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Heron Resources Limited
ASX’s next zinc producer about to fly

Sixteen months ago, Heron Resources (ASX:HRR) secured A$240m in funding
- via a $140m equity issue and a US$76m debt package - to develop the
Woodlawn Zinc-Copper Project (50km NE of Canberra). As at end-August 2018,
the processing plant (1Mtpa capacity underground ore - 1.5Mtpa reclaimed
tailings) and associated infrastructure was nearly 75% complete with
commissioning scheduled to commence by the end of 2018. In late September
2018, mining contractor Pybar commenced underground activities, while
contracts for all key activities - tails mining, concentrate offtake (3 years), port
and haulage logistics, power and water treatment etc, are in place. In 1Q
2019, we forecast that HRR will be one of only four zinc-focused
producers listed on the ASX. Although prices for zinc - primarily used to
galvanise steel - have softened in recent months, Zn has comfortably
outperformed its base metal peer group over the past five years. We expect
that continued robust demand from China and developing economies in SE Asia,
in conjunction with historically low stockpiles and a lag in new supplies, will help
to support prices at current spot price levels as HRR enters first production.

Valuation: A$1.40ps with upside potential

Our base-case scenario assumes a mining inventory of 12.3Mt - equivalent to
the 2016 estimated Mineral Reserves - and a 10-year LOM, with 77% of ore
sourced from Reclaimed Tailings (6% ZnEq) and 23% of ore sourced from
Underground (14% ZnEq). Predicated on our mining schedule we forecast
average post ramp-up output of 32ktpa Zn, 5ktpa Cu, 10ktpa Pb, and 10kozpa
AuEq (Au+AuEq from silver), with metal output split almost 50/50 between the
two ore sources. Note: LOM metal output between the two ore sources is equal
with relatively higher ZnEq grade underground ore offsetting lower u/g tonnage.

Predicated on a flat (real) spot metal price environment, we forecast Woodlawn
generating average post ramp-up revenues of A$220m per annum and average
post-ramp up EBITDA of A$113m per annum (EBITDA margin of 51%). Our
estimated NPVio for the Woodlawn Project is A$508m. Attaching a 33% project-
risk discount for timing and operating forecasts (commissioning slippage, ramp-
up profile, grade, recovery, unit costs etc.) and adjusting for investments,
Resource value outside of mining inventory, exploration upside and FY19E net
debt, we calculate HRR’s equity value at A$352m or A$1.40 per diluted share.

At current share price levels, we believe that HRR offers significant upside
potential. We initiate coverage on HRR with a Speculative Buy (Higher
Risk) recommendation. In addition, we see scope for our valuation to
increase.

e Assuming zero project slippage, and if revenues and margins materialise
as forecast during 2019, we see scope for our 33% risk-discount to unwind.

e Not surprisingly, our valuation is sensitive to the underlying base metal
price environment — and Zn in particular. Our base-case scenario assumes
base metal prices at current spot price levels (real). In a 10% lower/higher
base metal price environment, our valuation decreases/increases by 14%.

e  Our base-case LOM for the Woodlawn Project incorporates a 5.5 year LOM
for the Underground operations. Management sees “significant untapped
potential” to increase this LOM. We estimate that each additional 1Mt of
underground ore (~ one additional year to the Woodlawn Project LOM)
could increase our Project NPVio by ~A$75m, or A$0.30ps.

22 October 2018

Share Price: A$0.65
Target Price: A$1.40
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Heron Resources Limited

ASX Code HRR

52- week range A$0.53-A%$0.83
Market Cap (ASm) 149

Shares Outstanding (m) 241.7

Av Daily Turnover (shares) 22k

ASX All Ordinaries 6,002

2019E BV per share (A$) 0.77

2019E EPS (A$) 0.09

2019E Net Cash/(Debt) (A$m) -6
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Financial Statements

Heron Resources Limited
Year ending June

Profit & Loss Statement (A$M) FY18A FY19E FY20E FY21E FY22E Woodland NPV assumptions FY18A FY19E FY20E FY21E FY22E
Revenue (net of TC/RC) 0.0 63.0 163.0 2240 268.6 Mil throughput (kt) na 400 1,000 1,250 1,250
Mining 00 (10.2) (21.1) (385) (42.6) ...fromreclaimed tailings (kt) na 250 250 700 700
Processing 0.0 (7.8) (19.6) (25.7) (26.4) ...fromunderground (kt) na 150 300 550 600
Corporate/Royalty/Other (6.5 (12.0) (23.1) (29.9) (35.0) Zinc production (kt) na 11 31 38 51
EBITDA (6.5) 33.0 99.2 129.9 164.6  Copper production (kt) na 1 4 8 6
Depreciation & Amortisation (0.2) (7.5) (15.0) (15.0) (15.0) Lead production (kt) na 4 9 10 16
Operating profit (6.5) 255 84.2 114.9 149.6  Gold production (0z) na 1,371 3,944 4,797 2,531
NoI (05) 00 00 00 00 Siverproduction(koz) na 309 748 844 962
EBIT (7.0) 255 84.2 114.9 149.6 iZinc equivalent production (kt) na 19 53 71 84
Interest income 1.4 2.0 2.2 3.2 45 ..fromreclaimed tailings (kt) na 7 21 21 20
Interest expense (0.2) (5.2) (6.5) (3.9) (1.3) ...fromunderground (kt) na 12 32 51 64
Tax expense 0.0 0.0 0.0 0.0 (45.9) Operating Costs (US$/Ib Zn Eq) na 0.53 0.45 0.57 0.46
Reported NPAT (5.8) 224 79.9 114.3 107.0  AISC Costs (US$/Ib Zn Eq) na 0.73 0.79 0.81 0.69
Normalised NPAT (5.3) 22.4 79.9 114.3 107.0

