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Chairman and Managing Director’s Statement

Dear Shareholders,

At last year’s Annual General Meeting
we reviewed the investment phase of
the Kanmantoo Giant Pit cutback and
the initiatives that we implemented to
ensure our operations were on a sound
footing. We made some predictions
then regarding our performance in the
future and the strengthening of our
financial performance after a period of
poor cashflows.

So we are pleased to report that
2018 was a positive year for Hillgrove
Resources. We achieved our cost and
production guidance, we returned

to profitability and we continued to
overcome a number of challenges.

The significant mining challenges

faced during the year included mining
productivity shortfalls resulting from a
lack of equipment availability, inclement
weather, a tighter working area in the pit
and the rock fall in December which,

as reported in January 2019, is likely

fo reduce future copper production by
approximately two thousand tonnes.

All of these factors contributed to a
slower than expected mining rate which
delayed the completion of mining and
added to costs. Furthermore, there was
unplanned downtime in the processing
plant to replace the mill gearbox and
motor, rotate the girth gear, and rebuild
the primary crusher.

The deepening of the pit during

the final few months of mining may
present further geotechnical challenges
however, safety remains our priority. As
such, detailed planning and additional
costs to ensure safe conduct of
activities in the pit are imperatives for
mining operations.

Despite the greater challenges than
expected, our dedicated management
and production personnel have
successfully weathered these issues

in a professional and timely manner
and continue to strive towards creating
value for shareholders.

I

Mr Steven McClare - Chief Executive
Officer and Managing Director

Mr John Gooding
Independent Non-Executive Chairman

The revenue generated from the highest annual copper production on record
allowed creditors to be returned to near normal terms and helped repair the
balance sheet so that the Company is in a much stronger position than this time
last year.

The next phase in the Hiligrove journey is finalising pit mining and moving to a
cash accumulation phase, as we complete the milling of our stockpiled ore with
the aim of returning a large part of this cash to shareholders in the form of
franked dividends.

Financial and Operational Highlights
The financial highlights include:

Y] 2017
Revenue $180.1M $113.3M
EBITDA $44.3M $16.2M
EBIT $27.6M $4.4M
Statutory net profit $29.5M ($14.1V)
Earnings per share 5.1c (4.8¢)
Ending cash balance $2.5M $0.5M
Debt reduction $8.6M $3.5M
Creditor reduction / (addition) $21.7M ($11.9M)

Operations

With the pit nearing completion, stockpiles will continue to accumulate to support
milling for a further 12 months after mining ceases. As mentioned earlier, there
have been some ground issues that have caused delays during 2018 and as the
pit gets deeper in 2019, it is likely that some further disruptions and inefficiencies
may occur, although management has implemented many protocols to ensure
that the safety of our employees and contractors remains the ultimate driver, as we
complete the mining phase.

In summary:
m  The mining of ore is anticipated to cease around April 2019,
m  Processing will continue through to approximately May 2020, and

m More than half of the ore to be processed through to May 2020, has already
been stockpiled.
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Limited

Strategy and Direction

The Board will continue to focus
on realising value from the current
operations whilst also looking at
the optimal future use of all of the
Company’s assets and exploration
potential. With this in mind, during
2018, the Company has initiated

a Pumped Hydro Energy Strorage
(PHES) sale process. Negotiations
continue with a preferred bidder but
remain incomplete.

Whilst the Exploration Target in and
around the pit is promising, a number
of the underground targets that are

in the area directly below the pit rim
and to the north of the pit are likely

fo be sterilised should the PHES sale
proceed.

Therefore, areas to the south like

Nugent are being reviewed to consider

whether they are viable as standalone
operations for underground mining.

In addition, the Company is building
a pipeline of near mine exploration
projects for future evaluation. To this
end, low cost exploration activities
are being conducted on a number
of areas to improve prospectivity
and generate specific drill targets.
The importance of any exploration
success to shareholders is that it
may add substantial value to the fully
owned processing infrastructure at
Kanmantoo, given its proximity to
these target areas.

Site rehabilitation works have been
undertaken progressively to date but
there will be a need to complete this
activity after cessation of operations.
Detailed plans for this work have been
prepared. In any case, the processing
facilities and associated infrastructure
retains some residual value post wind
down of operations, for which options
are currently being evaluated to
crystallise this value for shareholders.

Safety and community

The emphasis on reducing safety
incidents has pleasingly led to a
significant and sustained reduction in
the total recordable injury frequency.
This has resulted in a 60% reduction
over the calendar year 2018 and a
63% sustained reduction over the last
four years.

Working with the local community
on the progressive rehabilitation of
the site, local community projects
and concepts such as the PHES,
have advanced with input by the
hard-working Kanmantoo Callington
Community Consultative Committee.
With the rehabilitation concentrated
in and around the mining operation,
we are determined to leave a positive
legacy in the district post mining.

2019 key focus areas

The key focus areas will be completing
mining, continuing to maximise
processing efficiency, winding back
overheads, pushing forward with

the PHES, building the value of the
exploration potential and returning cash
fo shareholders.

Whilst the outlook for copper is promising,
the Company will continue to carefully
manage its fixed pricing contracts with
some flexibility to deliver product into the
spot market when A$ prices are relatively
high or otherwise utilise fixed pricing
when prices are relatively weak.

Finally, we sincerely thank our fellow
directors for their guidance and diligence,
all shareholders, employees, suppliers
and our local community for their
commitment and continued support
during 2018 and we look forward to
continuing that relationship through 2019
and beyond.
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Hillgrove Resources Limited

i

Kanmantoo

Hillgrove’s flagship development is the
open pit Kanmantoo Copper Mine in
South Australia, located 55 kilometres
from Adelaide and close to road,

rail, power and Port Adelaide. The
exploration and mining lease is dotted
with historical copper and base metal
operations and includes the former
Kanmantoo Mine, a medium sized
copper operation that operated from
1971 to 1976. The location of the
Kanmantoo Copper Mine offers many
operational and logistical advantages,
with a main highway passing close to the
project and being approximately 90km
by road to Port Adelaide, permitting the
trucking of copper concentrate.

The mine site is connected to the
electricity grid and has mains water
available, although most of the process
water is supplied by the District Council
of Mount Barker’s treated waste water
programme with a supplementary
(untreated) supply from SA Water,
providing 100% redundancy to the
Mount Barker supply.

Approximately 190 Hillgrove personnel
currently staff the mine. Due to
Kanmantoo's location close to the
outer-Adelaide regional centres of Mt
Barker and Murray Bridge there is no
requirement to provide fly in/fly out
facilities. The resulting mix of staff
comprises about 12% from the local
area, 67% from the nearby regional
area, 15% from Adelaide metropolitan
area and the remaining 6% from outside
of these regions.

