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Investment Thesis

After experiencing a luih 2009 and H1201@s a result of the global economilownturn, the potash
sector cameback to life.Shares of PotashCofjst surged after BHP Billiton aoannced its intention to
acquire the companyin 2010 (the attempt failed)and soared higher after potash prices ratcheted
upwardswith recovey in the global economyRiding the wavapany of the potash juniors samultifold
gainsin their respective share pricesAlthough potash stocks have retrenched morecently, the
overridinginvestmenttheme remainsintact. The theme being daeand for potastwill continueto riseinto

the foreseeable futuralriven by a confluence of factors including increasing world population, a changing
diet profile in the developingvorld, decreasing arable larahd increasing use of biofuels.

While demand is growing, the world relies on only a selectlége players to produce sufficiengotash
supply to meet these needs. Nations such as China, India and Brazil produce veppthisleinternally

and must import almost all of thenequirementsfrom a smallgroup of companiesThese largeuppliers

are motivated to act in concert to ensure supply is sufficiently constrained and pricing iFhegoal of
the large producers i expand production to satisfy global growth while boxing out prospective junior
producers from entering the market.

The majors benefit from having a low cost of capital and the ability to expandingxiptojects
(brownfield) at a reducedapital cost ersus projects starting from scratch (greenfield). This means only a
select few junior companies have a chance of breaking into the market and will do so by having
exceptional project economicmong other factorsimproving upon a smatlompare Szhance of success

are nations like China and Indiaat have become increasingly frustrated with the cailtké behaviour
among largescale potash producers and are looking for alternative ways to secure siNgibbly, the
Fertiliser Assaation of Inda has had discussions witts governmento establish a $20 billion sovereign
wealth fundto buy overseas potash and phosphate assets.

There areseveraladvancedunior potashplays thatare quickly approachingroduction decisioa These
projectseachaim to producearound onemillion tonnes of potash per annum enore, which islarge
enough tohavea meaningfuimpactin meeting the demand of one of these large importing nations. It is
several othese advanced junior potash pkyhich weanalyzed anddentified for investmentalong with

the industry behemoth, PotashCorp.

PotashCorpffersa high liquidity lover risk opportunity to play a fundamentally strong potash sector. The
company is on pace for record earnings this year exjlectations are fofurther growthin 2012and
beyond thereby providinga wealth of cash flowgeneration thatis more than sufficient to fund its
aggressive expansion plansVhile the company does not offer the same upside potential of a junior
potash play, we believe invesent in the company is warranted and therefore recommend the shares
with a Buy rating and BS$5Qarget price 27% upside).

We have identified a field of approximately twenty junior potash plays at various stages of
exploration/development and have narr@a this list down to the top eight which welieve offer the

best opportinity to achieve production on a commercial basis. We evaltlagse eight in greater detail
within the body of this report and provide ratiagnd target prices for each of thertt.is our belief that

the sector has room for no more than five of these projdoctget off of the groundwithin the next five
years Accordingly, our ratings favour thosempanies thatve believe aremost likely to succegdearing

in mind their current vhuations.

Our favourites include Allana Potash, Ethiopian Potash, IC Potash and Karnalyte Regfitzdevethe

Danakil playA y 9 G KA2LIAL & o0SAy3 GKS 42 NJbRefitingyfrnican YI 22 NJ
abundance of potash resources at shalldepth with an opportunity to produce at very low cost. Thus
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2dzNJ F GGNF QlAz2y (2 GKS I N&ADIB7), ivichwe katé With RBTRENS BUY NXzy 0 &
and a $1.60 target pricg83.%% upside) Their success is trickling down to the oather publicly listed

junior potash play in Ethiopi&thiopian PotaskFED $0.53). While thiscompany is at a far earlier stagé

development their prospect of identifying a large resource is high and their maséptis low enouglfor

usto recommendthe shares with &TRONG BUating and a $1.05 target prid®8.1% upside) We also

favourIC PotasiICR$097), whichg S @A Sg a G(GKS ¢g2NI RQa fSIFRAYy3a LINRESS
specialty premium priced potash product. It is located in airdbte geography (8lv Mexico) and its

marketcap representdess than a tenth of its NPV as determined by a recently released prefeasibility

study. We rate the shares 8TRONG BUWith a $2.00 target price(106.26 upside). Finally, we

recommend shares ofa#nalyte ResourceKRN $1145) with a STRONG BUidting and a $20.00 target

price (74.7%6 upside). Karnalyte is the only unfunded junior potash company already thtioefgasibility

stage With production expected for 2014ye believe the cash flow prité is extremely attractive for
shareholdersbased on the current share pricé ramp up in production through 2020 provides the

possibility for the stock price tmp the $100.00markin due course.

The remaining projects included within this report alkmk promisingyet we are relatively less
enthusiastidor one reason or anothef. 2 dzii K . 2 dz{SREBINJISppatass graject has possibly the
bestfundamentalr G G NA 6dzi Sa FY2y3a it 2F GKS 2dzyAfistNapen g A G K |
pit potash operationyet it suffers from theperception of political risk regarding Eritrea. Verde Potash
(NPK$6.92) has an enormous opportunity to meet the entinmporting needs of Brazilbut has yet to

prove its technology regarding comw@mnal KClproduction. Nonetheless, we believgoth of these
companies warrant investment exposure based on a risk/rewrade-off and therefore recommenthoth
companieswith a BUYrating. We rate the two remaining junigr&lemental Minerals (EL#$1.30) and
Western PotashWPX$1.01), with aMARKET PERFORMNe wouldbe more bullish on Elemental Minerals

if it were not for its omparatively high valuation. Thmarketcapnear$300 million ranks at the top of the

list among the juniors even though it islisbver a year away from compieg feasibility. We believéhe

stock may also be hindered by a recent transaction regarding a neighbouring project (Mag Industries)
which was already through feasibility (albeit with less favourable characteristics) yet was sold for a mere
$115 million. In the case of Western Pdtam our opinionthe marketis awaitingthe announcement of a
strategic partner or acquirer. While thigitiative is a distinct possibility, we believe its massive capital
requirement relative to other juniors is a high hurdle to overcome particularthéncurrentchallenging
environmentfor financing

Other companiesworth mentioning (most of which we have met with) include Aguia Resources- (AGR
ASX), Americas Petrogas (BCEXV), Brazil Potash (a private company), Encanto PotasiT &®), EPM
Mining (EPKTSXV), Grizzly Discoveries (G&XYV), Pacific Potash {PEXV), Passport Potash (PBKV),

Rio Verde Minerals (RVIEXV) and Sirius Minerals ($26K)These projects are at varying stages of
exploration and development. We add them to our watchdietl will track their progress with an eye to
expand our coverageniverse once deemed appropriate.
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Mona Nazir (416) 682208- mnazir@frasermackenzie.com Limited



EXPLORING THE WORLD OF POTASH December 19, 2011/ B.

Introduction to Potash

Potash is thecommon namefor potassiumchloride andsaltsthat contain potassiumin water-soluble

F2NY O t20FaadaArdzy 6Y0O 200dz2NB ylGdzN> ffeé& FyR A& GKS
Potash for fertilizer is mainly derived from potash rock, which requires only separation from tlandal

other minerals and physical upgrading into a form suitable for fertilizer manufacturing. Fertilizer potash
forms part of a longerm cycle of potassium, which is both sustainable and natural. There are no
environmental risks associated with potasah it balances other nutrients, particularly nitrate, to ensure

plants use nutrients efficiently. As shown in Exhlbithere are numerous potassiuyearing materials,

the most common beingotassium chloridéKCl).

Exhibit1 ¢ Potassium Compounds

Chemical Name Common Name Formula
Potassium Oxide Potash fertilizer KO
Potassium Chloride Muriate of potash ("MOP") KCI
Potassium Sulphate Sulphate of potash ("SOP") K:SQ

Potassium Carbonate Carbonate of potash, salts of tartar, or pearlash K:CQ

Potassium Chlorate Chlorate of potash KCIQ
Potassium Hydroxide Caustic potash or potash lye KOH
Potassium Nitrate Nitrate of potash or salt KNQ
Potassium Permanganate Permanganate of potash KMnQ

Source: Fraser Mackenzie

Industry Overview

Potash is an essential, irreplaceable nutrient needed for plant developnitassium strengthens plant

stalks and roots and helps enhance water retention, increase crop yields and aids plant resistance against
disease. In addition to increasing overall yields, potash also amplifies food flastowrand adds texture

tofoods.2 KAf S LRGlFaK KFa GKNBS YIAy dzaSazr op: 2F (KS 63
categorized into different levels.

Standard potaslgrades are suitable for direct fertilizer application and for use in various NPK formations.

Granular grades have recently been increasing in popularity and are suitable for direct fertilizer
application and in bulk blending with other fertilizer nutrients.

Industrial grades are highly purified and used mainly as a raw material in a variety of industrial
appliations ranging from food products to soaps.

¢KS 3Ft206Ff LRLMAFGAZ2Y KFa Y2NB GKIy R2dzof SR aAyO0S |
not seem to be slowing down with a further 2.5 billlonmans populating the earth 050. Furthermore

individual food habits are changinVith an increase idisease and sickness there is a greater focus on

Mackenzie Peter Prattas (416) 682243- pprattas@frasermackenzie.cor
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OUGFAYAY3 LINPLISN) ydziNASyi(da (GKNRdzZZAK 2y SQa RASO &dzal
protein from meat products.

Negatively correlted with the increasing population growth is a reduction in available farmland per

individual, maily brought on by urban sprawWith the proper application of the correct fertilizers
FINYSNAR OFy AYyONBlIasS [|-@8NB ORA vidaAglctDsa 8nd, inBia@and Bfazily I y & a
and continents (Africa)

Currently, potash production is limited to only 12 countries around the world with the majority coming
primarily from three nations: Canada, Russia and Belarus. Of these, Canada iseteplargucer with
the province of Saskatchewan being the epicentre for global potash production.

Exhibit2 ¢ Global Potash Reserves

Chile 1%

SourcePotashCorp

The largest importers of potash are the heavily populated countries such as China, India andlBrazil.
Exhibit 3 and 4 we highlight the nations that are global potashvproducers and consumers. [\Iotably, most
of the major consumers produce littftash if any to supply theirO 2 dzy 4§ NE Q& Yy SSRa
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Exhibit3 ¢ Global Potash Producers

Other, 12% Germany, 8%

Israel, 10%

Belarus, 169

Canada, 35%

Russia, 19%

Source: Fertecon 2007

Exhibit4 ¢ Global Potash Consumers

China, 16.8%

Other, 23.7%

India, 12.1%

North America,

19.7% Other Asia,

11.6%

Latin America,
16.2%

Source: Potash Corp.

Consumers

China:With a population of over 1.3 billioand over 3.6 million square miles ddndmass China has
SaGlrotAaKSR AdaStF Fa GKS g2NI RQa 7tEIBOBIAR ItisthédlBSa i S
largest exporter and second largest importer of goods across the world. Close to 20% of the global
population lives in theountry, which compriss less than 6.5% of the globb@hd mass. The disproportion

in figures has placethcreasing pressure on the country to feed its population in the most efficient and
economical way.

