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»1] David Pescod: For those trying to
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follow rare earths, it is quite an educa-
tional process so why don’'t we catch
Wﬂw L up with Don Bubar who has arguably
J one of the most interesting/exciting
0 projects on the face of the Earth. So
s Don, could you give us an introduction, economics 101
’ with rare earths? What they are used for and how big you
Volune = CBlgCharts.com . think the markets could be?
3 g Don Bubar: The rare earth elements are a relatively ob-
s Z| scure group of commodities that most people haven’t
1 =| heard much about since their high school chemistry class
. but they use every day of their lives in their automobiles,

their hand-helds, their laptops and a growing number of
new modern electronics technologies. They are viewed as

7 1] the key enablers of a lot of new technology, especially
Wi clean technology in the areas of energy efficiency and re-
Lf:','z:} ducing our reliance on fossil fuels. So these technologies
euame =2 are becoming the big new demand driver for the rare earth

i elements.
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There are fifteen rare earth elements in the group, all with
exotic names ending in “um”, like lanthanum, europium
and dysprosium. But there are a select few of these that
have key properties that are important in these applica-
tions. They are neodymium, terbium and dysprosium that
are used to make high-strength permanent magnets, that
are in turn the key to making electric motors smaller,
lighter and more efficient in terms of energy consumption.
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So now the hybrid car, for example, relies on these rare

7| earth magnets to make all the micro-motors, traction mo-

Northwest { tors, generators etc, in those cars a relatively small size

Territories &4 ¢ . - 9 ' y .

¢ : Without the use of rare earth magnets the Toyota Prius

would be the size of a dump truck instead of a compact
car.
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Now these magnets are finding their way into plenty of

other technologies such as the next generation of large [ |4

scale wind turbines. Energy efficient lighting is another |Li|Be ﬁVﬁLDH
way that rare earths are used, but in a different form: as

phosphors for fluorescent lights and to make the colors in

LED lighting, the way of the future in energy efficient light-

ing.
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Those are a few examples of how they are used, and obvi- J E_I‘7N3_b
ously with the whole world wanting to make more efficient LalHf|Ta
use of fossil fuels due to the growing concerns about CO2
emissions and global warming, there is going to be an
increasing demand for these elements going forward with = P [ Ji'” " £
the corresponding growth in demand for clean technol- E.ﬁ EU Gd TIJ Dy Ho €r Tm Yb Lu
ogy.
DP: They sound like the metals for the next century but r— gien Rane Metals [ Light Rare Earths Heavy Rare €arths

the big concern seems to be two-fold. China seems to
control most of the known elements and secondly it's not
really known how big the markets are for these different
metals.

DB: You're right, China controls the supply side. That’s
an artifact from the early days when demand was small;
China emerged as a low-cost producer because of one
world class deposit, called Bayan Obo, which is actually
an iron ore deposit, where they can produce rare earths as
a byproduct of iron ore mining. That provided the cost
advantage to displace Molycorp Minerals which was the
main historical producer in the United States, with its mine
in California, Mountain Pass. They have grown production
since then in China with the growth in overall demand for
rare earths from new technologies.

What's happening now is the internal demand for rare
earths in China is starting to outstrip the supply available
in China. For along time China produced amounts well in
excess of its domestic requirements which were available
for export but the rapid industrialization of China is creat-
ing great new internal demand, as it is for virtually all com-
modities. Now we're in a situation where China feels the
need to keep most of its production for internal require-
ments, creating the prospect for shortages outside of
China amongst consumers around the world. That is what
is creating much of the new interest in development of
deposits outside of China, such as Avalon’'s Nechalacho
deposit in the Northwest Territories.

To answer your second question, the demand going for-
ward has been forecast by a number of independent
groups out there that track commodity trends and there
are a number of models predicting future growth in de-
mand. It’s looking like, for the rare earths as a group, at
least 10% year over year demand growth going forward.

To receive the Late Edition and be on our daily circulation simply e-mail Debbie at
Debbie.lewis@canaccord.com and give your address, phone number and e-mail and we'll have you

on the list fonight.




-« Late Edition

David Pescod T: 780.408.1750 Debbie Lewis T: 780.408.1748 Fax: 780.408.1501 Page 3

So we are looking at least a doubling of the global demand over the next 4-5 years, and obviously new supply sources
need to be brought onstream to meet that growing demand as China basically produces enough for itself. So that is the
opportunity that companies like Avalon are presenting to investors, that is; supplying that new need for sources outside
of China.

DP: Your project in the Northwest Territories is of some scale, just how big is it and what stage is it at for exploration
and development?

DB: We've just completed a pre-feasibility study on it, so it is now an advanced stage project, moving into the develop-
ment stage where we are proceeding pilot plant work to confirm our process flow sheet, along with permitting, geotech-
nical studies, all the other inputs needed to complete a bankable feasibility study, which we hope to complete over the
next two years.

It is clearly a huge deposit based on the drilling we’'ve done so far but the resources we have disclosed to date are based
only on the drilling done up to the end of last year. We have done a lot more drilling since then. We can now call Necha-
lacho, based on the inferred resources, the second largest known deposit in the world and we haven’t found the end of
the resource either. It’s still open in all directions for expansion but more notable is its very high quality in terms of
grade and enrichment in the scarcer and more valuable heavy rare earths. This is the real key to the value proposition
with our deposit compared to many others.

There are 15 of the rare earth elements but they do not occur in equal proportions. The light rare earths, the first 5in the
series, tend to be the majority in most deposits and the heavy rare earths tend to be there in trace amounts. But these
heavy rare earths are now vital to some of the new magnet applications we were just describing. Most deposits are un-
able to supply them in the quantities needed going forward, so they tend to attract higher prices and make for a more
valuable resource when the deposit contains a higher proportion of them. This is exactly what we have at Nechalacho,
whereas most deposits may have 1%-2% heavy rare earths, this one has greater than 20%. It makes for a huge differ-
ence in the value of the ore in the ground and the opportunity for a viable project.

P: Looking down the road, why would a speculator be interested in Avalon at this time?

DB: Primarily for exposure to the rare earth elements as an important new commodity group. If you think that the de-
mand is going to grow and supplies are going to be constrained, it is not hard to conclude that rare earth prices will go
up making the opportunity even more attractive and the value of our resource even greater. That would seem to be indi-
cating the potential for further price appreciation in our stock as rare earth prices move higher and also as the market
becomes generally more aware of how important these elements are and how limited the supplies are. There are very few
public companies in the world that offer investors exposure to advanced rare earth elements projects. We are one of the
few offering the heavy rare earths as well, so if you like all these factors, Avalon is definitely one of the best ways for

investors to get exposure to the rare earth elements.

DP: Thank you for the background on Avalon which really is attracting a lot of interest, particularly to followers of John
Kaiser and the like, but Don we like to end these interviews with our favorite question, if you could only buy one stock
other than your own what would it be?

DB: | guess if you're talking about rare earth elements, the other companies that have advanced projects out there that
look like they have a good shot of achieving production, long-term value creation and cash flow, my picks would be Ly-
nas Corporation, listed in Australia, and a new IPO being done now, a company called Molycorp Minerals, planning to re-
start production from their Mountain Pass deposit in the U.S. Molycorp is probably the one | would look at right now.

DP: Thank you for your time Don!

DEB'S DITTY:
Wisdom comes with age.
But sometimes age comes alone.



