/ R B
EGAN STREET RESOURCES LIMITED PATERSONSHER B
[

Research Note

MOVING TOWARDS DEVELOPMENT

Investment Highlights
17 May 2017

1 We are initiating coverage of Egan Street Resources Limited (EGA)
with a Speculative Buy rating and price target of $0.54/sh. EGA Price AS 0.24
owns the high grade Rothsay Gold Project which is located . ’
approximately 300km north-north east of Perth, in the Southern N P AS U
Murchison region of Western Australia. EGA has completed a Pre- 12mth Total Return % 129
Feasibility Study (PFS) which demonstrated a viable c.50kozpa gold

. ? . . L RIC: EGA.AX BBG: EGA AU
project with relatively low upfront capital costs based on a mining
inventory of 200.2koz. The Definitive Feasibility Study (DFS) is well Shares ofs m 64.6
advanced, with a possible decision to mine expected in late 2017. Free Float % 62
The Company has an accomplished technical team eager to drive Market Cap. A$m 155
the project towards development. There is also a selection of Cash A$m 3.4
promising exploration targets to test multiple shear zones identified Net Debt/Equity % na
across the Project which could provide the ore feed to increase 3mthAv.D. T 6 0 v A$ 12,410
mine life. 52wk High/Low AS$ 0.34/0.21

1 Near Term Development Asset: The high grade Rothsay Gold Project 2 2 e 0.8
is a low-cost underground development opportunity which, subject to )
positive feasibility outcomes, the Company plans to develop in the near Valuation:
term. EGA recently completed a PFS which demonstrated a technically Methodology DCF
viable project based on the production of 200koz of gold over 5.5 years Value per share A$ 0.54
with a peak production rate of 50kozpa. Upfront capital costs are low at
$3§.iwl(inélu1in_g_$8.gm itn \E\flrskg)g cfiplitglzggld $3.3miin conglnge_?ﬁy) Analyst: Simon Tonkin
an -In-Sustaining Costs of $1, 0z are reasonable. The .

Project NPV@8% (pre-tax) increased to $58.1m from $18.6m in the PIoTEs (el ) e 23
Scoping Study based on a $1,600/0z gold price. Email: stonkin@psl.com.au

1 Increasing Project Value: Importantly, EGA recently spent $650k to Disclosure: Patersons Securities Limited was
conduct 3,600m of resource definition drilling and was able to increase Lead Manager and Underwriter to an
the project valuation by 312% (basedon t he ¢ ompany@s e < Entitlement Issue that raised $5.4m at $0.20/sh
tax discounted cashflow value). Further low-cost drill programs could in September 2016. It also acted as Lead
potentially have a significant impact on the project economics. Manager to a Public Offer to raise $0.6m at

$0.20/sh in September 2016. Patersons

M Definitive Feasibility Study (DFS) Underway; Results Due in Securities received fees for these services.
September Q: A DFS is currently underway and is expected to examine
a number of opportunities to improve the economics of the project.

These include: increased mining inventory (resource upgrade, improved
pillar extraction); reduced dilution; and potential to extend the mine life
through the extension of the "A" Shear.

1  +12km of Strike; Multiple Shear Zones to Be Tested: In total, five
parallel, north-westerly trending lines of historic workings have been
identified. Host geology is mineralised shears named "A" to "E" with a
collective +12km of strike. The Company plans to methodically explore 0.40 - 3000
each of the five shears and has collected close spaced geophysics to
commence a full field review. All shears have the potential to host further 0.35 1 | 2500
underground resources. 030 -

1 Strong Management Team: The Management team is headed up by 9025 2000
Marc Ducler as Managing Director. For the past 13 years he has been in 9 \// 8
senior management roles with: GoldFields Australia (St lves & Agnew); £0.20 4 1500 ¢
BHP Billiton (Mt Whaleback), Fortescue Metals Group (FMG - o 3
Cloudbreak), Mineral Resources (MRL -Carina Iron Ore Mine); and Roy §°-15 7] 1000§
Hill Iron. Lindsay Franker is Chief Operating Officer and has over 20 0.10
years' mining experience in both operations and mining related finance.

