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Recommendation
Strong BUY, High Risk

Price

1.3c
Valuation

6.8c
Products :

Mineral Sands (Zircon rich)
Silica sand

Snapshot
Market Cap $12.4m
Cash : fully drawn $3m Convertible Note

$0.7m (following raising announced 31 July)

Shares on Issue 951.7m
52 Week High 1.7¢
52 Week Low 0.7c
1 month / 6 month VWAP 1.18c/ 0.94c

DRX : daily share price v. value traded
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DRX has 204 Mt in Measured + Indicated
Resources at its Cyclone Heavy Mineral
Sands deposit, which is in the east of WA,
near the SA border.

Reserves total 138Mt, for nearly 1.0Mt of
contained zircon.

DRX’s enhancement study, which was
announced in June 2016, showed a pay-
back period of 2.8years.

DRX has proven water supply, a Mining
Licence, Native Title clearance and
Environmental Approval.

DRX has an EL at Cape Bedford, with high
grade silica sands and Heavy Mineral
Sands, and 50% of Tick Hill Gold project.

Author : Pieter Bruinstroop
pbruinstroop@beerandco.com.au

Diatreme Resources (DRX) 13 September 2017

Cyclone’s development imminent
MoU to complete BFS executed

DRX has just announced that it had executed a
Memorandum of Understanding with a subsidiary of
China MinMetals to complete the BFS on Cyclone.

DRX expect to convert the MoU into a binding Heads of
Agreement by mid-November.

In their 27 June announcement, DRX announced that the
off-take agreement it is in the process of negotiating
would be factored into the BFS.

The HoA will assist DRX is sourcing debt and equity
finance for the development of the Cyclone project.

Zircon prices have been firming, rising to Beer & Co.’s
projected Long Run price of US$ 1250/t.

MoU to execute DFS with China MinMetals subsidiary announced

DRX has announced an MoU with China ENFI Engineering, a subsidiary of
China MinMetals, to complete the BFS for Cyclone project.

This MoU is targeted to be replaced by a binding Heads of Agreement (HoA)
within 60 days.

ENFI to assist in sourcing project equity and debt

ENFI have agreed to assist in sourcing project equity or joint venture parties
from within its extensive network as well as facilitating engagement with
Chinese banks to assemble project financing.

Off-take progressing

In their 27 June announcement, DRX stated that MoUs for off-take will be
part of the DFS process.

Zircon prices firming

Spot price for zircon in China were reported as being in the range of
USD 1220 — USD 1245/t for 65% ZrO,, max 0.25% Ti + Fe, and supply was
reported as being tight.

ILU are raising their price to USS$ 1,230/t for the 6 months from 1 October
and analysts expect zircon prices to rise above $1,300/t in 2018.

DRX assembling all the pieces

DRX’s Cyclone project is fully permitted.

DRX is progressing off-take and the project DFS together, with an
announcement on a HoA for the DFS expected within 60 days.

Off-take and the DFS will facilitate debt and equity project financing,
including project equity / joint ventures.

Beer & Co conclusion : Strong BUY, High Risk

DRX continues de-risking the project.

Beer & Co.’s risked valuation is 6.8c/share, which is a multiple of the share
price. We confirm our Strong BUY, High Risk, recommendation.

This report was produced by Beer & Co Research, an independent research and advisory firm. Beer & Co is an authorised
representative of Melbourne Venture Securities, which holds AFSL No. 224 313. This research s intended for wholesale
investors ONLY. If you do not wish to receive our research, please email to info@beerandco.com.au with “unsubscribe”

If you wish to receive, free of charge, Beer & Co research, please register at http://beerandco.com.au/all-research/
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Progressing Cyclone

DRX'’s Cyclone project

= |s fully permitted,
including access
roads

= Has agranted
Mining Lease;

=  Has Native Title
clearance

. Has water.

The PFS has been
updated.