The agricultural industry is the most important economic activity within the coyptgridinga livelihood

to aroundtwo-i KA NRa 2F (KS O2dzy iNRB Q& LR LMz I GA2yd | f (K2 dzaK
2PSNJ GKS tFrad uwn @SEFENBR 2N a2 0aAiAyO0S GKS SIFENIe& dhnQav
currently the largest consuming country of fegtdr globally. Meat consumption has doubled from 25kg in
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GKS SINIe& mopynQa (2 20SN) pnl3 LISNI LIS NA 2 yelaftizgNNB y i f &
regard to a number of products such as nitrogen and phosphate it lacks adequate potashtiprodu

Further adding to the supplgndRS Yl yR O2y aid N}y Ayd Aa GKS FIO0G GKFG G
hasbeenreduced dramatically to less than 76 from 1700 nf over 50 years ago. This ratio is only set to
increase even further as the poptitan contirues to grow.

India: With a population of 2 billion, coming in just under China, India is expected to add over 150
million to the global population over the next decade of which the majority are expected to compose of
GYARRES SO2vddalsO a0 S¢ Ay

With about 140hectares(1.4 millionkilometressquaredtotal) of land per 1,000 individuals India ranks
well over 100 on the global list of arable land per capital. This ranking is only fedit fiarther with time

given the correlation to ppulation growth. The agricultural situation is further heightened if one takes
into account the increasing prices of goods in the country. With the CPI index having increased
substantially, food prices alone have surged over 15% year overRgdinermoreunreliable rainfall and

poor soil fertility are major hindrances to farm production, impacting crop yields that typically edr2@e

50% of those in the U.S.

Brazil (Latin America)ls the largest consuming country of potash located in Central and Poudrica,
accounting for ~75% of all potash consumed on the contindiore recent data suggest that Brazil is on
the cusp of becoming the largest importer of potash in the woRdughly 90% of national potash
consumption is sourced from outside of the obty. Therefore potash pricing in Brazil is normally
significantly higher than prices quoted in the rest of the world drdludes the cost of transporfrom
faraway places like SaskatchewaRkarmes in Brazil also use a premium product (granular versus
standard). Thus the quoted price in Brazil can be ~%#0tonne higher thanpricesin North America,
Europe and other regions.

South East Asia (SEAp Japan, South Kored
and Taiwan farmers cultivate less than 26@h |
land per person. Producing ~85% of global pal
oil and ~40% of total rice productiprising |
demand brought on by increasing populatiof™ &
has placed considerable pressure on th
O2y Ay SyidQa | INKOdzZ 0
arable land per capita conties to decline |
there is a greater need to increase crop yield.

Looking at food consumption and overall die
changes, individuals in Asia consume over 25
more meat when compared to consumptio
about 50 years ago; 8 keersus 28 kg currently.

United Sates of America:The U.S. is the highest meat consuming country globally, comiaiglia3 kg

per capita, up from approximateB0 over 55 years ago. The U.S. alone accounts for over 40% of the total

global trade for wheat, corn, soybeans and cotton. fizer and potash demand is fairly consistent for the

O2dzy GNE 3IAGSY GKIG GKS | o{ @ K2dzaSa a2YS 2F (GKS ¢+
significant and stable playar the global food supply chain.
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Producers

The industry is fairlgoncentrated with a small number of compangsd countrieexporting the majority
of potash. Furthermore a number of companies have formed third party estitibereby they have a
vested productiorinterest. Below wéighlightsome of the large potash pducers globally.

Agrium: The company is both a major retail supplier of agricultural products and a leading global
producer and marketer of agricultural nutrients and industrial products. The company conducts activities

through its three primary nutriensegments: 1) Nitrogen, 2) Phosphate and 3) Potash. In FY2010 the
O2YLI ye& KIR 2@0SN) bmnodp oO0AftA2Yy Ay ySi artSa 2F GKA
primary potash mine and production facility is located in Vanscoy, Saskatchewan.

The ompany has the capability to produce over 2 million tonnes of potash from Saskatchewan with
production in FY2010 coming in at 1.8 million tonnes and sales of 1.9 million tonnes. Total potash sales
equated to over $645 million in net revenue.

Of total salesvolume, 60% is distributed within North America with the remaining 40% distributed
internationally via its distribution armg Canpotex.

The company has a strong position within the Canadian market place as an established producer with
global reach. Itsmd potash product is high quality and relatively low cost and the company has significant
growth plans with capacity increasing by 0.8 million tonnes (40%) with a brownfield expansion at the
Vanscoy facility. The expansion is expected to be completed b, 20

Belaruskali:A key player in the global potash industry. Belaruskali is the largest producer and supplier of
potash within the Commonwealth of Independent States (CIS), which comprises 10 former Soviet
wSLJzof A 0aQ YSYO6SNI &l (n&am refinkr coltexek prodicingdihescrystaizeddNJ Y A
granulated concentrate of potassium chloride. FY2010 the company produced more than 8 million

tonnes of potash which is expected to rise to ~11Mtpa by FY2015, with a planned increase in utilization o

its Krasnoslobodsky mine.

Israel Chemicals Ltd (IdIASE)ICL, a leading global fertilizer and specialty chemical company is ranked

6" in the world in potash production. The company holds exclusive concessions to extract high quality,

low cost reserve¥ A Y SNI f & FNRBY L&aN}StQa 5SIFR {SI FyR NARIK(IA
also has concessions for mining potash and salt from underground mines in Spain and England.
Additionally ICL has a virtually unlimited opa&in stockpiling capability @iving for production flexibility.

The close proximity to a port also provides another competitive advantage in regards to both low freight

and short delivery times.

In addition to its potash and phosphate fertilizers segment, the company operates two oter

segments: 1) Industrial Products (flame retardants and other chemicals) and 2) Performance Products
0ALISOAlfGe LK2aLKIFGSas FEdzYAyl FyR 208KSNJ LKIFNXYI O
represented 51% of total sales (~$3.0 billion) anthiwithe fertilizer segment potash (MOP) represented

about 69% of total sales.

The company has the operational capability to produce 6.0 million tonnes of potash and in FY2010 the
company produced 4.3 million tonnes with total sales of 5.6 million toroigsotash (including internal
sales).

K+S Aktiengesellschaft (SIDIB): The company operates under two segments 1) Potash and Magnesium

t NPRdzOGa FyR HO bAGNRISY CSNIAfATSNES® | 26SOSNI GKS
segment. Total aruml sales for FY2010 wert.6 billion of which potash and magnesium products
comprised €2.0 billion (41.3%). This past year, FY2011 the company completed its acquisition of Potash

Mackenzie Peter Prattas (416) 682243- pprattas@frasermackenzie.cor
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One (Canadiabased), which holds a number of potash exploratioences. In June, 2011 the company
announced the divestiture of COMRO (Nitrogen Fertilizers business) to a private equity investor; Triton.
Yb{ A& GKS ¢g2NIRQa& fSIRAY3 LINPRdzOSNJ 2F alttd o6bl/fo0

Potash operations are carried ou ownership of six mines in Germany with annual output of 7.5 million
tonnes (full capacity potash and magnesium products). K+S produced 5.8 million tonnes of potash
products (3.1 million tonnes of KCI) in FY2010A. Globally the company stands ath tlaegifst potash
producer and the leading supplier in Europe.

Via its acquisition of Potash One the company plans to construct the Legacy Project near Moose Jaw,
Saskatchewan for a capital cost of $3.2 billion. Initial production is targeted for 20i% wétmp to 2.86

million tonnes of KCI in 2023. There is the potential to further increase output to 4.0 million tonnes in the
longterm.

Mosaic (MOS)Based in the U.S., Mosaic (formerly GNS Il Corp.) is both a producer and marketer of
concentrated phospate and potash crop nutrients, with the end product being distributed globally. The

company mines phosphate rock in Florida and then processes the rock into finished phosphate products in

Florida and Louisiana. Within the potash division, MOS mines pataShskatchewan, New Mexico and
aAOKATlIYyd 9yR LRGIF&AK LINRRAZOGAZY A& SELZpeIEsSsRe If 2061
0St260d LY {lallriaOKSgly Ift2yS (KS O2YLIl ye& K2fRa Y2N

With current production capacity jtusover 10 million tonnes per annum (+1.3Mt from a tolling
agreement) the company plans to add 4.6 million tonnes in brownfield construction projects over the next
7 years (as shown below).

Potash Corporation of Saskatchewan (POM2 (i a K / 2N1JP A& (GKS 62NIRQ&a f I NH
responsible for filling ~20% of global demand. With operations in seven countries POT is the second
largest potash producer globally.

In FY2010 the company produced over 8 million tonnes df ad@ has one of the most extensive
expansion plans of all producers with expected production of 9.6 million tonnes and 11.5 million tonnes of
KCL in FY2011 and FY2012, respectively. Given the size and scale of current operations the company is
easily ableramp up current operations (brownfield projects); thus benefiting from a low capital cost
model. The company is able to fund its $5.5 billion expansion with cash flow from operations of ~$4 billion
(annuwal run rate). Please see pagef68our more indepth initiating coverage analysis on the company.

Uralkali JSC (URKA:public Russian based potdsértilizer Companthat isbased in Perm Krai. Uralkali

is vertically integrated, meaning it controls the entire production process from ore mining to the
distribution of MOP (Muriate of Potash) to end consumers via its fleet of specialized railcater ikl

located at St. PeterstiBH ® ¢ KS ¢ 2 NI RQa f doidEn§giobally] d@niptisingdmokiRiR6R dzO A y 3
market share, URKA trades on the London SExathange (LSE), Russian Trading System (RTS), and MICEX
(Moscow Interbank Currency Exchange). Uralikalk over the leading spot for potash production from
PotashCorp after it merged with another leading produ&ilyinit in early 2011The companyurrently

employs over 23,000 individuals.

¢KS O2YLIl yeQa laasSaa Ay déatner milAcgnSisting ofy7SMOP ImifisRa S A I K
carnallite plant and a sodium chloride plant. Potash productsotocatedin the towns of Berezniki and
Solikamskboth Ay G KS t SN¥Y C¢SNNARG2NEI GgKSNBE GKS @g2NI RQa a
magnesium exists (VerkhnekamskoyWyalkali holds development liceas for the Ustyayvinsky and

Polovodovsky blocks within the Verkhnekamskoye field, containing oeevess of 3.084 billion tonne#s

ofyearSyR (G KS O2YLJIl yeQa G2iFt 2NB NBaSNWSa 6SNB | LILINEE
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' @SFNJ SYR Hnamn (KS O2YLI yeQa LINPRdAzOUA2Y OF LI OAG e
increase capacity to 13 million tonndsy yearend 2012.The company plans on increasing capacity

another 6 million tonnes to 19 million tonnes by 2021. kB¢ Sy R YI N} SG & Ay Of dzRS (G K€
(Brazil, India, China and Russia) in addition to Southeast Asia, the United StatesAndpean Union.

The company sells its products in the export market thia Belarusian Potash Company (BPC),
International Potash Company, Uralkali Trading SA and Agrifert S.A.

