Mnil

[esources

and its controlled entities
ABN 52 077 221 722

INTERIM FINANCIAL REPORT
For the half-year ended 31 December 2018



© 0 N O O A W DN PP

(Ofe] g oTo] -1 (=T DI T =1 (o] 1 VAP 3

DIreCtors’ REPOIT ... ..ot e e e e e e 4
Events Subsequent to the end of the Reporting Period ............ccccoviviiiiiiiiiiiiiiiiiiiinnns 6
L XU o 112 o USSP 6
Auditor’s Independence Declaration.....................cooii i, 6
FIinancial StatemMENtS ......ooeeii e e e e e et a e e e e e e e eeene s 8
Notes to the Condensed Consolidated Financial Statements ...........ccccccvvvvviviininnnnns 12
Directors’ Declaration..................oooiiiiiiii e 22
Independent Auditor’s Review Report ... 23



1 Corporate Directory

Rodney Baxter Independent Non-Executive Chairman
Chi To (Nathan) Wong Non-Independent Non-Executive Director
Maree Arnason Independent Non-Executive Director
Ronald Beevor Non-Independent Non-Executive Director
Yuzi (Albert) Zhou Non-Independent Non-Executive Director

John Traicos

Level 2, 100 Royal Street
East Perth, Western Australia 6004

Postal Address
PO Box 3011

East Perth, Western Australia 6892

Telephone: +61 8 9328 9800

Facsimile: +61 8 9328 9911
Email: admin@mzi.com.au
Website: WWWwW.mzi.com.au

Computershare Investor Services Pty Ltd
Level 11, 172 St Georges Terrace
Perth, Western Australia 6000

Telephone: +61 8 9323 2000

Website: www.computershare.com.au

PricewaterhouseCoopers

CORPORATE DIRECTORY

Shares in MZI Resources Ltd are quoted on the Australian Securities Exchange under trading code MZI.

MZI Resources is also listed on the Frankfurt Stock Exchange under trading code AUO0O0000MZI8.


mailto:admin@mzi.com.au
http://www.mzi.com.au/
http://www.computershare.com.au/

DIRECTORS' REPORT

2 Directors’ Report

The Directors present their report on the Consolidated Entity comprising MZI Resources Ltd (the “Company” or “MZI”)
and its controlled entities (“the Group”) for the half-year ended 31 December 2018.

The following individuals were Directors of MZI Resources Ltd during the whole of the half-year up to the date of this
report except as noted below:

Rodney Baxter Independent Non-Executive Chairman

Chi To (Nathan) Wong  Non-Independent Non-Executive Director

Maree Arnason Independent Non-Executive Director
Ronnie Beevor Non-Independent Non-Executive Director
Yuzi (Albert) Zhou Non-Independent Non-Executive Director
Martin Purvis 1 Managing Director

1 Mr Purvis resigned as Managing Director on 29 January 2019

The consolidated net loss for the half-year ended 31 December 2018 applicable to owners of the Company after
income tax was $32,251,000 (2017: $11,339,000).

The following significant events occurred during the half year:

Half year HMC output rose by 21% to 64,531t while saleable production for the half year to December
increased 14% from the prior half year to 44,555t;

Sales volumes increased by 56% to 46,352t compared to the prior corresponding half with sales proceeds
received of $34.239m;

Per unit cash costs reduced 35% over the closing quarter of 2018 compared to prior quarter;
Keysbrook Mine Feed Unit successfully relocated on time, safely and within budget;

Process initiated to explore a sale or alternative transaction to realise value from the Keysbrook assets, with
the support of Resource Capital Fund VI LLC (“RCF”) and RMB Holdings Australia Limited (“RMB”).

The Group recorded 1 Lost Time Injury during the half year ending 31 December 2018.

The primary focus during the half year to December was improvement in operational throughput and reduction in
operating costs. HMC production over the period totalled 64,531t, resulting from an increased focus on feed control,
improved plant availability and the commissioning of an on-site laboratory at the Wet Concentrator Plant (“WCP”).
During November the Group relocated the Mine Feed Unit to a new location approximately 1km east of the Keysbrook
WCP. The relocation was part of the mining plan and represented a key step in the ongoing operational improvement
program at Keysbrook. The relocation was completed safely, on time, within budget and significantly, the move to a
centralised location is expected to reduce average haulage distances and associated costs for the forthcoming year
of operations.

The improved efficiencies aim to facilitate further reductions in cash costs at Keysbrook that have been demonstrated
from the start of the current financial year, including a 35% reduction in unit cash costs in the December quarter.
Monthly site operating costs, per tonne of HMC, have declined by approximately 50% since January 2018.
Operational reliability has similarly improved with downtime hours declining by approximately 60% since January
2018.

Research into recovery of L88 product commenced during the half year with industry experts commissioned to assess
the current recovery and potential options to improve performance. Initial research has indicated that L88 recovery
is restricted due to overloading of the mids-spiral sections of the WCP, resulting in ineffective separation of the finer
L88 particles in the ore from the surrounding mass of larger, but equally dense, quartz particles. A range of short-
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term modifications to the WCP were implemented during the latter half of 2018 and work continues with experts to
ascertain options available for more substantial modifications to the WCP.

At the Picton Mineral Separation Plant (“MSP”), saleable production for the half year increased 14% to 44,555t
compared to the prior half year. As noted previously, achieving targeted recovery of L88 product remains a challenge
to the business and extensive work has been undertaken during the period to evaluate opportunities to improve
recovery at the MSP. Detailed research undertaken by METS Engineering has confirmed the potential to recover
not only the majority of L88 currently being lost to zircon concentrate but also the potential to produce a high quality
zircon product. The evaluation work will continue into the next quarter involving a detailed engineering study and
pilot scale test to be conducted at the Picton site, in agreement with plant owner, Doral Mineral Sands Pty Ltd.