Price assumptions FY18A FY19E FY20E FY21E FY22E
EBITDA Margin (%) na 52% 61% 58% 61%  Zinc price (US$/t) na 2,600 2,652 2,705 2,759
Operating profit margin (%) na 41% 52% 51% 56% Copper price (US$/t) na 6,175 6,299 6,424 6,553
EPS Reported (A$) (0.02)  0.09 0.32 0.46 0.43  Lead price (US$/t) na 2,000 2,040 2,081 2,122
EPS Normalised (A$) (0.02) 0.09 0.32 0.46 0.43 | Gold price (US$/oz) na 1,200 1,250 1,275 1,301
EPS grow th (%) nm nm nm 43% -6%  Silver price (US$/0z) na 145 15.0 15.3 15.6
DPS - Declared (A$) 0.00 0.00 0.00 0.14 0.13  AUD:USD exchange rate na 0.70 0.75 0.75 0.75
Avg. no. of fully-diluted shares (m) 211 248 248 248 248
YE no. of fuly-diluted shares (m) 248 248 248 248 248 Woodland Project Mineral Resources (excluding gold and silver) as at Nov 2017

Mt ZnEq (%) Zn (%) Cu (%) PB (%)
Cash Flow Statement (A$M) FY18A FY19E FY20E FY21E FY22E Tailings 10.9 6.2 2.3 0.5 1.3
EBITDA (6.5) 33.0 99.2 129.9 164.6  Underground 7.2 16.0 6.3 1.9 2.3
Investment in w orking capital 2.7 (8.4) (8.2) (4.6) (3.3) Total 18.1 10.1 3.9 1.1 1.7
Tax expense 0.0 0.0 0.0 0.0 (45.9)
Operating Cash Flow (3.8) 24.6 91.0 125.3 115.4 Woodland Project Ore Reserves (excluding gold and silver) as at Nov 2017
Capex (121.5)  (60.0) (21.0) (15.0) (22.0) Mt ZnEq (%)  Zn (%) Cu (%) PB (%)
Other investments (0.1) (2.1) 0.0 0.0 0.0 Tailings 9.5 6.0 2.2 0.5 13
Investing Cash Flow (121.6) (62.1) (21.0) (15.0) (22.0) Underground 2.8 14.0 5.5 1.6 1.9
Net interest received / (paid) 1.2 (3.1) (4.3) (0.7) 3.2 Total 12.3 9.2 85 0.9 15
Debt draw dow n / (repayment) 24.9 55.0 (26.6) (26.6) (26.6)
Dwend.s peid ) 090 00 00 (343)  (321) In-situ value of Reserve : US$3.31bn
Equity raised / (repaid) 135.7 0.0 0.0 0.0 0.0 .
Financing Cash Flow 1618 519 (30.9) (61.6) (55.5) Note: based on spot prices
Non-operating & Other 17.4 (5.6) (5.6) (5.6) (5.6) Gold
Inc/(Dec) in Cash 53.7 8.8 33.4 43.2 32.3 5% Silver
Lead 6%—

Balance Sheet (A$M) FY18A FY19E FY20E FY21E FY22E 1%'
Cash & Equivalents 65.5 74.2 107.6 150.8 183.1 §
Receivables 26 63 163 224 269 Z'”oc
Inventories 0.0 4.7 12.2 16.8 20.1 44%
Other Current Assets 0.0 0.0 0.0 0.0 0.0 Copper I
PPE and Exploration & Development 166.0 2185 2245 2245 2315 29%
Deferred tax asset 0.0 0.0 0.0 0.0 0.0
Other Non Current Assets 5.9 8.0 8.0 8.0 8.0
Total Assets 240.0 311.7 368.6 4225 469.6
Payables and other current Liabilities 7.5 7.5 16.8 23.0 27.4
Short Term Debt 0.0 0.0 0.0 0.0 0.0
Long Term Debt 24.9 79.9 53.3 26.6 0.0 SOTP Valuation (A$m) (A$/share) Comment
Other Liabilities (incl silver stream) 38.5 33.0 27.4 21.8 16.1  Woodland Project mine inventory 508 2.05 NPV
Total Liabilities 71.0 1204 975 713 435 Woodland Resource not in inventory 19 0.08 ~5% of ZnEq inventory NPV
Total Equity 169.0 191.3 2712 351.1 426.0 Total Resource 528 213
Net (Debt)/Cash 40.6 (5.7) 544 1242 183.1 Project discount 33% Timing, operational, costs

Woodland Project value (risked) 354 1.43
Substantial Shareholders % Date Exploration upside (nominal) 10 0.04 A$10m nominal
Citicorp Nomness Limited 28.4% Investments (FY 19E) 6 0.02 Listed stocks
CastleLake 19.4% Sep-18 Net debt plus silver stream (FY19E) (23) (0.09)
Greenstone Management LLC 18.7% SOTP valuation 347 1.40
Source: Company, IRESS, State One Stockbroking forecasts Note: Per share valuation based on 248 million shares (diluted)
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Valuation

Woodlawn Project NPV :
Estimated NPV for Woodlawn Project

Our estimated NPVsio (un-risked) for the Woodlawn Project is A$508m. A$508m
Figure 1: NPV for the Woodlawn Zn-Cu Project

Financial Year (end-June) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 LOM
Fevenus (A3m) 724 187 258 ] 74 23 169 185 17 174 2,038
TC+RC Cosis (as % revenue) 13% 13% 13% 13% 13% 13% 13% 13% 13% 13%

Met revenue (ASm) 63.0 163 pri 269 238 201 147 161 154 1M 1,mM

Costs - Mining (A$m) (10.2) 1) ) 43 43 44) 2 & & & 212)
Cosis - Ore Processing (A%m) 7.8 200 (28) (26} &7 &7} {30 {31} =2 0y {257)
Costs - Logisics {A$m) 1 {13} (18} 23 {15) (16) (12 {13} {12 {12 {143)
Costs - Admin/Corporate {A$m) =0y = = {5} {5 {5} {5} {5} {5} (5} {55)
Costs - Royalty (A$m) (1.8} = Lt ) {7} {8 3 = = = (23
Total cash costs (A$m) (29.9) {64 (54 104) (102 (100} {33 (38 {38} {36} {720}
EBITDA (A%m) 330 L] 130 165 136 102 92 103 96 95 1,052

Tax (A$m) - - - (42) (1) @1 (28) 31) 29 29 (231
EAT (ASm) 330 ] 130 115 5 T 64 72 67 &7 813

Equity funding {A%$m) 140 - - - - - - - - - 140

Debt funding [A%m) 100 - - - - - - - - - 100

Project capex [A$m) 175} - - - - - - - - - 175}
Sustaining capex (ind. expl) (A%m) - 21.0) {15.0) {22.0) {16.0) (1.0} 1.0 1) ) {10y 8)
Project cashflow (&%m) 5.0 78 115 93 73 70 63 71 (3] 37 732

Discount rate 10%

Source: Company, State One Stockbroking forecasts
Note: For NPV calculations, we have included historical (i.e., FY18) project capex and funding in FY19E

Target price, recommendation and risks

Attaching a 33% project-risk discount for timing and operating forecasts
(commissioning slippage, ramp-up profile, grade, recovery, unit costs etc.) and
adjusting for investments, Resource value outside of mining inventory,
exploration upside and FY19E net debt, we calculate HRR’s equity value at
A$352m or A$1.40 per diluted share.