Marketing Arms

Belarusian Potash CompanBelaruskali and Uralkali formed tidempany in 1995with each shareholder
holdingp vz 2F GKS O2YLI} yeéQa wakredNdsd td 45% Svithl S8iddhaving beknQa & K I
acquired by Belarusian Railways in 2008.

Headquartered in Minsk, The Republic of Belarus, the company has regiooas affiNew Delhi, Beijing,
Singapore, Sao Paulo (Brazil), Panama and Chicago (U.S.A.) and comprises 43% of the global market,
supplying to more than 70 countries globally with a focus on developing new markets.

BPC potash sales total 10 to 12 million metonnes annually. BPC exports potash to Africa, -Rsiaific,
Central and South America, China, Ewdpdia and the United States.

Canpotex:Canpotex is the internal and marketing distrtion company wholly owned bjgrium Inc.,
Mosaic Company and Potash Corporation of Saskatchewansprtium of large Saskatchewan potash
players).lt has been operational since 1932d hasoffices in Singapore, Hong Kong, Tokyo, Saskatoon
and Vancouver with major international markets comprising oftralia, Brazil, China, India, Indonesia,
Japan, Korea and Malaysizanpotexsellsaround8 to 9 million metric tons of potash annually.

The company takes title of the product at the mineesihd maintains control through the export corridor,
thus minimging quality risk to producerdts Quality Standard sysin tests and analyzes the potash
throughout the delivery system, thus ensuring product specifications are fiet.company distributes

standard, granular and industrial grades of potash.

Exhibit5 - Industrial and Agricultural Potash
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Qupply/Demand

The International Fertilizer Industry Association estimates world poteshandto have been 30 million
metric tonnes of KO (the equivalent o8 million tonnes of KCI) in 2010 afmtecasts demandb increase

at a4% compound annual growth rate through Z)PotashCorp sizthe market at ¥ million tonnesof
KClin 2011 growing tobetween B and 60 million tonnes in 2@L The need for potash and fertilizers
continues to grow as theorld population expands while arable land remains scarce thereby necéasgitat
higher yields. In Exhibst we show how the amount of arable land per person has and will likely continue
to decrease over time.

Exhibit6 ¢ World Population versus Arableand
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Source: Encanto Potash

Economic pressure antinues to drive prices upwardespite additional capacitgoming orstream In

2010 the International Fertilizer Associatitrackedclose t0100 potash projects in 25 countries around

the world and noted that nere than 180 exploratioticences hal been issued in Canada alone over the
previousthree yearsWe have identified projects among fiveajors thatsuggest an additional 30 nidh

tonnes of capacity within the next 12 yeafhis include$ NI £ { F f A o6y YGLI SELI yarzy
Jansen Projectdrget firstproduction in 2015 with an initial 2 mtgahaseramping up to 8 mtpa within 10
8SINBOS t20FaK/ 2N 6c YLl SELIy&arz2y GKNRddzZAK HAMpPOL
Ll 0eQa tNRB2SOG ONFYLAY3I (2 wHodyc YaLIF 2F OF LI OAGE ¢
in this report could add in excess of 10 million tonnes of capacity within this timeffBnieincreasadds

up to around 40mtpa of additional capacit versus an increase in demand of 26 mtpa (assuming a 3%

CAGR) to 4&tpa (assuming a 5% CAGHRgr thistime horizon. Thiforecastsuggests there is a risk of

over-capacity and a possibility for pricing pressure. However, we believe many of these praject

unlikely to proceedentirely as planned. For example, the Jansen project has yet to be sanctioned

AYUSNYyIlFftte o0& . | tsoapticaoriteMRcominfjiRo pvobugtdn. Thaldajors are also
Peter Prattas (416) 682243- pprattas@frasermackenzie.com
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motivated to overstate their plans in order tdissuade others from entering the market. Alsts
discussed, only a select number of juniors will be successful in achieving production. One must also
consider that some existing projects may deplete their capacity due to aging or other facts such as
flooding (like Belaruskali in 2011

Pricing

Prior to its upsurge in 2008, potash pricing had remained fairly steady for a number of years at below
US$200 per tonne. With a spike in agricultural commodity prices during 2007 (aided by increased demand
for biofuels), demand for fertilizers swelled taking potash prices up to nearly US$1,000 per tonne before
the econony derailedand the price droppedo roughly US$350 per tonne (including freight). Marginal
cash cost analysis suggests a pricing floor of abou2Bper tonne. However, the costs of adding new
production likelylifts this floor up over the U$350 mark seen in 2009/2010While biased of course,
Uralkali this year said that in order to justify development of greenfield capacity prices would have to
range between US450 and $500 per tonne dactory orbetween US$550 andUSB600 per tonne after
railway freight and shipment charges @880 to $100.

In 2011 wewitnessedthe return of potash priceescalation Early in the year Uralkaigreed to a supply
agreement with China for the first half of this yeaira price of US$400 a tonnehen later in the year
signeda contract atUSp470per tonne After months of resistance, India agreed to purchase proéhach
BPC atJ$$490 per tonne ad signed with Canpotex around the same time to p$470 per tonne and
US$530 per tonne for @41 and Q1/12 respectivelyCurrent prices (Vancouver spotige) are sitting at
$490 per metric tonne, an icrease of oved0% year over year.

Exhibit7 ¢ Higorical Potash Pricing ICIS MOP Potash Bulk SE Asia Cost + Freight
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Exhibit 8¢ Historical Potash Pricing IMP Canada Potash Export Price (Vancouver)
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We expect that thaJS500 price point will hold. After a strong year of price escalatibelieve there is

the prospectfor prices to cool in the short ternas a result of thesovereign debt issuein Europe

(affecting demand within Europand elsewheré a4 ¢St f & | NIYLAR RSLINBOAL
has caused IFFCO to demand price relief). However, we betievavérall trend is fopricesto head even

higher by the end of 2012 ardémonstratea longterm floor price of $500 per tonne.

Sector Performance

Despite strong agricultural commodity fundamentals (includirsing potash demand and a 3646%
increase in the potash price), largap fertilizer stocks have largely trackéa tmovement of the broader
indicesand have underperformed yedp-date. The junior potash universe started the year strong with
the expectation that prices were on the rise (making many of the projects economic) and a number of
companies having pending catalysts (such as a resource update). However, much of thifoougrere
waned throughout theback halfof the year aspositive catalysts were oftenconsideringa selling
opportunity among investorsBelow we chartthe performance of largeaps (which includes those
comparies listed in our largecap comparablestable on pagel6) and smaikaps (including the juniors
includedwithin this report) versus the broad TSX Index.

Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackengie
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Exhibit9 - TSX vs. Large Cap Fertilizer vs. Junior Potash Index
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Valuation Metrics

We illustrate the summaryaluation metrican the potash sector divided by major producers and juniors

in the exploration/development stagéSee exhibit 10 and L1We believe that producers are best valued

on their earnings and cash flow profile and employing peer multiples methodologpur view, the
juniors are best valued by discounting their futuresledlow streams to determine a net assetlue. A
simpler enterprise value to resource metric may have someitnileence wealso include it as a metrio

the accompanyinganalysis). Howevernve caution this metric fails to captura more complete set of
unique companycharacteristics that we can account for in the NAV approach. We provide details of our

NAVcalch  GA2ya 6AGKAY Sl sédoninhiRledk. R dzI- f

O2YLJIl yeQa
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Exhibit 11¢ SmallCap Comparables
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ALLANA POTASH

AAAC TSX C%87

Decemberl9, 2011

Rating: STRONG BUY METALS & MINES

. P P ,CA,C I
Target Price: C$1.60 (383.9% Potential ROR) | moegs s = rnavst
Market Capitalization: C$168.1million o e Aeaocint

allan
POTAS

H

AAATO (Allara Resources Inc.) TSE @ StockChartscom
16-Dec-2011 0085 HO80 L0as C0.87 W 400.6K Chg +0.02 (+2.35%) &
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SHARE INFORMATIONWMSIARY

Recent Price C9.87
12 mo. Price Target C$160

52week Range C$038-C$2.43
Shares Outstanding, Basic (M) 193.2
Shares Outstanding, Diluted (A 215.0
Avg. Daily Vol.rit®) 1,370,00C
Marke€Cap ($M) C$1681

Net Cash ($M)
Risk Profile

~C$19
Speculative

1. There are 21.8 million of combined options and
outstanding with an average exercise price of $1.0'

ESTIMATES SUMMARY

FY end July 31 2013E 2014E 2015E 2016E

Production (MM M1 - - - 1.0
MOP Price (US$/M - - - 500
Opex (USHIT) - - - 100
Capex (US$M) - 400 400 30
EBITDA (US$M) (6.0) 8.0 (100) 372

COMPANY PROFILE

Allana Potash Corp. focuses on the acquisition ¢
development of potash assets. The Company's flac
project is its Ethiopia Potash Project in the Dan
evaporite basin which has a measured and indice
resource totalling 673 million tonnes with a compges
grade of 18.7% KCIl and another 596 million ton
inferred grading 20.0%.

QOUGKAZ2LIALI Qa azai

Potash Play

Allana is focused on developing a very significant Ethiopi
potash project

The company isarning a 100% interest in a@&nf land package
in the Danakil Evaporite Basin, an area of known historic po
potential. The basin is twice the size of the world class Urals B
which currently accounts for a large portion of global pote
supply.

Exploration has been successfuldefining a large resource
FEEFYylFrQa NBaz2dzNOS G20l ta MPH-
indicated) grading 19.3% KCI. This resource lies on the westerr
of its property where drilling continues for the primary purpose
upgrading the resourcehile additional drilling on the eastern pal
of the property aims at increasing the resource

Economics areproving to be very favourable as indicated by a
recently released PEA

Cost metricsare at the low end of the industry spectrum witl
capexestimated atUS5796 million and total opex atUSp91 (please
refer to page?27) per tonne for a 1 million tonne per annur
operation.

Key financial partners are in place with a strategic partner like
forthcoming

Allana has securedsubstantial investmentrom IFC (a member o
the World Bank) and Liberty Metals & Mining, two groups intent
financing the project through the construction phase. As well, -
company has appointed BNP Paribas as its advisor to help arr
the structuring of debt financingAllana is now is discussions wi
several possible strategic partners which may result irofiniake
agreement and further investment.
9UKAZ2LIALQa SO2y2Ye KI &
mining

¢KS O2dzy i NEQAa NIz Ay 3 n ldtolyin 80105
It has been responsible for an investment friendly environmi
GKFG KFa LINPRdAdzOSR 2yS 2F (K¢
that encourages mining development through a modern min
code.

We have a Strong Buy rating and aXC80per share target price

We estimate a NAV of C$3/share suggesting thafllana shees
are currently trading atess than0.3x P/NAV while our target it
based on a 0.5x multiple. We expegisideto our target as the
project is derisked or a takeoutis undertaken Grand slam
potential also exists with a return tstronger potash prices.

0SSy |
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Company Overview

Allana Potash is a junior potash exploration company, which was formed in 2007. In 2010 the company
changed its name from Allana Resources to AlRatash. The company has two potash projects in the

pipeline, in Ethiopia and Argentina, and is focusing primarily on the Ethiopléot praject as a nearerm
opportunity.