Key operating statistics for the period ending 31 December 2018 are shown below.
Sales revenue for the half year ending 31 December 2018 totalled $34.239m (2017: $19.123m).

Production ’ Unit ’ 31 Dec 18 ’ 31 Dec 17 ‘
Ore Mined dt 2,491,053 1,841,500
Ore Processed dt 2,502,163 1,583,265
Mined Grade % HM 3.04 3.28
WCP Availability % 92.5 88.6
MSP Availability % 96.5 94.5
HMC Production (WCP) dt 64,531 53,239
HMC Processed (MSP) dt 64,267 51,394
L70 dt 16,807 16,449
L88 dt 16,225 12,516
Zircon Concentrate dt 11,523 10,286
Total Products dt 44 555 39,251

Sales

L70 dt 17,309 9,406
L88 dt 17,164 11,126
Zircon Concentrate dt 11,879 9,218
Total dt 46,352 29,750

In October 2018 the Company released an updated Keysbrook Mineral Resource of 138.9 Mt grading 2.0% Total
Heavy Minerals (THM), and an updated Ore Reserve of 57.6 Mt grading 2.2% THM as at 30 June 2018.

The Keysbrook Ore Reserve Statement includes 53.0 Mt in the Proven Category and 4.6 Mt in the Probable Category,
sufficient to support a mine life of approximately 10 years at current production rates.

A planned drilling programme is forecast to commence in April 2019. The exploration programme will focus on closed
spaced drilling at Keysbrook for grade control purposes, and resource definition drilling within E70/2407.

At the end of the half year, the Group held $6.697m in cash and undrawn credit facilities of $0.588m.

As announced subsequent to the half year end, the Company has initiated a process to explore a sale or alternative
transaction to realise the value inherent in the Keysbrook mineral sands assets. This announcement is the
culmination of lengthy discussions with both RMB and RCF regarding the restructuring of funding arrangements, to
better align the Company’s requirements with current operational capacity and to explore alternative ways to fund
the value initiatives identified.

In support of this process, RCF has agreed in principle to key terms for a short-term funding package and other
financial accommodation. This includes providing an additional US$1.5m to be utilised as working capital (subject
to receipt of an ASX waiver and documentation) and an extension of the maturity date of the existing RCF Convertible
Loan Facility to 1 July 2020. Royalty payments due to RCF will continue to accrue but payment will be deferred until
30 June 2019.
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A further US$5.7m in funding will also be made available in March 2019 subject to RCF being satisfied with the
Company’s progress with, and likely outcomes from, the sale or transaction process. In parallel, RMB has agreed to
defer principal repayments owing under the senior debt facility until 30 June 2019 and extend current debt covenant
waivers until 1 January 2020.

RCF and RMB have indicated support for any potential sale or other transaction to be conducted on a “going concern”
basis, with operations at site continuing on a business as usual basis. Value initiatives, including the proposed
upgrades at Keysbrook and Picton continue to be advanced alongside the potential sale or alternative transaction
process. RCF has indicated that it would be willing to consider a restructure of the existing debt obligations to allow
a going concern sale or transaction to occur.

Included in the Consolidated Interim Financial Statements for the half-year ended 31 December 2018 is an
independent auditor’s review report which includes an Emphasis of Matter paragraph in regard to the existence of a
material uncertainty that may cast doubt about the Group’s ability to continue as a going concern. For further
information, refer to Note 2 to the financial statements, together with the auditor’s review report.

The Directors consider that the Group has a demonstrated track record of successfully raising funds and restructuring
financing facilities and the Directors are confident that the Group will be able to secure funding sufficient to meet the
requirements to continue as a going concern.

3 Events Subsequent to the end of the Reporting Period

On 7 January 2019, the Company issued 29,139,295 fully paid ordinary shares at an issue price of $0.0355 per share
to RCF for payment of interest for the December 2018 quarter, associated with the Keysbrook finance facilities.

On 21 January 2019, the Company announced that it had secured additional funding to support a process to explore
a sale or alternative transaction to realise value of the Keysbrook Mineral Sands assets.

On 29 January 2019, the Company announced the resignation of Martin Purvis from the position of Managing
Director.

On February 4 2019, the Company announced the appointment of John Westdorp to the position of Interim Chief
Executive Officer.
4 Rounding

The amounts contained in the financial report have been rounded to the nearest $1,000 (unless otherwise stated)
pursuant to the option available to the Company under ASIC Legislative Instrument 2016/191. The Company is an
entity to which this class order applies.

5 Auditor’s Independence Declaration

A copy of the auditor’s independence declaration as required under Section 307C of the Corporations Act 2001 is
included on page 7 of this financial report.

Signed in accordance with a resolution of the Board of Directors:

(T

R Baxter

Chairman

Perth, Western Australia
12 March 2019



AUDITOR’S INDEPENDENCE DECLARATION
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Auditor’s Independence Declaration

Aslead auditor for the review of MZI Resources Limited for the half-year ended 31 December 2018, 1
declare that to the best of my knowledge and belief, there have been:

(a) no contraventions of the anditor independence requirements of the Corporations Aet 2001 in
relation to the review; and

(b)  no contraventions of any applicable code of professional conduct in relation to the review.

This declaration is in respect of MZI Resources Limited and the entities it controlled during the period.