; P A ; 500
Julie Reid is Geology Manager and has over 30 years' experience and 0.05 1 [
was part of the successful Avoca team that discovered Trident. 0w il. A .ll.L.thL. ILI )

§ Catalysts: 1) June: Metallurgical test results 2) Ongoing Drill Results 3) 12 Months ,
2H/2017: Definitive Feasibility Study 3) Late-2017 Financing/Decision to Performance % Imth 3mth Since IPO
Mine 4) Late 2018 First Gold Production 5) Drill New Targets Absolute 2 11.6 20

Rel. S&P/ASX 300 1.4 19.2 4.8
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INVESTMENT SUMMARY

We are initiating coverage of Egan Street Resources Limited (EGA) with a Speculative Buy rating and price
target of $0.54/sh. EGA owns the high grade Rothsay Gold Project which is located approximately 300km
north-north east of Perth, in the Southern Murchison region of Western Australia. EGA has completed a Pre-
Feasibility Study (PFS) which demonstrated a high grade c.50kozpa gold project with relatively low upfront
capital costs based on a mining inventory of 200.2koz. The Definitive Feasibility Study (DFS) is well advanced
with a possible decision to mine expected in late 2017. The Company has an accomplished technical team
eager to drive the project towards development. There is also a selection plethora of promising exploration
targets to test multiple shear zones identified across the Project which could provide the material to increase
mine life.

Positive Pre-Feasibility Study Results: EGA recently completed a PFS which demonstrated a technically
viable project based on the production of 200koz of gold over 5.5 years with a peak production rate of
50kozpa. Upfront capital costs are low at $33.9m (including $8.9m in working capital and $3.3m in
contingency)20.4m and All-In-Sustaining Costs (AISC) of $1,02056/0z. The Project NPV@8% (pre-tax)
increased to $58.1m from $18.6m in the scoping study based on a $1,600/0z gold price.

Increasing Project Value: EGA has created value through a small drill program which expanded the
mineralisation down plunge and added further material to be included in the PFS. Based on a 3,600m drill
program which cost ¢.$650k the Company added 100koz to the PFS and was able to increase the project
valuation by 312% (pre-tax discounted cashflow basis). This suggests that for further small sums EGA can
significantly increase the NPV of the project.

Project Most Sensitive to Gold Price and Grade: We have conducted a sensitivity analysis for EGA. The
Company is most leveraged to gold price and grade with a 10% movement resulting in a 32% change in our
valuation. A 10% change in exchange rate results in a 30% delta to our valuation.

Funding: EGA is examining options to fund the ¢.$30m upfront capital needed to develop the Rothsay project.
The Company had $3.4m in cash at the end of March which should be sufficient to reach a decision to mine. It
also potentially has $11.25m to come in from some listed options (EGAO) which are due to expire on 13
March 2018. We have assumed in our valuation at 60:40 debt to equity split which we discuss further in our
Valuation Section.

Drilling Underway to Test Northern Upper Zone at Rothsay: In May 2017, EGA re-commenced drilling
targeting extensions of the Rothsay deposit. This has the potential grow the existing high grade Mineral
Resource which totals 262koz at 11.6g/t Au. A total of 16 holes (1,700m) are planned to test the northern
upper zone of teshfer mifekadisati®rhte 100m belaw surface. A further 1,500m is planned to
be drilled to the south of the deposit, to follow up a previously drilled intersection and test the extent of the
mafic sequence; and 2,000m to test the up-dip shallow portions of the hangingwall shears where infrastructure
is planned.