Copper Mine, South Australia (cont.)

Along with Hillgrove's direct
employment, specialist contract services
are being undertaken by its three

main mining contractors which have a
combined permanent workforce of some
b5 employees on site. The combination
of specialised contract skills and
experienced Hillgrove employees has
allowed a high level of quality control

in the critical areas of drilling, blasting,
production and dilution control during
mining and milling operations.

The safety performance in CY18
improved significantly with Total
Reportable Injury Frequency Rate
(TRIFR) down to 8.2 injuries per
million work hours (CY17: 20.3). Injury
prevention in CY19 will continue to
focus on manual handling practices
and reducing soft muscle injuries in
static roles.



Copper production was 22,584 tonnes
of copper in concentrate, the highest
annual production recorded at
Kanmantoo. C1 costs were within
guidance at US$2.09/Ib of copper
produced (guidance US$2.00/Ib to
US$2.25/Ib). High grade gold areas
encountered on the eastern lens of the
pit also contributed to gold production
of 6,0030z, slightly above the revised
guidance range of 5,0000z to 6,0000z
gold in concentrate.

Mining costs were $18.28/BCM, and
processing costs $8.43/tonne milled.
Mining production in CY18 was 27%
lower than the previous year, as
expected, due to the tighter working
areas as the pit nears completion,
resulting in increased unit mining

costs (CY17: $13.15/BCM). The unit
mining costs were also driven up by the
increased rate of final landform shaping
of the waste rock dumps as part of the
progressive rehabilitation programme.
Utilising idle mining equipment during
the mining production phase is the
most cost-effective way to complete the
rehabilitation obligations.

A number of factors including a lack

of equipment availability, inclement
weather, a tighter working area in

the pit and the rock fall in December
(which is likely to reduce future copper
production by 2,000 tonnes) contributed
to a slower than expected mining rate
which will delay the completion of
mining and add to costs.

A low strip ratio increased ore
production to 5.7M tonnes (CY17:
3.9M tonnes), creating ore stockpiles of
2.9M tonnes, which is equivalent to 10
months mill feed. The stockpiles will
continue to grow as the pit is completed
and then processed for approximately
12 months after mining ceases. It is
during this period that the bulk of the
cash accumulation is expected to occur
as mining costs are no longer incurred
in the business.
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Milling costs were higher than the
previous year (CY17: $7.41/tonne
milled) due to unplanned maintenance,
which included replacement of the mill
gearbox and motor, rotation of the girth
gear and the primary crusher rebuild
which led to higher costs and reduced
mill throughput. Risk management
through critical spares limited the
downtime associated with these

major works.

Hillgrove continued its engagement
during the year with the local
Kanmantoo Callington Community
Consultative Committee (KCCCC).

In CY18, the Company assisted the
KCCCC to develop a regional master
plan which focusses on how the mine
can have a lasting positive effect on the

local area, through shared infrastructure
and enhancing the local environment
by linking on site rehabilitation works
with off site vegetation. This innovative
approach was recognised in the 2018
Premier’'s Awards as an excellent
example of community engagement.

Along with direct employment
opportunities and the significant use of
local suppliers and businesses, Hillgrove
continues to support local township
community events and sporting groups,
and engages with local Councils on
support and provision of services. The
Company also supports the awareness
of and education in the mining industry
through its support of mining training,
induction programmes and scholarships
for study in the resources industry.

Annual Report
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Exploration
NEAR MINE AND REGIONAL EXPLORATION

In 2018, the Company continued to advance a number of opportunities for organic growth around the Kanmantoo infrastructure,
namely the Kanmantoo Underground Exploration Targets, the South Kanmantoo Cu-Au targets, and the Kanappa and Mt

Rhine Cu-Au exploration projects. In addition to this, a number of new opportunities became evident and are continuing to be
evaluated, including the South-East Regional Corridor for magmatic hosted Cu-Au mineralisation.

The development of these opportunities resulted in several announcements in 2018 on their progress on 8 May, 24 May,
26 June, 31 July, 16 October and 7 December 2018.

Kanmantoo Underground Exploration Targets

The Company demonstrated the extension of several high grade copper-gold zones beyond the final open pit design. This
resulted in the announcement (25 May 2017) of an Exploration Target! of: 5-10Mt @ 1.7-2.2% Cu, 0.4-1.0g/t Au

I I I
614500mN 615000mN 615500mN

Kanmantoo
Copper Mine

o o e o =,

— 800m RL

— 600m RL
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e e
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Kanmantoo Copper Mine Longitudinal Section - Exploration Target Zones

If the Pumped Hydro Energy Storage (PHES) transaction proceeds to financial
closure, then the Exploration Target immediately below the Giant Pit (but not the
former Nugent Pit) will likely be sterilised and underground mining may not be
possible.

However, the change in the final pit wall design may enable an opportunity to exploit

1 The Exploration Target is conceptual
in nature as there has been
insufficient exploration to define a
Mineral Resource. It is uncertain if
further exploration will result in the
determination of a Mineral Resource.

a number of the Cu-Au zones through an underground mining operation before any
PHES agreement is closed. This possibility is being investigated.



Exploration (cont)

NEAR MINE AND REGIONAL EXPLORATION (cont.)

Kanmantoo Underground Exploration Targets (cont.)
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The above diagrams show two cross sections through the Central Kavanagh Cu-Au
mineralisation at depth under the final pit shell. This Cu-Au zone is only 50 metres
from the final open pit shell and is one that is being investigated for underground
mining.

NUGENT UNDERGROUND
OPPORTUNITY

The Nugent underground feasibility
study was completed in 2018 and an
application to the Department of Energy
and Mining for a permit to commence
the evaluation of the lode system via
underground drilling platforms and trial
stoping was submitted and approved.
Since that application, it has been
determined that the proposed access
route to the Nugent lode system from
the Giant Pit will be affected by the
PHES, and alternative underground
access routes are now being evaluated.
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Hillgrove Resources Limited
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Exploration (cont)

NEAR MINE AND REGIONAL EXPLORATION (cont.)
™ L e
\ ! . NN
* North West "
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Kanmantoo Exploration

Exploration activities around the
Kanmantoo mine site have identified a

number of geochemical and geophysical

targets for further exploration.