The Dallol Potash Project (also known as the Danakil Potash Deposit) is bogatedd (0 KA 2 LA F Q& y 2 NI
Danakil Depression. Allanaeiarning a 100% interest in a@8quare kilometre land package across three

mineral concessions, which are located 100 kilometres from the Red Sea coast and 600 kilometres by road

to the deepwater port of Djibouti. The area is well known for srradhle potash mining and extensive
explorationwasOl NNA SR 2dzi AYGSNNAGGSY(-F01 fENEBCF esfinfat® haS | NI & wm
0SSy O2YLX SiSR 2nsulting ih bmeas@ed anditidatdd rdodrce estimate totalling

673 million tonnes for the project with a composite grade of 18.7% KCI. In addition, the project has 596

million tonnes of inferred resource with 20.0% grade.

ExhibitAcl: Location of the Dallol Potash Project in Etpia
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Source: Allana Potash

In Argentina, Allana has a 100% interest in over 154,000 hectares in the pimfagteuquén province of
Argentina. A portion of the land is directly adjacent to Vale's Rio Colorado project, which plans on

producing 2.4 milliotonnes of potash per year with stadp scheduled for late 2013ubject to approval
TNRBY 21 £SQa 02FNR®
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Strengths and Opportunities

The deposit is situated within a large evaporite basin with known potash mineralizatioh.f £ I y I Qa
property lies within the Danakil Evaporite Basin, which has similar geology and is twice the size of the

world class Urals Basin. Notably, the Saskatchewantantrals Basins combined account for 75% of

g2NI RQa NBaSNWSa |yR K& APl 3%2AdKAY LINE RdzO NRdg/dR | ¢
LINS @A 2dzat e |y SELX 2N} GA2Yy aAGS T@olihddkies B%asedy GKS
Parsons Company drilled over 300 exploration holes and confirmed major potash reserves about 5
kilometres west of Mount Dallol. At that time, a resource estimate of 171 million tonnes of 32.5% KCI

(non NI 43101 compliant) was completed which partly extends onto the Allana property.

The project location has several advantages over potash deposits in &eas&wan and elsewhere.

Dallol is approximately 100 kilometres from the Red Sea coast and 600 kilometres by road from the deep

water port of Djibouti. This compares favourably to the 1/&00metre stretch between Saskatoon and

Vancouver. While road drrail infrastructure is deficient in Ethiopia, the government has committed to

improve the transportation network. The nation plans to construct 5,000 kilometres of rail with
SEGSyarzya (2 52A02dziAz 6KAOK I OO 2alysirao the Phdle NB dz3 K f &
aAyAaidSN KFa YIRS &LISOATAO YSyilAzy 2F (GKS 5Fff2f L
GKS O2dzyiNE ¢AGKAY GKS O2YAy3a FTAOBS &SI NEREOD 52A0 2 dz
India and roughly 9,600ilametres from China (Vancouv&hina is similar). China and India are the

g2NIX RQa f I NEBSA( ,erpodueemikitle.2 The Daldl potagh project provides an

opportunity for these nations to secure supply outside of Canpotex (the matkebmpany jointly owned

by PotashCorp, Mosaic and Agrium).

ExhibitA-2: Location of Dallol Potash Project
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Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackensio
Mona Nazir (416) 682208- mnazir@frasermackenzie.com Limited




EXPLORING THE WORLD OF POTASH December 19, 2011 / R1

The property has notable neighbours including BHP and an Indian mining compadfye area has

FGOGNI OGSR GKS FGdSyiadArAzy 2F (GKS g2NIRQA fFNBSald YAy
licencefor a huge territory directly to the south and east of Allana. As a result, BHP could prove to be a

valued partner. For exampleHB may choose to invest in Allana, share knowledge (i.e. geological data)

or attract government spending toward improving infrastructure in the area. Within the broad perimeter

2F ffFylrQa 02y 0Saaizy (GKSNB | NB ik Codl MiminglLd leddirgt & y 2
Indiantbased coal mining company, holds a miniicgnceto the west (the Musley Deposit explored by

Parsons) and an exploratiditencearound Mount Dallol. In 2007, Sainik proposed a US$450 million
investment toward developinthe property into a one million tonne per year potash operation. However,

the current status of this project is unknown.

ExhibitA-3: Allana Concession and Drilling Map

Wz
73m@37.74
34m@30.85

@® Completed Drill Hole

(Core Length (m) @ KCI %)
@& Completed Drill Hole (Previously Released)
In Progress Drill Hole

Significant Drill Results
October 18, 2011

L___] Allana Potash Concession 1:125,000 ’1 ; ’1 ‘ Y "
== Seismic Line o—::sKm OTASH
Historic Resource Area UTM37 WGS84

Source: Allana Potash
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Previous work shows a stratigraphic column of evaporate seffu @S (G KNR dzZaAK ! fThe yI Q&
potashbearing zone, designated the Houston Formation, is characterized by three members (sylvinite,
intermediateand kainitite)and varies in width from 7 to 48 metres. The sylvinite member is comprised of
sylvite andhalite (used in the production of MOP) and can be up to 11 metres thick. The Kainitite
Member comprises kainite (used in the production of SOP), halite and minor sylvite and averages nine
metres in thickness. The Intermediate member lies between theirf@glvand Kainitite members, is
commonly thick and contains carnallite mineralization. The formation has been traced for approximately
10 kilometres along strike onto the northern and southern portions of the Allana property and has shown
nearsurface mieralization (within 50 meters of surface).

ExhibitA-4: Stratigraphic Column of Evaporite Sequence

Upper (Younger) Rock Salt -
Halite with Gypsum, Anhydrite, clay

3 515m Marker Beds - Halite with Anhydrite

2 Q 01 img Sylvinite Member - Sylvite and Halite

=9 324m [_nlermediate Member -

=g - Carnallite, Sylvite, Kainite

> < 4-13ms Kainitite Member - 75% Kainite, 25% Halite

Lower (Older) Rock Salt -
Halite with Anhydrite

SSPWPIYL wWOeST+

Source: Allana Potash

Exploration has been a huge success resulting in a twelvefold increase to the historical resoile@a

began with a historical resource estimate 105 million tonnes inferred with a 20.8% composite grade KCI.
Drilling results from the western part of the property were included in a resource estimate released in
June 2011 which increased total measured,éatbd and inferred resources to 1.269 billion tonnes with a
composite grade of 19.3% KCI. Exploration continues with drill targets to the pvasarily focused on
further upgrading the resource while drill targets to the east aim at increasing it.

Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackengie
Mona Nazir (416) 682208- mnazir@frasermackenzie.com Limited

()



EXPLORING THE WORLD OF POTASH

December 19, 2011/ R3

Exhbit A-5: NI 43101 Compliant Inferred Resource

Category Gross Tonnage (MT KCL (%) KCI Net Tonnage (MT

Sylvinite

Measured + Indicated 97.8 30.0% 29.4
Inferred 108.2 31.3% 33.9
Kainitite

Measured + Indicated 284.2 19.7% 56.2
Inferred 271.2 20.3% 55
Upper Carnallitite

Measured + Indicated 78.5 18.4% 14.4
Inferred 85.6 17.0% 14.6
Lower Carnallitite

Measured + Indicated 212.6 12.0% 25.6
Inferred 130.7 11.7% 15.3
Total Measured + Indicated 673.1 18.6% 125.6
Total Inferred 595.7 20.0% 118.9
Total Measured, Indicated and Inferre 1,268.8 19.3% 2445

Source: Allana Potash
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a completion of the feasibility study in 2012, a production decision could take place at the tail end of the
year. The construction phase may take around 18 to 24 morgbhggesting that production could

commence by the end of 2014. The regulatprgcess is expected to be néhy S NP dza

I a

iKS |

climate makes it unfavourable for arother land use (i.e. for farming, etc.). As well, the government

appears highly supportive. Thus a fast track toward production is very plausible. Nonethslegs,
2 dzNJ & C 2 NI (phgady,ave mmobétproduktibndbleginiirgyyha2616 a SOG A 2
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Exhibit A6: Roadmap to Production

i K Sexhibit tBath

Drilling- Phase 1
Seismic Surveys
Seismic Analysis
Drilling - Phase 2

Production Decision

2010

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Resource Estimate 43-101 Update
Technical & Economic Feasibility Study
Environmental & Social Assessment
Project Financing Assessment

2011

2012

Source: Allana Potash
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Allana has the potential to become one of the lowest cost potash producers in the woilthe project

involves a unique neasurface potash deposit, which is amenable to solution minirine distinct

environment within the DanakiDepression provides a rare opportunitydchieve strong economics using

this approach Solution mining involves the flooding of drill holes with hot water to dissolve the potash

and then pumping the resulting brine to surface for processing. The ®@gion Of A YI G S I f &2 LINE
potential to use lowcost geothermal and solar power. Saline brines in a nearby thermal spring returned a
superK S G SR GSYLISNI GdzNB 2F MHpe/ ® & amdng thé Maffest Brif 1 Sy K 2
earth) and clear (lesthan 20cm of rain annually) aiding the use @lfis evaporation of brines or thase

of solar power. These benefits can result in substantial energy and capital savings. The location (a
developing nation) also provides an opportunity for reduced lalqoenses.

¢KS O2YLI yeQa NBOSyidfte NBfSIFaSR LINBIAYAYITH& SO2y2Y
independent study conducted by ERCOSPLAN estipatdaction costdo be US$70/tonne (roughly half

the cost in Saskatchewaaphd US$90/tonne altin (including transportation and administrative expenses)

ensuring the project can remain profitable even in a low price environment. Capitalbreststimated to

be similarlylow at an estimated US$800 million versus US$1.0 billion t@ \088lion in Siskatchewan for

an operation of a similar scal€he study computes a $1.85 billion NPV (using a 12% discount rate) and an

after-tax IRR of 36.8%.

Ethiopia has become a Chiffeaendly place for business. Political stability, huge untapped natural
resources and favourable investment policies put in place by the Ethiopian government are catching the
attention of investors from China and various Asian, European, American and African countries. Tax
incentives are provided to foreign investors as all imporieeestment capital goods (plant machinery,
construction materials, etc.) are 100% exempted from customs duty charges. In addition, exemption is
provided forthe import of raw materials needed for the production of export goods. Products and
services deveped in Ethiopia are also exempt from paying export taxes on goods leaving the country. As
a result, the Chinese have been investingavily in the country. Over the pagkar, the Chinese
government committed to investing billions of dollars in Ethioida dzy RSNRS @St 2LISR SO02y2Y
the Chinese granted a muttillion Birr loan towards the construction of railway lines expected to stretch
from Addis Ababa into the various regions of Ethiopia.