Figure 2: SOTP equity valuation

SOTP Valuation (ASm) (AS/share) Comment Target price:
Woodland Project mine inventory 508 2.05 HPW A$1.40 ps

Woodland Resource not in inventory 19 0.08 ~3% of ZnEg inventory NPV

Total Rezource 328 213 Recommendation:
Project dizcount 33% Timing, cperational, costs

Woodland Project value (risked) 354 143 Speculative Buy
Exploration up=ide (nominal} 10 0.04 AZ10m nominal (ngher I'iSk)
Investments (F19E) & 0.02 Listed stocks

Met debt plus silver stream (Fy19E) (23} (0.09)

SOTP valuation 347 1.40

Mote: Per share valuation based on 248 milion shares (diuted)
Source: Company, State One Stockbroking forecasts

At current share price levels of A$0.65, we calculate that HRR offers significant
upside potential to our risk-adjusted target price of A$1.40.

We initiate coverage on Heron Resources Limited with a Speculative
Buy (Higher risk) recommendation.
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Risks to our earnings profile and target price include, but are not limited to:

e Commodity price (zinc, copper, lead, silver, gold) and AUD:USD
exchange rate volatility,

e Grade volatility and/or lower than expected grades and estimated
Resource tonnage, ore body characteristics, metallurgy and recovery
rates - particularly at the high-grade underground operations,

e Commissioning, production start-date and ramp-up profile,

e Offtake: HRR has secured off-take for three years with Swiss-based
metals trader IXM for 100% of Woodlawn’s three base metal
concentrates (Zn, Cu, Pb). Offtake agreements will need to be secured
for the balance of the 10-year Project life-of-mine (LOM).

e Capital and operating cost (mining and processing) risks and
integrating activities between the under-ground and reclaimed tailings
contractors.

Sensitivity to metal prices

Over our base-case 10-year project LOM, we calculate that Zn will contribute
some 55% of revenues, Cu 20% of revenues, and Pb some 13% of revenues,
with precious metals Au/Ag contributing the balance (12%). Not surprisingly,
our valuation is sensitive to the underlying base metal price environment -
and Zn in particular. Our base-case scenario assumes base metal prices at
current spot price levels (real). In a 10% lower/higher zinc price environment,
our valuation decrease/increases by 8%. In a 10% lower/higher base metal
price environment, our valuation decrease/increases by 14%.

Figure 3: Target price sensitivity to base metal prices
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Our sensitivity analysis indicates that base metal prices would have to be some
40% lower than current spot price environment in order to obtain a target
share price approximating to HRR’s current share price levels of ~A$0.65.

While metal prices have weakened recently, we believe that with prices at or
close to their long-term average a 40% fall from here is unlikely. Rather, we
believe our sensitivity supports our view that HRR offers significant upside
potential for speculative investors as the Woodlawn Project is de-risked over
the next 6 -12 months.
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LOM extension upside

Our base-case LOM for the Woodlawn Project is (a relatively short) ten years
i.e. from FY19E-FY28E and assumes a mining inventory equivalent to the
current Mineral Reserve Estimate of 12.3Mt (9.5Mt Reclaimed Tailings + 2.8Mt
Underground).

However, some 4.4Mt of additional ore lies in Underground Mineral Resources.
As underground mining progresses, management is targeting to extend the
current 5.5 year Underground LOM via conversion of existing Resources to
Reserve status via confirmatory drilling programmes, and to find new
Resources/Reserves via an in-mine exploration programme. Management
believes that the Woodlawn Underground operations have “significant
untapped potential” and our understanding is that HRR would be disappointed
if they were not able to extend underground mining operations by an additional
five years (on top of the current 5.5 year Underground LOM). Note: an
additional five years LOM would imply discovering an additional 5Mt of ore -
assuming 100% underground ore feedstock and underground ore processing
rates of 1Mtpa). An additional value uplift is that underground LOM extensions
would not come at the end of the current mining schedule but would push out
the lower-grade tailings feedstock, increasing margins and nearer-term cash
flows.

Regional exploration, particularly at historical satellite production sources
could also add to the Project Resource/Reserve base. Currawang, some 10km
NW of Woodlawn mined 0.5Mt @ 13% Zn between 1992-1996. A 2017 five-
hole drilling program completed by HRR at the historic Currawang mine
intercepted semi-massive zinc and copper sulphides including 6.4m @ 14.6%
ZnEq from 485m and 2.9m @ 13.5% ZnEq from 567m.

We estimate that each additional 1Mt of underground ore (= one
additional year to the Woodlawn Project LOM) could increase our
Project NPVio by ~A$75m, or A$0.30ps. This adds considerable upside
potential to our risk-adjusted target price of A$1.40 per share.

Figure 4: Woodlawn underground mine showing LOM extension potential
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' Refer to page 2 for the ZnEq calculation assumptions.
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Peer group comparison

Over the past (nearly) six years, the zinc price has comfortably outperformed
its base metal peer group. We suspect that in a 14Mtpa market, the 2015
closure of major zinc mines Century (MMG, Mount Isa, 450ktpa) and Lisheen
(Vedanta, Ireland, 165ktpa) has impacted the global supply/demand balance.
Importantly, LME zinc stocks at 192kt are at their lowest level since 2007, with
spot treatment costs falling as smelters compete for concentrate.