SOUTH KANMANTOO MINE
CORRIDOR

This zone of interest is within 1,500m
of the processing plant. Previous drilling
has intersected a number of Cu-Au
zones of interest that require further
work. This area is a focus for further
underground mining opportunities, with
intersects including:

m 5m @ 2.5% Cu, 0.8g/t Au from
13min KTRC742

m 19m @ 0.9% Cu, 0.5g/t Au from
48m in KTRC757

® 33m @ 0.8% Cu, 0.1g/t Au from
12m in KTRC264

STELLA

In 2018, the Stella target was mapped
with a Magneto-Telluric (MT) survey
that identified a strong deep-seated
conductor that is coincident with a
magnetic high and is supported by

an Induced Polarity (IP) chargeability
zone. This zone has not been previously
drilled.

NORTH-WEST KANMANTOO

Mapping and sampling has identified
a 4km long zone of Cu-Au anomalism
coincident with a strong magnetic high
and broad widths of FeOx alteration at
surface, within bkms of the processing
plant.

KTRC861 |-
56m @ 0.6% Cu,
0.1g/t Au

KTRC757
19m @ 0.9% Cu,[

0.5g/t Au KTRC264

33m @ 0.8% Cu,

KTRC157 ' . 01g/t Au
37m @ 0.5% Cu, O \ =
0.1gh Au ' KTRC255

v . : 17m @ 0.5% Cu,
0.2g/t Au

/) NORTH

metres

Kanmantoo exploration areas

Kanappa Copper-Gold Exploration

Hillgrove has previously identified a copper-gold mineralised zone at Kanappa over
4.8km long, confirmed with soil and rock chip sampling. In 2018, the Company

completed a detailed ground magnetic survey and an IP survey. As a result of this
work, six drilling targets were identified, of which three drill holes were completed.

The drilling at Kanappa was prematurely terminated after only three holes due to
excessively broken ground, which resulted in the drill holes not being able to reach
planned depth, low penetration rates, high water consumption and higher costs.

All assays from the diamond drilling of the three holes at Kanappa have now been
received. For the full report see the ASX release of 30 January 2019. The photograph
opposite shows an example of the copper mineralisation intersected in KPDDOO02.



Exploration (cont)

NEAR MINE AND REGIONAL EXPLORATION (cont.)

Kanappa Copper-Gold
Exploration (cont.)

The drill holes intersected a wide
sequence of potassic, chlorite and
sericite altered and veined sediments,
monzonites and diorites that is at

least 250m wide and open to the

east. Petrology work by internationally
respected alteration petrologist, Dr
Roger Taylor, on a suite of samples from
the first hole (KPDD002), is summarised
below. Further work is in progress to
confirm these observations and their
implication for the next drilling program.

Dr Taylor comments, “the paragenesis
records a classic magmatic related
down temperature sequence, often
recorded in porphyry copper gold
systems and in several iron oxide copper
gold systems.”

These drill results confirm the
Company’s view that the Kanappa area
is prospective for large scale magmatic
related copper-gold mineral deposits.

Results from all holes are as follows:

KPDD002
B 7m @ 0.4% Cu, from 230.5
downhole

m 2m @ 1.3g/t Au from 358m
downhole

KPDD003

B 45m @ 0.2% Cu, from 47m
downhole, including two higher
grade zones

5.5m @ 0.47% Cu from 69.5m
downhole, and

4.5m @ 0.65% Cu from 85.0m
downhole
KPDD004

m 1.0m @ 0.2% Cu, from 100m
downhole

KPDD002
—2mRL

45m @ 0.2% Cu,
Mo to 241 ppm, KPDDO003

Co to 1175 ppm

from 47m downhole

Melange of diorite, skarn,
breccias with K-spar, sericite,
chlorite epidote alteration

Chlorite sericite

altered metasediment

— 200m RL
AR
1 :

— 150

Cu Legend
> 1000 ppm Cu
= 600 - 1000 ppm Cu
s 400 - 600 ppm Cu
e 250 - 400 ppm Cu
150 - 250 ppm Cu

— 100m RL

— 50m RL
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ma 139t | Iyt
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Cross Section looking north of KPDD0O02 and KPDDOO3 drill holes at Kanappa

Drill core from KPDD0OO2
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MT RHINE COPPER-GOLD EXPLORATION PROJECT
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Plan of the 1.7km long geophysical anomalies at the Cu-Au target zone at Mt Rhine

The Company had previously identified
two significant zones of copper-gold

at Mt Rhine through a systematic soil
and rock chip sampling program. In
2018, the stronger copper-gold zone
was covered with a program of ground
magnetics and pole-dipole IP. The
diagram above shows an isometric view
of the magnetic and IP chargeability
results which indicate a 1.7km long
anomaly for drill targeting.

The Mt Rhine Project is 80kms via
existing roads from the Kanmantoo
processing plant and 12kms from the
Kanappa copper-gold project.

Hillgrove Resources Limited
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Exploration (cont)
PUMPED HYDRO ENERGY STORAGE

During 2018, and based on strong interest from a number of parties in the PHES
project, the Company conducted a formal process to seek offers for the sale of
rights to establish a PHES project utilising the final pit void at Kanmantoo. The aim
of the process was to unlock the value inherent in the project post the completion of
mining at Kanmantoo.

The end of mine Kanmantoo Pit presents a potential PHES opportunity due to the
difference in elevation between the base of the pit and an upper reservoir (>400m),
its proximity to the South Australian Electricity Interconnector, water availability, its
land holding on surrounding properties and the South Australian electricity market
requirements.

PHES helps address the challenges faced in the state emanating from reliance on
renewable energy, by adding system stability and storage, and also by providing
opportunities for associated projects, such as solar.

The process called for non-binding indicative offers to be received in Q3 2018,
and binding offers to be received in Q4 2018. Based on the indicative offers, the
Company together with its advisor Key Pacific selected a shortlist of bidders to
progress to the binding bid stage with final offers received in the December
2018 quarter.

gy g ‘
Tailings Storage Facility
: . Upper Pond
; Giant Pit —— e e and Dam
. (Lwer g 4 Upper Waterway

Powerhouse and
/ Transformer Cavern

o

Access tunnel from Giant Pit

NORTH

Kanmantoo Pumped Hydro Energy Storage - generalised project layout

The Company evaluated these bids against the potential returns from an
underground development. If this transaction were to proceed, the inferred resource
and the exploration targets that sit directly below the final pit footprint would be
sterilised, meaning that mining of this resource would only be possible before
commencement of the construction of the PHES facility.

The PHES bid process was completed as planned and a preferred bidder has
been selected. Negotiations have progressed well but are incomplete at the date of
this report.