Allana has received interest from several partigs finance and develop the project.The company has

been in talks with several prospective investors from China, India and elsewhere. Notably, Allana received
three offers from China before proceeding with an investment from China Mineral United (CKQQ9n
involving a 7% equity stake in Allana at the time. Subsequently in 2010 the company secured investment
from Liberty Metals &lining, whichnow holds a 17% stake WAA Ealier this year Allana securel$10

million strategic investment from International Finance Corp (IFC), a member of the World Bank. We
believe this investment bodes well for the raising of future low cost project financing (debt) with IFC and
other multilateral financing organizations

The next key step is to sign a strategic partner in the form of @ff take agreement and a material

investment. We understand that the company continues to hold discussions with various parties with
NBALISOG G2 +  &aidNI GS3A dhostdorhidant SovBhiprodulters fardiyRn cintoSof 6 2 NI R ¢
supply and dictating prices, net importers of potash like China and India are very keen on st®uring

supply of material Accordingly, a sovereign wealth fund or statened fertilizer company from dier

one of these countries would be on a list of plausible strategic partiéesbelieve aroff takeagreement

alongside a meaningful investment in Allana wodérisk the project materially. The signing of such an

agreement could conceivably happen atyaime althoughthe conversations have likely become more in

depth following the recent release offaeliminary economic assessment.

Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackenzie
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A takeout of the company remains a possibility with BldRd entities fromChina and India being prime

suitors. . | t Q dor FotedRCorp in 2010 highlights both its desire to establish a large footprint in the
LRGFaK aSO02NJ IyR /KAYIFQAa 3ANRgAYy3I O2yOSNYy NBIINRAY
importers of potash, China does not want to see more concentrdtioime market and the same could

apply to India, which relies on imports for virtually all of its potash consumption. Potash buyers currently

face a duopoly dominated by two companies. Canpotex and Belarusian Potash Company combined

control about 70% ofglobal potash exports. We believe that industry consolidation increases the
AYOSYGA@S F2N) O2dzy iNASA fA1S /KAYIl (2 Ay@Sad Ay 3INB

Accordingly, it is conceivable that the project could be sold within one year at a signifiga@inium to

the share price. While BHP failed to acquire PotashCorp, consolidation is moving ahead. At the same
time, Allana is aggressively moving to advance thrdiegisibilityand fast track the start of production.

With only a select number afuality greenfield opportunities available and a growing eagerness to secure
resources, we believe the Dallol potash project could be sold sooner rather than later. We expect a
takeout value would be Hine or greater than our current target price which imglia 84% potential

return versus the current share price.

Risks and Uncertainties

Political Risk

The project is located in Ethiopia, which is a developing nation. The country does have a history of conflict
0§KNRdzZaAK2dzi GKS wmdnn Qaas beéerpeaif Nexhiopia $as bile afiihe RadeCstaliteS
RSY2ON) OASa Ay (GKA&A NBIA2Y 2F (GKS 62NIR YR NIyla
Busines 9 O2y 2Ye& wlylAy3aa HwHnmné adaNBSe F2NJ Sl a&iazT R2AY
(120), Brazil (129), India (133) and the Congo (182). Ethiopia ranks among the top 5 countries for fastest

GDP growth and has recently revised its mining law to promote development of natural resources.

Technical Risk

The company must undergo a nuerbof technical hurdles before production can commence including
proving out the process to produce potash in an economic manner and ensuring adequate infrastructure
is in place to deliver the potash once it is mined. Of note, a large portion of thercesoests in the
Kainitite Member and the solution mining process surrounding this resource requires further work. As
well, a hurdle will be to ensure that the 6@llometre transportation route to Djibouti is sufficiently
upgraded to bring the potash toort. Much of this work has already been done and political will appears
supportive. Yet much work still needs to be done before the needs of awiadd mining operation are

met. A bonus would be if the government follows through with the planned tanson of a railway
system from the area through @port whichwould substantially improvéhe economics.

Financing Risk

While Allanahas secured financial support from two notable players (most recently at an issue price of
$1.60 per share), much work still needs to be dones¢gurethe full capital required for construction.
Allana is pursuing a strategic partner and debt financimdle it expects continued participation from
these two investors. However, future issuances may prove to be less favourable than those obtained in
the past and either of its existing partners could choose to walk away without further investment.

Mackenzie Peter Prattas (416) 682243- pprattas@frasermackenzie.cor
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Forecasts and Valuation

Our forecast assumes a constant leegm potash price forecast of US$500 per tonne along with an
operating cost estimate of US®Q per tonne (including US$70 for production + L&B%r transportation

to port + US$5 for overhead/contingengyand a capital cost estimate of US$800 million (invested evenly
over two years and including contingency). We deduct a 4.5% royalty and a 35% tax rate (consistent with
Ethiopian statutory rates) following three-yeartax holiday. While production isrgeted to commence
sooner, we more conservatively assume full production in 2016 (1 million metric tonnes) Wityear

mine life. Based on our assumptions above, we calculate an internal rate of return (IRR) for the project of
30% after tax.

Exhibit A7: Forecasts
2012 2013 2014 2015 2016 2017 2018 2019 HAH

Potash Price (US$/MT) - - - - $ 500 $ 500 $ 500 $ 500 $ 500
Production (000's MT) - - - - 1,000 1,000 1,000 1,000 1,000
Gross Revenue ($000's) - - - - 500,000 500,000 500,000 500,000 500,000
Operating Costs / T - - - - $ 100 $ 100 $ 100 $ 100 $ 100
- Production/ T - - - - $ 7W$ 70% 7WW$ 0% 70
- Transport/ T - - - - $ 15% 15 % 15 % 15 % 15
- Overhead/contingency / T - - - - $ 15 % 15%$ 15 % 15 $ 15
Operating Expenses - - - - 100,000 100,000 100,000 100,000 100,000
Gross Margin ($000's) - - - - 400,000 400,000 400,000 400,000 400,000
Net Royalties (4.5¢ - - - - 18,000 18,000 18,000 18,000 18,000
Corporate SG&A 4,000 6,000 8,000 10,000 10,000 10,000 10,000 10,000 10,000
EBITDA ($000's) (4,000) (6,000) (8,000) (10,000) 372,000 372,000 372,000 372,000 372,000
Taxes (35%) 130,200 130,200
Capex ($000's) - - 400,000 400,000 30,000 30,000 30,000 30,000 30,000
Free Cash Flow (4,000)  (6,000) (408,000) (410,000) 342,000 342,000 342,000 211,800 211,800

Source: Fraser Mackenzie estimates

Valuation

Using the forecast from above along with a(®4. discount rate aftetax, we compute a net asset value
(NAV) of C3$.17 per fully diluted share.We apply a 0.5x P/NAV multiple to derived our $lp&r share

target price.We note that the project continues to be economic under a US§#25onnepotash price

and has the potential to double in value with a US$®&s tonne potash price assuming our D%
discount rate. Using our US$500 potash passumption along with a more aggressive 10% discount rate
similarly produces an NAV double in value while a more conservative 20% discount rate continues to yield
a C$133 per share positive value. Our valuation assumes a US$/C$ exchange rate at par.

Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackenzie
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Financing

We assume the estimated US$800 million in capex will be financed via a combination of debt (US$480
YATEA2Y 2NJ cmw>0 YR Sldzade 6! {boun YAfEtA2Y 2N nmx>
received significant interest toward financing theojact from the IFC and Liberty. The investment from

IFC likely opens the door to funding from othmultilateral development bankgparticularly on the debt

side. Liberty has maintained its proraténterest in the company on successive financings and aspe

keen to stay the course on any future raises. We expect that any strategic partner will be interested in
investing capital into the project in addition to arranging @&fftake agreement. Accordingly, we believe
Allana is well positioned to deliver dimancing with favourable terms and within a reasonable timeframe

The company currently has C$4dllion in cash, which we estimate lwieave them with roughly $30
million after the feasibility study is completed next year.

Management

CEO Farhad Abastads Allanavith 15 years of business management experience including a Senior Vice
President role at Potash One. Mr. Abasov has been very successful in matketiAjana story to
investors having brought in credible financial backing in successively higher priced equity raises. We
believe he is very well suited to help Allana raise the fuedsiredto get to production.

l'Yy20KSNI 1S8 YSYOSNI 2F GKS YI yI Siden 6 EXploratiSn; Mr. Petér ! £ £ | VI
MacLean. Peter has over 20 years of experience in the mining industry with junior and senior mining
companies including Monarch Resources, Aur Resources and Newmont Mining. He has been highly
3dz00SaaFdzZ A yesdamnewelgfall fronf af histgricarésource of 105 million tonnes to the

current NI 43101 resource exceeding 1.2 billion tonnes.

Investment Conclusion

In our opinion, an investment in Allana Potash provides a leveraged opportunity to play both atiragppea
sector and more specifically a deposit with wedldss attributes including a unique opportunity to
become one of the lowest cost producers. Hence, we reiterate our STRONGtBYYamd a C$1.60
target price offering potentialipside of84%to ourtarget. Our target values the company at 0.5x P/NAV
multiple. We foresee upside to our target as the company Hisles the project through completing
feasibility and arranging additional financing (either through a partner or conventional source®) and
through a possible takeout. Grand slam potential also exists with a strengthening of potash prices where
we assume a US$5@@r tonnelongterm price while many expect potash to tremigher by the end of

2012 and stay at or above that level

Mackenzie Peter Prattas (416) 682243- pprattas@frasermackenzie.cor
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INITIATING COVERAGE

@ element@l

Shallow, Large, Higlsrade Sylvinite
Deposit in the Republic of Congo

The Sintoukoula Potash Projechosts a large, shallow, highrade
resource

CAXELM Daily == 12716711
1.7

The resource lies within 264 metres from surface (versus gl
peers at 1,000 metres) and totals 804 million tonnes (indicated
inferred) at a 31% KCI grade (249 million tonnes of KCI). Ph:

1.4
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'w'”| L e mineralization.
) Elemental Minerals is in a strategic location with established
e OB infrastructure
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SHARE INFORMATIONISIARY

The project is within close proximity to the coast and within
kilometres of an operationaldeepwater port at Pointe Noire.
Preliminary studies indicate there isexpensive access to wate
power and gas. The company is well positioned to export
LINE RdzO( 2 N}FTAEZ GKS 62NI R
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Recent Price (per recent financing C31.30  preliminary economic assessment completed demonstrating

12 mo. Price Target C$1.40  tayourable economics

52week Range 1.05$1.69 . . . .

Sh\;vres Outst%:lndin Basic (M) $ 5;22 2 The PEA envisions a Zé&tartup with production ramping to 1.€
‘ & _ ’ million tonnes per year. Capital costs are estimated to be §

Shares Outstanding, Diluted (M) 253.5  hillion ($930 per tonne of annual production) and with operati

Avg. Daily Vol.r(®) 4519 costs amounting to $99 per tonne (lowest quartile amo

Market Cap ($M) C$288.9 producers).

