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SHEFFIELD RESOURCES LTD (SFX AU, $0.535. Market cap A$210m)
First major shipment of zircon concentrate

Investment view

This has been an impressive start for what is likely to become one of the world’s largest and lowest cost sources
of zircon and Ti feedstock. Our short term cashflow estimates have increased modestly reflecting an earlier than
expected start to shipments, but we see no reason to change our medium-term forecasts. We are encouraged
that Thunderbird’s commissioning and ramp-up appears to be proceeding without any major issues. SFX trades
at what we consider to be an unjustifiably large discount to our 51.95/share valuation. We see the likely rerating
of the SFX share price as commissioning/production/sales risks dissipate.

We have seen an encouraging series of reports recently released by SFX over past weeks. Key points include:

e The Thunderbird mine and process plant are ramping up, with only minor technical issues during
commissioning.

e  Full throughput rates are expected during the March quarter, a remarkably rapid ramp-up schedule, in
our view. We forecast the project achieving full production rates in the June quarter.

e Total ore mined for the December quarter was around 740kt at an HM grade of 13.3% (in line with our
expectations).

e Total saleable concentrate production for the quarter was 34.3kt, including ca. 27kt of magnetic
concentrate (Ti feedstock), and 7kt tonnes of non-magnetic concentrate (zircon rich). In our modelling,
we had no production expected for the December quarter (note these are reported on a 100% basis).

e  First shipments of a zircon rich concentrate (“Non-Mags”) occurred in early January (ca. 300t), with
revenues due in the current quarter. On 31 January, SFX announced completion of a further shipment
of 5,100 tonnes of bagged zircon concentrate.

e Disappointingly, final permitting by the Kimberley Port Authority for bulk exports from the Port of
Broome has been delayed with the following comment: “Final state regulatory clearances, to be
obtained by the Kimberley Port Authority, enabling bulk shipments to take place via the Port of Broome
are well advanced, with bulk shipments of magnetic concentrate scheduled to commence during the
March quarter.” This appears to have been an issue outside SFX’s control.

e We are impressed that the project had put in place contingency arrangements to allow bagging of the
high value zircon concentrate as an interim solution. A good “belt and braces” approach.

e  Regarding the Thunderbird orebody itself, SFX reports ore grade and mineral assemblage has reconciled
well with Ore Reserve assumptions, and there are no issues with slimes.

e Tailing deposition is performing well with no issues emerging regarding storage capacity (this was an
early problem at Strandline’s Coburn operation).

e KMS (SFX 50%) had ca. $75m in working capital at the start of the quarter ($35m cash, balance an
overrun facility). With costs we estimate running at around AS$15m per quarter (100% basis), and with
revenues starting this quarter, we see no reason for concern during the ramp up period.

e A minor issue has emerged with the Traditional Owners and a previously unknown item of heritage
importance. The small, 25m? area has been temporarily excised from the heritage clearance until the
issue is resolved. SFX states that this will not impact mine planning.

e Separately SFX’s cash balance is $23.2m.

We present our revised earnings and valuation estimates for SFX on the following page. Little has changed from
our earlier model, with minor revisions to the ramp-up profile. As we note, these forecasts are based on a 50%
equity share of Kimberley Mineral Sands (KMS) which owns 100% of the Thunderbird project. The data displayed
represents 50% of all components of the production, P&L, cashflow and balance sheet. Accounting standards
will require SFX to equity account its interest in KMS, which will therefore report dividend and interest income
and overhead costs only. This standard provides limited transparency and so we have decided to proceed with
this more visible reporting method. Note as well that our valuation now comprises 50% of KMS, adjusted for net
debt, and further adjustments for SFX G&A, cash and other assets.

MIFID Il compliance statement: Bridge Street Capital Partners are Corporate Advisors to this company and receive fees
from this company for services provided. See disclaimer/disclosure below for more detail
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Sheffield Resources Limited (SFX.AX)
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Dividend Yield