INDONESIAN
PROJECTS

The Company is continuing to progress
its withdrawal from Indonesia.

The Indonesian projects have been on
care and maintenance since 2013 and
the carrying values of both projects were
fully impaired in 2015.
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Mineral Resource and Ore Reserve Estimates

On 18 October 2016 a Mineral Resource Estimate and Ore Reserve Estimate was announced for the Kanmantoo Copper Mine.
The 2016 Mineral Resource Estimate for the Giant Pit was updated in 2017 with 1,617m of in-pit RC drilling (<0.01% increase in
drill metres) to provide more certainty for the production schedules. The in-pit drilling has not resulted in a material change to the
total Mineral Resource Estimate.

The 2017 Mineral Resource Estimate for the Kanmantoo District is reported at the 31 December 2018 mined surface and is
therefore depleted for production to 31 December 2018. As production has only been from the Giant Pit, only the Giant Pit has
been depleted. The Mineral Resource Estimate is inclusive of the Ore Reserve Estimate also tabulated below for the same surface
and cut-off grade for the Giant Pit.

The Kanmantoo Ore Reserve Estimate at 31 December 2018 in the table below has been depleted for production to 31 December
2018. It represents the ore within the remaining Giant Pit which is expected to be recovered by May 2019, and ore which has
already been mined and sitting on surface in stockpiles which will be processed after the completion of mining of the Giant Pit.

Kanmantoo Global Mineral Resource Estimate at 31 December 2018

o = O S

Kanmantoo Copper Mine, Measured 5.1
All Deposits Indicated 9.0 0.6 0.1 15 57
Inferred

o, T I, P

Note: Economic cut-off grade is 0.20% Cu.

Giant Open Pit Mineral Resource Estimate at 31 December 2018

o I T N N

Kanmantoo Copper Mine, Measured 3.8
Giant Pit Only Indicated 35 0.5 0.1 0.9 18
Inferred

S I T Y NV NN

Note: Economic cut-off grade is 0.20% Cu.

Kanmantoo Open Pit Ore Reserve Estimate at 31 December 2018

o N T O N

Kanmantoo Copper Mine Proved

(Giant Pit) Probable
n-m-_m--

Stockpiles

Note: Economic cut-off grade is 0.20% Cu. The stockpiles are not assayed for gold or silver so no estimate for gold or silver grades are provided,
however gold and silver are expected to be recovered from the stockpiles.

The figures included in the Mineral Resource and Ore Reserve statements are estimates only and not precise calculations,
therefore appropriate rounding according to JORC guidelines has been applied. Discrepancies in totals may occur due
to rounding.



Kanmantoo underground copper-gold Exploration Target

The Kanmantoo Exploration Target in this Annual Report is based on currently available data and was reported on 25 May 2017.
The Exploration Target is conceptual in nature as there has been insufficient exploration to define a Mineral Resource. It is
uncertain if further exploration will result in the determination of a Mineral Resource under the “Australasian Code for Reporting
of Exploration Results, Mineral Resources and Ore Reserves, the JORC Code” (JORC 2012). The Exploration Target is in addition
to the Mineral Resource Estimates tabulated above.

EXPLORATION TARGET
Grade Range Grade Range

(m) (Mt) (Cu%) (Au g/t) (CuEq%)
Coopers 6-10 0.1-0.3 1.5-2.0 0.4-0.8 1.8-25
North Kavanagh 6-10 0.1-0.7 1.5-2.0 0.4-0.8 1.8-25
North East Zone 12-33 0.4-0.7 2.0-2.5 0.4-0.8 2.2-3.0
East Kavanagh 10-24 0.4-0.8 2.0-2.5 0.05-0.2 2.0-2.6
Central Kavanagh 13-30 1.2-22 1.5-2.0 0.1-0.4 16-2.2
West Kavanagh 11-28 0.8-1.6 2.0-25 0.01-0.05 2.0-25
South West Kavanagh 7-22 0.8-1.0 1.8-2.2 0.1-04 1.8-24
Spitfire 16-37 0.4-0.7 1.5-2.0 1.5-3.0 2.5-4.0
Nugent 8-15 0.8-2.0 1.5-2.0 1.5-25 2.5-35

Competent Person’s Statement

The information in this release that relates to Ore Reserve and Mineral Resource Estimates were prepared by Competent Persons in accordance with the JORC
Code 2012. Further information on the Kanmantoo Mineral Resources and Ore Reserves is available in the Hillgrove Updated Mineral Resource and Ore Reserve
Estimate released to the ASX in this annual report, which is also available on the Hillgrove Resources website at www.hillgroveresources.com.au. Hillgrove
Resources confirms that it is not aware of any new information or data that materially affects the information included in that market announcement and, in the
case of estimates of Mineral Resources and Ore Reserves that all material assumptions and technical parameters underpinning the estimates in the relevant
market announcement continue to apply and have not materially changed. Hillgrove Resources confirms that the form and context in which the findings of the
Competent Persons (Peter Rolley in relation to the Mineral Resource Estimates and Lachlan Wallace in relation to the Ore Reserve estimates) are presented, have
not been materially modified from the original market announcement apart from mining depletion. Peter Rolley (MAIG) and Lachlan Wallace (MAusIMM) consent
to the inclusion in this report of the matters based on their information in the form and context in which they appear.
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Sustainability: Environment, Safety and Community

Hillgrove’s Sustainability and Work
Health & Safety Policies provide a
strong, ethical foundation for our
approach to health, safety, environment
and community (HSEC) responsibilities.
Supporting these policies, Hillgrove

has implemented an Integrated

Risk Management System (Kan-do)
across our operations. The system
incorporates a prioritised risk based
approach and continual improvement
framework, ensuring our HSEC policy
objectives and legislative compliance
are achieved.

To reduce the risks as low as reasonably
practicable, the Kan-do system provides
the appropriate safe systems of work,
clearly outlined responsibilities and
accountabilities, and a strong audit
framework. Hillgrove has identified its
Principal HSEC risks and implemented
the appropriate control measures.

The Kan-do system is driven by
effective leadership, the acceptance
of individual responsibility and the
promotion of a risk aware culture
across its operations through the
implementation of a Due Diligence
Model.

KAN-

Our attitude at Kanmantoo

The Kan-do system is audited regularly,
and improvements are monitored through
Hillgrove’s Senior Leadership Team and the
Audit and Risk Committee.

Prudent and environmentally responsible
operational management at Kanmantoo
has helped reduce our overall rehabilitation
expenditure, while building our reputation
with the community as a good neighbour
and an ethical mining operator.