Net Cash ($M) $51.8  The Republic o€ongo (ROC) is an investment friendly jurisdictio

Risk Profile Speculative

The country has been actively encouraging internatio

1. Including options and warrants (exercisable betwe
and $0.75) arrdpending milestone payment of 13 |
shares issuable upon completion of a Feasibility St

investment in mining. Notably, mining major Xstrata has a jc
venture agreement to develop an iron ore project with a caf

ESTIMATES SUMMARY
FY end July 31 2013E 2014E 2015E 2016E

Production (MM M~ - - - 1.0
MOP Price (US$/M - - - 500
Opex (US$/MT) - - - 130
Capex (US$M) 333 333 333 210
EBITDA (US$M) @) 38) ©) 360

COMPANY PROFILE

Elemental Minerals Ltd. is engaged in the explora
and development of potash resources in the Republi
Congo. The company has operations in Australia
Central Africa and holds a 93% indirect interest
Sintoukola Project through its partly heldubsidiary,
Sintoukola Potash SA.

estimate of US$5.8 hitin. Another potash play oountry
completed a feasibility study and was acquired earlier this year.

Initiating coverage with a Market Perform and C#D.target price

We model phase 1 production of 1 million tonnes per annum
2016 ramping up to 2 millio tonnes over a5-year period. We
derive our target by applying a 0.5x multiple against our N
calculation using a 15% discount rate.
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Company Overview

Elemental Minerals is a mineral exploration and development company baskastralia. The company
hastwo projects the Sintoukola Project and the Forrestania Project. The main focus currently is its 93%
0KS wS Ll
extensive historical information rafing to bothSylvinite and Carnallitsmineralization given the fact that

it was previously explored. The total exploratilicencecovers an area of 1,436.5 km2 located over the

26ySR {Ayi(2dzg2¢t!
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Exhibit B1: The $htoukola Potash Project
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Source: Elemental Minerals
¢KS O2YLI yeQa mnm: 26ySR C2NNBadl yAl t NRa®ni A&

two explorationlicences. Recent activity in and around the area suggests high potential of asjoee
belt previously undetected due primarily to extenstepsoilcover.

ELM has been listed on the Australian Stock Exchange (ASX and ASIC) since 2005 and recently completed
an Initial Public Offering on the Toronto Stock Exchange in August 204ig a total of $61.5 million
including a 15% ovellotmentoption thatwas fully exercised.
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Strengths and Opportunities

The Sintoukola permit is well located within close proximity to tlideep-water port of Pointe Noire.The

land package is situated the Kouilou Province in the southwest of the Republic of Congo. The southwest
corner of thelicencel area lies within 5&ilometres from Pointe Noire to the south and extends north
along the coast toward the border with Gabon. Pointe Noire hosieepwater port and is the second
largest city in the RoC. This location provides a huge logistical/transportation advantage over global
competitors such as those iBaskatchewan thatequire shipping potash 1,500 kilometres by rail to
Vancouver.

Further, the pojectisideally situated to be a primary supplier to a growing Brazilian emdrket. Brazil

Ad (KS g2NIRQa a4SO2yR fIFNBSald AYLERNISN 2&numl2 (G a Ko
whichis expected to double over the next 15 years. Mdsthis comes from Canada, northwest Europe

and the Middle Easthipping from the Republic of Congo has far less distance to travel, roughly 3,500
nautical miles versus 8,500 from Canada, 6,500 from northwest Europe and 6,400 from the Middle East.
Accordirgly, we estimate ocean freight savings versus global peers to be as high as $40 per tonne plus
similar savings to be realized on land freight.

Exhibit B2: Potash Shipping Distances to Brazil

NW Europe

Distance St. Petersburg
Pacific NW (St. Petersburg — Santos) Ventspils
6,447 nautical miles Klaipedia
Hamburg

Vancouver
Portland New Brunswick

USA Middle East

Ashdod

Distance Eilat 2
(Ashdod — Santos) Aqaba India
6,411 nautical miles

China

Africa
Pointe Noire

Brazil

Source: Elemental Minerals

Unlike many African miningrojects, infrastructure appears to be well establishe@ne of the primarily

reasons investors fail to see opportunity in Africa is due to the lack of infrastructure, as well as
government stability and support. We do not believe this is the case witH Elg¢ G I £ Qa LINR 2SOl
Republic of Congdn place is an existing bitumen road that extends from Pointe Noire to within 9 km of

the southern boundary of the licee area.Furthermore a 30km dirt road will be upgraded thus aiding the

low incountry transportation costs to port. Preliminary studies indicate the project will have relatively
inexpensive access to water (froaguifersand possibly from the nearby ocean), poweurfently a
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surplus of about 140MW versus the required 30MW) and gas (MAG Industries reports a gas price of
$1.50Mmbtu from ENI).

The Republic of Congo is growing and becoming an investment friendly jurisdict\th a population of

over 4 million on ~3@,000 squarekilometres and a per capita GDP of ~$4,100, the country is open and
welcoming to foreign direct investment. Economic growth is estimated to be ~6.5% in 2011, ahead of BRIC
countries Russia (estimated 4.9% GDP growth) and Brazil (3.5% GDi¥).gtofestmer French colony, the
Republic of Congo, was granted independence from France in 1960. In 1990 a democratic government was
elected to power and the current president has been in power for over 13 years (subsequent to being
sworn in on three sepate occasions). Given the oil and mineral rich land (89% of total exports in(FY201
US$10.4 billion, were petroleum based) major oil firms such as Total, ENI and Chevron have in country
operations with some having been in production phase for over 30syéaaddition, mining major Xstrata

has a JV to develop the US$5.8 billion Zanaga Iron Ore Project. In order to draw foreign direct investment
RoC has a relatively favourable royalty and tax structure compared to North American and European
counterparts.

A large resource has already been determined through a successful exploration prodgtemental took
possession of a relatively advanced exploration project given that the area was home to historical
exploration activity. Potash was first discovered i thasin in 1935 while oil prospecting in Gabon.

t20F 8K F20dzASR SELX 2N} GAz2y O2YYSYyOSR Ay (KS wmdcnQa

within and adjacent to the Sintoukolicencel NS @ ¢ KS O02YLI yeéQa YIAy ¥F2O0dza

Paash Deposit totalling an area of 28 km2 on the eastern portion of the land package between the
villages of Dougou and Kola. The total Kola deposit contains 362Mt of Indicated Mineral Resources and
442Mt of Inferred resources with an average grade of 19&3 (30.8% KCI). Below we have tabled the
total mineral resource at both a 15% and 20% K2@ffugrade.

Exhibit B3: Resource Size

Mineral Resource estimate at 15%® cutoff grade
Seam Name Resource Classificatior Tonnes (M) K,O% KCI% AverageThickness (m) Density (t/m”)

Upper Seam Indicated 229 21.3% 33.8% 4.94 2.01
Upper Seam Inferred 289 21.4% 33.9% 5.08 2.01
Lower Seam Indicated 133 16.5% 25.8% 5.6 1.85
Lower Seam Inferred 153 16.1% 25.5% 5.6 1.85
Both Seams Indicated 362 19.5% 30.8% 5.18 1.95

Mineral Resource estimate at 20%® cutoff grade for highgrade domain with the Upper Seam
Seam Name Resource Classificatior Tonnes (M) K,0% KCl% Average Thickness (m Density (t/m3)
Upper HG Indicated 151 25.1% 39.7% 3.27 2.01
Upper HG Inferred 186 25.2% 40.0% 3.27 2.01

Source: Elemental Minerals

Sizeable exploration upside remains as the current resource only covers a small part dicéreced

area. A substantial portion of the land package remains unexplored thus providing significant upside to
020K AYRAOFGSR IyYR AYFSNNBR O (S32 Nersea®a (24365 LIdzNB
km2) speaks to this opportunity with the existing &oksource covering only 28 km2. The company has
identified two prospective drilling areas, aside from Kola and has recognized further prospective areas to

be explored over éongerterm horizon. Kola Phase 1 drilling completed 16 holes for 2,677 metneseP

2 drilling will consist of 47 holes for 192 metres targeting between 0.8 and 1.08Bt of potash
mineralization.

Mackenzie Peter Prattas (416) 682243- pprattas@frasermackenzie.cor

Limited Mona Nazir (416) 682208- mnazir@frasermackenzie.cor
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Exhibit B4: ELM Drilling Program

INDICATED
RESOURCE
OUTLINE

2000m Radius
1000m Radius

INFERRED
RESOURCE
OUTLINE

FAULT ZONE

METRES K20%

2000m

0N —]

Elemental Minerals Lid
SINTOUKOLA POTASH PROJECT
KOLA POTASH DEPOSIT
Phase Two Drilling

Source: Elemental Minerals

The grade is qué high and compares favourably tother junior potashprojects, particularly those in

Africa. With an average grade of 19.5% and 19.6% K20 (30.8% and 31.0% KCI) in the Inditated a
Inferred resource categoriesespectively, the mineralization is even more favourable thégh-grade

peersin Saskatchewan (i.e. Western Potash and Encanto Potash). Closer to home, grades compare very
favourably versus other African companies, almost twice that of Congolese peer MAG Industries and east
African peers Allana and South Boulder. At a 20% K26ffogitade within the Upper Seam both Indicated

and Inferred resource grades were 25.1% K20 (39.7% KCI) and 25.2% K20 (40.62kingCihe
mineralization levels even further.

The deposit is extremely shallow relative to current producers and almost atiyeo proposed project.

The depth of the deposit is a key indicator of the mining methodology utilized and overall operating costs
NBflGSR (2 GKS LINR2SOGPd 9[aQa {Ayidz2dz12fl tNB2SOi(
have seen globallyvith a depth of only 264 meters below the surface versus the majority of global peers

with depths in excess of 1,000 meters below surface. This also compares favourably to MAG Industries
averaging around 400 metres (proposing a solution mine methodologg)iarsimilar to Allana with

depths between 100 metres and 300 metres below surface (also most plausibly a solution mine). Only
South Boulder appears significantly shallower at sub 100 metres in depth (examining the open pit method

of extraction). The shallv depth gives way to low operating coghsrther aided by the favourable grade.

The entire upper seam is sylvinite and is therefore amenable to conventional mining and processing.
Sylvinite is present in a largely continuous mineralized horizon, thimwviag for a relatively
straightforward potash extraction methodology and recovery with conventional mining methods. Based
2y LINBf AYAYl NE NB &181 anditie primari thas©df ¥ fdasipitysithapooject is
currently based on a &M tonne per year conventional mechanized underground mining operation which
is deemed to be the optimal mining method for the project. Further analysis over the next few quarters
will confirm the details of the mining methods and layouts. We note thaveational mining is the most
widely used method and hence it is well understood (less risky).

Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackenzie

Mona Nazir (416) 682208- mnazir@frasermackenzie.com Limited
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Project economics appear very favourable as shown in the preliminary economic assessriémgt.43

101 Technical Report is based on an underground mine with tanaged production of 1.8M tonnes per

year commencing in about three years. Estimated capex for the project is US$1.67 billion equating to
~US$930 per tonne of annual production. This compares daiteurablyto a number of potash peers

with CAPEX in th&1,000$2,000/tonne ofannual production range and is indicative of the competitive

IR yGlr3Sa GKIFEG 9[a LlaaSaasSad 9[aQa 2LISNI GAy3T O2al
potash producers globally, with site operating costs estimated td8881/ tonne and US$99/ tonne FOB.

The low OPEX is directly attributable feovourableproject characteristics including high grade, shallow
mineralization, low transportation costs and inexpensive access to water and power.

