSIOJV Exploration Licences

30%

Mineral Resources and MSIOJV
Mining Leases

30%

Total

Non Iron Ore
Interest
100%
100%

Lower (A$M)

Upper (A$M)

Preferred
(A$M)

0.25

0.64

0.45

2.09

4.11

3.10

2.34

4.75

3.55

Snowden considers that this Technical Value represents a de-facto valuation of the technical work
completed by APIM to date.
The VALMIN Code requires support of any Valuation by a second approach and in this instance, using
the multiples of exploration expenditure approach has determined a Technical Value of between
$2.44 million and $5.84 million, with a Preferred Value of $3.72 million.
Snowden considers that this broadly supports the results of its primary approach.

5.1

Fair Market Value

In identifying a Fair Market Value for Cullen’s share of the MSIOJV, as defined by the VALMIN Code20,
Snowden has considered the poor sentiment toward the Pilbara iron ore development project market,
Cullen’s minority holding in relation to the other APIJV partners and the fact that the project is on hold,
despite significant technical work of an apparently high standard.
Snowden concludes that the Market Value of Cullen’s interest in the Joint Venture is consequently likely
in a range between APIM’s implied value for Cullen’s share of A$2.0 million and the value of Cullen’s
commitment to the project to date, which Snowden understands to be A$5.7 million, with a Preferred
value toward lower end of the estimated range of Technical Values.
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Snowden’s Kilburn multipliers and criteria
Rating

Off property factor

On property factor

Anomaly factor

Geological factor

0.1

Generally unfavourable
lithology

0.2

Generally unfavourable
lithology with structures
Generally favourable

0.4

Lithology (10% to 20%)

0.5

Extensive previous
exploration with
poor results

0.8

Generally favourable
lithology (50%)

1.0

No known mineralisation

No known mineralisation

1.5

Minor workings

Minor workings

2.0

Several old workings

Several old workings

2.5

Abundant workings

Abundant
workings/mines

Abundant
workings/mines

Historical production

Historical production

5.0

Along strike significant
mine(s) with production/
reserves

Historical production

10

Along strike very
significant mine(s) with
production/reserves
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No targets outlined

Generally favourable
lithology (70%)
Generally favourable
lithology

Several well-defined
targets

Generally favourable
lithology with structures

Several significant
sub-economic
intersections

Generally favourable
lithology with structures
along strike of a major
mine

Abundant workings

3.0

3.5

Alluvium covered,
generally favourable
lithology (50%)

Several significant
ore grade corelatable
intersections
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Snowden’s Multiple of Exploration Expenditure
multipliers
Multiplier
<1
1 to 1.2

Criteria
Exploration has downgraded potential
Broad target zones have been identified based on historical data, reconnaissance field work, or
regional geochemical/geophysical surveys

1.3 to 1.5

More detailed work has delineated geochemical and/or geophysical anomalies in a suitable
geological setting

1.6 to 2.0

Drill intersections of mineralization or other favourable indicators require follow-up

2.1 to 2.5

Ore tenor intersections indicate potential for an economic resource

2.6 to 3.0

Drilling demonstrates continuity of ore tenor mineralisation and high potential for an economically
viable resource

Final

20 January 2017

Page 36 of 36