Progressive rehabilitation of the site has
commenced and the Integrated Waste
Landform (IWL) comprised of our waste
rock and the tailings storage facility has
seen considerable progress. The continued
revegetation of the Mining Lease has seen
further linkages of remnant woodland
areas and enhancement of conserved
remnant vegetation. The establishment of
high quality native vegetation on adjacent
land is assisting Hillgrove to return up to
10 hectares of high quality rehabilitated
land to the community for every hectare of
native vegetation we have disturbed.

The establishment of this vegetation as

a community asset is being integrated
into a “Community Master Plan” to
ensure real benefit back to the impacted
community and the natural environment.
We continue to produce and harvest
native seed as well as conduct wild seed
collection to ensure there are sufficient
propagules to enable this important
work.

Strategic community engagement
continues utilising the long established
Community Engagement Plan. Regular
reviews and modifications to the plan
continue to ensure engagement of

the community remains effective and
productive.

We remain pro-active in meeting the
ongoing challenges and impacts of

our site through the use of real-time
monitoring and alert systems focused
on dust prevention and action and the
blasting notification SMS system. There
is however always room for improvement
and as such we utilise working groups
made up of community and committee
members and regulators to drive actions
and ideas to improve performance.

X X4

Premier Steven Marshall recognising the excellent work by Hillgrove and the local community in developing the regional Master Plan;

ensuring positive and enduring benefit for the community surrounding the Kanmantoo mine
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These financial statements are the consolidated financial statements for the consolidated
entity consisting of Hillgrove Resources Limited and its subsidiaries. The financial
statements are presented in the Australian currency.

Hillgrove Resources Limited is a company limited by shares, incorporated and domiciled in
Australia. Its registered office and principal place of business is:

Hillgrove Resources Limited
Ground Floor, 5-7 King William Road, Unley, South Australia 5061

The financial statements were authorised for issue by the Directors on 28 February 2019.
The Directors have the power to amend and reissue the financial statements.

Through the use of the internet, we have ensured that our corporate reporting is timely and
complete. All press releases, financial reports and other information are available at our
Investors’ Centre on our website www.hillgroveresources.com.au
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Hillgrove Resources Limited

Directors’ Report

The Directors present their report on the consolidated entity (referred to hereafter as “the Group™) consisting of Hillgrove Resources
Limited (Hillgrove or the Company) and the entities it controlled during the 12 months ended 31 December 2018.

PRINCIPAL ACTIVITIES

Hillgrove Resources Limited is an Australian mining company listed on the Australian Securities Exchange (ASX: HGO) focused
on operating its flagship Kanmantoo Copper Mine and associated regional exploration targets, located less than 55km from
Adelaide in South Australia.

The Kanmantoo Mine has been mined at the rate of up to 20 million tonnes per annum and in 2018 produced 22,584 tonnes of
copper. Copper concentrate production from the Kanmantoo Copper Mine is sold to Freepoint Metals & Concentrates LLC under
a 100% off take agreement.

DIRECTORS AND OFFICERS

The Directors and Officers of the Company at any time during the 12 month period or since the end of 31 December 2018 are:

Name/Qualifications Experience and special responsibilities

Mr John Gooding Independent Non-Executive Chairman / Chairman Nomination and Remuneration Committees
Qualifications Assoc Dip. Mining Eng., FIE Aust., F. Aus. IMM, MAICD

Experience John is a Mining Engineer with over 40 years experience in the resources industry. He has held

executive management positions with CRA, Normandy Mining, MIM, Xstrata (CEQ Xstrata Copper
Australia), Ok Tedi Mining and Roche Mining. John has extensive experience in gold and base metal
mining (both open-cut and underground) through the management and operation of mines in Australia
and internationally. He was the Managing Director and CEO of Highlands Pacific for nine and a half years
until November 2016, and was a Board member of the PNG Chamber of Mines and Petroleum from
2009. He is also the Non-Executive Chairman of the Board for Kasbah Resources Ltd and a
Non-Executive Director of KGL Resources Ltd.

John is a member of the Audit and Risk Committee.
Appointed 31 May 2007.

Mr Maurice Loomes Non-Executive Director

Quialifications B.Comm (Econ Hons), F.Fin.

Experience Maurice has a Bachelor of Commerce (Econ Hons) and over 40 years experience in investment analysis
and strategy gained across many industries, including roles at Bain and Company, Industrial Equity
Limited, Westmex Limited, Guinness Peat Group PLC and many others. He has also held numerous
directorships of public companies including CIC Australia Limited (1994-2013), Guinness Peat Group
PLC (1996-2000) and Tower Limited (2003-2005). Maurice is currently a Non-Executive Director of
Ariadne Australia Limited (2004- ) (a significant shareholder of Hillgrove Resources) and was formerly a
Non-Executive Director of Calliden Group Ltd from (2000- 2014).

Maurice is a member of the Remuneration, Audit and Risk and Nomination Committees.
Appointed 25 November 2013.

Mr Philip Baker Independent Non-Executive Director / Chairman Audit and Risk and Treasury Committees
Quialifications CPA, MAICD, BBus, PGDipBA
Experience Phil is a Certified Practising Accountant with over 37 years in the mining industry. He started with MIM

Holdings in 1980 undertaking various roles before leading the development and construction of the
Ernest Henry copper/gold mine from 1995-97, and then was responsible for the copper refinery and
other operations in north Queensland. He became Group Treasurer and later EGM - Strategy, Planning
and Development, before leaving MIM in 2003. Phil was then CFO and Company Secretary at Peplin
Limited and later QVMIAG Limited before joining Lihir Gold Limited in 2007 as CFO, serving as CEO for
three months in 2010 before the takeover by Newcrest Ltd. After a period consulting to the resources
industry, Phil joined Rio Tinto in 2012 as CFO of Pacific Aluminium to help prepare it for divestment,
leaving in late 2013 when it was reintegrated into Rio Tinto Alcan.

Phil is a member of the Remuneration and Nomination Committees.
Appointed 29 October 2014.




Directors’ Report (cont.)
DIRECTORS AND OFFICERS (con)

Mr Anthony (Tony) Breuer | Independent Non-Executive Director

Qualifications

BCom/LLB

Experience

Tony has over 30 years of experience at investment bank Gresham Partners Limited and is currently
Managing Director of Gresham Funds Management Group and Deputy Chairman of Gresham Partners
Capital Limited, and is a Board member of various Gresham group companies and committees. He
was formerly, Director of National Gallery Australia Foundation. He was admitted as a Barrister to the
Supreme Court of NSW.