There is opportunity to impr®S 2y a2YS 2F (KS a (Ugerie goientialzseiRanslt & A y 3
from expanding the resource (through a succek$thase 2 drilling program and thmore recently

announced Phase 3). This could lead to an extension of the mine life or an increase in the rate of
production. Other initiatives are underway which could lead to a lowering of capital and/or operating

costs. For example, the company is exahiy 3 NBf 20F GAy3 (GKS LXFyd G2 GKS
site) alongside a ship trasigading facility. As well, metallurgical test work may show the mineralization to

be clean with a low insoluble content allowing for simplified processing (suctéss iregard has been

recently confirmed).

¢KS O2YLI yeQa NRFIRYIL G2 LINPRdAZOUOUAZ2Y adaAJdMbBaa G(KS Y
commenced a feasibility study with RESel results expected midway through 2012 before definitive

results in arly 2013. Assuming a production decision is made around that time and construction takes

two years, initial production will commence around midunp ® ! & AYRAOFIGSR Ay 2dz
+ fdzZ GA2yaé BBSWe lieinairycondefvatitdwahSour timirmssumptions and have pegged

production coming online in FY2016, thus allowing leeway for unforeseen delays.

Exhibit B5: Roadmap to Production

2010 2011 2012 2013 2014 2015 2016
Q10Q20Q30Q40Q10Q2030Q40Q010Q2Q30Q40Q10Q20Q30Q40Q10Q20Q3Q40Q10Q20Q30Q40Q10Q2Q30Q4
Kola Resource Delineation
Start of Drilling ‘-
JORC Resource B
Sintoukola Feasibility Study _
PEA B
Financing 0 [—
Kola Feasibility Study completed -
Sintoukola Phase 1 Construction ‘_
Kola Phase 1 Projected Production (600 ktpa) -
Kola Production Ramp ‘
Kola Phase Il Projected Production (1.2 Mtpa) .

Source: Elemental Minerals

Risks and Uncertainties

Political Risk

Given the fact that the RoC is a develapimation and has a history of unstable governmeve deem it

necessary to address some political risk. Concerns have been allewitheld G RSY2 ONJ G A O¢ 3I20S
having been in place for a while now and the nature of any remaining conflict in couriy lbealized to

specific areas. The elected government continues to make reforms in order to reduce corruption and

Mackenzie Peter Prattas (416) 682243- pprattas@frasermackenzie.cor

Limited Mona Nazir (416) 682208- mnazir@frasermackenzie.cor
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further foreign private investment. As we indicated, foreign operations are very common in the Republic
of Congo. A prime example is Xstrasaglobal mining company, having entered into a JV with Zanaga Iron
Ore Company for a $6B CAPEX project.

Technical Risk

The key technical risk in our opinion is the potential for flooding. Inwvtlbest-casescenario, such an
occurrence could halt mine epations. The mine plan will need to be considered carefully to reduce the
possibility of any flooding. As well, further work needs to be done to ensure the project has adequate
infrastructure including power and roads. Finally, any delays in environmettdles and approvals
would be negative for the project.

Financing Risk

While the company appears sufficiently capitalized to complete its feasibility study, it will require an
abundance of capital to fund project construction through a combination of ded equity. Recall, ROC
peer Maglndustries worked for a great number of months to finalize an agreement with China National
Complete Plant Import & Export Company Limited (COMPLANT) to finance its entire potash project
located in the Republic of the Camgonly to part ways. A separate proposal from another party similarly
failed immediately thereafterThe companywas eventually solto Evergreen Industries at a depressed
valuation. While the outcome of MaglIndustries may lead some investors to shy asmyirfvesting in
another ROGotash play, we do point out thaElemental Minerals has several distinctive advantages
when comparing the two (see exhilidt6 below).

Exhibit B6: Comparison to Maglndustries

Elemental Minerals Maglndustries
Ticker ELM:TSX MAA:TSX
Share price $1.30 $0.26
Shares outstanding 223.2 446.7
Enterprise Value $286M $115M
Project Sintoukola Project (93% interes  Mengo Project
Location Republic of Congo Republic of Congo
Development Stage Feasibility Preconstruction
Exploration Area 1,436.5 ki 1,472 knf
Resource Area 28 knf 25 knf
Size(KClI) 249MMT (I&l) 242MMT (Inferred)
Grade (KCI) 31.0% 16.8%
Depth ~264m ~400m
Upside Potential 2.6 BMT 1.7 BMT
CAPEX US $1.67 billion US $1B +
Mining Method Conventional Solution
Reserve Life 20 + years 54 years

Source: Elemental Minerals, Fraser Mackenzie, MagIndustries
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Forecasts and Valuation

Our forecast assumes a constant lelegm blended potash price forecast of US$500 per tonne. Given the
strategically located project we have conservatively modeled an operating cost estimbt8$df30 per

tonne (including US$B for production and US$20 fotransportation to port + US$30 for
overhead/contingency) and aapital cost estimate of US$lillmn (invested over 3 years and including
contingency). We deduct a 30% tax rate (consistent with Congolese statutory rates). While production is
targeted tocommence in FY2015, we have more conservatively mod#édé, ramping up to 2 million
tonnes in tranches over &year period. The life bthe project is assumed to be 40 yeaBased on our
assumptions above, we calculate an internal rate tdime (IRR¥or the project of 266 after tax.

Exhibit B7: ELM Cash Flow Forecast

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Potash Price (US$/MT) - - - - - $ 500 $ 500 $ 500 $ 500 $ 500
Production (000's MT) - - - - - 1,000 1,250 1,500 1,750 2,000
Operating Costs / T - - - - - $ 130 $ 130 $ 130 $ 130 $ 130
- Production/ T - - - - - $ 80 $ 80 $ 80 $ 80 $ 80
- Transport/ T - - - - $ 20 $ 20 $ 20 $ 20 $ 20
- Royalty/contingency / - - - - $ 30 $ 30 $ 30 $ 30 $ 30
Gross Revenue ($000's) - - - - - 500,000 625,000 750,000 875,000 1,000,000
Operating Expenses - - - - - 130,000 162,500 195,000 227,500 260,000
Gross Margin ($000's) b - = - - 370,000 462,500 555,000 647,500 740,000
Corporate SG&A 5,000 6,000 7,000 8,000 9,000 10,000 10,000 10,000 10,000 10,000
EBITDA ($000's) (5,000) (6,000) (7,000) (8,000) (9,000) 360,000 452,500 545,000 637,500 730,000
Taxes (30%) 191,250 219,000
Capex ($000's) - - 333,333 333,333 333,333 210,000 212,500 215,000 217,500 20,000
Free Cash Flow (5,000)  (6,000) (340,333) (341,333) (342,333) 150,000 240,000 330,000 228,750 491,000

Source: Fraser Mackenzie estimates

Valuation

Using our forecast from above and applying a 15.0% discount rate we derived our target by applying a 0.5x
multiple against our NAV calation. We note that the project continuet® appeareconomic if potash

prices drop to $350 per tonne level and approximately doubles in value with an increase in our potash
price assumption to $650 per tonne. If we reduce our discount rate from 15% tovildlé, maintaining

our $500 per tonne potash price assumption, our NAV increases by 144% while if we increase our discount
rate to 20% our NAV decreases by 65%. Our valuation assumes a US$/C$ exchange rate of 1.00. We note
that our valuation is at a sigigint premium to the takeout of MAG Industriesd@11, whichwas valued

at $115 million. While MAG had advanced further than BEbMate (pre-construction phase), ELM has

many favourable attributes in comparison including the nature of the deposit (ndosv, better grade,
amenable to conventional mining and processing).

Financing

Elemental currently ha$52million incash, whiclwe expect will be sufficient to get the company through
feasibility. Of course, construction will require a large injection of capital in the neighbourhood of $1

Mackenzie Peter Prattas (416) 682243- pprattas@frasermackenzie.cor
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billion in 2013 thatcan likely be financed through a combination of debt and equity. Masbjs will
attempt to finance more heavily in debt (i.e. a 60/40 split) and will most likely try and involve a strategic
investor possibly including an etike agreement.

Management

The company has an experienced leadership team largely involving a nuofibrmer UraMin

executives, a company with several advanced uranium projecifrina thatwas sold to Areva (the

French nuclear entity) for $2.5 billion in r2@07. ¢ KA a Ay Of dzRSa 9[ aQ& /9h LIAY
COO of Undin), Executive Directaand GM John Sanders (previously VP Exploration lidyand Nonr

9ESOdzi A @S 5ANBOG2NI LIy Ndtably, tnandgethent andidisedtoys®ald af @qdify SNJ / 9t
interest in the company near 10% (plus a wealth of options) ensuring they are amiphated.

Investment Conclusion

In our opinion, Elemental Minerals has a very attractive project boasting excellent attributes including a
great deposit (large, shallow and amenable to conventional mining and processing), a good location
(greatly reducingdnd and ocean freight) and a highly skilled management team (having achieved a huge
success in recent years with the sale of UraMin for $2.5 billion). While the project economics appear quite
attractive and provide an opportunity for shareholders to engybstantial upside, wé& St A S@S 9[ aQa
current share price to baear full value relative to the stage of the company and considering recent
transaction history in the area (MAG Industries). Hence, we initiate coverage with a MARKET PERFORM
rating and C$H0 target price,offering potential upside of & to our target. Our target values the
company at a 0.5x P/NAV multiple. We foresee upside to our target as the companyrig¢ksdéhe

project by advancing through feasibility and arranging financing atict@)gh a possible takeout. Grand

slam potential also exists with a strengthening of potash prices where we assume a US$500 per tonne,
longterm price while some expect potash to tremder timetoward the record highs we saw in 2008
(nearly $1,000/tonne)

Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackengie
Mona Nazir (416) 682208- mnazir@frasermackenzie.com Limited
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ETHIOPIAN POTASH FEDg TSXV §0.53 Decemberl9, 2011
Rating: STRONG BUY METALS & MINES
Target Price: C$1.05 (98.1% PotentiaROR) it C@Ana'yﬁ
Market Capitalization: C$55.7million o e Aeaocint
w . - .
KT 4 Ultra-Shallow Deposit in a Potagh
ETHIOPIAN Rich Basin

FED.V (Ethiopian Potash Carp.) CONX @ §tockCharts.com
15-Dec-2011 0050 HO51 L 047 CO48 W 265.49K Chg +0.00 (+0.00%) =
FED.% [Daily)

ik )y . |
2011 Feb Mar  Apr May Jun  Jul Aug  Sep Oct Mov  Dec

SHARE INFORMATIONMSARY

Recent Price (per recent financ C$053
12 mo. Price Target C$.05
52week Range $0.37$1.27
Shares Outstanding, Basic (M) 105.1
Shares Outstanding, Diluted (N 155.6
Avg. Daily Vol.rit®) 266,022
Market Cap ($M) C%H5.7
Net Cash ($M) ~C$40
Risk Profile Speculative

1. Including options and warrants (exercisable betwe
and $0.75) and a pending milestone payment of 1

shares issuable upon completidreakibility Study

ESTIMATES SUMMARY
FY end July 31 2014E 2015E 2016E 2017E

Production (MM M1 - - - 1.0
MOP Price (US$/M - - - 500
Opex (US$/MT) - - - 130
Capex (US$M) 267 267 267 10
EBITDA (US$M) (7.0) (8.0) (9.0) 330

COMPANY PROFILE

Ethiopian Potash Corp. is focused on the developmet
potash assets. The Company's flagship project i
5yl 1At t2GFakK 5SL2aAd
evaporite basin which has a historical-#81 inferred
mineral resource of 128,810,000 tonnewith a
composite grade of 20.8 % KCI.