B f

Ben Gargett
Partner

PricewaterhouseCoopers

Perth

12 March 2019



CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the half-year ended 31 December 2018

6 Financial Statements

31 Dec 18 31 Dec 17
Note $'000 $'000

Continuing Operations
Revenue from sales 34,239 19,123
Costs of production (26,898) (13,637)

7,341 5,486
Depreciation and amortisation (6,620) (5,975)
Other operating costs relating to sales (7,990) (4,677)
Gross Loss (7,269) (5,166)
Other income 28 34
Corporate expense (2,220) (2,282)
Other expenses 9) -
Gain /(Loss) on foreign exchange (6,966) 1,805
Fair value movements on financial instrument derivatives (902) 2,188
Loss before Finance and Tax (17,338) (3,421)
Fair value movement on financial instrument embedded derivative 5 46 1,631
Finance expenses (14,959) (9,549)
Loss before Tax (32,251) (11,339)
Tax expense - -
Loss after Tax from Continuing Operations (32,251) (11,339)
Attributable to:
Equity holders of the parent (32,251) (11,339)
Other Comprehensive Income, net of income tax:
Items that may be reclassified to profit or loss:
Effective portion of changes in fair value of cash flow hedges, net of tax (2,570) a7
Total Comprehensive Loss for the Year (34,821) (11,292)
Attributable to:
Equity holders of the parent (34,821) (11,292)
Basic and diluted loss per share (cents per share) (0.12) (0.05)

The above condensed consolidated statement of comprehensive income should be read in conjunction with accompanying notes.



CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at 31 December 2018

Note 31 Dec 18 30 Jun 18
$'000 $'000

Current Assets
Cash and cash equivalents 6,697 7,229
Trade and other receivables 11,019 14,628
Inventories 8 7,905 10,001
Other current assets 917 1,185
Total Current Assets 26,538 33,043
Non-Current Assets
Trade and other receivables 635 696
Property, plant and equipment 89,822 92,907
Exploration and evaluation expenditure 1,192 1,062
Mine development expenditure 36,024 37,767
Total Non-Current Assets 127,673 132,432
Total Assets 154,211 165,475
Current Liabilities
Trade and other payables 14,896 15,955
Provisions 3,432 3,401
Other financial liabilities 6 5,091 2,193
Borrowings 7 57,724 47,633
Total Current Liabilities 81,143 69,182
Non-Current Liabilities
Provisions 7,673 7,458
Other financial liabilities 6 1,850 2,166
Borrowings 7 132,532 122,926
Total Non-Current Liabilities 142,055 132,550
Total Liabilities 223,198 201,732
Net Assets / (Liability) (68,987) (36,257)
Equity
Share capital 9 123,654 121,667
Reserves (2,388) 78
Accumulated losses (190,253) (158,002)
Total Equity (68,987) (36,257)

The above condensed consolidated statement of financial position should be read in conjunction with accompanying notes.



CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the half-year ended 31 December 2018

6.3 Condensed Consolidated Statement of Changes in Equity

. Employee Share-based
Ol ELT; Cesn HoY Share Trust Payments Option Reserve ACEIYIE1E20)
Shares Hedge Reserve Losses
$000 $000 Reserve Reserve $'000 $000
$'000 $'000

Balance at 1 July 2017 117,908 1,114 (1,541) 2,572 1,052 (122,579) (1,474)
Loss for the half-year (11,339) (11,339)
Other comprehensive income - 47 - - - - 47
'\I;g;a:l Comprehensive Loss for the Half- i a7 i ) i (11,339) (11,292)

Transactions with Owners in their Capacity

as Owners:

Shares issued (net of costs) 1,884 - - - - - 1,884
Recognition of share-based payments - - 88 - - - 88
Balance at 31 December 2017 119,792 1,161 (1,453) 2,572 1,052 (133,918) (10,794)
Balance at 1 July 2018 121,667 (2,177) (1,369) 2,572 1,052 (158,002) (36,257)
Loss for the half-year (32,251) (32,251)
Other comprehensive income - (2,570) - - - - (2,570)
'\I;gge:l Comprehensive Loss for the Half- i (2,570) i ) i (32,251) (34,821)
Transactions with Owners in their Capacity

as Owners:

Shares issued (net of costs) 1,987 - - - - - 1,987
Recognition of share-based payments - - 104 - - - 104
Balance at 31 December 2018 123,654 (4,747) (1,265) 2,572 1,052 (190,253) (68,987)

The above condensed consolidated statement of changes in equity should be read in conjunction with accompanying notes.
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CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
For the half-year ended 31 December 2018

\[o] (=] 31 Dec 18 31 Dec 17
$'000 $'000

Cash Flows from Operating Activities

Receipts from customers 29,505 21,911
Interest received 248 7
Payments to suppliers and employees (inclusive of GST) (33,711) (25,257)
Withholding tax paid (565) -
Receipt of research and development incentive claim 9,529 -
Release of bonds / guarantees 61 -
Interest and other bank fees paid (3,920) (1,925)
Net Cash Flows from Operating Activities 1,147 (5,264)
Cash Flows from Investing Activities

Payments for exploration and evaluation (141) (196)
Payments for property, plant and equipment (3,651) (2,376)
Other outflows or income from investing (844) 1,023
Net Cash Flows from Investing Activities (4,636) (1,549)
Cash Flows from Financing Activities

Proceeds from borrowings 10,285 6,570
Repayment of borrowings (7,453) (5,296)
Net Cash Flows from Financing Activities 2,832 1,274
Net (decrease)/increase in cash and cash equivalents (657) (5,539)
Cash and cash equivalents at the beginning of the year 7,229 10,656
Effect of exchange rate fluctuations on cash held 125 (50)
Cash and Cash Equivalents at the End of the Year 6,697 5,067

The above condensed consolidated statement of cash flows should be read in conjunction with accompanying notes.