Total Return Forecast

0%

Our SFX forecasts are based on a 50% equity share of KMS which owns 100% of Per Share Data Jun-24e Jun-25e Jun-26e Jun-27e Jun-28e
the Thunderbird project. The data displayed represents 50% of all components of Shares Out (m) 393 393 393 393 393
the production, P&L, cashflow and balance sheet (adding assets as at December EPS (¢) 0.2¢ 96¢ 138¢ 159¢ 16.7¢
2021). A‘ccoun‘ting standards will r'eguire SFX t? equity Aaccount its interest in Dividend (¢) } } } : :
KMS, which w:{l therefore repo‘rt dl\{ld?nd and interest income and overhem‘{ ( PayoutRato (%) 0% 0% 0% 0% 0%
costs only. This standard provides limited transparency and so we have decided
to proceed with this more visible reporting method. Book Yalue (ASishare) 0.31 0.38 051 067 082
Operating Cash Flow (A$/share) (0.00)  0.10 0.16 0.20 0.18
Free Cash Flow (A$/share) (0.13)  0.08 0.14 0.20 0.17
Profit & Loss Units Jun-24e Jun-25e Jun-26e Jun-27e Jun-28e  EBITDA (A$/share) 0.06 0.20 0.25 0.26 0.26
Sales and Other Income A$m 53 153 173 179 179
Expenses ASm (30) (73) (76) (76) (76)  Valuation Metrics Jun-24e Jun-25¢ Jun-26e Jun-27e Jun-28e
EBITDA ASm 23 79 97 103 103 PE(x) 238.5x 5.6x 3.9x 3.4x 3.2x
D&A ASm (9) (13) (13) (13) (13)  Dividend Yield (%) 00% 00% 00% 00% 0.0%
EBIT A$m 14 67 85 91 91 EV/Sales 3.5x 1.2x 1.1x 1.0x 1.0x
Financing Costs ASm (12) (13) (8) (1) 3 EV/EBITDA 8.1x 2.4x 1.9x 1.8x 1.8x
Tax ASm (0) (16) (23) (27) (28) EV/EBIT 13.7x 2.8x 2.2x 2.1x 2.1x
NPAT ASm 1 38 54 63 66  FCF Yield (%) 244% 147% 258% 36.8% 32.7%
Cashflow Units Jun-24e Jun-25e Jun-26e Jun-27e Jun-28e  Operating Metrics (%) Jun-24e Jun-25e Jun-26e Jun-27e Jun-28e
Cash From Operations ASm 23 79 97 103 103  EBITDA Margin 43% 52% 56% 58% 58%
Interest ASm (12) (13) (8) (1) 3 EBIT Margin 25% 44% 49% 51% 51%
Tax ASm (5) (20) (25) (27) (27)  NetProfitMargin 2% 25% 31% 35% 37%
Working Capital ASm (6) (6) (2) 3 (8) ROIC 6% 28% 36% 41% 43%
Net Cash From Operations ASm (1) 40 63 78 71 Return on Assets 0% 1% 16% 18% 16%
Capex ASm (50) 9) (8) (1) (2)  Return on Equity 1% 25% 27% 24% 20%
Exploration & Other ASm - - - - - Effective Tax Rate 30% 30% 30% 30% 30%
Free Cash Flow A$m (51) 31 54 7 69
Borrowings ASm 28 (42) (54) (46) - Key Assumptions Jun-24e Jun-25e¢ Jun-26e Jun-27e Jun-28e
Equity ASm - - - - - Non-mag Concentrate (US$/t) 800 800 800 800 800
Dividend ASm - - - - - Mag Con (US$/t) 125 125 125 125 125
Net Increase / (Decrease) in Cash A$m (24) (11) (0) 32 69  Paramagnetic Concentrate (US$/t) 100 100 100 100 100
AUDUSD 0.70 0.70 0.70 0.70 0.70
Balance Sheet Units Jun-24e Jun-25e Jun-26e Jun-27e Jun-28e
Cash A$m 24 13 13 44 113 Production - 100% Basis Jun-24e Jun-25e Jun-26e Jun-27e Jun-28e
Receivables ASm 4 13 14 15 15 Mag Con (kf) 246 661 736 761 761
Inventory ASm 3 8 9 9 9 Non-mag Concentrate (kt) 60 174 198 205 205
PP&E ASm 248 244 240 228 217 Paramagnetic Concentrate (kt) 12 66 85 88 88
Other ASm 61 61 61 61 61
Assets ASm 339 338 336 356 415  Valuation A$m Equity Risk  A$m A$/share
Creditors A$m 7 19 21 22 22  Kimberly Mineral Sands (KMS)
Borrowings ASm 142 100 46 - - Thunderbird 1,804 50%  100% 902 2.25
Provisions ASm 10 10 10 10 10  Exploration 50 50%  100% 25 0.06
Other ASm 59 59 59 59 59 Debt (324) 50% 100%  (162) (0.41)
Liabilities ASm 218 188 136 91 91 Cash 35 50%  100% 18 0.04
Net Assets ASm 121 150 200 265 323 SFX
Corporate Costs (26)  100%  100% (26)  (0.07)
Liquidity & Leverage Units Jun-24e Jun-25e Jun-26e Jun-27e Jun-28e Debt - 100%  100% - -
Borrowings ASm 142 100 46 - - Cash 23 100%  100% 23 0.06
Net Debt/ (Cash) ASm 119 88 33 (44)  (113) Exploration 10 100%  100% 10 0.02
Gearing: Net Debt/ (Net Debt + Equity) % 49% 37% 14%  -20%  -54% Total 1,572 79 1.95
Net Debt/ EBITDA X 5.2x 1.1x 0.3x  (04)x  (1.1)x Discountrate 8.0%
EBIT Interest Cover X 1.1x 52x  111x  64.6x (32.6)x FPO Shares 393
. . Options 2
Non-mag con = zircon rich concentrate .
Mag con = ilmenite rich concentrate Performlance Rights 5
Fully Diluted SOI 400
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The following chart shows the importance of the zircon-rich non-mag concentrate to the Thunderbird project,
making up just over 60% of revenues.