Figure 5: Base metal prices 2013-Present (base Jan 2013= 1.00)
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Source: IRESS, compiled by State One Stockbroking
Figure 6: LME zinc stock levels (‘000t) 2008-2018
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Unfortunately, there are limited opportunities for ASX investors to get
meaningful exposure to a potentially buoyant zinc price environment. The large
McArthur River, Cannington, and Broken Hill operations are housed within
Glencore, South32 (ASX:S32), and (delisted) Perilya respectively, with the
Jaguar Zn mine forming (an ever smaller) component of the Ni-Au focused
Independence Group (ASX:IGO).
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Zinc-focused producers / soon-to-be producers on the ASX include Red River
(ASX:RVR) - Thalanga Project [QLD], New Century Resources (ASX:NCZ)
- Century Tailings Project [QLD], Consolidated Zinc (ASX:CZL) - Plomosas
Project [Chile], and Heron Resources (ASX:HRR) - Woodlawn Project [NSW].
Other companies with significant zinc-dominant projects in the
exploration/development stage include Terramin Australia (ASX:TZN) - Tala
Hamza Project [Algeria], Ironbark Zinc (ASX:IBG) - Citronen Project
[Greenland], Alta Zinc (ASX:AZI) - Gorno Project [Italy], and Zinc of Ireland
(ASX:ZMI) - Kildare Project [Ireland]. Amongst the above projects, HRR’s
Woodlawn Project is one of the largest in terms of ZnEq Resource, with its
copper component a differentiating factor compared to the typical Zn-Pb mix.

Figure 7: Selected zinc focused projects (showing ZnEq Resource)
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Source: Companies, IRESS, compiled by State One Stockbroking

Figure 8: ZnEq Resource composition
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Comparing unit Resource ounce values between projects is problematic due to
projects being at different stages of development and funding (producing
versus non-producing), location (sovereign risk), differences in mining
(underground versus open-pit, mechanised vs non-mechanised), processing
(metallurgy), capex and infrastructure requirements, and (most critically)
grade. However, companies with producing or near-producing assets are
typically valued at a significantly higher rating (in terms of Resource unit value)
than non-producing companies.

We calculate that while HRR is indeed valued at a significant premium to les-
advanced peers, it is trading at a discount to its producing peers. We attribute
this to first production at Woodlawn still being some 4-6 months away. We
believe this 40%+ discount should close assuming the commissioning and
first-production milestones are met between now and early 2019.

Figure 9: Market capitalisation per tonne of ZnEq Resource (A$/t))
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Operational assumptions
Woodlawn Project - Mining Inventory

Our assumed mining inventory for the Woodlawn Project equates to the 2016
estimated Mineral Reserves of 12.3Mt; 9.5Mt (77%) from 6% ZnEq Tailings
and 2.8Mt (23%) from the higher-grade (14% ZnEq) Underground. Note: the
assumed mining inventory is some 68% of the Project's 2016 Estimated
Mineral Resource of 18.1Mt.

Figure 10: Woodlawn Project — Tailings and Underground Reserves

Woodlawn Tailings Mineral Reserve Estimate 2016

Reported with no cut-off grade applied

Reserve Category Quantity (M) = ZnEq(%) Zn(%) Cul%)  Phb(%) Aulght) Aala/t)
Proven 64 6.0 22 05 13 029 31
Probable 32 60 21 05 13 033 32
Total (Proven + Probable) 95 6.0 22 05 13 0.31 H
Woodlawn Underground Mineral Reserve Estimate 2016

Type Reserve Quantity ZnEq(%) Zn(%) Cu(%) Pb(%) Au(g't) Aglalt)

Category (Mt)

Polymetallic ~ Proven 0

Polymetallic ~ Probable 1.8 16 81 1.2 29 0.56 57
Copper Praven 0

Copper Probable 0.96 88 0.61 24 013 0.23 14
Total Probable 238 14 55 1.6 1.9 0.45 42

Source: Company

Mining/processing schedule

Our forecast mining/processing schedule is based on the July 2016 Woodlawn
Zinc-Copper Project Feasibility Study. Over a 10-year LOM we forecast an
average mill throughput of 1.23Mtpa, with processing commencing in FY19E.

Figure 11: Forecast mining/processing schedule by ore source

Ore mined lprocessed [Kt) 2013 2020 2021 2022 2023 2024 2025 2026 2027 2028 LOM
Reclaimed tailingz 250 Toa Too 650 650 650 1.500 1.500 1.500 1.400 3.500
Underground 150 300 550 500 500 G00 - - - - 2,600
Tatal 400 1.000 1.250 1.250 1.250 1.250 1.500 1.500 1.500 1.400 12.300
Ore mined !processed [ con 2013 2020 2021 2022 2023 2024 2025 2026 2027 2028 LOM
Reclaimed tailingz B3 T 56 52 2% 52 1005 1003 1005 1002 T
Underground 3 302 g i 4 4 0 02 0% 0% 23
Total 100 100 1002 100 100 00 1003 100 100 1002 1002
Ore source (kt) Ore source (% contribution)
1,600 100%
1,400 5% H
8% [k
1,200 43% [l 45%
0%
1,000 s0%
EDD H 1500 1500 1,500 50% 100%  100% 100% 100%
1,400 .
600 4%
o
0% 63%
200 SE%  spn 5% 52
m 700 TO0  gsp ssO &S0 20%
200 "
o] 10%
0%
M9 2020 2021 2027 2023 2024 2025 2026 2027 Z0ZB 2018 2020 2021 2022 2023 2024 2025 2026 2027 2028
Reclsimed tailings W Underground Reclzimed tailings  ® Underground

Source: Company, State One Stockbroking forecasts
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Metal output

Our forecast metal production profile - per Tailings and Underground - is based
on the estimated grade and recovery profiles per individual metals in the July
2016 FS.

