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Investment case

The high grade Monty Cu deposit feasibility study demonstrates a very
profitable development that will be exploited expediently, albeit it is of limited
scale. The returns are below our prior expectations (mainly on mineable
inventory and opex) by ~25% resulting in a decrease in our valuation. We believe
SFR would prefer to own 100% of Monty. Exploration results at Monty have been
disappointing since the exceptional original discovery, however the down-dip &
down-plunge remains prospective and will now be tested. TLM’s balance sheet
is excellent, capable of funding its share of exploration at Monty and at Sinclair.
Talisman’s 100% owned Sinclair Ni project offers excellent optionality to an
eventual recovery in the Ni price. Our valuation is reduced to $0.61/sh.

Key points

Mine plan calls for mining of 0.8mt ore grading 9.4% Cu, 1.5g/t Au, containing
74kt Cu and 38koz Au.

The bulk of the ore will be mined over a 15 month period, largely in FY’20.

A 12 month development will commence in Sep Q’17, and the decline box-cut to
commence in DecQ’17.

Capex (pre-production) will be $72m, plus $18m of sustaining capital. TLM
intends to fund its share of capex ($22m) via 100% debt. This is supported by
the high margin of Monty and SFR’s operation track record.

Recovered metal is expected to be 70kt Cu and 21koz Au.

Sandfire will process all Monty ore through the DeGrussa mill under an Ore
Sale & Purchase Agreement (OSPA), whereby SFR will pay TLM $513/t of ore
delivered to ROM pad basis A$3.84/Ib Cu (compared with A$3.50/1b today).
The OSPA will vary by $67/t per 10% movement in price received.

Operating costs disclosed by Talisman are a C1 cash cost of US$1.13/Ib payable
(These costs are expected to be slightly higher than those of SFR). SFR’s
existing DeGrussa operations cash cost guidance is US$0.95-US$1.05/1b
payable.

Cost commentary is that mining costs will be similar to those of DeGrussa, being
the net of narrower widths, cemented stope fill, smaller stope size and higher
grades.

Monty vields a net pre-tax cashflow of $64m to TLM, implying ~$230m for
project 100% basis, some $100m below our earlier estimates.
The major differences are in:

* Metal price assumed (Monty FS is slightly more conservative at A$3.83/Ib Cu
v’s our A$3.90/Ib Cu), say $5m 100% basis;

e Assumed tonnage available in mine plan, 0.8mt v’s our assumed 0.9mt, say
$25m 100% basis;

* Higher operating costs (C1 Costs ~US$1.00/lb Cu payable v’s Monty expected
at ~US$0.80/Ib), say $40m 100% basis;

° Capex A$90m life of mine v’s our $60m estimate, say $30m 100% basis.
We have revised down our TLM valuation by $0.09/sh to $0.61/sh.
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While there is no doubt that Monty will be a highly profitable mine, it is of limited
size. We believe that incremental additional tonnes will be identified and mined
once grade control drilling is completed. However exploration from surface

drilling has so far failed to extend the scope of the deposit materially since the
initial drilling success.

Deep drilling of 3 diamond holes will commence in April 2017, as part of the
previously approved $2.2m budget (100% basis) for June Q’17. These holes will
test the prospective sequence below Monty at approximately 700m depth, and
also provide platforms for DHEM surveys to further refine targets.
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TLM Valuation

A$m A$/sh
Monty 53 0.28
Doolgunna 10 0.05
Sinclair 30 0.16
Other expln 1 0.01
Cash 15 0.08
WC/Tax Losses 4 0.02
Unpaid Capital 0 0.00
Total 13 0.61

Source: Euroz Ltd
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Copyright & Distribution

The material contained in this communication (and all attachments) is prepared
for the exclusive use of clients of Euroz Securities Ltd (ACN 089 314 983)
(“Euroz”) only. Euroz is the holder of an Australian Financial Services Licence
(AFSL 243302) issued by the Australian Securities and Investments Commission
(“ASIC”) and is a participant of the Australian Securities Exchange Group

(“ASX Group”).

The information contained herein is confidential and may be legally privileged.
If you are not the intended recipient no confidentiality is lost nor privilege
waived by your receipt of it. Please delete and destroy all copies, and contact
Euroz on (+618) 9488 1400. You should not use, copy, disclose or distribute this
information without the express written authority of Euroz.

Disclaimer & Disclosure

Euroz and its associates declare that they deal in securities as part of their
securities business and consequently may have a relevant interest in the
securities recommended herein (if any). This may include providing equity
capital market services to their issuing company, hold a position in the securities,
acting as principal or agent, or make a market therein and as such may effect
transactions not consistent with the recommendation (if any) in this report.

Euroz declares that it may have acted as an underwriter, arranger, co-arranger or
advisor in equity capital raisings, and will have received a fee for its services, for
any company mentioned within this report during the last 12 months.

You should not act on any recommendation issued by Euroz without

first consulting your investment advisor in order to ascertain whether the
recommendation (if any) is appropriate, having regard to your investment
objectives, financial situation and particular needs. Nothing in this report shall
be construed as a solicitation to buy or sell a security, or to engage in or refrain
from engaging in any transaction.

Euroz believes that the information and advice contained herein is correct at
the time of compilation, however we make no representation or warranty that
it is accurate, complete, reliable or up to date, nor do we accept any obligation
to correct or update the opinions in it. The opinions expressed are subject to
change without notice. No member of Euroz accepts any liability whatsoever
for any direct, indirect, consequential or other loss arising from any use of this
material.

We cannot guarantee that the integrity of this communication has been
maintained, is free from errors, virus interception or interference.
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