Tony is a member of the Remuneration, Audit and Risk and Nomination Committees.
Appointed 1 June 2017.

Mr Steven McClare Chief Executive Officer and Managing Director

Qualifications

BEng (Mining Hons), M.Aus.IMM

Experience

Steve joined Hillgrove in September 2012 as the General Manager Operations at the Kanmantoo Copper
Mine and in May 2015 he was promoted to Chief Executive Officer and Managing Director. Previously
the Deputy General Manager, then Head of Mining Operations for Newcrest Mining’s Cadia Valley
Operations, Steve has spent a significant portion of his career constructing, ramping up and optimising
mining operations, including Telfer, Cadia Hill, Ridgeway Deeps and Cadia East for Newcrest, and Callie
for Newmont. With a background that includes management of Normandy’s White Devil Mine, and

also various roles within Mount Isa Mines and a work/study Mining Engineering Cadetship with Western
Collieries when he joined the industry in 1989. Steve boasts significant experience within industry
ranging from underground operations to 150ktpa to 26mtpa, to open pit operations of 2mtpa to 24mtpa.

Steve is a member of the Treasury Committee.
Appointed 27 May 2015.

Mr Paul Kiley Chief Financial Officer & Company Secretary

Qualifications

B.Ec, CPA

Experience

Paul has over 30 years of experience in the mining, oil and gas industries. He spent 13 years with
Newmont (and previously Normandy) in a number of executive roles including Director for Corporate
Development for Newmont’s Asia Pacific region and the Group Risk Manager. He also spent six years in
senior roles with Occidental Oil & Gas, working in both Australia and the United States of America.

Paul is a member of the Treasury Committee.
Appointed 12 June 2015.

Directors’ Meetings

The number of Directors’ meetings and number of meetings attended by each of the Directors of the Company during the twelve
month period are:

Director A B A B A

Mr J E Gooding 15 15 7 7 8 8 1 1 - -

Mr M W Loomes 15 14 7 6 8 7 1 - - -

Mr P Baker 15 15 7 7 8 8 1 1 2 2

Mr A Breuer 15 15 7 7 8 8 1 1 - -

Mr S P McClare 15 15 7 7 8 8 - - 2 2
A — Number of meetings held during the Directors time in office B — Number of meetings attended

The Treasury Committee members are Mr P Baker, Mr S McClare, Mr P Kiley and Mr J Sutanto (Group Finance & Planning

Manager).
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RESULTS

Revenue from ordinary activities

EIEVRIOl CY17: $113.3m

Profit / (Loss) from ordinary
activities after tax attributable
to the owners of

Hillgrove Resources Limited YA CY17: ($14.1m)

Profit / (Loss) for the period
attributable to the owners of

Hillgrove Resources Limited LYLRT G CY17: ($14.1m)

OVERVIEW OF CONSOLIDATED
FINANCIAL RESULTS

For the year ended 31 December 2018, the net profit after tax
was $29.5 million compared to a net loss after tax of $14.1
million for the year ended 31 December 2017. The underlying
net profit after tax during the year was $29.7 million compared
with a $8.4 million loss in 2017 (refer page 21 for further details
including a reconciliation of statutory results to underlying
results).

Before the non-underlying items, the operating result for 2018
was a profit before interest and tax (EBIT) of $27.6 million
compared to an EBIT of $4.4 million in 2017. Depreciation
expense in CY18 was $4.9 million higher than the previous year,
in line with the higher copper production which occurred during
CY18. With non-cash depreciation and amortisation added
back, underlying EBITDA in 2018 increased by $28.1 million
from $16.2 million to $44.3 million as a result of increased
production.

REVIEW OF OPERATIONS FOR
THE CY18 YEAR AND OUTLOOK

With the completion of the Giant Pit cutback in December
2017, the Company entered a cash-generative phase as low
operating strip ratios resulted in the stockpiling of mined ore
which enabled higher grade ore to be prioritised through the
plant. Average milled grade for CY18 was 0.74% compared
to 0.48% in the previous year. As a consequence,
underlying EBITDA for CY18 increased from $16.2 million
to $44.3 million and inventory on hand increased by $20.9
million from $12.7 million to $33.6 million at the end of
December 2018.

The free cash flow generated from the higher copper sales
allowed the Company to improve its balance sheet through
debt reduction of $8.6M, a reduction in the creditors
balance of $21.7M, and a build up of cash of $2.5M by year
end.

As a result of cash flow challenges during CY16 and CY17,

a number of payable and debt repayments were deferred
until CY18. By the end of 2018, trade creditors which have
supported the Company through the 2016 to 2017 period
have been returned to near normal trading terms, employees
have been repaid their salary deferments and the Company
is close to being debt-free.

For CY18, the company achieved its highest annual copper
production on record of 22,584 tonnes of copper metal
which was sold at an average price of A$8,833 per tonne
(CY17: 14,802 tonnes at A$7,763 per tonne). At the end of
December 2018, the Company had fixed pricing agreements
in place for future sales of 10,900 tonnes of copper at an
average price of $8,873 per tonne, representing about 60%
of expected remaining production for the life of mine.

During the year, the Company initiated a formal process
to seek offers for the PHES project. Negotiations with the
preferred bidder have progressed but are incomplete.



KANMANTOO COPPER MINE PRODUCTION STATISTICS

MAR-18 QTR  JUN-18 QTR ~ SEP-18 QTR  DEC-18 QTR Cy18 CY17

Ore to ROM from Pit kt 1,636 1,843 1,184 1,064 5,728 3915
Mined Waste kt 2,571 1,889 1,614 1,483 7,557 14,388
Total Tonnes Mined kt 4,207 3,733 2,799 2,547 13,285 18,303
Strip Ratio W:0 1.6:1 1.0:1 1.4:1 1.4:1 1.3:1 3.7:1
Closing Ore Stocks kt 1,257 2,331 2,643 2,893 2,893 484
Mining Grade % 0.47 0.54 0.62 0.52 0.53 0.48
Ore Milled kt 876 747 870 831 3,324 3,427
Milled Grade -Cu % 0.64 0.82 0.80 0.70 0.74 0.48
-Au g/t 0.12 0.15 0.08 0.06 0.10 0.12
Recovery -Cu % 914 925 92.4 91.7 92.0 90.6
- Au % 54.3 55.5 585 54.4 55.6 51.8
Cu Concentrate Produced Dry mt 21,6563 24,023 26,794 22,106 94,576 67,265
Concentrate Grade - Cu % 23.7 235 24.1 24.3 23.9 22.0
-Au g/t 25 2.6 15 1.2 2.0 3.1

Contained Metal in Concentrate
-Cu t 5,122 5,642 6,454 5,366 22,584 14,802
- Au 0z 1,770 2,042 1,306 885 6,003 6,785
-Ag 0z 36,996 40,139 45,247 39,211 = 161,592 110,551
Total Concentrate Sold Dry mt 23,395 23,335 26,391 22,981 96,102 65,161

During 2018, Hillgrove achieved production of 94,576 tonnes of dry concentrate containing 22,584 tonnes of copper and 6,003
ounces of gold from the Kanmantoo Copper Mine, a record year for copper production.