Figure 12: Forecast production profile: Reclaimed Tailings

Year 1 Z 3 4 L G T ] 3 10 Project
Financial Year [end-June] 2013 2020 2021 2022 2023 2024 2025 2026 2027 2028 Toral
Mine inwentary - opening ['000) 3,500 3,250 5.550 T.550 T.200 5550 5.300 4,400 2,300 1.400 -
Mine inventary - closed ["000) 3,250 8,550 T.850 7.200 5,550 5.900 4,400 2,900 1.400 - -
Ore mined & processed ['000) 250 Too Too ES0 G50 B50 1.500 1.500 1.500 1.400 3,500
Zngrade [¥] 2.4 2.5% 2.3 2.4 2.1 19 18 2.0 2.2% 2.3 2.1
£n contained (000t =3 1r.2 =% 57 135 123 275 30.0 327 3.8 203
Fecaver 2] TR Th T TR T TR T TR TE TR -
[2n recovered ["'DODY) H 13.1 121 12.0 10.3 3.3 20.3 226 24.3 24.2 | 154 |
Cu grade [3] 043 0462 0.45% 0,435 0.6z 061 0.67 053 0425 0,405 0.5%
Cu cantained (000 1 32 34 25 4.0 4.0 3z ] B3 5.6 d3
Recavery (] 38 ks 39 38 39 38 39 38 33 38
[Cu recovered CO0ON) 0 1.3 13 1.1 1.6 1.5 3.6 3.5 25 F 19 |
Pb grade [¥] 103 115% 123% 1.200 126 1413 133 1455 1.23% 130 130
Pb contained ["000) 3 8.1 8.6 T8 8.2 3.2 20.9 218 155 1.2 124
Fecaver 2] 42 Y 425 42 427 42 427 42 427 42
[Pb recovered (DD 1 3.4 3.6 3.3 3.4 3.8 8.8 a1 [ 76 | 52 |
Gald grade [git Au) 0.25 0.25 0.2z 0.26 0.31 0.35 0.35 0.4 0.30 0.z27 0.31
Contained ounces [oz Aul 2010 S.B2T 4,952 54354 5,473 7342 16,551 13,775 14,463 12,154 35,723
Recavery (] 25 25 25 25 25 25 25 25 25 25
|Guld recovered [oz Au) 502 1.407 1.238 1.359 1620 1.986 4,220 4 944 3617 3.039 | 23,931 |
Silwer grade [git Ag) 26 26 27 26 27 33 33 T 32 34 Kl
Contained ounces (koz Ag) 209 578 535 EL2 SEd g3z 1.568 1,780 1.523 1543 3,613
Fecaver 2] B0 B0 GO B0 G0 B0 G0 B0 G0 B0
[Silver recovered [koz Agl 125 347 353 I 333 415 i 1,068 anr 923 | 571
Source: Company, State One Stockbroking forecasts
Figure 13: Forecast production profile: Underground
Year 1 2 3 4 5 B T B i | 10 Project
Financial Year [end-June] 2013 2020 2021 2022 2023 2024 2025 2026 2027 2028 Total
Underground - - - - - - - - - - -
Mine inventary - opening [Q00t] 2800 2650 2,350 1.800 1.200 0o - - - - -
Mire inventary - clozed (000t 2650 2,350 1800 1.200 EO0 - - - - - -
Ore mined & processed ['000t) 150 300 550 EO0 EO0 E00 - - - - 2800
Zngrade [>] .87 E.T% S.di T.dw B.3% 3.7 nla nia nia nia 5.8
£n contained ("000) T 20,2 29.5 4d G 360 22.4 - - - - (=
Recovery (1] G G A A A [ata [atar [atar e e -
[En recovered ("D0OK) 5 17.7 26.0 39.3 33.4 19.7 - - - - 142 |
Cugrade [>£] 1123 142 199 132% 1394 2.0B nla nla nla nla 163
Cu contained ["000) 2 4.3 1.0 T3 8.3 12.4 - - - - 45
Recovery [¥] G0 G0 G0 G0 G0 B0 B0 B0 GO GO
[Cu recovered ('DDOY) 1 2.6 6.6 4.8 5.0 74 - - - - 27 |
Pbgrade [:1] 1} 272 163 2398 138 0.58%< nla rfa rfa rfa 138
Pb cantained ["000) 4 8.2 8.3 173 1.3 4.8 - - - - =1
Recovery[*] 70 70 70 70 70 70 T T T T
[Pb recovered ("DD0:) 3 5.7 6.3 12.5 8.3 3.4 - - - - 39|
Gold grade (g Au) 1 105 0.51 0.24 0.05 007 nla nla nla nla 033
Coantained ounces [oz Aul 3473 10,145 14,2358 d G55 1.003 1.350 - - - - 54,300
Fecovery 2] 25 25 25 25 25 25 25 25 25 25
|Gu|d recovered [oz Aul 868 2537 3559 1172 251 338 - - - - | 8.725 |
Silver grade [gft Ag) Gd 53 45 L) 28 17 nla nia nia nia 4
Contained ounces (koz Ag) 306 GES ans 1.051 549 32T - - - - 3710
Recovery (1] B0 B0 B0 B0 B0 B0 B B =i =i
[Silver recovered [koz Ag) 184 401 485 631 329 1396 - - - - | 2228

Source: Company, State One Stockbroking forecasts
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Our combined (Tailings and Underground) production profile is tabulated and
graphed below.

Figure 14: Forecast production profile: combined Tailings & Underground

Year 1 2 3 4 L ] T g 3 10 Project
Financial Year [end-June] 2019 2020 2021 2022 2023 2024 7025 2026 2027 2028 Total
Total - - - - - - - - - - -
Mine inwentony - opening ['000) 12300 1500 0500 0 9650 0 B400 TS0 5900 4400 2500 1,400 -
Mine inuentony - closed (000K 1,900 10,900 9650  S400 0 7150 5300 4400 2300 1400 - -
COre mined & processed ['000) 400 1.000 1.250 1.250 1.250 1.250 1.500 1.500 1.500 1.400 12,300
Zn grade (3] 3.3% 3.7 3.6 .52 4.1 z.5m 18 zo s 2.3% 3.0
Zn contained (000 13 3T 45.4 604 515 3.7 275 30.0 327 3.8 364
Recouerny [+ 83 g2 B 55 85 B VB [ [ 7B -

[2n recovered (000K 1 30.8 38.0 51.2 437 29.1 20.9 22 8 24.9 242 | 296 |
Cu grade 3] 0BF2 075 1M 0B86x 0934 13%<  0BB: 053 042 040K 0.7E%
Cu contained ['000K) 3 75 4.3 0.7 2.4 18.3 az 83 6.3 56 34
Recoueny [+] 525 51 55 555 53 55 39 39 39 39

[Cu recovered ['DDD 1 3.8 7.9 5.9 6.6 9.0 3.6 3.5 25 P 46 |
Fb grade [32] 163 162« 1d40x 206%™ 16t 11 133 4Em 1EEw 130 1462
Pb contained ['000K) 7 .2 7.6 257 201 14.0 209 215 8.5 5.2 173
Flecovery [ g GG B B2 59 B2 4z 422 422 42