Progressing the updated

PFS to a DFS requires

=  Agreement with the
engineering
company for final
estimates; and

= Off-take
agreements to
determine final
project details

DRX is progressing both
off-take and engineering

DRX’s MoU with ENFI is
to be progressed to a
binding Heads of
Agreement within 60
days

It will facilitate access to
debt and equity finance
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Cyclone Project

Beer & Co.’s previous update of DRX, of 4 July, DiatremeResources 2017July04.pdf,

showed that DRX’s Cyclone project
= s fully permitted, including a Mining Lease and Native Title;

=  Has an updated PFS, which will be progressed to a BFS with the appropriate

partner.

MoU to Execute the BFS

DRX announced a Memorandum of Understanding (MoU) with China ENFI

Engineering Corporation, a wholly owned subsidiary of China MinMetals
Corporation, to execute a BFS.

This will be converted to a binding Head of Agreement within 60 days.

Implications of ENFI Agreement
1. Subsidiary of China MinMetals

An agreement with a subsidiary of China MinMetals, a very large State Owned
Enterprise (SOE) brings project development experience and also brings credibility to

the BFS results.

The fact that ENFI has taken on this project is an endorsement of the project.

2. Facilitates Off-take agreement

In their ASX announcement of 27 June 2017, DRX stated that they were in

discussions with 6 parties for off-take agreements.

Having the BFS executed by a subsidiary of China MinMetals adds to the confidence

that an off-taker will gain in the project.

It also brings an implicit endorsement of the project from a national perspective,
avoiding the restrictions on overseas funding faced by certain Chinese companies,
especially those seen as buying “trophy” assets or property development.

3. Improves access to equity finance

ENFI have agreed, under the executed MoU, to assist in sourcing potential project

equity or joint venture parties from within China.

This complements DRX’s 27 June 2017 announcement where DRX stated that

executing (an) off-take agreement(s) will be part of the DFS process.

4. Improves access to debt finance

ENFI is part of a major SOE, finance from large Chinese banks will be easier to source,

given the perception of competence from work by China MinMetals.
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Zircon prices firming

Beer & Co.’s 4 July update on DRX outlined the reasons we expected zircon prices to
Zircon prices are firming  firm.

Since then we have seen reports of spot prices in China firming to USD 1220/t to

Spot prices to $1,240/t USD 1245/t, from Asianmetal.com.

On 12 September, the world’s largest producer of zircon, lluka Limited (ILU.ASX),
announced that it is increasing in its Zircon Reference Price by USS 130/t to

USS 1,230/t effective from 1 October 2017 for a six month period through to

31 March 2018.

Contract prices now
$1,230/t

Cyclone

Figure 1 shows Beer & Co.’s projected operational and financial outcomes for the
Cyclone project.

Figure 1 : Beer & Co.’s projected operational and financial outcomes for Cyclone

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033
AUD/USD 0752 0.750 0.750 0750 0750 0.750 0750 0750 0.750 0.750 0.750 0.750 0.750 0.750 0750 0750  0.750
Zircon UsD /t 1,113 1,225 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1250 1250 1,250
HITi 87 UsD/t 682 752 824 824 824 824 824 824 824 824 824 824 824 824 824 824 824
HiTi 67 s/t 292 322 353 353 353 353 353 353 353 353 353 353 353 353 353 353 353
Final Product Volume

Zircon Okt Okt 25kt 71kt 78kt 67 kt 52kt 59 kt 61kt 56 kt 51kt 39kt 23kt 45kt 45kt 37kt 6kt
HitTi 87 Okt okt Skt 15 kt 18 kt 16 kt 13kt 16 kt 11kt 11kt 12kt 9kt 14kt 14kt 12kt 11k 1kt
HITi 67 Okt okt Skt 16 kt 20kt 17kt 14kt 17kt 11kt 12kt 13kt 10kt 15kt 16 kt 13kt 11kt 1kt
Revenue, AUDm 0 0 62 174 196 168 133 154 145 136 128 99 117 122 116 98 0
Cash Costs 0 0 (23) (60) (67) (63) (63) (68) (63) (63) (61) (53) (55) (60) (40) (15) (2
EBITDA 0 0 39 114 129 105 70 86 82 72 67 6 62 62 76 83 o))
Dep'cn & Amort'sn 0 0 (s) (12) (12) (12) (12) (12) (12) (12) (12) (12) (12) (12) (12) (12) 0
Interest Expense 0 0 3) (5) @ (2) (1) () 0 0 0 0 0 0 0 0 0
Tax Expense 0 0 (s) (17) (20) (15) @) (11) (11) (8) (7) 3) (6) (6) (4) (0) 0
NPAT 0 0 26 80 93 76 a9 63 59 52 a8 31 a a 60 70 [0)]
Project Cap. Ex (s) (63) (63) 0 0 0 0 0 0 o 0 0 o 0 0 0 0
Sus. Cap. Ex 0 0 (1) (3) (3) (3) (3) (3) (3) (3) (3) (3) (3) (3) (3) (1) 0