+12km of Strike; Multiple Shear Zones to Be Tested: In total, five parallel, north-westerly trending lines of
historic workings have been identified. Host geology is mineralised shears named "A" to "E" with a collective
+12km of strike. The "A" Shear has been methodically drilled along 1km of its 3km known strike and very
limited, shallow drilling on the remaining four shears. The "A" Shear alone contains an Indicated and Inferred
Mineral Resource of 689kt at 11.7g/t Au for 260koz of gold (58% Indicated; 42% Inferred). The "B" Shear has
had a number of small, shallow pits that have been previously mined along a part of its strike and the shear
extent to the north is largely untested with the average depth of drill testing being only 30m. The "C" and "D"
and "E" Shears remain virtually untested, although high grade intercepts (3m at 17.4g/t Au and 2m at 13.6g/t
Au) exist and will be followed up. The Company plans to methodically explore each of the five shears and has
collected close spaced geophysics to commence a full field review. All shears have the potential to host
further underground resources.

Strong Management Team: The Management team is headed up by Marc Ducler as Managing Director. For
the past 13 years he has been in senior management roles with: GoldFields Australia (St Ives & Agnew); BHP
Billiton (Mt Whaleback), Fortescue Metals Group (FMG -Cloudbreak), Mineral Resources (MRL -Carina Iron
Ore Mine); and Roy Hill Iron. Lindsay Franker is Chief Operating Officer and has over 20 years' mining
experience in both operations and mining related finance. Julie Reid is Geology Manager and has over 30
years' experience and was part of the successful Avoca team that discovered Trident.
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VALUATION

We have determined a Net Asset Value (NAV) of $0.54/sh on EGA (Figure 1). Our valuation is based on the
Companyobs PFS r el gFRgsre2). ThenPF®aoked at@ 200ktpa operation over 5.5 years
ramping up to 50kozpa by year 3. Upfront Capital requirements and operating costs has been estimated at
$33.9m and $218/t. Capital costs have a working capital component of $8.9m and an estimated contingency
of an additional $3.3m for the project. AISC are estimated to average $1,020/0z for the life of mine. We have
calculated a Project NPV (post-tax) of $50m.

In the DFS, which is examining a number of opportunities to improve the economics of the project. These
include: increased mining inventory (resource upgrade, improved pillar extraction); reduced dilution; and
potential to extend the mine life through the extension of the "A" Shear, which is currently underway.

For funding, we have assumed a 60:40 debt:equity split with a debt component of $20m and total equity of
$14m. We have assumed that the listed options and those in the money are exercised bringing the$14m
required without the need for an equity raising. The cost of debt is assumed at 10% p.a. over a 3-year period.

EGA had $3.5m in the bank at the end of March with estimated outflows of $1.3m in the June Q. We also
note that the Company has a significant amount of usable tax losses ($14m) which we have assumed has a
benefit of $4m.

Figure 1: Base Case Valuation

Sum-of-Parts Valuation $m $/sh

Rothsay (DCF@5%) 50 041
Exploration 5 0.04
Cash 4 0.03
Tax Losses 4 0.03
Corporate Costs -6 -0.05
Interest -5 -0.04
Unpaid Capital 14 0.12
Net Asset Value (NAV) 67 0.54

Source: Patersons Securities Limited
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Figure 2: Rothsay Gold Project Financial Model