[Pb recovered (‘D00 4 ai 9.9 15.8 11.8 7.2 8.8 9.1 7.7 76 | i
Gald grade (gt Au) 0.42 0.43 0.48 0.25 0.13 0.23 0.35 0.41 0.30 0.27 0.33
Contained ounces [oz fu) gdB2 15775 19490 0422 7482 9233 16851 19775 14483 12154 130,624
Recovery [ 25 253 253 255 252 253 25% 255 252 253

[Gold recovered [oz Au) 1371 3.944 4797 2531 1871 2,323 4220 4944 3617 3039 [ 32,656 |
Silver grade [git Ag) 40 39 35 40 25 25 33 3T 32 3 3
Contained ounces [koz Ag) 515 1.246 1.407 1603 1113 1.0713 1568 1780 1523 1243 13,328
Recovery [] B0 B B0 B0 B0 B B2 B0z 602 602

[Silver recovered [koz Agl 309 48 844 962 668 611 341 1068 v 923 [ 7.997]

Source: Company, State One Stockbroking forecasts

Figure 15: Metal production summary

Base metal production (kt) 2019 220 2021 2022 2023 2024 2025 2026 2027 2028
Zmc 10.8 30.8 B0 H.z 437 9.1 0.5 228 4.5 4.2
Copper 14 18 79 59 85 9.0 16 3. 25 22
Lead s 9.1 949 15.8 118 7.2 83 9.1 T7 18
Precious metal production 2019 220 alral 2022 2023 224 2025 2026 2087 arsid
Goid 1,371 3,00 4797 2,531 1,871 2,373 4770 2844 3617 3,090
Gold Equivalent (fom Siver) 37% 2973 10,131 11,540 8,016 7,33 11,286 12,814 11,008 11,150
Base metal production (Kt) Precious metal production (oz Au)
70.0 20,000
5.2 18,000
60.0
118 16,000
50.0 a9 14,000
200 B 72 12,000 12,814
10,000 10,131 11,285
30.0 N 88 931 77 7g 2,000 8573 11,540 11,09311'150
20.0 32,0 a7 6,000 2,016 7,335
308 4
10.0 o N apg 228 249 243 00373 | ! .- A
o 2,000 3,944 % 43230 4
10.8 1371 2,531 1 g7 2,323 3617 3,029
2019 2020 2071 2022 2073 2024 2035 2026 2027 2028 015 2020 2021 2022 2023 2024 2025 026 2027 2028
Zinc mCopper mLlead Gold Gold Equivalent (from Silwer)

Source: Company, State One Stockbroking forecasts
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On a zinc equivalent (ZnEq) basis, we calculate LOM production of 549kt of
zinc, with contribution to production split relatively even between the
Reclaimed Tailings (53%) and Underground (47%) operations.

However, with the mining schedule “front-loaded” with higher-grade feed ore
from the underground operations, we forecast that the underground
operations will account for nearly 70% of metal output between 2019-2024.

Figure 16: Zn Eq metal production

Production [ZnEq) [Kx] 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 LOM
Reclaimed tailings T 22 2 20 20 20 45 43 45 43 29
Underground 12 32 52 =15 Sd 42 - - - - st
Tatal 20 Sd T3 15 Td El 45 43 45 43 543
Production [ZnEq) [contribution]) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 LOM
Reclaimed tailings 3T 40z 29 23 27 32 00 100 00 100 B3
Underground B3 =10l T Tre T B3 0z 0z 0 124 47
Tatal 00 100 o0 00 100 o0 100 100 100 100 00
Production ZnEq (kt) Production ZnEq (% contribution)

100% 100% 100% 100%
%

b
0% a7 A% — 32
10% 23% 27

100%
100 a0%
a0%
a0
0%
7L - Il 73%
50% g
&0
50%
52 10%
an 32
30%
45 4B 45 s
E 22 A = w20

g %
2019 2020 2021 2022 2023 2024 2025 2026 2027 Z0ZB 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Reclaimed tailings  m Underground Reclaimed tailings W Underground

Source: Company, State One Stockbroking forecasts

Forecast metal prices and AUD:USD exchange rate

We maintain base metal prices at current real spot price levels over our
forecast period, i.e., prices are escalated at 2%pa (equivalent to forecast long-
term global inflation) to keep prices constant in real terms. We forecast a slight
uplift in the gold price after FY19E, with prices then escalated at 2%pa. We
forecast an unchanged long-term exchange rate of US$0.75 from FY20E.

Figure 17: Forecast metal prices and A$ exchange rate

Financial Year (end-June) 2019 2020 2021 20%2 203 2024 23 206 22T 208
Fnc (USHY) 2,600 2,652 2,705 2,759 2814 2811 2928 2,587 3,045 3,107
Copper (USHN) 6,175 5,299 5,424 6,553 6,584 6,518 6,954 7,083 7,235 7,380
Lead {USHY) 2,000 2,040 2,081 2122 2,185 2,208 2,252 2,257 2,343 2,380
Gold {US$ioz) 1,200 1,250 1,275 1,301 1,327 1,353 1,380 1,208 1,436 1,465
Silver (US$/oz) 15 15 15 16 16 16 17 17 17 18
AUD:USD exchange rae 0.70 075 075 075 075 075 0.75 075 0.75 075

Source: IRESS, State One Stockbroking forecasts
Note: metal price and exchange rate forecasts are average per financial year
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Forecast revenue profile

Predicated on our forecast production and commodity price assumptions, we
forecast metal revenues (pre-treatment and refining charges) increasing from
A$72m in FY19E - HRR’s maiden production year - to an average of A$218m
per annum between FY20E and FY28E.

Over the 10-year LOM, we calculate that zinc contributes some 55% of
revenue, copper 20% and lead 13%, with precious metals (Au, Ag)
contributing a combined 12%.