Source : Beer & Co estimates

The HoA with ENFI for Financing Cyclone

the DFS plus off-take will  Figure 1 shows the projected capital cost to develop Cyclone is AUD 127m.
lead to debt and equity

finance for Cyclone. Beer & Co expects that the final cost will be lower as ENFI will make optimum use of
Chinese plant manufacture, while previous work hinted that this could be done, but
still based capital costs on known, higher cost sources.

Beer & Co believes that The cashflows shown in Figure 1 generate an NPV of SA 127m one the DFS is

the DFS could further completed.
reduce capital costs as it i . .
will reflect Chinese Beer & Co assumes that DRX sells 49% of the 94% equity stake it holds in the Cyclone

plant, rather than high project, leaving DRX with a 45% stake.

cost plant assumed in

the PES Beer & Co assumes that is stake is sold at a discount to the NPV, but that the value of

the stake pays for the equity required by DRX to develop the Cyclone project.
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Figure 2 shows Beer & Co.’s resulting risked, NPV based valuation of DRX.

Figure 2 : Beer & Co.’s risked valuation of DRX

discountrate= 12.0% 31-Dec-16 12-Sep-17
Beer & Co.’s riskedl base risk : 100% Product per share
case valuation of DRX is Cyclone 80 % $ 53m $ 43m 42c 42c
6.8c, which is many franking credits 50 % S 12m S 6m 0.6c 0.6c
times the current share Cape Bedford nom $ 5m S 5m 0.5¢c 0.4c
price Tick Hill nom $ 4m $ 4m 04c 0.4c
Corporate 100 % ($23m) ($23m) (2.2¢) (2.1¢)
Exploration 80 % $ Om $ Om 0.0c 0.0c
Asset Sales 80 % $ 39m $ 31m 3.0c 08¢
Cash to be raised 100 % $ 2m $ 2m 0.2c 0.2c
Cash 100 % ($2m) ($2m) (0.2¢) 2.4c¢
TOTAL S 92m S 68m 6.4 c 6.8 c
Shares on issue 876.7m FPO shares 83.0m options
75m Issued in 2017 75.0m ex'd
75m Issued later

Source : Beer & Co estimates

There are 3 major risks to Beer & Co.’s valuation and recommendation on DRX :
DRX is progressively de- (i)
risking the Cyclone
project

Zircon price, which is now firming;
(i) Project financing and execution, which has been significantly de-risked by DRX’s
announcements of 27 June and 11 September; and

(iii) Sale of project equity, on which Beer & Co remains confident but acknowledges

The rising zircon price ) . : .
is the most significant risk remaining.

helps.
Figure 3 shows that the DRX share price has tended to follow the ILU share price,
but risks remain with a lag, and the recent trend of the LIU share price has generally been up.
Figure 3 : DRX share price v ILU share price
35¢c $13.00
ILU’s share price tends 30¢ $12.00
to lead the DRX share | T [tWshareprice s 1100
price 25¢c¢ —— DRX share price
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20c
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Source : IRESS, Beer & Co

