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Finalisation of debt for the world’s largest zircon reserve.
SFX is a deeply undervalued company in a +ve commodity price environment

Sheffield announced the finalisation of a US$110m facility with Orion Resource Partners. Together
with the previously approved NAIF debt there is ca. A5317m in debt funding now available. Refer to
our August 2022 report for details of the debt facilities and funding of Thunderbird.

Together with equity raised with the 50% sell-down of Thunderbird (held in Kimberley Mineral
Sands/KMS) to Yansteel, the two debt facilities and a modest equity input from SFX ($36m. SFX holds
S40m in cash with nil debt) will allow full funding of the project. The project’s construction is already
underway (funded by equity) and is now over 40% complete. First production is due in late 2023 and
first shipments in 1Q24.

During September, KMS executed several key agreements, such as a power purchase agreement
(with binding gas supply) and a mining contract with well-regarded mineral sands earthmover
Piacentini. The move to FID now seems little more than a formality.

As presented in our August report our valuation is now $2.25/share, assisted by a change in our FX
assumptions (AUDUSD now 0.70, previously 0.75) offset by our estimate of increasing operating costs
(+10%, largely driven by fuel and labour costs in WA). Our zircon price assumption remains
unchanged at USS$1,600/t (FOB).

Sum-of-the-Parts  A$m  Equity Risk AS$m A$/share
Thunderbird 1,484  50% 100% 742 2.10
Exploration 74 50% 100% 37 0.10
Corporate Costs (18) 100% 100%  (18) (0.05)
Net Cash (Debt) 40 100% 100% 40 0.11
Total 1,581 802 2.25
WACC 8.0%
FPO Shares 347
Options 2
Performance Rights 5
Fully Diluted SOI 354

SFX remains a deeply undervalued company, despite the fact that it is now positioned to emerge as
one of the preeminent suppliers of zircon to global markets.

In the following pages we present an overview of zircon markets and how very little has changed in
the 6 years since we started our coverage of SFX. In 2016 we classified the broader mineral sands
industry as ‘mature’, undercapitalised and with several of the major producers having done a pretty
poor job of aggregating a resource inventories.

Zircon prices have moved up steadily over the course of 2022, in response to flat to declining
production levels at major operations. Premium zircon prices are now around US2300/t FOB (or a
remarkable AS3500/t).

The major zircon producers continue to send out strong messages to end users: inventories are low
and grades are declining, so prices are on the rise. To us, this suggests that prices of mineral sand
commodities zircon (together with ilmenite and rutile) will remain stronger for longer to incentivise
new production. Yet another positive for SFX and a good environment in which to deliver new production.
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Commodity outlook
In our initiation report on SFX, nearly 6 years ago, we said the following:

We read about other likely large sources of supply of feedstock and zircon, and with one exception,
none stand out as short to medium term sources of supply. These include:

WIM150 (Australian Zircon). Very large but low grade.

Toliara (WTR), a large medium grade deposit located in Madagascar controlled by a minnow. Hard to
see how a +5200m capex spend can be funded.

Strandline Resources in Tanzania, which might struggle to fund a project in East Africa.

Coburn (Strandline). Unlikely to be economic at current prices.

Moebase (Pathfinder). Assets appear to have been illegally acquired by Mozambique investors.
Fingerboards (Kalbar). A large zircon-dominant deposit located in Gippsland, Victoria. A high grade
zone may be developed to produce a zircon-rich concentrate for sale into Asia. This to us looks like it

could generate strong returns.
(Source: Pulse Markets report, 1 November 2016)

In the intervening period, only one of these projects, Coburn, has moved towards production. Now
owned and operated by Strandline, the impact of higher commaodity prices has allowed funding of the
project. STA has wasted no time, and the wet plant is currently being commissioned. Others have
stalled due largely due to permitting issues.