Ethiopian Potash (EPC) is focused on developing a very signifi
potash projectin Ethiopia

EPC holds 481Kof highly prospective ground in the Danal
Depression, a large area of known historic potash potential.
O2YLI ye FAvya G2 o068 2yS 27
producers. ts nearsurface potash deposit production costs may
as low as US$70/tonneoughly half that typical of Saskatchewan.

Exploration program likely to result in a resource updagarly in
2012

The property has a historical 4®1 inferred resource totalling
129MM tonnes of 20.8% composite grade KCl. An aggre:
15,000 metre diling program has commenced in an effort to pro
up the resource toward the potential to hostwer 2 billiontonnes
at an average grade of approximat@% KCI.

Drilling success on contiguous properties suggests pote
abounds

Ethiopian Potash is surrodad by potash exploration activity. Mos
notably, South Boulder Mines (SABX) and Allana Potash (AA
TSXV) have drilled large intersections of potash leading to |
resource estimates and spikes in their respective share prices.
belt is now fully aked by 6 companies including a State Indi
Miner and BHP.

QUKAZ2LIAlI Qa SO2y2Yeé KF& 0SSy
mining
¢tKS O2dzy iNEQ& NHzZ Ay3I LI NI& 4

The current governmenhas been responsible for an irstenent

FNASYRf & Sy@aNRYyYSyid GKIFG KI

growing economies that encourages mining development throt
a modern mining code.

We reiterate our Strong By rating on FED shares and C$#..
target price

We estimate a NAV of C$2/share using a 16% discount rate
and assuming apot potash price aUS500 per tonneas aproxy
for longterm prices. Based on our NAV, Efiian Potash share:
are priced below0.3x P/NAV while our target is based on a 0
multiple. We expect psideto our target as the project is desked
and/or via a takeout. Grand slam potential also exists w
stronger potash prices.

Fraser J\l B S VATS

Limited
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Company Overview

Ethiopian Potash Corp. (EPC) is a junior potash exploration company, incorporated on July 12, 2010. The
company was created with a mandate to acquire the Danakil Potash Permits from G and B Central African
Resources Ltd. (G&B) and build shareholder valyeapgressively fadtacking development of its

concessions. G&B is a company headquartered in the British Virgin Islands whose principal business is the
identification, acquisition and exploration of mineral properties in Africa. Its stronghold is twasipot

SELX 2N} A2y LISNXYAGAY G(KS 5FylF1Af 5SLINBaarzy FyR (K
major potash belt in the Danakil Depression area in northern Ethiopia.

The area is historically known for potash exploration, development and ptiodiyclating back as early as

GKS MpHnQa 6KSYy Al a2dz2NOSR LRGlFAK F2N) 6KS 1 ffASR ¥
Gé&B, EPC solely owns 481 km2 of highly prospective ground with 129 million tonnes (potential to host 2

billion tonnes) of %+ potassium chloride (KCI) richness at shallow depths. Five companies, including a

State Indian Miner and BHP, are neighbours to the property. The projlecaied just 80km away from

the Red Sea fishing port (in Eritrea) and about 700 kilometres by road to thevekep port of Djibouti.

A railway is planned to come within close proximity of the Danakil Property with connection straight

through to this deepwater port.

Exhibit C1: Loation of the Danakil Potash Project in Ethiopia

Source: Ethiopian Potash Corp

The current company structure is thresult of the amalgamation of EPC and Panorama Resources by way
of a reverse takever, announced in October 2010. The RTO of Panoramegoating issuer in British
Columbia, Alberta and Ontario whose principal business is the identification, acquisition and exploration
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of mineral properties, was a structural move in order to gain a listing on the TSX Venture. Subsequently, in
February 2011the RTO was completed alongside a brokered private placement whereby 22,000,000 EPC
Subscription receipts were issued at $0.50 per receipt, raising gross proceeds of $11 million. The funds are
to be used in fastracking development of its Danakil consess.

Strengths and Opportunities

The deposit is located within a large belt of known and proven potash mineralizatibrn. / Q& LINE LIS NJi &
within the Danakil Depression, which has similar geology and is twice the size of the world class Urals

Basin. Ndtof &> (GKS {lailFlioOKSgly FyR ! NIfa .lFaiya O2YoAy
NEASNBSa +FyR pmr>r 2F 3JFt20Ft LINBRAZOGAZ2Y D ¢KS | NBI
LINBGA2dzat & +y SELX 2N} GA2Y aArAi8KS2 8y R2 2Fa Hhakddy mipk & Q8
Parsons Company drilled over 85 exploration holes and confirmed major potash resources in both the

Musley Deposit and entirety of the Danakil Depression. The EPC properties are located along strike and to

the north-northweg of Musley. At that time, a conservative resource estimate of 160 million tonnes of

31-34% KCI was completed for the Danakil Depression.

The project location has several advantages over potash deposits in Saskatchewan and elsewhere.

Danakil is approxiately 80 kilometres from the Red Sea coast and 700 kilometres by road from the deep

water port of Djibouti. This compares favourably to the 1/&00metre stretch between Saskatoon and

Vancouver. While road and rail infrastructure is deficient in Ethigihe government has committed to

improve the transportation network. The nation plans to construct 5,000 kilometres of rail with
SEGSyarzya (G2 52A02dziAs 6KAOK | 002dzydia F2N NRAAKCE ¢
construction includes track leading up to within close proximity of the Danakil Property connecting all

the way through to the port. Djibouti is about 3,300 kilometres from the port of Mumbai, India and

roughly 9,600 kilometres from China (Vancou@ina is similar). This of note as China and India are

GKS ¢2NIRQa fI NBSad O2yadzYSNaR 27F LRGlFIakK &Sd LINERRdAzO
opportunity for these nations to secure supply outside of Canpotex.

Exhibit @&2: Location of Danakil Project
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Source: Ethiopian Potash Corp.
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companies.BHP Billiton holds a prospectitigencefor a huge territory to the south of Ethiopian Potash
Corp. As a resultHP could prove to be a valued partner. For example, BHP may choose to invest in EPC,
share knowledge (i.e. geological data) or attract government spending toward improving infrastructure in
the area. There are a few other companies with permits in tle@arSainik Coal Mining, a leading Indian
based coal mining company, holds a mirliegnceto the south (the Musley Deposit previously explored

by Parsons) and an exploratitinencearound Mount Dallol. In 2007, Sainik proposed a US$450 million
investmant toward developing the property into a one million tonne per year potash operation. However,

the current status of this project is unknown. Other players with operations in the area include Allana

Potash, Samaria and Nova Potash to the south and Sauild& to the north (on the Eritrean side). Of
note, the belt is now fully staked by these six companies.

Exhibit G3: Ethiopian Potash Corp. Concession
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potashbearing zone, designated the Houston Formation, is characterized by three members (sylvinite,
intermediate and kainitite) and varies in width from 7 to @@tres. The sylvinite member is comprised of

sylvite and halite (used in the production of MOP) and is up to 11 metres thick. The kainitite member
comprises kainite (used in the production of SOP), halite and minor sylvite and averages nine metres in
thickness. And, the intermediate member, which lies between the sylvinite and kainitite members, is
commonly thick and contains carnallite mineralization. The formation is characterized by unique near
surface potash mineralization (within 100 metres of soefp which gives way to both open pit and

solution mining.
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Exhibit G4: Stratigraphy Musley Area of the Danakil Potash Deposit
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Source: Ethiopian Potash Corp.

A sizeable resource has already been demonstratélie to the exploration and developmeattivity in

the area dating back nearly 100 years there is considerable data regarding the proven and probable
NE&2dz2NOS® az2RStfAy3a 2F SAIKG RNAEE K2tSa GAGKAY
close to the boundary) resulted in infed resource (sylvinitecarnallite and kainitite) totalling ~129
million tonnes at an aveaige grade of 21% (s&&xhibit G5 below). Previous work completed indicatde
potential for a deeper horizon of mineralization. In the opinion of an independetagh consulting firm,

EPC has the potential to host 10 times the inferred resource.

Exhibit C5: Inferred Resource

Thickness Tonnage KCI Tonnage
- Grade . Resource

(meters) (millions) (millions)
4.59 28.1 28.94% 8.14 Sylvite
0.99 5.29 22.05% 1.17 Sylvite/ Carnallite
8.27 95.42 18.30% 17.46 Kainite
7.17 128.81 20.78% 26.77

Source: Ethiopian Potash Corp.
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the surrounding area has beehighly encouraging.¢ 2 (G KS &a2dzikKgSaid 2F 9t/ Qa
inferences from the nearby AllanPotash results. Allana has generatedealth of successulminating in

an updated resource estimate totalling 1.269 billion tonnes (M+I+1) at a commpsitke of 19.3%. To the

east of the EPC property, South Boulder Mines announced its maiden resource for the Colluli Potash

Project in January. The estimate comprised 548 million tonnes @ 18.6% KCI all within 100 metres of the

surface. South Boulder has namcreased its exploration target to a range of 756M25Bt @ 1820% KCI.

The company intends to investigate a range of open pit petidn scenarios from 1Mt to 10t per

annum.

Accordingly, we believe that the property has the potential to hoster abillion tonnes. With Allana
hosting more than 1 billion tonnes to the west of its property, and South Boulder targeting around 1
billion tonnes to the east, it is conceivaltleat Ethiopian Potash could be #&ge on each end of its
property. Given the pantial size of the resource and considering the shallow depth, it is possible that a
1Mt to 5Mt per annum potash operation could be supportédotably, the east appears to be more
amenable to an open pit operation because of its shallow depth (within 1&@es of surface) whereas

the west is more plausiblyuitable forsolution mining (slightly deeper than 100 metres).

ExhibitG6: Neighbouring Exploration
Allana Potash Drilling South Boulder Mines Drilling
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SourceAllana Potash, South Boulder Mines

An aggressive drilling plan has commenced with an initial resource estimate expeetely in 2012 In

June of this year, the company commenced drilling to the west with 2 drills turning and is planning about
10,000 metes in this area (about 50 holes at a depth of 200 metres). Ethiopian Potash is also building
access to the east (Colluli) where another 5,000 metres are planned (about 50 holes at a depth of 100
metres). Almost 20 holes have been completed in the west thusAccordingly, EPC has enough holes to
pursue an initial resource estimate soon followed by a more comprehensive resource estimate including
assays from the easater on in2012. With confirmation o resource, EPC plans poursuea feasibility
studyimmediately thereafter.

Peter Prattas (416) 682243- pprattas@frasermackenzie.com Mackenzie

Mona Nazir (416) 682208- mnazir@frasermackenzie.com Limited

LJ
LIN