11



NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the half year ended 31 December 2018

N[0 (= B @a T o To] =1 (=3 Y0 4 F= L1 o IS 13
Note 2: Summary of Significant AcCounting POlICIES............uuviiiiiiiiiic e 13
Note 3: Changes in ACCOUNLING POIICIES ..ot e e e s e e e e e e e e s e s anrranees 14
N[0 (0 S Y=o g =T a1l =T o0 1110 IS 16
N[0 LR T b q o 1= K =T T TP OO PTPTTT PSPPI 17
Note 6: Financial Assets and Liabilities ...........ooiiuiiiiiii e 17
NoOte 7: LOANS AN BOITOWINGS .......eviiiiiiiieiiiiie ettt ettt ettt ekt e s et e e e e bt e s asb e e e e enbe e e e anneas 19
N o1 LI NV =T o1 (o =T TSP PP PUPPPP 20
INOTE 92 EQUILY ettt ettt ettt ettt ettt o4 at e e 4kttt e 4Rttt e 4Rk et a4 e ab bt e e amb b et e e ensbe e e e e nnbreeeennnas 20
Note 10: Cash FIOW INFOIMEALION .......coiuiiiiiiiie et e e e e 20
Note 11: Contingent ASSets and LiabilitIES ...........uuuuuieiiiiiiiiiiiiiieiiiiieeeeeeeeeeeeeeeeeeeeesseeseeeessessereeerererrrrrerennranes 20
NOE 12: COMMULMIEINTS ...eeiiiieiie ettt e e et e e s s e e e s st e e s e s s e e e s e s e e e e s e s e e e s an e e e e anre e e e enneas 20
Note 13: Events Occurring After the Reporting PeriOd............uviiiiiiiiieiiiiieeeiiiieeeeeeveeeeeveseeeeeeeseseseseseeesenenenes 21
Note 14: Related Party TranSACHIONS ... ....uuuuueeeeeeererereeereeeeeeeereereeeerereeerereeeeeeeeereereerer——.——————————————.. 21

12



NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the half year ended 31 December 2018

The condensed consolidated interim financial statements of MZI Resources Ltd and its subsidiaries (collectively, the
“Group”) for the half-year ended 31 December 2018 were authorised for issue in accordance with a resolution of
Directors on 11 March 2019.

MZI Resources Ltd (the “Company” or “MZI”) is a for-profit entity limited by shares whose shares are publicly traded
on the Australian Securities Exchange. The Company and its subsidiaries were incorporated and domiciled in
Australia. The registered office and principal place of business of the Company is Level 2, 100 Royal Street, East
Perth, WA 6004.

The nature of the operations and principal activities of the Company are disclosed in the Directors’ Report.

(a) Basis of Preparation

This condensed consolidated interim financial report for the half-year reporting period ended 31 December 2018 has
been prepared in accordance with Accounting Standard AASB 134 Interim Financial Reporting and the Corporations
Act 2001.

The condensed consolidated interim financial report does not include all the notes of the type normally included in
an annual financial report. Accordingly, this report is to be read in conjunction with the annual report for the year
ended 30 June 2018 and any public announcements made by MZI Resources Ltd during the interim reporting period
in accordance with the continuous disclosure requirements of the Corporations Act 2001.

(b) Going Concern

The consolidated interim financial report has been prepared on a going concern basis, which contemplates the
continuity of normal business activity and the realisation of assets and the settlement of liabilities in the normal course
of business.

During the half year ended 31 December 2018, the Group incurred a loss after tax of $32.251m and at balance date,
the Group had a net liability position of $68.987m. The Group realised a net cash inflow of $1.147m from operational
activities during the half year and at 31 December 2018 the Group held cash and cash equivalents of $6.697m. The
Group had a working capital deficit, inclusive of provisions and financial instruments, of $54.605m at 31 December
2018.

As previously announced, the Directors have initiated a process to explore a sale or other alternative transaction with
the intention to realise the value inherent in the Keysbrook Mineral Sands assets. To support this process, The
Company reached an agreement in January 2019 with major shareholder and subordinated debt financier RCF for a
short-term funding package and other financial accommodation, including the provision of US$1.5m as an addition
to existing debt facilities, with the potential to provide a further US$5.7m subject to compliance with certain conditions.
In addition, the Company has secured the deferral of principal repayments due under the RMB Senior Debt Facility
until 30 June 2019 and an extension of the debt covenant waivers until 1 January 2020. RCF have similarly granted
the Company a deferral on the repayment date for the US$21m convertible loan facility until 1 July 2020. Both lenders
have indicated support for any potential sale or other transaction to be conducted on a going concern basis, with
operations at site continuing.

The Company has appointed Azure Capital as financial advisor to assist in this process. Concurrent with the sale of
transaction process, potential options to refinance and / or restructure the Group’s existing debt facilities continue to
be investigated.

Subject to a suitably attractive proposal being received, RCF has indicated that it would be willing to consider a
restructure of their existing debt obligations to allow a going concern sale or transaction to occur.

The Group prepares cash flow forecasts based on the life of the Keysbrook Project. The forecast at the Keysbrook
Project subsidiary level is based on assumptions relating to heavy mineral prices, forecast production outputs, sales
volumes and values and the achievement of predicted operating costs. The Group forecast demonstrates the need
for additional funding to provide the necessary working capital for the Company to implement the value initiatives
identified and continue as a going concern.

As a result of these matters there is a material uncertainty related to conditions that may cast significant doubt on the
consolidated entity's ability to continue as a going concern and, therefore, the consolidated entity may be unable to
realise its assets and discharge its liabilities in the normal course of business.

Notwithstanding these matters, the Directors believe that the Group will be able to secure funding sufficient to meet
the requirements to continue as a going concern or alternatively complete a transaction on a going concern basis.

13



NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the half year ended 31 December 2018

The financial report does not include adjustments relating to the recoverability and classification of recorded asset
amounts nor to the amounts and classification of liabilities that might be necessary should the Group not continue as
a going concern.

