Labrador Iron Mines Holdings Ltd.4

LIM-TSX: $5.60
Target Price: $14.25
Recommendation: BUY

COMPANY BULLETIN Conference call highlights and revisions to
February 15, 2012 estlmates
Management hosted its fiscal Q3/12 conference call and we have
Price $5.60  Marketcap. ($mm) $ 302.8 incorporated their feedback and the Q3/12 results into our revised
Shares 0/S (mm) 54.1 Netdebt  (36.0) .
Avg. daily vol. 336,649 Enterprise Value $ 266.8 estimates.
2010 2011 2012  2013E Impact
EPS (fully diluted) 003  (0.09) (0.33)  1.22
(B:Ezivame / share (g:g;) (g:gg) (2;? é:ig Neutral. Management provided new guidance for expected capital
expenditures this year that was higher than we had been forecasting
P/E na na na 4.6
EV/EBITDA na na na 2.3 and we have made our revisions accordingly.
Revenues $0.0 $0.0 $0.0  $261.4 R
EBITDA 0.0 0.0 00 1151 Valuation
Net earnings 1.2 (4.0) (17.6) 68.5
We believe LIM shares are attractively valued, trading at a 57%
EBITDA margin na na na 44.0% . .
Net margin na na na  26.2% discount to our fiscal 2013E 10% DCF NAVPS of $13.01 and at 4.6x, 4.0x,
Return on equity 1.0% -2.8% -6.8% 19.9%

and 2.3x multiples to our fiscal 2013E EPS, CFPS, and EV/EBITDA

estimates, respectively, compared to its peer group market-cap-

Note: March 31% Fiscal Year-End; Currently in Fiscal Q4/12

weighted averages of 21.0x, 18.0x, and 8.9x, respectively.

Our $14.25 target price is supported by 80/20 weightings of the average
of our fiscal 2013 and 2014 10% DCF NAVPS of $13.01 and $16.00,

respectively, and the 2012-2013 average of our comparable peer group

market-cap-weighted multiples applied to our estimates for the
Company. Exhibits 3-6 show our comparable universe of companies

and our target price calculations.

Recommendation

While the calendar 2012 capital budget is higher than expected, we

T T, S0 PIETT PRY  N  BY believe that the Company remains attractively valued and is well-

positioned to continue to grow its operations. As a result, we continue
to rate Labrador Iron Mines a BUY with a $14.25 target price.

Conference call highlights

Labrador Iron Mines Holdings Ltd. is a mineral Management characterized 2011 as a year of learning that had identified

resource company focused on exploring,
developing, and mining direct-shipping ore (DSO)
from its iron ore properties in western Labrador and move towards using larger equipment in the mining operations to
north-eastern Québec. reduce unit costs.

a number of opportunities for improving operations. The first is to
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This will become especially significant as the mining operations progress further away from the
Silver Yards plant next year. Secondly, the completion of the Phase III expansion of the Silver
Yards plant will allow for the production of an ultra-fine product and further improve
recoveries. Thirdly, by erecting walls around the plant, Management hopes to extend the
seasonal operating life and increase production. Fourthly, the Company has now purchased a
total of 555 rail cars and expects to have three train sets running when shipments resume next
April and a fourth train set operating by the end of next June. This should ensure that the iron
products reach the port in a timely manner. Lastly, Management is expanding its team and most
recently added a VP, Transportation to help with logistics as LIM transitions from development

to operating company.

The near-term catalysts for the Company are the recently signed sales and marketing agreement
with IOC that assures the logistics chain remains intact for the upcoming operating season, as
well as receiving the permits and publishing a new resource estimate for the Houston deposit,
both currently expected by the end of Q1/12. Lastly, the Company should declare commercial

production in early fiscal Q1/13, which we have assumed in our forecasts.

The recent announcement by the Federal government of $55 million in funding for a new multi-
used terminal at Pointe Noire could resolve the Company’s long-term shipping needs. In the
interim, the Company will also maintain its access to the Port aux Basques terminal as well as
evaluating its agreement with IOC for the next couple of years until the new multi-user port is

finished, currently expected by the end of Q1/14.

With respect to the upcoming operating season, waste stripping is expected to resume in mid-
March, with rail shipments to move inventory to the port beginning in April and the Silver Yards
plant expected to resume in May. The development work on the Houston deposit should begin
as soon as the necessary permits are received and the Company’s exploration program will begin

when weather conditions permit.

Fiscal Q3/12 results

The Company reported a Q3/12 loss of $1.7 million or $0.03 per share compared to our forecast of
a loss of $4.2 million or $0.08 per share and the Bloomberg consensus of a loss of $0.02 per share.
The major variance between our forecast and the reported results was start-up costs of $0.5
million compared to our forecast of $3.0 million. The Company has yet to declare commercial

production so there were no revenues or cost of goods sold reported in the income statement.