Figure 18: Revenue by metal

Revenue [&%m) 2019

2020 2022 2023 024 025 202 2027 2028
Tnc 4 109 137 182 164 T 8 g 101 100
Copper 13 32 &4 51 59 a1 kX kX 2 21
Lead 1 b b 4 En 2 ® b bl 2
Gald 2 7 g 4 3 4 ] ] 7 g
Sitver & 15 17 0 14 13 2 24 2 P
Total 12 187 258 309 274 231 169 183 177 174
Revenue contribution (%) 2019 2020 20 2022 2023 024 2025 2026 2027 2028
e 5% 3% 3% 1% &% 4% 4% 4%% 7% 3%
Copger 7% 1% % 7% 21% 5% 20 18% 13% 12
Lead 15% 13% 1% 14% 12% % 16% 15% 143 143
Gald 3% 4% % 1% 1% % 5% 5% 4% %
Sitver %% % 7% &% % &% 1% 13% 1274 13%
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Revenue by metal (ASm) Revenue by contribution (%)
350 1003
S50%
300
30%
250 TO%
200 60%
50%
cR BER O
100 l 30% cow 58% 61% g0% 7% 53%
. 138 164 s 53% agse agsc 40%
50 109 L 101 100
- 81 51 10%
40
- %

2015 2020 2021 2022 2023 2024 2025 2026 2027 20238 2015 2020 201 2022 2023 2024 2025 2026 2027 20238

Zinc W Copper Mlead @ Gold Silver Zinc m Copper mlead @ Gold Silver

Source: Company, State One Stockbroking forecasts

In terms of operational contribution, we calculate that the higher-grade
underground operations at Woodlawn will account for the bulk (70%) of group
revenue during the first six-years of the Woodlawn Project.

With average underground annual revenues (pre-TC/RC) of A$180m, we
imagine that a priority for HRR will be keen to extend the underground

operations via Reserve expansion (Resource to Reserve conversion / new
Reserve discovery).
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Figure 19: Revenue by operation

Revenue (A$m) 2019 2020 201 2022 2023 2024 2025 2026 027 2028
Reciaimed @ings 7 75 78 72 7 78 169 185 77 174
Underground 45 112 183 237 201 158 - - - -

To 72 7 25 09 77 231 169 185 77 174
Revenue (% contribution)) 2019 2020 221 2022 2023 2024 2025 2026 2027 2078
Reciamed @ings 5% a0% % 23% 5% 7% 100% 100% 100% 100%
Underground 62% B0% 71% 77% 74% £5% 0% 0% 0% 0%
Toia 100% 100% 100% 100% 100% 100% 100% 100% 100% 0%

Revenue (ASm) Revenue (% contribution)

350 10085
50

250 70 B G0 y
200 &
50
150 !
112 40%
100 185 0%
E 75 74 T2 73

A -

100% 100% 100% 1005

169 177 174 0% 35 40% |
50 74 10% 29% 23m  26%
7 %
2019 3020 2021 2022 2023 2024 2025 2035 2027 2028 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
Reclaimed tailings = Underground Reclaimed tailings mUnderground

Source: Company, State One Stockbroking forecasts

Costs and Margin
Key cost assumptions include:
» Reclaimed tailings mining costs (pumping slurry to plant) of A$1.75/t.
Underground mining costs of between A$65/t.
Reclaimed tailings processing costs of A$18/t.
Underground mining processing costs of A$22/t.
TC/RC costs: 13% of gross (metal) revenue
Logistics (road/rail haulage/port handling costs): 7% of gross revenue
Corporate costs: A$5m per annum
Royalties: the equivalent of 3% of net revenue

Costs escalated at 2% pa

vV V ¥V ¥V ¥V ¥V VY V V

Zero corporate tax to FY22E on back of ~A$100m in direct tax losses
Note: Mining and processing costs based on the July 2016 FS.

Predicated on the above cost assumptions, we calculate an average reclaimed
tailings/underground blended operating cost of A$70/t ore. This compares to
the FS indicative operating cost of A$68/t ore.

Our forecast cost profile indicates unit operating costs of US$0.54/Ib Zn and
unit AISCs of US$0.76/Ib Zn. With revenue from co-products (for Cu, Pb, Au,
Ag) exceeding total costs, we calculate that operating costs including co-
product credits are negative.

State One Stockbroking Ltd AFSL 247100 14|Page




STATE ONE

STOCKBEROKING LTD
ABN 05 002 989 083 | AFSL 247 100
Participant of ASX, Chi-X, Sydney Stock Exchange

Figure 20: Forecast revenue and costs

Financial Year (end-June) 2019 2020 2021 22 2053 2024 s 2026 2027 2028
Rewenus (Afm) 724 187 258 ke 74 2 168 185 177 174
TC+RC Costs (as % revenus) 13% 13% 13% 13% 13% 13% 13% 13% 13% 13%
Met revenue (A5m) 63.0 163 4 269 38 M 147 161 154 1M
Cosis - Mining (Am) (10.2) 21) (3 43) 43 (a4 3 () 3 3
Caosts - Ore Processing (A$m) 7.8) 200 {26) (25) {27 ) (30) (31) ] (30)
Caosts - Logistcs (A$m) (=1 (13 (18} 22 {15} {16} (13 (13 12 (12
Casts - Admin/Corporate (Afm) (5.0 =) {3} =) =) {5} {5} {6 {5} {5}
Costs - Royally {A%m) {1.9) =) {7 {8} 7} {5} & =) {3 =)
Total cash costs (A$m) (23.9) (64} (4] (104} (102) (100 (33} (38 (38 (36}
EBITDA [A%m) 330 ] 130 165 136 102 92 103 96 95
Tax (A$m) - - - (45) 41} (31) (28) (31) (25) (25)
EAT (A%m) 33 99 130 115 95 m 64 T2 67 67
Assumptiona H19 2020 22 2 2023 2024 25 2026 2027 2
% ore from reclaimed talings 63% T0% 55% 5% 52% 52% 100% 100% 100% 100%
% ore from g % W% 44% 48% 48% 43% 0% % 0% 0%
Mining cost - reclaimed talings (A3 18 18 18 19 149 149 20 20 21 21
Mining cost - underground (A5 65 &5 68 ] 70 72 732 a7 76.2 i
Processing cost - reciaimed tailings (ASN) 18.0 184 187 19.1 195 19.9 2.3 207 211 25
Processing cost - underground (ASY) k] 224 prk: 23 238 243 438 253 258 %3
Logisics costs (a8 % net revenue) T% T% T% T% T% T% T% T% T% T%
FioyaiSes (a2 %o net rewenue) 3% 3.0% 3.0% 30% 3.0% 3.0% 30% 3% 3% 3%
Tax rae (%) 0% % 0% W% % 0% W% % 0% W%