{c) Comparatives

When required by Australian Accounting Standards, comparative figures have been adjusted to conform to
changes in presentation for the current half-year ended 31 December 2018.

(d) Adoption of new and revised Accounting

A number of new or amended standards became applicable for the current reporting period and the Group has had
to change its accounting practices and consider the financial impact resulting from adoption of the following
standards;

AASB 9 Financial Instruments, and
AASB 15 Revenue from Contracts with Customers.

The impact of the adoption of these standards and the new accounting policies are disclosed in Note 3 below. The
other standards did not have any impact on the Group’s accounting policies and did not require retrospective
adjustments.

(e) Impact of Accounting Standards issued but not yet applied by the Group

Australian Accounting Standards and Interpretations that have recently been issued or amended but are not yet
effective and have not been adopted by the Group for the year ended 31 December 2018 are outlined below.

AASB 16 was issued in February 2016. It will result in almost all leases being recognised on the balance sheet, as
the distinction between operating and finance leases is removed. Under the new standard, an asset (the right to use
the leased item) and a financial liability to pay rentals are recognised. The only exceptions are short-term and low-
value leases.

The accounting for lessors will not significantly change.

The standard will affect primarily the accounting for the Group’s operating leases. As at the reporting date, the Group
has non-cancellable operating lease commitments of $75,327. Although this agreement is not formally documented
as a lease contract, the arrangement has been in place for more than 12 months and therefore the requirement under
AASB 16 may apply. However, the Group has not yet determined to what extent these commitments will result in the
recognition of an asset and a liability for future payments and how this will affect the Group’s profit and classification
of cash flows.

Some of the commitments may be covered by the exception for short-term and low-value leases and some
commitments may relate to arrangements that will not qualify as leases under AASB 16.

The standard is mandatory for first interim periods within annual reporting periods beginning on or after 1 January
2019. The Group does not intend to adopt the standard before its effective date.

There are no other standards that are not yet effective and that would be expected to have a material impact on the
entity in the current or future reporting periods and on foreseeable future transactions.

This note explains the impact on the Group’s financial statements resulting from adoption of AASB 9 — Financial
Instruments and AASB 15 — Revenue from Contracts with Customers and describes changes to the relevant
accounting policies that have been applied from 1 July 2018.

(a) Impact on financial statements

The Group has assessed the financial impact caused by adoption of the new accounting standards and concluded
that no adjustments to prior period comparatives was necessatry.

(b) AASB 9 Financial Instruments — Changes to Accounting Policies

AASB 9 Financial Instruments replaces the prior standard AASB139 and combines 3 aspects of reporting as it
addresses recognition and measurement, impairment, and hedge accounting for financial assets and financial
liabilities. The Group has performed a detailed assessment of all three aspects of the new standard based on
information currently available.

14



NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the half year ended 31 December 2018

All financial assets that are within the scope of AASB 9 are required to be measured at either amortised cost or fair
value, while financial liabilities measured at fair value through profit and loss will require consideration as to the
portion of change in fair value that is attributable to changes in the credit risk of that liability. The Group currently
measures financial assets and financial liabilities at fair value through profit and loss, or at amortised cost and there
is no change in classification or measurement for any financial assets or liabilities from the prior period.

AASB 9 introduces a requirement to consider expected credit losses and recognise potential losses through a
provision for impairment, rather than the current practice of recognition only upon a loss occurring. The Group has
considered this obligation, assessed prior period credit losses and determined that the Group has not realised a loss
on trade receivables since production commenced, hence a provision for impairment is not considered necessary at
present. The potential for loss will require consideration on an ongoing basis, particularly if the Group’s offtake
arrangements change in future.

The requirements for hedge accounting under AASB 9 retain similar accounting treatments to those currently
available under AASB 139. The new standard introduces greater flexibility to the types of transactions eligible for
hedge accounting while the previous requirement for hedge effectiveness testing has been replaced with the principle
of an ‘economic relationship’ and the requirement for retrospective assessment of hedge effectiveness has been
removed.

The introduction of AASB 9 did not have a significant effect on the accounting for hedge transactions as the Group’s
hedging activities currently qualify for hedge accounting under the existing standard and the Group does not expect
to identify any new hedge relationships under the revised standard.

As a result of the adoption of AASB9, there was no adjustment to the opening balance sheet or retained earnings.
{c) AASB 15 Revenue from Contracts with Customers — Changes to Accounting Policies

The Group has adopted AASB 15 — Revenue from Contracts with Customers from 1 July 2018 using the cumulative
effect method. Accordingly, the information presented for 2017 has not been restated. Additionally, the disclosure
requirements in AASB 15 are not required to be applied to comparative information. The new standard establishes
principles for reporting the nature, amount, timing and uncertainty of revenue and cash flows arising from an entity's
contracts with customers. The framework is based on a five-step process where revenue is recognised based upon
completion of distinct performance obligations. The standard introduces the concept of separate performance
obligations that may arise from a single contract of sale, with revenue recognised at the time each obligation is fulfilled
or over the course of fulfilling that obligation.

The Group’s new accounting policy for revenue recognition is set out below.
0] Revenue from product sales

Revenue from the sale of products is recognised when persuasive evidence exists, usually in the form of an executed
sales agreement, no further work or processing is required by the Group, the quantity and quality of the products
have been determined with reasonable accuracy, the price can be reasonably estimated and collectability is
reasonably assured.

The above conditions are generally satisfied when title passes to the customer, typically on the bill of lading date
when the product is delivered to the vessel. Accordingly, revenue from sales of mineral sands product is recognised
at a point of time on the bill of lading date at an invoiced amount.