Thunderbird, quarterly product revenues (USSm, FOB)
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Source: BSCP estimates
Thunderbird Stage 2

In our remodelling of KMS and SFX, we have taken note of guidance provided by SFX in recent presentations,
which points to likely deferral of the Thunderbird Stage 2 expansion for what we guess will be around 12-18
months. We think this may happen for the following reasons:

e Based on our cashflow estimates, a delay will enable KMS to fully repay debt (27/28 or earlier by our
estimates) and start to build cash to fund the expansion.

e Enable KMS to fine tune the Stage 1 plant, identify bottlenecks and perhaps extract higher production
rates with moderate capital expenditure.

e Match increased zircon production with the decline profile of one of the world’s largest producers of
zircon, ILU’s Jacinth-Ambrosia mine. We must always remember that the zircon market is small and can
easily become oversupplied.

The impact of this delay on our KMS valuation has been negligible. It does remain a very valuable option for KMS,
with SFX’s stated valuation for the expansion of A$548m (100% basis).

South Atlantic Project:

SFX is investing up to US$2.5 million to earn an option to acquire a 20% interest in the Brazilian South Atlantic
project by paying a further US$12.5 million. This is payable 18 months following execution of the original
agreement, so during 3Q24.

A 10,000m drilling programme is to commence in the current quarter. The exploration target for the Retiro and
Bujuru deposits are 500 to 720Mt at attractive grades of 3.2 to 4.0% HM with low slimes. A PFS is to be completed

under the supervision of consultants, Hatch by mid-year (earlier than we’d been expecting).

This will be an important milestone as it may present SFX with a new development opportunity.
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Commodity view

Key to Thunderbird’s future is pricing of zircon. SFX comments as follows: “Premium zircon from major
producers increased from ¢.USS1,350 per tonne in mid-2019, peaking in mid-2023 at ¢.US52,200 per
tonne prior to softening to approximately USS2,000 per tonne by then end of 2023.

“New supply entering the market, including Thunderbird, offset by continued low inventory levels and
reduced production from some existing operators is expected to see a modest contraction in pricing for
2024 around USS51,900 per tonne, well above long term price forecasts.

“Longer range price forecasts demonstrate price appreciation to continue, as the market outlook for
zircon continues to indicate an emerging supply deficit as leading, mature operators representing >50%
of the market forecast flat or declining production.”

The world’s largest zircon producer, lluka, commented as follows:

“Customers continued to demonstrate a degree of caution, reflecting both broad based global
economic uncertainty and general weakness in key markets. In China, policymakers have made several
announcements aimed at stimulating demand in the real estate market and encouraging consumer
spending. While there are signs these policies are stabilising the real estate market and creating more
favourable financial market conditions for economic growth, there is yet to be an increase in zircon
consumption, which would be expected to lead to some re-stocking on top of underlying demand.
“European demand slowed towards the end of Q4, coinciding with regular seasonal factory closures;
and customers ended the quarter with lower zircon inventory. In the US, industrial production remained
stable, with the overall economy in expansion”.

ILU also commented: “Average prices agreed to date for Q1 2024 are ~2% lower than the realised
price for Q4 2023 (net of accruals), while contracted volumes for premium and standard zircon are up
more than 50%.”

Volume increases are certainly impressive, but note they are off a low base.

ILU also comments that zircon prices rose 6% during 2023 (over 2022 prices).

BSCP long term premium zircon price assumptions remain at US$1750/t (CIF), unchanged for the past 2
years.
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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 34 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 this and other 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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