Source: Company, State One Stockbroking

Figure 21: Forecast revenue, costs, and EBITDA

Revenue and costs (A$m) 2019 2010 2021 2022 2023 2024 2085 2026 2027 2078
Revenue &3 ) 724 ) 736 01 147 181 154 151
Costs 0 EA e 104 102 100 55 58 58 55
EBITDA X w0 130 165 13 102 @ 103 % %5
Revenue and costs (ASm) EBITDA (ASm)
300 . 130
180
250
140
200 120
e 147 1 154 g5 100
150 30 165
130 136
100 &0
B3 . =] 102 a7 103 95 g5
50
- EEEE =~ =
2019 2020 201 20Z2 X033 2024 2025 2026 2027 M2E 015 2020 2021 022 N3 M 025 026 2027 2028
o COsts =Ry enUe EBITDA

Source: Company, State One Stockbroking

Our revenue and costs assumptions point to the Woodlawn Project
generating attractive average annual EBITDA of A$113m (post ramp-
up in FY19E).
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Woodlawn Zn-Cu Project: Background

HRR'’s flagship asset - The Woodlawn Project - is a high-grade, Volcanogenic
Massive Sulphide (VMS) deposit located in NSW, Australia, approximately
50km northeast of Canberra. As at end August 2018, the 1Mtpa (underground
ore) to 1.5Mtpa (recovered tailings) processing plant was 73% complete and
on track for year-end commissioning and first concentrate production in early
1Q 2019. HRR also owns several other tenements surrounding Woodlawn
which are prospective for base metal and gold exploration.

Figure 22: Project locations

i
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Kangiara Project M ; Port Kembla
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. :
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§
Canberra""-v,, N
ol .
Australian " \ ’ ‘7\7&
Capital | 1 { = i
Territol D §
‘ ls \ — . Nsw )
. Perth'@ - f |
Burra Project _I: = g'ﬂ/ Ay 19 Sydney
b, off | o S
=2 ——— -
Captains Flat Project i .

Source: Company

The Woodlawn deposit was discovered in 1970 with open-pit operations
commencing in 1978 and underground operations in 1987. The operation was
closed in March 1998 primarily due to corporate issues within then owners,
Denehurst Ltd. Between 1978 and 1998 the operation reported production of
13.8Mt @ 9.1% Zn, 1.6% Cu, 3.6% Pb, 0.5g/t Au and 74g/t Ag.

In 1999, Tri Origin Exploration Ltd (subsequently becoming TriAusMin Ltd)
acquired the mineral rights to the site from the Denehurst Administrator. HRR
acquired its interest in the Woodlawn Project through the merger with
TriAusMin Ltd in August 2014.

Over the past four years, HRR advanced the project through the completion of
a Preliminary Economic Assessment (PEA) in April 2015 and a FS in July 2016,
arranging equity and debt financing in 2017/2018, securing an offtake
agreement, securing permitting and third-party contractor agreements, and
plant & mine development and construction.
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Cha|rman and MD/CEO PrOf”eS Source: Company website

Stephen Bruce Dennis

BCom, LLB, GDipAppFin{Finsia), CFTP
Appointed 6 December 2006
Position: Chairman (Non-Executive)

Stephen Dennis has been actively involved in the mining industry for over 30
years. He has held senior management positions at MIM Holdings Limited,
Minara Resources Limited, and Brambles Australia Limited. Until recently, Mr
Dennis was the chief executive officer and managing director of CBH
Resources Limited, the Australian subsidiary of Toho Zinc Co., Ltd of Japan.

Wayne Taylor

BEng (Mining), MBA
Appointed 11 August 2014
Position: Managing Director and CEO

Wayne Taylor is a mining engineer with over 30 years experience. He holds a
Bachelor of Engineering {Mining) degree from the University of Mew South
Wales and a Masters of Business Administration from the University of Mew
England. Mr Taylor has held senior operational management roles with
Western Mining Caorporation and Glencore International’'s Australian
operations. For the six years prior to joining TriAusMin he managed Glencore’s
base metal business development based out of Australia which involved
assessing mining projects throughout the world. Mr. Taylor was the managing
director/CEO of TriAusMin for 3 years prior to the menger with Heron.
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General Advice Warning

The contents of this document have been prepared without taking account of your objectives, financial
situation or needs. You should, before taking any action to acquire or deal in, or follow a recommendation
(if any) in respect of any of the financial products or information mentioned in this document, consult your
own investment advisor to consider whether that is appropriate having regard to your own objectives,
financial situation and needs.

Whilst State One Stockbroking Ltd believes information contained in this document is based on information
which is believed to be reliable, its accuracy and completeness are not guaranteed and no warranty of
accuracy or reliability is given or implied and no responsibility for any loss or damage arising in any way
for any representation, act or omission is accepted by State One Stockbroking Ltd or any officer, agent or
employee of State One Stockbroking Ltd. If applicable, you should obtain the Product Disclosure Statement
relating to the relevant financial product mentioned in this document (which contains full details of the
terms and conditions of the financial product) and consider it before making any decision about whether
to acquire the financial product.

Disclosure

The directors and associated persons of State One Stockbroking Ltd may have an interest in the financial
products discussed in this document and they may earn brokerage, commissions, fees and advantages,
pecuniary or otherwise, in connection with the making of a recommendation or dealing by a client in such
financial products.

This report was prepared solely by State One Stockbroking Limited. ASX Limited ABN 98 009 642 691 and
its related bodies corporate ("ASX”) did not prepare any part of the report and has not contributed in any
way to its content. The role of ASX in relation to the preparation of the research reports is limited to
funding their preparation by State One Stockbroking Limited, in accordance with the ASX Equity Research
Scheme. ASX does not provide financial product advice. The views expressed in this research report may
not necessarily reflect the views of ASX. To the maximum extent permitted by law, no representation,
warranty or undertaking, express or implied, is made and no responsibility or liability is accepted by ASX
as to the adequacy, accuracy, completeness or reasonableness of the research reports.
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The research analyst has not been and will not be receiving direct or indirect compensation for expressing
the specific recommendations or views in this report. This research at all times remains the property of
State One Stockbroking Ltd. And as such cannot be reprinted, distributed, copied, posted on the internet,
in part or whole, without written prior approval from an Executive Director of State One Stockbroking Ltd.
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