With the completion of the Giant Pit cutback, strip ratios significantly decreased from 3.7:1 to 1.3:1, leading to increased ore
production from the Pit. As a result of this, stockpiles increased from 484k tonnes at the beginning of the year to 2,893k tonnes
by 31 December 2018. This ore inventory stockpile (equivalent to 10 months of processing) increases the business’ resilience
by allowing stockpiles to be processed if there are any unplanned mining interruptions. In addition to this, it allows copper
production to be optimised by enabling high grade ore to be preferentially processed.

The Company has taken the opportunity to accelerate the earthworks associated with the rehabilitation obligations prior to the
completion of mining in mid-2019. Progressive rehabilitation using idle equipment is the most cost effective method to complete
the rehabilitation obligations and will progressively reduce the Company’s environmental liability.

The 3.0Mtpa processing plant continued to operate above nameplate capacity, with crushing and milling of 3.3M tonnes during
CY18, against 3.4M tonnes in CY17. The slight reduction on the prior year was a result of the temporary stoppages to production
emanating from the crusher bearing and mill motor replacement.

Mining costs were $18.28/BCM, and processing costs were $8.43/tonne milled. The mining unit costs increased during the
year (CY17: $13.15/BCM) due to the increasingly tight working areas as we approach the final months of mining (which reduces
efficiency as the work area eventually becomes too small to manage load/haul and drill/blast activities concurrently), weather
related delays, and the effect of the December 2018 rock fall.

The CY18 C1 cost of US$2.09/Ib of copper produced was within guidance of US$2.00/Ib to US$2.25/Ib.
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Directors’ Report (cont)

REVIEW OF OPERATIONS FOR THE CY18 YEAR AND OUTLOOK (conr)

KANMANTOO COPPER MINE PERFORMANCE
Monthly Mining Performance

600 ] — 800

— 700
500 —
— 600
400 — | 500

300 — L 100

— 300
200 —

— 200

Total Ore Tonnes (thousands)

100 —

Total BCM Movement (thousands)

— 100

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2018 2018 2018 2018 2018 2018 2018 2018 2018 2018 2018 2018

- Total BCM movements (LHS) = Total Ore tonnes (RHS)

Monthly Processing Performance
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EXPLORATION PROGRAMME

Exploration activities during the year were focused on optimising the underground
plan for the Exploration Target! at the Kanmantoo Copper Mine, testing the regional
copper-gold projects, and undertaking diamond drilling at the Kanappa tenement.

As previously announced in 2017, the Company has demonstrated the extension
of several high grade copper-gold zones beyond the final open pit design, with the
most advanced of these being the underground targets in the Nugent zone where
the Company has identified a high copper-gold area (12m @ 2.2% Cu, 7.9g/t Au).
Preliminary design work was completed during the year and the Regulator has
approved the proposed underground exploration drive below the Nugent Pit.

As a result of the December pit wall failure and the resultant modified pit design,
the Company is investigating various underground mining scenarios to profitably
and expediently access the copper mineralisation no longer accessible by open pit
mining. The investigation of this is in addition to the previous work undertaken to
evaluate underground operations on the Nugent lode system.

The successful delineation of the
underground targets may result in an
increase in mine life at Kanmantoo,
made possible only by the utilisation of
the substantial assets of the Company,
the open pit Haul Road and the efficient
processing plant. The development of
these underground opportunities will
be evaluated against the outcome of
the PHES once the formal process is
completed.

Other exploration activities around the
Kanmantoo mine site were undertaken
during the year, and these identified a
number of geochemical and geophysical
targets for further exploration. This
included work in the South Kanmantoo
Mine Corridor, Stella, and North West
Kanmantoo targets.

At Kanappa, the Company completed a
detailed ground magnetic survey and an
IP survey, which led to three drill holes
being completed during the year. The
drill holes intersected a wide sequence
of potassic, chlorite and sericite altered
and veined sediments, monzonites and
diorites that is at least 250m wide and
open to the east — this confirms the
Company’s view that the Kanappa area
is prospective for large scale magmatic
related copper-gold mineral deposits.

At Mt Rhine, a detailed ground magnetic
survey and an IP survey was also
completed, and these identified a zone
with broadly coincident anomalism. The
Mt Rhine target area has a much higher
gold tenor compared to the Kanappa
exploration target and further work is
required to integrate the gold targets
with these copper anomalies for drill
hole targeting.

1 The Exploration Target is conceptual
in nature as there has been
insufficient exploration to define a
Mineral Resource. It is uncertain if
further exploration will result in the
determination of a Mineral Resource.



STATEMENT OF PROFIT OR LOSS

12 months to
31 December 2018

12 months to

31 December 2017 Change
[ $million| $ million $ million
Revenue
Revenue 202.4 126.2 76.2
Treatment and refining (22.3) (12.9) (9.4)
TOTAL REVENUE 180.1 113.3 66.8
Cash costs of production
Mining (78.5) (73.8) 4.7
Pre-strip and deferral (19.4) 159 (35.3)
Processing (30.6) (27.7) (2.9)
Transport and shipping (9.6) (5.1) (4.5)
Other direct costs (5.1) (5.1) -
Inventory movements 20.6 7.8 13.1
Royalties (8.6) (4.6) (4.0
Corporate costs (4.9) (4.4) (0.5)
Gain/(loss) on disposal of assets - (0.1) 0.1
Other income 0.2 0.2 -
Net foreign exchange gain/(loss) realised 0.1 (0.2) 0.3
TOTAL CASH COSTS OF PRODUCTION (135.8) (97.1) (38.4)
UNDERLYING EBITDA 44.3 16.2 28.4
Depreciation and amortisation (16.7) (11.8) (56.2)
UNDERLYING EBIT 27.6 4.4 23.2
Net interest and financing charges (1.7) (4.6) 2.9
Income tax (expense)/benefit 3.7 (8.2) 11.9
UNDERLYING NPAT 29.7 (8.4) 38.0
Non-underlying items, net of tax (0.2) (5.7) 55
REPORTED NET PROFIT / (LOSS) AFTER TAX 29.5 (14.1) 43.5
Non-underlying Items
Fair value movement — convertible notes - (5.5) 55
Impairment - Australian exploration write down (0.2) (0.2) -
Impairment - Kanmantoo assets write down - = -
Total Non-underlying Items (0.2) (5.7) 5.5

Revenue from the sale of concentrate increased from $113.3 million in 2017 to $180.1 million in 2018. Total concentrate sold in
2018 was 96,102 dry tonnes (CY17: 65,161 tonnes) at an average realised price of $8,833 per tonne of payable copper (CY17:
$7,763 per tonne). The value of gold sold in concentrate was $8.2 million (CY17: $10.0 million). The completion of the Giant
Pit cut-back in 2018 led to increased copper production, due to the increased grades available for processing and resulted in an

increase in the volume of concentrate produced.