Other significant variances include a $0.3 million foreign exchange gain that we didn’t forecast as
well as higher-than-forecast stock-based compensation and professional fees. Exhibit 1 below
shows the variances between the reported results and our forecasts and the previous and year-

ago quarters.
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Exhibit 1: Fiscal Q3/12 income statement variances

Reported vs. Reported Reported
Reported Octagon Reported Reported Octagon Fiscal Fiscal
Income Statement Variances Fiscal Fiscal Fiscal Fiscal Fiscal Q3/12vs. Q3/12 vs.
(CAD; FYE Mar 31) Q3/12 Q3/12 Q2112 Q3/11 Q3/12 Q2/12 Q3/11
Expenses:
Administrative 531,528 600,000 479,331 421,648 -11.4% 10.9% 26.1%
Corporate Expenses 0 0 0 363,581 na na na
Management Costs 123,432 100,000 229,522 101,270 23.4% -46.2% 21.9%
Professional Fees 140,729 50,000 133,058 50,330 181.5% 5.8% 179.6%
Director's Fees 23,500 25,000 30,000 47,750 -6.0% -21.7% -50.8%
Interest Accrection 52,836 55,000 59,696 0 -3.9% -11.5% na
Asset Retirement Accretion 11,100 20,000 16,521 0 -44 5% -32.8% na
Depreciation 379,741 375,000 384,463 45,060 1.3% -1.2% 742.7%
Stock-based Compensation 368,010 150,000 231,911 330,083 145.3% 58.7% 115%
Foreign Exchange (335,362) 0 0 0 na na na
Startup Expenses 503,443 3,000,000 5,646,390 0 -83.2% -91.1% na
Total Expenses 1,798,957 4,375,000 7,210,892 1,359,722 -58.9% -75.1% 32.3%
EBIT (1,798,957) (4,375,000) (7,210,892) (1,359,722) -58.9% -75.1% 32.3%
Interest Earned 120,939 150,000 217,611 85,372 -19.4% -44.4% 41.7%
Interest Expense 0 0 0 0 na na na
EBT (1,678,018) (4,225,000) (6,993,281) (1,274,350) -60.3% -76.0% 31.7%
Income Taxes Paid 0 0 0 0 na na na
Future Income Tax Recovery 0 0 0 (279,150) na na na
Net Income (Loss) (1,678,018) (4,225,000) (6,993,281)  (995,200) -60.3% -76.0% 68.6%
Per Share
Basic (0.03) (0.08) (0.13) (0.02) -60.3% -76.0% 36.2%
Fully-Diluted (0.03) (0.08) (0.13) (0.02) -60.3% -76.0% 36.2%

Source: Octagon Capital Corp.

Revisions to estimates

We have revised our estimates based on the conference call and discussions with Management.
The most significant revisions were to increase our capital expenditure forecasts in line with the
new guidance. Total capital expenditures are now expected to total approximately $107 million,
comprised of $15 million to complete the Phase III Silver Yards plant expansion, $20 million for
additional plant and minesite upgrades, $35 million for the Phase I development of the Houston
deposit, $25 million for transportation upgrades and $12 million for exploration. We would note
that the Houston expenditures are dependent on receiving the necessary permits early enough
this year to complete the planned work and that a portion of the transportation expenses may be
re-negotiated to lengthen the term. The Company ended fiscal Q3/12 with $21.8 million in cash,
and Management indicated that they are evaluating alternatives for establishing a working
capital facility to support the re-start of operations next March. As well, the majority of the
proposed capital budget should be expended this summer after iron ore shipments begin
replenishing cash balances next Spring. In any event, we believe that Management will continue
to develop and expand its operations from operating cash flows, albeit with potentially utilizing

flow-through financing for a portion of its exploration expenses.

Our higher CapEx forecasts have resulted in modestly higher depreciation expense in future
years, which has slightly lowered our earnings estimates. We have made no changes to our iron
ore pricing, production or operating cost forecasts. The revisions to our estimates are shown in
Exhibit 2.
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Exhibit 2: Revisions to estimates

Revised Previous Change
Feb 15/12 Jan 16/12
EPS
Q1l/12a (0.09) (0.09) 0.000
Q2/12e (0.13) (0.13) 0.000
Q3/12e (0.03) (0.08) 0.047
Q4/12e (0.08) (0.08) 0.000
2012 (0.33) (0.38) 0.048
2013e 1.22 1.24 (0.014)
CFPS
2012 (0.26) (0.33) 0.068
2013e 1.40 1.40 (0.000)
EBITDA
2012 0 0 0
2013e 115,123,605 115,123,605 0
10% NAV
2012 10.75 11.45 (0.70)
2013e 13.01 14.19 1.17)
8% NAV
2012 12.09 13.46 (1.37)
2013e 14.96 16.12 (1.16)
Gross Revenue
2012 0 0 0
2013e 261,423,605 261,423,605 0

Source: Octagon Capital Corp.