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
AUDUSD US$/AUDS$ 0.73 0.73 0.72 0.73 0.73 0.73
Gold Price US$/oz 1274 1288 1295 1210 1210 1210
Gold Price A$/oz 1736 1770 1792 1658 1658 1658
Mining
Ore Mined Mt 0.01 0.15 0.21 0.20 0.19 0.17
ROM Grade gl 5 6 7 8 7 7
Ounces Mined koz 2 31 49 50 43 36
Processing
Throughput Mt 0.16 0.20 0.20 0.20 0.17
Grade gt 6.3 7.4 7.7 6.8 6.6
Recovery % 95 95 95 95 95
Production koz 31 45 47 41 35
Costs
Mining $/t 111 111 111 111 111
Processing $/t 43 43 43 43 43
Site Services $/t 25 25 25 25 25
Cash Costs $it 179 179 179 179 179
Mining A$m 18.6 24.7 22.6 21.6 16.4
Processing A$m 7.5 8.5 8.5 8.5 7.7
Site Services A$m 4.6 4.7 4.7 4.7 4.3
Cash Costs A$m 31 38 36 35 28
Sustaining Capital $it 30 30 30 30 30
AISC Cost A$loz 1298 1015 920 1004 927
Revenue A$m 56 81 78 69 58
Costs A$m 31 38 36 35 28
Gross Profit A$m 25 43 42 34 29
Royalties A$m 5% 1 2 2 2 1
EBITDA A$m 23 41 40 32 28
Dep/Amort A$m 6 6 6 6 6
EBIT A$m 17 35 34 26 22
Tax A$m 30% 5 10 10 8 6
NPAT A$m 12 24 24 18 15
Exploration A$m
Capex/Sustaining A$m -30.6 4.9 -6 -6 -6 5.2
Cashflow A$m -30.6 13 24 24 18 16
Debt 20 18 13 6 6 6
Repayment 2 5 7 0 0
Interest 2.0 1.8 1.3 0.6 0.6 0.6
NPV (Interest) $4.8
NPV (0%) A$m $66
NPV (5% Discount) A$m $50
NPV (8% Discount) A$m $43
NPV (10% Discount) A$m $39
NPV (12% Discount) A$m $35

Source: Patersons Securities Limited
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SENSITIVITIES

We have conducted a sensitivity analysis for EGA (Figure 3). The Company is most leveraged to gold price
and grade with a 10% movement resulting in a 32% change in our valuation. A 10% change in exchange rate
results in a 30% delta to our valuation. A 10% change in operating costs results in an 16% change in our

valuation.

Figure 3: Sensitivity Analysis
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FX 1.30 0.98 0.74 0.54 0.38 0.25 0.14 -30%
Gold Price 0.01 0.19 0.37 0.54 0.72 0.90 1.07 32%
Grade 0.01 0.19 0.37 0.54 0.72 0.90 1.07 32%
Operating Costs 0.80 0.72 0.63 0.54 0.46 0.37 0.28 -16%
Capex 0.60 0.58 0.56 0.54 0.52 0.50 0.48 -4%

Source: Patersons Securities Limited. Note: Gold price and grade overlap in the above chart.

CORPORATE

EGA listed through Initial Public Offering (IPO) in September 2016. The Company currently has 64.6m shares
on issue and 48.1m listed options (EGAO) with an exercise price of $0.25/sh expiring on 13 March 2018. In
addition, there are a further 11.6m unlisted options at a weighted average exercise price of $0.292/sh until

September 2019.

EGAOGs | argest

RESEARCH NOTE i PATERSONS SECURITIES LIMITED

shar ehol der andRetzes Grolpi(18.2%).Sel ecti on ( 16.

5

All information and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or liability on any account
whatsoever on the part of this firm or any member or employee thereof.

6 %)



17 May 2017 Egan Street Resources Limited (EGA)

/gATE RSONS

ROTHSAY PROJECT

The Rothsay Project covers an area of approximately 59.3km? with an estimated total of 54koz of gold
extracted since gold was discovered in 1894. The most recent episode of mining was commenced in 1989 by
Metana Minerals. However, mining was short lived and closed in 1991 after the gold price fell below

US$360/0z. The operation mined several small open pits; however, the Company struggled with the oxide
metallurgy due to the presence of copper. A small underground mine was also established which achieved

higher recoveries of 95% in the fresh rock. The Company plans to target this fresh rock material in its

development aspirations.

Metallurgical testing is currently underway;t hi s compri ses of 27

Mineral Resource. Metallurgical testing conducted in 2002 returned average gold recoveries of 97.4%, and

di

amond

Metana Mining averaged 94.7% prior to mine closure. Whilst Metana Minerals demonstrated the tricky

metallurgy of oxide material, historic testwork and processing of fresh rock has been highly adequate, and
given the Company intends to target only fresh rock, the risk of a repeat of Metanas metallurgical struggle is

low.