Revenue is measured based upon quantity of product shipped and rates agreed under contract of sale.
(i)  Shipping and freight service revenue

Revenue from provision of shipping and freight services is recognised in the accounting period in which the services
are rendered.

The Group sells its Zircon products on Cost, Insurance and Freight (CIF) terms, which means that the Group is
responsible for shipping the product to a destination port specified by the customer. The shipping service is
recognised separately from the sale of the Zircon product. Revenue from shipping service is recognised over the
time, i.e. over the period of transfer of the mineral sand product to the customer.

(i) Impact of transition to AASB 15
There was no adjustment to the Group’s statement of financial position as a result of adoption of AASB 15.

The Group has considered the impact on its consolidated Financial Statements resulting from the application of AASB
15. The Group recognises revenue from the sale of mineral sands products delivered in bulk shipments only for L70
& L88 under agreed sales contracts. The majority of product is sold under the terms of FOB where control passes
to the customer at the point of product loading onto a ship, at this point, the Group’s performance obligations are

15
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fulfilled and revenue recognised. The remaining product, zircon concentrate, is sold on CIF terms. Under AASB 15
the provision of insurance and freight is deemed a separate performance obligation and this component will be
independently presented as freight revenue. The variation in classification of revenue is not expected to have a
material impact on the total value of reported revenue.

Disaggregation of revenue;

31 Dec 18 31 Dec 17
$'000 $'000
Mineral sands products revenue recognised at a point in time 34,000 19,123
Shipping service revenue recognised over time 239 -
34,239 19,123

Note 4: Segment Reporting

Tiwi Island Keysbrook Urellezizd

. : Corporate / Consolidated

31 Dec 18 Projects Project y
$000 $000 Other ALy
$'000

Segment revenue - external - 34,239 - 34,239
Other revenue - 10 18 28
Finance expenses - (14,749) (210) (14,959)
Segment results (285) (29,833) (2,133) (32,251)
Segment assets 694 148,990 4,527 154,211
Segment liabilities 397 221,709 1,092 223,198

Tiwi Island Keysbrook Urelleceizd .

. : Corporate / Consolidated

31 Dec 17 Projects Project Other $000
$'000 $'000* $000

Segment revenue - external - 19,123 - 19,123
Other revenue - 6 2 8
Finance expenses - (9,333) (216) (9,549)
Segment results (505) (8,621) (2,213) (11,339)
Segment assets 635 143,306 3,083 147,024
Segment liabilities 694 155,500 1,624 157,818
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31 Dec 18 31 Dec 17
$'000 $'000
Other expenses
Impairment of exploration and evaluation (9) -
©) -
Loss on foreign exchange
Net (loss) / gain on foreign exchange (6,966) 1,805
(6,966) 1,805
Fair value movements on financial instrument derivatives
Fair value movement on contractual derivatives — (loss) / gain (58) 1,192
Realised movement on currency hedges — (loss) / gain (844) 996
(902) 2,188
Fair value movements on financial instrument embedded
derivatives
Fair value movement on loan derivatives — gain / (loss) 46 1,631

31 Dec 18 30 Jun 18

$'000 $'000

Current Financial Liabilities

Embedded contractual derivative (ii) 1,355 898
Embedded derivatives (iii) 2 48
Cash flow hedges (iv) 3,734 1,247
5,091 2,193
Non-current Financial Liabilities
Other financial liabilities (i) 175 175
Embedded contractual derivative (ii) 640 1,039
Cash flow hedges (iv) 1,035 952
1,850 2,166

Financial Assets and Liabilities are measured in accordance with AASB 9 at either fair value through profit and loss
or at amortised cost. There has been no change in valuation due to adoption of the new accounting standard and
no impact upon prior comparatives.

(i) Other Financial Liabilities
Attract interest at 4.5% per annum and are subject to contractual payment dates.
(ii) Embedded Contractual Derivatives — L88

During the half year, the Leucoxene 88 (“L88”) offtake agreement with a third party, entered into in a prior year,
continued. The offtake contract is a 5 year agreement and includes a yearly price adjustment mechanism.

At inception of the contract, the fair value of the embedded derivative associated with the L88 contract was nil. At 31
December 2018, the fair value of the embedded derivative associated with the L88 contract was a current liability of
$1.355m and a non-current financial liability of $0.640m (June 2018: current financial liability of $0.898m and non-
current financial liability of $1.039m).

The fair value of the embedded derivative associated with the L88 contract is valued by discounting over the life of
the contract the time value of cash receipts that are greater than the contractual revenue in the first two years and
less than the contractual revenue in the final two years. The discount rate used is 10%. The forecast revenue price
is based on independent price forecasts against the Group’s forecast sales volumes of L88.
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(iii) Embedded derivatives - Finance Facilities

At 31 December 2018, the fair value of the embedded derivative associated with the US$21.000m Convertible Loan
facility is nil (June 2018: $0.004m).

At 31 December 2018, the fair value of the embedded derivatives associated with the US$8.000m Bridge Finance
facilities was $0.002m (June 2018: $0.044m).

The Convertible Loan facilities are provided under an agreement with Resource Capital Fund VI L.P (“RCF”).
(iv) Cash Flow Hedges

During the half year to 31 December 2018, the Group entered into cash flow hedges of loan proceeds and future
sales in US dollars. In addition, the Group entered into a cash flow hedge of variability in the amount of the highly
probable interest payments due to anticipated movements in the underlying interest rates relating to the US dollar
denominated debt obligations.

The terms of the cash flow hedges match the terms of the expected highly probable forecast transactions. As a
result, no hedge ineffectiveness arose during the year, requiring recognition through profit or loss. A net unrealised
loss of $2.570m (December 2017: Gain of $0.047m) relating to the valuation of the hedging instruments at 31
December 2018 was included in other comprehensive income.