Exhibit 3: Comparable universe

Feb 14/12 Basic

Iron Ore Comparables Closing Shares M ar ket Net
Price o/s Cap Debt EV

Company Symbol (CAD) (MM) (CAD MM) (CAD MM) (CAD MM)
Atlas Iron Limited AGO 352 894.8 3,150.7 (407.3) 2,743.4
Bellzone Mining pLC? BZM 0.46 741.3 339.9 237.2 577.1
Gindalbie Metals Limited® GBG 0.74 1,247.5 918.4 (383.0) 535.5
Grange Resources GRR 0.62 1154.4 714.4 (179.6) 534.8
Labrador Iron Ore Royalty LIF.UN 37.80 64.0 2,419.2 (69.2) 2,350.0
MMX Mineracao e Metalicos SA® MMXMY 493 619.8 3,057.6 244.3 3,301.9
Mount Gibson Iron Limited" MGX 1.38 1,082.6 1,495.9 (353.2) 1,142.7
Northland Resources SA NAU 131 226.5 29%.8 (121.2) 175.6
Labrador Iron Mines' LIM 5.60 54.1 302.8 (36.0) 266.8
Totals 12,695.8 (1,068.1) 11,627.7
! Listed in Australia
? Listed in London
®Listed in the U S.
“LIM's 2012 and 2013 estimates are for fiscal 2013 and 2014, respectively .
®"na" indicates less that 3 analysts' estimates

Source: Bloomberg News, Octagon Capital Corp.

@

OCTAGON

Analyst: Jay Turner, P.Eng. - (416) 306-2558- jturner@octagoncap.com



Labrador Iron Mines Holdings Ltd. 5 February 15, 2012

Exhibit 4. Consensus estimates

IronOre Comparables5 2012E 2012E 2012E 2013E 2013E 2013E
EBITDA EPS CFPS EBITDA EPS CFPS

Company (CADMM)  (CAD) (CAD) (CADMM) (CAD) (CAD)

Atlas Iron Limited" 324.6 0.24 0.32 5325 0.38 0.52

Bellzone Mining PLC? 101.2 0.04 na 118.6 0.07 na

Gindalbie Metals Limited* 36.2 0.01 0.01 267.3 0.09 0.18

Grange Resources' 228.4 0.10 0.17 233.9 0.07 0.13

Labrador Iron Ore Royalty 235.6 3.73 2.11 282.8 461 3.27

MMX Mineracao e Metalicos SA® 242.7 0.16 0.30 544.8 0.37 0.59

Mount Gibson Iron Limited 553.9 0.28 0.38 864.5 047 0.55

Northland Resources SA (5.0) (0.13) (0.09) 82.0 0.04 0.15

Labrador Iron Mines* 1151 1.22 1.40 1732 1.76 2.18

! Listed in Australia

% Listed in London

*Listed in the U.S.

*LIM's 2012 and 2013 estimates are for fiscal 2013 and 2014, respectively .

5"na" indicates less that 3 analysts' estimates

Source: Bloomberg News, Octagon Capital Corp.

Exhibit 5: Forecast multiples

IronOre Comparables5 2012E 2012E 2012E 2013E 2013E 2013E
EV/EBITDA P/E P/CF EV/EBITDA P/E P/ICF

Company

Atlas Iron Limited" AGO 8.5 14.9 111 52 9.2 6.8

Bellzone Mining PLC? BZM 5.7 12.4 na 4.9 6.6 na

Gindalbie Metals Limited® GBG 14.8 92.0 92.0 2.0 8.4 4.1

Grange Resources GRR 2.3 6.3 3.7 2.3 8.7 4.6

Labrador Iron Ore Royalty LIF.UN 10.0 10.1 18.0 8.3 8.2 11.6

MMX Mineracao e Metalicos SA® MMXMY 13.6 30.3 16.4 6.1 13.2 8.3

Mount Gibson Iron Limited" MGX 2.1 5.0 3.7 13 3.0 25

Northland Resources SA NAU na na na 2.1 345 8.9

Labrador Iron Mines’ LIM 2.3 4.6 40 15 3.2 2.6

Mkt Cap-Weighted Averages 8.9 21.0 18.0 5.0 95 7.2

! Listed in Australia

ZListed in London

*Listed in the U.S.