Recommendation

Beer & Co affirms our

Beer & Co.’s base case valuation is a significant multiple of the current share price.
Strong BUY, High Risk, g P P

recommendation While there is significant risk in our base case valuation, Beer & Co believes that we
have allowed for these risks and still have a sufficient margin to warrant a Strong
BUY.
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Diatreme Minerals (DRX.ASX) September 2017
Year ended December 2016 2017 2018 2019 2020 2021 Year ended December 2017 2018 2019 2020 2021 2022
Section 1 - P&L Ci dity price {
Sales revenue SAm 0 0 0 0 56 70 AUD/USD 0.752 0.750 0.750 0.750 0.750 0.750
Interest revenue SAm 0 0 1 1 0 1 Zircon usD /t 1,113 1,225 1,250 1,250 1,250 1,250
Other revenue SAm 0 0 0 0 0 0 Rutile UsD /t 828 913 1,000 1,000 1,000 1,000
Total Revenue SAm o 0 1 1 56 71 HiTi 87 UsD/t 682 752 824 824 824 824
HiTi 67 usD/t 292 322 353 353 353 353
Cost of Goods Sold SAm 0 0 0 (23) (28)
Royalties SAm 0 0 0 0 (3) (4) Mine Production, 100% basis
Exploration Expense SAm (0) 0 0 0 0 0 Mine production  '000t 0 0 0 8,875 10,000 10,000
Corporate Costs SAm (1) (1) (2) (2) (4) (4) Zircon in HMC, '000t 0 0 0 71 87 84
Total Operating Expenses SAm 2) (1) 2) (2) (30) (36) HiTi 87 in HMC, '000t 0 0 0 19 26 26
HiTi 67 in HMC, ‘000t 0 0 0 19 26 26
EBITDA $SAm (2) (1) (1) (1) 26 35 TOTAL HMC '000t 0 0 0 113 144 142
Dep'cn & Amort'sn SAm (0) 0 0 0 (5) (6)
EBIT $SAm (2) (1) (1) (1) 21 29 Attributable production (DRX share)
Interest Expense SAm (0) 0 0 (1) 3) 2) Heavy Mineral Conc. '000t 0 ] 0 55 71 69
Other SAm
Pre-Tax Profit SAm ) (1) (1) (2) 18 26 Resources
Tax Expense SAm 0 0 0 1 (5) (8) Cyclone 1.0% cut-off HM Zircon  70% - 95% <70% SiTiOx
NPAT $Am (1) (1) (1) (1) 12 18 Measured 156 Mt 24%  0.69% 0.77%  032%  053%
Indicated 55 Mt 1.8% 0.36 % 0.61% 0.37% 0.31%
Section 2 - Key Data TOTAL 211 Mt 2.2% 0.60 % 0.73 % 0.33 % 0.47 %
Ordinary shares - year end m 877 952 952 952 1,027 1,027
Fully diluted shares on issue m 877 952 952 952 1,027 1,027 Cyclone 1.5% cut-ofi HM Zircon  70% - 95% <70% SiTiOx
Weighted # shares m 842 914 952 952 1,027 1,027 Measured 102 Mt 3.1% 0.87 % 0.96 % 0.40% 0.67 %
Earnings per Share (0.2¢c) (0.1c) (0.1¢) (0.1c) 1.2¢ 1.8¢ Indicated 24 Mt 2.5% 0.50 % 0.82 % 0.55 % 0.45 %
Dividends Per Share 0.0c 0.0c 0.0c 0.0c 0.0c 0.0c TOTAL 127 Mt 3.0% 0.80 % 0.93 % 0.43 % 0.63 %
Section 3 - Balance Sheet Assumed mining inventory
Cash $Am 0 43 41 15 24 39 HM Zircon  HitTi87  HiTi67
Receivables SAm 0 0 0 0 10 1 TOTAL 138 Mt 2.54 % 0.72 % 0.25 % 0.91 %
Other $SAm 0 0 0 0 0 0
CURRENT ASSETS $Am 0 43 41 15 34 50 Asset based V
Receivables SAm 0 0 0 0 0 0 discountrate= 12.0% 31-Dec-16 12-Sep-17
P,P&E SAm 0 0 0 62 59 54 risking 100% Product per share
Mining Properties / Exploration $SAm 13 15 17 17 16 15 Cyclone 80% $ 53m $ 43m 42c 4.2¢c
Other SAm 0 0 0 0 0 0 franking credits 50 % $ 12m $ 6m 0.6c 0.6¢c
