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($1.39; PTQ: TSX)

Recommendation: Speculative Buy (Unchanged)  
     Target Price: 1-Year: $2.55 (Lowered from $3.15) 

   3-Year: $4.95 (Unchanged)

CASH BONANZA FROM INMET OFFER FOR PETAQUILLA COPPER

The stock price of Petaquilla Mineral Ltd. (“Petaquilla Minerals” or the “Company”) has jumped to $1.39 per share 
(opening price on August 27, 2008) up from $1.25 per share on the news that its 13%-owned company - Petaquilla 
Copper Ltd. (“Petaquilla Copper” - and Inmet Mining Corp. (“Inmet”) have announced that they have entered into an 
agreement (the Revised Offer) in which Inmet will acquire all the outstanding common shares of Petaquilla Copper. 
The Revised Offer has raised the purchasing price to approximately $328 million or $2.20 in cash per Petaquilla 
Copper common share up from an initial cash offering of $2.00 per common share on Sunday, July 6, 2008.

The Company and Petaquilla Copper’s board of directors has unanimously agreed to support the Revised Offer. The 
directors and offi cers of the Company and Petaquilla Copper have agreed to enter into lock-up agreements with Inmet 
pursuant to which they will tender their Petaquilla Copper shares to the Revised Offer. The Company currently holds 
20,418,565 common shares of Petaquilla Copper.   

Petaquilla Copper and Inmet will work out a support agreement, which is expected to be fi nalized and executed no 
later than August 28, 2008.  The proposed support agreement will include, among other things, the following terms: 
(i) The Revised Offer will have to be accepted by at least 66 2/3 percent of the outstanding shares of Petaquilla Copper 
on a fully diluted basis; and (ii) Inmet has the right to match a superior offer, if one materializes.

COMMENT: We believe the Revised Offer, representing a 129% premium on the July 4, 2008 (Friday) closing price 
of $0.96, is likely to be accepted by the shareholders of Petaquilla Copper, refl ecting: (1) Petaquilla Minerals has 
agreed to support the Revised Offer; (2) Capital expenditures for the copper project for the next fi ve years are estimated 
to be $3.5 billion ($910 million on Petaquilla Copper’s portion). Petaquilla Copper is under fi nancial pressure to 
accept the deal; and (3) Inmet is a fi nancially strong company, already owns 48% of the Minera Petaquilla project, 
and would like to have the Petaquilla-Teck Cominco dispute resolved as soon as possible; the proposed deal would 
resolve the dispute and  would give it total control of the copper project.   

THE POTENTIAL USE OF THE PROCEEDS

Petaquilla Minerals has agreed to support the Revised Offer since it would be in its best interest to focus on bringing 
its 100%-owned Melejon gold mine into production later this year; to accomplish this, Petaquilla Minerals needs 
approximately $40-$45 million to fi nance its capital expenditure program. Although Petaquilla Mineral has raised 
suffi cient funds for the fi nancing requirements, the proposed deal would give it over $44 million in cash and would 
further strengthen its liquidity position. Currently, the Company has approximately 95.9 million shares outstanding. 
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The proposed sale represents approximately 34% of its total market capitalization as of August 27, 
2008 and is worth about $0.46 per share.  

In July 2008, Petaquilla completed the fi nal step of its $60 million debt fi nancing program. The 
success of its fi nancing enables the Company to suffi ciently fi nance its capital expenditure program 
(estimated to be $40-$45 million) to bring the Molejon gold project into production, expected later 
this year. The issue now is how Petaquilla Minerals would want to use the proceeds from the sale 
of its shares in Petaquilla Copper.  We develop two diffi dent scenarios:

(1) The Company would use the cash proceeds to reduce the debt
Under this scenario, the capital structure of the Company would improve signifi cantly as the proceeds 
would reduce approximately $65% of the debt. Debt-to-capital ratio is currently at 55%, which 
is relatively high for a junior mining company. This high debt level at $60 million has increased 
fi nancial risk signifi cantly and has restricted the Company’s ability and fl exibility to manage its 
cash fl ow and assets.  