4LIM's 2012 and 2013 estimates are for fiscal 2013 and 2014, respectively .

5"na" indicates less that 3 analysts' estimates

Source: Bloomberg News, Octagon Capital Corp.
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Exhibit 6: Target price calculations

2012E EPS:
2012E CFPS:
2012E EV/EBITDA:

2013E EPS:

2013E CFPS:
2013E EV/EBITDA:

Implied Target Price:

Target Price:
Implied Return:

Target Price Weighting:

Target Price Weighting:

1.22
1.40
115.1
1.76

2.18
173.2

20%

80%

15.60

14.25
154%

LIM Target Price Implied By Cap-Weighted Average Multiples

Ave. ex-LIM

Multiples
21.0
18.0
8.9

9.5
7.2
5.0

2012E
(Fiscal 2013E)
10% DCF
NAVPS:
Share
Price:
Discount
to NAVPS:

25.68
25.22
19.67
23.52
16.84
15.67
16.58
16.36

19.94

13.01

5.60

57.0%

2013E
(Fiscal 2014E)
10% DCF
NAVPS: 16.00

Share
Price:

Discount
to NAVPS: 65.0%

5.60

Source: Bloomberg News, Octagon Capital Corp.
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IMPORTANT DISCLOSURES
Stock Ratings
Speculative BUY: The stock is in a high growth sector where price
patterns are more volatile and of inherently greater risk.
BUY: The stock is expected to exceed the average total return of the

industry sector, on a risk-adjusted basis, over the next twelve months.

HOLD: The stock is expected to be in line with the average total return
of the industry sector, on a risk-adjusted basis, over the next twelve
months.

SELL: The stock is expected to be below the average total return of the
industry sector, on a risk-adjusted basis, over the next 12 months.
Distribution of Ratings

Out of approximately 34 stocks in the Octagon Capital Corporation
coverage universe, the ratings distribution is as follows:

Speculative BUY 26.5%
BUY 55.9%
HOLD 14.7%
SELL 2.9%
Under Review 0%

Distribution of ratings is updated on the first of every month.

Compensation Policy

Analysts are compensated based on their performance. Some of the

evaluation criteria are: quality and effectiveness of research, soundness

of the evaluations and recommendations, client feedback, internal peer
reviews, analytical skills, profitability of the Capital Markets Group,
timeliness and responsiveness.

Dissemination Policy

Octagon Capital Corporation shall deal fairly and objectively with all

clients when disseminating investment recommendations and material

changes from prior research reports. Octagon Capital Corporation
utilizes a variety of channels to ensure, on a best effort basis, timely
and effective dissemination of its research to its retail and institutional
clients via electronic mail, fax, telephone or mail. Sales staff maintains

a list of all clients and the securities or other investments each client

holds to facilitate notification of clients of a change in an investment

recommendation or updates in the subject security. Initial
recommendations are made available to all clients who indicate an
interest.

Additional Disclosures

1 Indicates Octagon Capital Corporation has acted as an advisor for a
fee, or has been part of an underwriting syndicate of the Company
in the past year.

2 Indicates the analyst and/or associate and/or any immediate family
member owns shares in the Company.

3 Indicates that the analyst has received payment of travel expenses
from the Company for a site visit.

4 The Analyst who prepared this comment has viewed the material
operations of the issuer.

5 Octagon Capital Corporation or a Director or Officer has provided
services to the issuer for remuneration other than normal course
investment advisory or trade execution services.

6 An Officer and/or Director serves on the Board of this Company.

The information contained herein has been obtained from sources that we believe
reliable but Octagon Capital Corporation cannot guarantee its accuracy or
completeness. This report is for the information of clients only and does not
constitute an offer to buy or sell any of the securities mentioned herein. Octagon
Capital Corporation and/or its directors, officers, employees and affiliated companies
may at times have a position in the securities mentioned herein. Octagon Capital
Corporation is a wholly owned subsidiary of Octagon Capital Partners Inc. This
report may not be reproduced in whole or in part without the express written
consent of Octagon Capital Corporation. Octagon Capital Corporation is a member
of the Canadian Investor Protection Fund

U.S. Persons

Any U.S. person wishing to make any inquiries or effect a transaction in any security
mentioned in this report, or any other security, should contact Octagon America
Limited (“OAL”), a broker dealer registered in the United States. Subject to the
limitations described herein, OAL accepts responsibility for this the content of this
report. This report was prepared by an affiliate of OAL that may not be subject to
U.S. rules regarding research reports and research analyst independence.