Figure 4: Rothsay Gold Project
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In total, five parallel, north-westerly trending lines of historic workings have been identified. Host geology is
mineralised as shears named "A" to "E" with a collective +12km of strike. The "A" Shear has been
methodically drilled along 1km with of its 3km of known strike and very limited, shallow drilling on the

remaining four shears. The "A" Shear alone contains an Indicated and Inferred Mineral Resource of 689kt at

11.769/t Au for 2602koz of gold (58% Indicated; 42% Inferred). The "B" Shear has had a number of small,
shallow pits that have been previously mined along a part of its strike and the shear extent to the north is
largely untested with the average depth of drill testing being only 31.02m. The "C" and "D" and "E" Shears

remain virtually untested, although high grade intercepts (3m at 17.4g/t Au and2m at 13.6g/t Au) exist and will

be followed up. The Company plans to methodically explore drill test each of the five shears and has

collected close spaced geophysics to commence a full field review. All shears which has have the potential to
host both open pit and further underground resources.

Figure 5: Rothsay Shears (Above); Long Section Showing Latest Drill Results (Below)
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In May 2017, EGA re-commenced a drill program targeting extensions of the Rothsay deposit (Figure 5
above). This has the potential grow the existing high grade Mineral Resource which totals 262koz. A total of

16 holes (1,700m) are planned to testthenor t her n

upper

zone

of

the fAAO

100m below surface, in a panel located adjacent to existing underground access infrastructure. A further
1,500m is planned to be drilled to the south of the deposit, to follow up a previously drilled high grade

intersection. The program is also designed to test the extent of a mafic sequence in the deposit hanging wall,

specifically the up-dip shallow portions of the hanging wall shears which have been recently demonstrated to
host potentially economic thickness and grades of gold mineralisation, but are located beneath where

infrastructure is planned.
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PRE-FEASIBILITY STUDY RESULTS

In May 2017, EGA released the results of a PFS on the Rothsay Gold Project which demonstrated that the
project is technically and financially viable (Figure 6). The study looked at a 5.5 year mine life processing
936kt at 7.0g/t Au for 211koz Au with a peak production rate of 50kozpa in year 3. A 200ktpa Carbon-In-
Leach (CIL) plant is planned to be built at Rothsay, which is expected to achieve recoveries in the fresh rock
of 95%. The upfront capital requirements of the project are low at $21.7m with an additional $12.2m in
contingency and working capital (Figure 3). AISC are $1,020/0z. An NPV (pre-tax @8%) of $58.1m and IRR
(pre-tax) of 57% was determined at a gold price of $1,600/0z.

Figure 6: Key Financial Outcomes from the Rothsay PFS

Pre-Production Year 1 Year 2 Year 3 Year 4 Year 5 Total
Ore Mined kt 14.3 148.7 2127 2021 191.7 166.7 936.1
ROM Grade gft 49 6.5 72 76 6.9 6.7 7.0
Ounces Mined koz 20 309 493 496 427 359 210.7
Ore Processed kt - 163.0 200.0 200.0 200.0 173.2 936.1
Plant Recovery % 95% 95% 95% 95% 95% 95%
Ounces Produced koz 35 453 471 415 48 200.2
Cash Cost $/oz 975 835 758 836 817 836
AISC  $loz 1,298 1,015 920 1,004 927 1,020
Gross Revenue A$m (33.9) 95 265 320 247 234 82.3
Cumulative Revenue A$m (33.9) (24.4) 21 341 589 823
NPVgy,  A$m 58.1
IRR % 57%
Description
Capex ASm
UG Rehabilitation & Mining 29
Process Plant 14.5
Camp 14
HV Power Plant 12
Other Infrastructure 1.7
Total Capex 21.7
Contingency 15% 33
Working Capital 89
Funding Requirement 33.9
Opex ASit A$/oz ASm
Mining 110.9 519 103.8
Processing 434 203 40.6
Site Services 245 115 230
Cash Costs 178.8 836 167.4
Royalties 9.3 43 87
Sustaining Capex 30.0 140 281
AlSC 218.0 1,020 2041
Project
Initial LOM Years 55
NPV (Pre-Tax) at discount rate of 8% A$m 58.1
IRR (Pre-Tax) % 57%
Payback Years 19
Source: Egan Street Resources
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DEVELOPMENT TIMELINE

As shown in Figure 7, EGA expects to release its Definitive Feasibility Study in September Q 2017 with
financing in late-2017.