NON-CURRENT ASSETS SAm 14 15 17 79 75 69 Cape Bedford nom $ 5m $ 5m 0.5¢ 0.4c
TOTAL ASSETS $SAm 14 58 58 94 108 119 Tick Hill nom $ 4m $ 4m 0.4c 0.4c
Corporate 100 % ($23m) ($23m) (2.2¢c) (2.1c)
Payables SAm 0 0 0 0 3 3 Exploration 80% $ om $ Om 0.0c 0.0c
Debt $Am 2 0 0 7 8 8 Asset Sales 80% $ 39m $ 31m 3.0c 0.8¢c
Other SAm 0 0 0 0 0 0 Cash to be raised 100 % $2m $2m 0.2¢ 0.2¢
CURRENT LIABILITIES $SAm 2 0 0 7 8 8 Cash 100 % ($2m) ($2m) (0.2¢) 2.4c¢
TOTAL $92m $68m 6.4c 6.8¢
Long Term Debt SAm 3 0 0 30 23 14 Shares on issue 876.7m  FPO shares 83.0m options
Deferred Tax Liability SAm ] 0 0 0 0 0 75.0m Issuedin2017 75.0m ex'd
Other SAm 0 0 0 0 0 0 75.0m  Issued later
Provisions SAm 0 0 0 0 0 0
NON-CURRENT LIABILITIES $Am 3 0 0 30 23 14 per US $ /t of HMC
TOTAL LIABILTIES $SAm 5 0 0 37 30 23 LoM 2018 2019 2020 2021 2022
NET ASSETS $SAm 10 58 58 56 78 96 Estimated Revenue 961 [ 0 984 966 963
Estimated Cash Costs
Accumulated Profit (Loss) SAm (38) (39) (40) (41) (29) (10) Overburden 97 0 0 48 52 60
Reserves SAm 0 47 47 47 52 52 Ore Mining 62 0 0 52 46 47
Contributed Equity SAm 49 50 50 50 52 52 Mine Planning 16 0 0 15 12 12
Total Equity SAm 11 58 58 56 75 94 Wet Concentrator 81 0 0 66 60 61
Site Admin & Sales 32 0 0 29 24 24
Section 4 - Cashflow Transport of HMC 101 0 0 101 101 101
Net Cashflow from operations SAm (1) 1) (2) ) 26 34 MSP Fee 228 0 0 224 223 224
Net Interest Paid SAm 0 0 0 (1) (3) (2) Royalties 43 0 0 46 45 44
Taxes Paid $SAm 0 0 0 0 0 0 TOTAL 661 0 0 583 562 573
Change in Working Capital $Am 0) 0) 0 0 (7) (1)
OPERATING CASHFLOW SAm (1) (1) (2) (3) 15 31 Financial Ratios
Year ended December 2016 2017 2018 2019 2020 2021
Exploration Expenditures SAm (1) (1) (2) 0 0 0 Revenue SAm 0 0 1 1 56 71
Maintenace Capex SAm 0 0 0 0 (1) 1) EBITDA SAm (2) (1) 1) (1) 26 35
Expansion Capex SAm 0 0 0 (62) 0 0 EBIT SAm (2) (1) (1) (1) 21 29
PPE Acquisitions (Total Capex) SAm (1) (1) 2) (62) (1) (1) Adjusted EPS (cps) (0.2¢) (0.1c) (0.1c) (0.1c) 1.2c¢ 1.8¢
PPE Divestments SAm 0 44 0 0 0 0 EPS Growth (%) 60 % 62 % 7% (113%) 903 % 50%
INVESTING CASHFLOW $Am (1) 42 (2) (62) (1) (1) DPS (c) 0.0¢ 0.0¢ 0.0c 0.0¢ 0.0¢ 0.0¢c
Dividend Yield (%) 0% 0% 0% 0% 0% 0%
Change in Equity SAm 2 1 1 0 1 0 PE adj. (x) X (6) (16) (13) 9) 1 1
Dividends Paid $SAm 0 0 0 0 0 0 EV/EBITDA (x) X (7) (15) 36 20 1 1
Change in Debt SAm 3 () 0 37 7) (8) EV/EBIT (x) X (7) (15) 36 20 2 1
FINANCING CASHFLOW $Am 5 (3) 1 37 (6) (8) Gearing (%) 30% 0% 0% 0% 28% 19%
Return on Assets (11%) 2%) (2%) (1%) 19% 24%
Free Cashflow SAm 3) 41 (4) (65) 14 29 Return on Equity (15%) (1%) (1%) (3%) 16% 19%
Net Cashflow SAm 2 38 (3) (27) 8 22 EBITDA Margin (%) n/a n/a n/a n/a 46 % 50 %
Interest Cover (x) X (6.4) n/a n/a (2.2) 6.7 11.8
Major Shareholders 12-Sep-17
Andrew Tsang 111.5m 11.7%
Zhenbin Jiang 82.0m 8.6%
Yufeng Zhang 59.6m 6.3%
Chenxia Zhou 50.0m 53%
Longgiang Zhuang 41.7m 4.4%
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Important Information