The following table details the forward foreign currency contracts to sell US dollars forward outstanding at reporting
date:

Weighted average
Notional amounts US$ A$:US$ exchange rate Fair Value

December June December June December June
2018 2018 2018 2018 2018 2018
$'000 $'000 $'000 $'000 $'000 $'000

1-2 years 59,304 53,524 0.7657 0.7739 (4,745) (2,176)

Fair Value hierarchy of financial instruments

The following table represent the Group’s financial instruments measured and recognised at fair value at 31
December 2018 on a recurring basis:

Level 1 Level 2 Level 3 Total

December 2018 LY0[0]0) $'000 LY0[0]0) LY0[0]0)
Financial liabilities

Foreign currency hedging contracts - 4,745 - 4,745
Embedded derivative associated with L88 Contract - - 1,995 1,995
Embedded derivative associated with Convertible Loan - - - -
Embedded derivative associated with Bridge Finance Facilities - - 2 2
Interest rate swap - 24 - 24
Level 1 Level 2 Level 3 Total
June 2018 $'000 $'000 $'000 $'000
Financial liabilities
Foreign currency hedging contracts - 2,176 - 2,176
Embedded derivative associated with L88 Contract - - 1,937 1,937
Embedded derivative associated with Convertible Loan - - 4 4
Embedded derivative associated with Bridge Finance Facilities - - 44 44
Interest rate swap - 24 - 24

The fair value of financial instruments that are not traded in an active market is determined using valuation
techniques. These valuation techniques maximise the use of observable market data where it is available and rely
as little as possible on entity specific estimates. If all significant inputs required to fair value an instrument are
observable, the instrument is included in level 2.
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If one or more of the significant inputs is not based on observable market data, the instrument is included in level 3.
Specific valuation techniques used to value financial instruments include:

the use of quoted market prices for similar instruments

the fair value of the foreign currency forwards and interest rate swaps is determined using forward exchange
rate and interest rates at the balance sheet date

other techniques, such as Black Scholes and Monte Carlo valuation model

The following table presents the changes in Level 3 items for the periods ended 31 December 2017 and 31 December
2018:

Embedded Financial Embedded Contractual
Derivatives Derivatives
Opening Balance 1 July 2017 (2,211) (2,734)
Transfer from Level 2 - -
Gains / (Losses) recognised as fair value movements 1,631 981
Closing Balance 31 December 2017 (580) (1,753)
Opening Balance 1 July 2018 (48) (1,937)
Transfer from Level 2 - -
Gains / (Losses) recognised as fair value movements 46 (58)
Closing Balance 31 December 2018 2) (1,995)
31 Dec 18 30 Jun 18
$'000 $'000

Current
Senior facility 17,002 10,824
Convertible loan (ii) 27,982 24,822
Working capital facility 4,250 4,059
Mortgage facilities 5,474 4,197
Bank loan 201 242
Insurance premium funding - 326
Hire purchase 2,815 3,060
Other party settlement - 103
Total 57,724 47,633

Non-Current

Bridge facility 11,044 10,459
Senior facility 26,211 33,148
Term Loan (i) 94,282 73,407
Mortgage facilities 261 3,393
Bank loan - 81
Hire purchase 734 2,438
Total 132,532 122,926

0] During the half year to December 2018, the Group has drawn down US$7.5m from Tranche B of the 3 year
Term Loan facility provided by Resource Capital Fund VI L.P. (“RCF”) in the prior year.

(i)  Subsequent to the half year end, on the 215t of January 2019, RCF agreed to grant an extension to the expiry
date of the Convertible Loan Facility from 26 May, 2019 to 1 July, 2020.

(i) For further disclosures on loans and borrowings refer to Note 2b.
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31 Dec 18 30 Jun 18
$'000 $'000
Heavy mineral concentrate and other intermediate stockpiles - at cost 2,212 132
Heavy mineral concentrate and other intermediate stockpiles - at NRV 356 3,070
Finished goods stockpiles — at cost 416 -
Finished goods stockpiles - at NRV 3,144 5,398
Stores and consumables - at cost 1,777 1,401
Total 7,905 10,001

Inventories are stated at the lower of cost and net realisable value (NRV).
The NRV write-down for the half-year ended 31 December 2018 was $1.819m (June 2018: $2.331m).

(a) Issued Capital
Ordinary shares on issue

31 Dec 18 30 Jun 18
LY0[0]0) $'000
230,552,731 (30 June 2018: 246,129,415) ordinary fully paid shares 123,654 121,667

Movements in ordinary share capital

No. of Shares $'000

Issued shares:

At 1 July 2018 246,129,415 121,667
Shares issued pursuant to a Facility Agreement (i) 21,906,484 1,987
Share issue costs - -
As at 31 December 2018 268,035,899 123,654

(i)  Shares issued pursuant to a Facility Agreement as consideration for interest.

During the half-year ended 31 December 2018, the following non cash financing transactions occurred:

On 5 July 2018, the Company issued 12,544,065 fully paid ordinary shares at an issue price of $0.0779 per
share to RCF for payment of interest for the June 2018 quarter, associated with the Keysbrook finance facilities.

On 5 October 2018, the Company issued 9,362,419 fully paid ordinary shares at an issue price of $0.1079 per
share to RCF for payment of interest for the September 2018 quarter, associated with the Keysbrook finance
facilities.

As disclosed in the 30 June 2018 Annual Report, the Group has an $11.5m Bank Guarantee Facility with RMB
Resources Limited.

The Directors are not aware of any capital or other commitments as at 31 December 2018 that are not disclosed in
the 30 June 2018 Annual Report.
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On 7 January 2019, the Company issued 29,139,295 fully paid ordinary shares at an issue price of $0.0355 per share
to RCF for payment of interest for the December 2018 quarter, associated with the Keysbrook finance facilities.