(2) The Company would keep the cash to support its capital expenditures
This strategy would allow the company to cover up unexpected cost overruns without having to seek 
further external funds for the gold project. This strategy would improve the Company’s liquidity 
position, which is very positive under the current market conditions. 

COMMENT: We believe the proposed sale of the Company’s shares of Petaquilla Copper will 
have a positive impact on its stock price.  As for the use of the cash proceeds, whether the strategy 
will be Scenario (1) or (2) or any combination of them would be a positive boost to the fi nancial or 
liquidity position.  Since the Company’s existing debt is long-term in nature and does not require 
immediate repayments, we believe the Company is likely to follow strategy (2). Having a strong 
cash position under the currently tight market is a sound strategy.

COMMENT: In our June 4, 2008 Initiating Report, we set a 12-month Target of $3.15 for Petaquilla 
Minerals. Our Target Price then was based on two major assumptions: (1) The Company would 
successfully obtain fi nancing for the gold project (which it did); and (2) The Melejon project will be 
in production in late 2008. Since our Initiating Report, the credit market has further deteriorated and 
has shut down access to the capital market for many junior mining companies. Although Petaquilla 
Minerals is one of a very few junior mining companies that has been able to obtaining fi nancing, 
the $60 million debt has substantially increased the Company’s fi nancial risk and could result in 
fi nancial distress if the gold project is delayed. Total market capitalization of the whole peer group 
has declined to $1.56 billion from $1.85 billion at the time of our Initiating Report. The average 
property ratio has declined to 2.81x from 3.30x for the same period.     
    
ANALYSIS OF THE DEBT

In July 2008, the Company completed its $60 million debt (Senior Notes) fi nancing program.  The 
Senior Notes have the following features:
(1) The maturity date will be fi ve years from the closing date at 120% of the principal amount, 

bearing an annual interest rate of 15%;
(2) In the event of a change of control of the Company, the Senior Notes will be due 

immediately;
(3) After 24 months from the date of the issuance of a Senior Note, the holder shall have the right 

to sell the Senior Note back to the Company at a price equal to the sum of (a) 120% of the 
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principal amount of the Senior Notes, and (b) accrued and unpaid interest on the principal 
amount of the Senior Notes;

(4) The Company has the right to repay the Senior Notes any time for the amount equal to 120% 
plus any accrued and unpaid interest;

(5) The Senior Notes are guaranteed, on joint and several basis, by all the assets of the Company 
and its fi ve wholly-owned subsidiaries, including Petaquilla Minerals, S.A., which holds a 
13% interest in Petaquilla Copper Ltd.

RECOMMENDATION

Considering the positive impact resulted from the proposed sale of the Company’s shares of 
Petaquilla Copper; considering a recent increase in fi nancial risk due to a high debt level and the 
ability of the debt holder to sell the debt back to the Company within 24 months despite the 5-year 
maturity term; considering the severe deterioration of the credit market; and considering the lack 
of investors’ interest in the Canadian junior mining sector and the substantial decline of the sector’s 
market capitalization; we are maintaining our Speculative Buy Recommendation, but lowering 
our 12-month Target Prices to $2.55 per share from of $3.15.  The 3-year Target Price remains 
unchanged at $4.95 per share. 

THE COMPANY

Petaquilla Minerals Ltd. is a Canadian junior mining company focused on bringing its 100%-owned 
Molejon gold project in Panama into production in late 2008.  The Company also holds a 13% 
interest in Petaquilla Copper Ltd., worth about $0.46 per share under the Revised Offer.

RATINGS HISTORY

Date      Report Type   Recommendation Stock Price Target Price
June 4, 2008     Initiating   Speculative Buy $1.98  1-Year: $3.15
         3-Year: $4.95
June 6, 2008     Bulletin   No Change  $1.85  No Change
August 27, 2008  Bulletin   No Change  $1.39  1-Year: $2.55
         3-Year: $4.95

52-Week Range: $3.35-$0.93 

NOTE:  eResearch reports on Petaquilla Minerals Ltd. and other companies are available FREE 
on our website at www.eresearch.ca.
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