Confidential

This document is for the confidential use of the recipients only and is not to be reproduced without the
authority of Beer & Co Pty Ltd. It has been prepared at the request of Diatreme Resources Limited and Beer &
Co Pty Ltd will receive a fee for its preparation.

Disclaimer

The persons involved in or responsible for the preparation and publication of this report believe that the
information herein has been obtained from reliable sources and that any estimates, opinions, conclusions or
recommendations are reasonably held at the time of compilation. No warranty is made as to the accuracy of
the information in this document and, to the maximum extent permitted by law, Beer & Co Pty Ltd and its
related entities, their respective directors and officers disclaim all liability for any loss or damage which may be
suffered by any recipient through relying on anything contained or omitted from this document.

General Advice

The content is of a general nature and is based on a consideration of the securities alone, and as such is
conditional and must not be relied upon without advice from a securities adviser as to the appropriateness to
you given your individual investment objectives, financial situation and particular needs. Whilst this document
is based on information and assessments that are current at the date of publication, Beer & Co Pty Ltd has not
undertaken detailed due diligence on the information provided and has no obligation to provide revised
assessments in the event of changed circumstances.

Disclosure

Beer & Co Pty Ltd has been engaged by Diatreme Resources Limited to prepare this research report and is
being paid a fee for its preparation. In the future, Beer & Co Pty Ltd may provide capital raising services to
Diatreme Resources Limited on commercial terms. Directors of Beer & Co or other associate companies may
own securities in Diatreme Resources Limited. Beer & Co Pty Ltd seeks to do work with those companies it
researches. As a result, investors should be aware that Beer & Co Pty Ltd may have a conflict of interest that
could affect the objectivity of this report.

The author of this report has an indirect equity interest in Diatreme Resources.

Analyst Certification
The analyst responsible for this research report certifies that all of the views expressed reflect his personal
views about the securities and the issuer.

Report prepared by : Pieter Bruinstroop pbruinstroop@beerandco.com.au

Beer & Co Recommendation
Beer & Co provide general recommendations only and do not consider the specific interests of the recipient of
this report. Beer & Co generally provides a 2 part recommendation and both need to be considered together.

Recommendation : Beer & Co.’s investment recommendation is driven by the difference between our base
case, risked valuation and the share price at the time. A Strong BUY recommendation means a very large
difference (eg. over 100%), while BUY means a significant difference and Accumulate means a small, but
positive difference. The recommendation is not independent of the uncertainty in Beer & Co.’s valuation.

Risk : Risk relates to the potential, over the long run, for an investor to lose money; it is a function of both the
difference between our base case valuation and the uncertainty in our valuation due to the degree of
estimation and/or uncertainties about project execution. Speculative means a high chance of loss; High risk
means a good chance of loss and medium means some chance of loss, given the company size.

Beer & Co Pty Ltd, Suite 4, Level 2, Tel : (+613) 9600 3599

ABN 88 158 837 186, Bank House Fax : (+613) 9602 2291
Authorised Representative of 11 - 19 Bank Place e : info@beerandco.com.au
Melbourne Venture Securities Pty Ltd Melbourne, Vic, W: www.beerandco.com.au

AFSL No. 224 313 Australia 3000
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