On 21 January 2019, the Company announced that it had secured additional funding to support a process to explore
a sale or alternative transaction to realise value of the Keysbrook Mineral Sands assets.

On 29 January 2019, the Company announced the resignation of Martin Purvis from the position of Managing
Director.

On February 4 2019, the Company announced the appointment of John Westdorp to the position of Interim Chief
Executive Officer.

Refer to Note 2b for additional information on subsequent events.

The following transactions were undertaken between any Group Company and the following Director-related
parties during the half year ended 31 December 2018:

Tricoastal Minerals (Holdings) Company Limited, an entity in which Mr CT Wong has a beneficial interest, was
paid Director’s fees of $0.041m. At 31 December 2018, an amount of $0.020m was owed to Tricoastal
Minerals (Holdings) Company Limited.

During the half year ended 31 December 2018, the Company sold zircon concentrate product for $12.6m from
its Keysbrook project to Tricoastal Minerals (Holdings) Company Limited. This was based on a sales
agreement signed in 2014. The terms of sale are based on market prices at the time of sale.

Resource Capital Fund VI L.P. (“RCF”), a major shareholder of the Company, which nominated Mr R Beevor
as a Director, was paid interest of US$1.459m and interest of $6.398m was capitalized.

In addition, during the half year an amount of US$7.500m was drawn down in relation to Tranche B of the RCF
Term Loan Facility.
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7 Directors’ Declaration

The directors declare that:

(@) inthe directors’ opinion, there are reasonable grounds to believe that the Company will be able to pay
its debts as and when they become due and payable; and

(b)  inthe directors’ opinion, the attached financial statements and notes thereto are in accordance with
the Corporations Act 2001, including compliance with accounting standards and giving a true and fair
view of the financial position and performance of the consolidated entity.

Signed in accordance with a resolution of the directors made pursuant to s.303(5) of the Corporations Act 2001.

R Baxter
Chairman

(T

Perth, Western Australia
12 March 2019
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INDEPENDENT AUDITOR’S REVIEW REPORT
For the half year ended 31 December 2018

Independent Auditor’s Review Report

-

pwec

Independent auditor's review report to the members of MZI
Resources Limited

Report on the Half-Year Financial Report

We have reviewed the accompanying half-year financial report of MZI Resources Limited (the
Company), which comprizes the condensed consolidated statement of financial position as at 31
December 2016, the condensed consolidated statement of comprehensive income, condenszed
consolidated statement of changes in equity and condensed consolidated statement of cash flows for the
half-year ended om that date, selected other explanatorv notes and the directors’ declaration for the MZI
Resources Limited Group (the Group). The Gronp comprises the Company and the entities it controlled
during that half-vear.

Directors' responsibility for the half-year financial report
The directors of the Company are responsible for the preparation of the half-vear financial report that
gives a true and fair view in accordance with Australian Accounting Standards and the Corporations Act

2po1 and for such internal control as the directors determine i= necessary to enable the preparation of
the half-vear financial report that is free from material misstatement whether due to frand or error.

Auditor's responsibility

Onr responsibility is to express a conclusion on the half-vear financial report based om our review. We
conducted our review in accordance with Australian Auditing Standard on Review Engagements ASRE
2410 Review of a Financial Report Performed by the Independent Auditor of the Entity, in order to
state whether, on the basis of the procedures described, we have become aware of anv matter that makes
s helieve that the half-vear financial report is not in accordance with the Corporations Act 2001
including giving a true and fair view of the Group’s financial position as at 31 December 2018 and its
performance for the half-vear ended on that date; and complying with Accounting Standard AASE 134
Interim Financial Reporting and the Corporafions Regulations 2o01. As the auditor of MZI Resources
Limited, ASEE 2410 requires that we comply with the ethical requirements relevant to the andit of the
annual financial report.

A review of a half-vear financial report consists of making enquiries, primarily of persons responsible for
financial and accounting matters, and applving analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with Australian Auditing Standards
and consequently does not enable us to obtain assurance that we would become aware of all significant
matters that might be identified in an audit. Accordinglv, we do not express an andit opinion.

Independence

In conducting our review, we have complied with the independence requirements of the Corporafions
Act z001.

PricewaterhouseCoopers, ABN 52 =80 433 =57
Brookfield Place, 125 5t Georges Terrace, PERTH WA foco. GPO Box Dig8, PERTH WA 6840
T: +62 8 go38 soo00, F! +61 8 9238 3999, www.pre.cont.au

Liability limited by a scheme approved wunder Professional Standands Legslation.
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Coneclusion

Based on our review, which is not an andit, we have not become aware of any matter that makes us
believe that the half-vear financial report of MZI Eesources Limited is not in accordance with the
Corporations Act 2001 including:

1. giving a true and fair view of the Group’s financial position as at 31 December 2018 and of its
performance for the half-vear ended on that date;

2, complying with Accounting Standard AASE 134 Inferim Financial Reporting and the
Corporafions Regulations 2o01.

Material uncertainty related to going concern

We draw attention to Mote 2(b) in the financial report, which indicates that the Group has net Kabilities
of 568.087 million as at 31 December 2016 and recorded a net loss after tax of 532,251 million for the
half-year then ended. The Group's ability to continue as a going concern is dependent upon successfully
executing a sale or other alternative transaction and/or being able to renegotiate, extend or refinance the
Group's borrowings. These conditions, along with other matters as set forth in Note 2(b) indicate that a
material uncertainty exists that may cast significant doubt on the Group’s ability to continne as a going
concern. Our conclusion is not modified in respect of this matter.
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PricewaterhouseCoopers
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(j f Perth
EBen Gargett .
Partner 12 March 2019
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