Figure 7: Rothsay Development Timeline
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Source: Egan Street Resources

PEER COMPARISON

In Figure 8, we compare the EV/Resource for EGA to various other gold explorers/developers. The average

of the explorers/developer is $48/0z with a range of $8-164/0z. EGA aims to replicate the successful

achievements Pantoro (PNR) which owns the high grade Nicolsons mine in Western Australia. EGAd6s gr ade
at 11.3g/t Au is significantly higher than the explorer average of 2.18g/t Au.

Figure 8: EV/Resource and Grade Comparison (Selected ASX Explorers)
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DIRECTORS AND MANAGEMENT
Barry Sullivan
Non-Executive Chairman - Mining Engineer, BEng Mining

Mr Sullivan is an experienced and successful mining engineer, with a career spanning 40 years in the mining
industry. His initial mining experience was gained in the South African gold mining industry, followed by more
than 20 years with Mount Isa Mines. In the final five years of his tenure with MIM, Mr Sullivan was Executive

General Manager, responsible for the extensive Mount Isa and Hilton operations.

Marc Ducler

Managing Director i Metallurgist, BSc Metallurgy (WASM)

Mr Ducl er has over 20 yearsO experience in the mining
management roles. His operational experience has been gained through senior roles with; Gold Fields

Australia (St Ives & Agnew), BHP Billiton (Mt Whaleback), FMG (Cloudbreak), MRL (Carina Iron Ore Mine)

and Roy Hill.

Hedley Widdup
Non-Executive Director i Geologist / Commercial, BSc, Hons Geology

Mr Widdup has extensive experience as a mine geologist having worked at Mt Keith, Olympic Dam, Mt Isa
(Black Star open cut mine) and the St Ives Gold Mine where he was Senior Mine Geologist of the combined
open pits. He joined Lion Manager in July 2007 as an analyst and completed a Graduate Diploma in Applied
Finance in 2011. Mr Widdup is currently an Executive Director of Lion Manager Pty Ltd.

Simon Eley
Non-Executive Director i Lawyer, BA LLB

Mr Eley is a solicitor with vast experience in the resource sector. He is a founding director of Auricup

(EganStreet) and led the acquisition of the Rothsay project. Mr Eley was the chairman of Tierra Grande

Resources Inc. (TGRI) on the NASDAQ until the company entered a merger with VNUE Inc. (OTCQB: VNUE).

Mr Eley was an Executive Director of Aragon Resources Limited and led the team that secured the Central

Mur chi son Gold Project which became -BExecaigec€hadnsanaf Burae as s e
Vida Energy (PVD).

Lindsay Franker
Chief Operating Officer i Mining Engineer, BEng Mining (WASM) MAusIMM

Mr Frankerhas over 20 years® mining experience in both oper
employed by a number of mining companies in operations and consultancy Newcrest (Telfer), Newmont (Mt

McClure & Bronzewing), AMC (Big Bell) i specialising in both underground and open pit mining. He has

worked for several international investment banks, with a global focus covering greenfield and brownfield

projects.

Julie Reid
Geology Manager i Geologist, BSc Geology MAusIMM, MAIG

Ms Rei d has o0V eienc8ifexpoméon and mirexggplegy working throughout Australia,
Indonesia and Vietnam covering a range of commodities within diversified geological terrain. Ms Reid has held
a number of senior technical and management positions primarily within the Eastern Goldfields for various
companies including Dominion, Mount Edon (Tarmoola), Pancontinental, Aurora Gold, Goldfields-AurionGold-
Placer Dome Avoca (Higginsville & South Kalgoorlie Operations).
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