The lack of new supply has left an emerging supply gap, which has largely been filled by swing
production from Indonesia and with the reprocessing of tailings from Illuka’s Eneabba mine. This supply
gap was an important point stressed by Tronox (the world’s second largest producer of zircon) in its
mid-year market update.
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Source: Tronox Investor day, June 2022.

More recently lluka at its half yearly presentation (August 2022) focussed on the tightness of the zircon
market and commented on tightness in its major markets, including Europe, Brazil and Mexico.
Chinese tile production had been impacted by COVID restrictions.
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Not only are customer inventories low, ILU noted, but so are those of the suppliers. This is illustrated
in the following chart.

Short term

1. Low inventory through supply chain; 2. increased price of
substitutes; 3. lluka zircon price growth has been gradual

1. lluka finished goods zircon inventory (kt)

End of 2012 H1 2022

2. Calcined alumina pricing

lluka customer commentary and trade data indicates
calcined alumina pricing has increased ~25% since
July 2021

3. Quarterly zircon price (USS$/t)
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Source: ILU, August 2022

The major suppliers have done an excellent job in ‘managing’ the price response, by flagging
modest future price increases to end users. This allowed the ceramics industries to in turn
manage their costs and allow them to pass through price increases to their customers. No one
wants a repetition of the very rapid and highly disruptive price increases seen in 2011,
highlighted in the chart above.

Industry insiders are of the view that zircon prices have peaked for the short term and are
expected to come off somewhat in the forthcoming quarters. However the drop is not
expected to be rapid as supply is tight and inventories are low. Much of this is being felt from
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the swing producers in Indonesia where prices for premium zircon achieved eye-watering

levels (but for relatively small parcels).

International Zircon Sand Price Chart from Jan to Sep 2022
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ILU also focussed on the longer term and confirms that supply remains constrained by a lack
of new projects, with a dramatic fall in its own production post 2023 (admittedly excluding

new projects, few of which are committed).

Longer term
Constrained supply drives zircon market outlook
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*  Grade decline and jurisdictional risk at existing producers contribute to
constrained supply outlook
—  South African producers accounted for ~22% of global supply in 2021

*  Limited new projects with meaningful zircon supply

Source: ILU, August 2022
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Beyond the new Coburn project (around 60ktpa zircon) new supply will now come from the
Thunderbird project (around 150ktpa pure zircon basis, or around 8-10% of global supply).
These two projects are essential to fill the supply/demand gap. Thunderbird Stage 2, in our
view, could well be brought forward if justified by demand.

Beyond these two projects there appears to be few new projects in the medium term. The
Murray Basin of Victoria should become the world’s next major source of zircon (together with
titanium dioxide feedstock and monazite) but permitting issues are certainly causing delays.
The next most likely project is WIM Resources’ Avonbank project (ca. 150ktpa) which may be
in production in 2025/26. Here the company is dealing with the final issues associated with
the EES, and it is not yet funded. Other significant projects in Victoria appear to have stalled
due to permitting or technical issues. Outside Australia, we see no change to the status of the
massive Zulti South project and permitting issues continuing for the Toliara project in
Madagascar.

In summary, we see a robust price environment for zircon into the ramp up of the Thunderbird
project into late 2023 and 2024.

As a reminder, zircon makes up over 60% of the mine’s revenue.
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Disclosures and disclaimers

Bridge Street Capital Partners Pty Ltd is licensed to provide financial services in Australia; CAR AFSL 456663; Level
14, 234 George Street, Sydney NSW 2000
Bridge Street Capital Partners Pty Ltd is providing the financial service to you.

General Advice Warning

Please note that any advice given by Bridge Street Capital Partners Pty Ltd or its authorised representatives
(BSCP) is GENERAL advice, as the information or advice given does not take into account your particular
objectives, financial situation or needs. You should, before acting on the advice, consider the appropriateness of
the advice, having regard to your objectives, financial situation and needs. If our advice relates to the acquisition,
or possible acquisition, of a particular financial product you should read any relevant Prospectus, PDS or like
instrument.

Disclaimers

BSCP provides this financial advice as an honest and reasonable opinion held at a point in time about an
investment’s risk profile and merit and the information is provided by BSCP in good faith. The views of the
adviser(s) do not necessarily reflect the views of the AFS Licensee. BSCP has no obligation to update the opinion
unless BSCP is currently contracted to provide such an updated opinion. BSCP does not warrant the accuracy of
any information it sources from others. All statements as to future matters are not guaranteed to be accurate
and any statements as to past performance do not represent future performance. Assessment of risk can be
subjective. Portfolios of equity investments need to be well diversified and the risk appropriate for the investor.
Equity investments, made by less experienced investors, in listed or unlisted companies yet to achieve a profit or
with an equity value less than $50 million should collectively be a small component of a balanced portfolio, with
smaller individual investment sizes than otherwise. Investors are responsible for their own investment decisions,
unless a contract stipulates otherwise. BSCP does not stand behind the capital value or performance of any
investment. Subject to any terms implied by law and which cannot be excluded, BSCP shall not be liable for any
errors, omissions, defects or misrepresentations in the information (including by reasons of negligence, negligent
misstatement or otherwise) or for any loss or damage (whether direct or indirect) suffered by persons who use
or rely on the information. If any law prohibits the exclusion of such liability, BSCP limits its liability to the re-
supply of the Information, provided that such limitation is permitted by law and is fair and reasonable.

Disclosures

Dr Chris Baker, an authorised representative of BSCP, certifies that the advice in this report reflects his honest
view of the company. He has 29 years investment experience in wholesale capital markets. He worked as a
mining analyst for brokers BZW and UBS for 11 years and has a further 16 years’ experience as a mining analyst
and portfolio manager with Colonial First State and Caledonia Investments. He now provides independent
financial advice on a part time basis. He may own securities in companies he recommends but will declare this
when providing advice. He currently owns shares in SFX. He is remunerated by BSCP but is not paid a specific fee
for providing this report. BSCP, its directors and consultants may own shares and options in SFX and may, from
time to time, buy and sell the securities of SFX.

BSCP has earned fees from capital raisings undertaken by SFX. BSCP are Corporate Advisors to the company and
receive fees from this company for services provided.

By downloading this report you acknowledge receipt of our Financial Services Guide, available on our web page
www.bridgestreetcapital.com.au.
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Appendix 1
US Disclaimer: This investment research is distributed in the United States by Bridge Street Capital Partners Pty

Ltd and in certain instances by Enclave Capital LLC (Enclave), a U.S.-registered broker-dealer, only to major U.S.
institutional investors, as defined in Rule 15a-6 promulgated under the U.S. Securities Exchange Act of 1934, as
amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission. This investment
research is not intended for use by any person or entity that is not a major U.S. institutional investor. If you have
received a copy of this research and are not a major U.S. institutional investor, you are instructed not to read,
rely on or reproduce the contents hereof, and to destroy this research or return it to Bridge Street Capital
Partners Pty Ltd or to Enclave. The analyst(s) preparing this report are employees of Bridge Street Capital Partners
Pty Ltd who are resident outside the United States and are not associated persons or employees of any U.S.
registered broker-dealer. Therefore, the analyst(s) are not subject to Rule 2711 of the Financial Industry
Regulatory Authority (FINRA) or to Regulation AC adopted by the U.S. Securities and Exchange Commission (SEC)
which among other things, restrict communications with a subject company, public appearances and personal
trading in securities by a research analyst. Any major U.S. institutional investor wishing to effect transactions in
any securities referred to herein or options thereon should do so by contacting a representative of Enclave.

Enclave is a broker-dealer registered with the SEC and a member of FINRA and the Securities Investor Protection
Corporation. Its address is 19 West 44th Street, Suite 1700, New York, NY 10036 and its telephone number is
646-454-8600. Bridge Street Capital Partners Pty Ltd is not affiliated with Enclave or any other U.S. registered
broker-dealer
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