Cash costs of production were higher, rising from $97.1 million in 2017 to $135.8 million in 2018. Although gross mining costs were

in line with the prior year, pre strip and deferred mining costs were reallocated from the balance sheet to operating costs as waste
removal ratios declined with the completion of the cut-back. In addition to this, transport and shipping, treatment and refining, and

royalties increased due to the higher levels of production.
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CASH FLOW OVERVIEW
Operating activities cash flow

WAL - 12 months to
31 Dec 2018 =i T} b/

Change

-m $ million $ million

Receipts from customers 179.6 101.5 78.1
Payment to suppliers, employees and

contractors (161.6) (100.8) (60.8)

Net cash inflows from operating activities 18.0 0.7 17.3

Net cash inflows from operating activities for the 12 months ended 31 December
2018 were $18.0 million, reflecting the increase in copper metal production during
the year. This includes the expenditure on deferred mining costs of $19.4 million
(2017: $14.5 million). In addition to this, it must be noted that of the $161.6M of
payments made to suppliers, employees, and contractors, $21.7M of this was to
reduce the creditors balance and $1.7M was for the repayment of deferred salaries.
Taking these two items into account, net cash inflows from operating activities would
have increased in 2018 from $18.0M to $41.4M (CY17: -$11.0M).

PRGSO - 12 months to
<H Rl 31 Dec 2017

Investing activities cash flow

Change

[ $ million | $ million $ million

Payments for exploration activities (1.5) (0.1) (1.4)
Payments for property, plant and equipment (5.4) (6.8) 1.4
Net cash (outflows) from investing activities (6.9) (6.9) -

The amount of capitalised pre-strip expenditure decreased in 2018 following
completion of the last bench with a strip ratio greater than ten to one. As such,
investing activities for property, plant and equipment were limited to sustaining capex
at Kanmantoo and costs associated with progressing the PHES. Payments related to
exploration activities increased in 2018 from $0.1M to $1.5M, which largely focussed
on the Kanmantoo tenements and the surrounds (predominantly Kanappa).

PAILGERGH - 12 months to
<Rl - 31 Dec 2017

Financing activities cash flow

Change

[ $ million | $ million  $ million

Proceeds from issue of shares - 5.6 (5.6)
Proceeds from new borrowings 4.0 0.3 3.7
Repayment of borrowings (12.0) (0.3) (11.7)
Repayment of finance leases (0.3) (0.3) -
Net interest paid (incl. transaction costs) (0.8) (0.6) (0.2)
Net cash inflows from financing activities (9.1) 4.7 (13.8)

The $4.0M loan from the South Australian Government was repaid in February
2018 and replaced with a $4.0M copper prepayment of future 2018 copper sales
(provided by Freepoint). This copper prepayment was repaid during the year. In
addition to this, loans related to two contractor creditors were largely repaid during
the year, with the liability due to be fully repaid by February 2019.

STATEMENT OF FINANCIAL
POSITION

With the completion of the investment
phase, the Company entered a free cash
generative phase during the year due

to higher grade ore being selectively
processed. As a result, the balance
sheet significantly improved, with net
assets increasing from $13.8M to
$44.2M.

Cash and cash equivalents at

31 December 2018 were $2.5M. With
the forecast strong copper production,
cessation of mining (thereby reducing
costs), the fixed pricing contracts in
place, and creditors now back on
industry terms, the Kanmantoo copper
mine is expected to generate continued
net cash inflows from operations. This
should enable the Company to generate
significant surplus cash through 2019.

Inventories have continued to build
during the year, with ore stockpiles

and store consumables increasing

from $12.7M at 31 December 2017 to
$33.6M at 31 December 2018. This
build up is due to run-of-mine (ROM)
ore stocks, which increased because the
mine was producing ore at rates faster
than the mill could process at

full capacity.

Property, plant and equipment
decreased by $33.7M to $44.0M
during the year. This was a result

of depreciation and amortisation of
$16.7M, the release of deferred mining
from the balance sheet to the profit and
loss of $19.4M (to normalise costs in
the Giant Pit for the impacts of variable
waste ratios and copper grades), offset
by sustaining capital expenditure of
$2.8M (comprising mainly geotechnical
controls in the pit and ongoing tailings
storage facility construction).

Project costs of $1.5M relate to the
PHES project, which have been
capitalised.



Deferred tax assets of $3.7M were
recognised on the balance sheet. The
tax benefit of carried forward tax losses
of approximately $126.1M has not been
brought to account.

Payables decreased by $21.7M to $26.6M
at 31 December 2018, reflecting the
repayment of creditors from the improved
free cash flow generation in 2018.

Provisions decreased by $1.1 million,
mainly as a result of a revision of the final
cost estimate due to works undertaken
during the year to close the Kanmantoo
mine upon depletion and fully rehabilitate
all affected areas.

Total borrowings of $1.0M at 31 December
2018 comprises of $0.5M in finance lease
liabilities and $0.5M for a promissory note
from a mining contractor. The liability for
this promissory note is scheduled to be
fully repaid at the end of February 2019.

Employee benefits payable decreased by
$3.5M, due to the repayment of salary
deferrals as planned and previously unpaid
liabilities for payroll related on costs.

For the year ended 31 December 2018,
total equity increased by $30.4M,
reflecting the profit for the year of $29.4M.
As was the case at 31 December 2017, by
applying impairment testing methodology
consistent with that used in previous years,
the calculated recoverable amount as at
31 December 2018 exceeds the carrying
value. However, past impairment charges
have not been written back until such
time as the Group has demonstrated a
sustained period of positive cashflows. In
addition to this, a significant portion of the
previously booked impairment charge was
recorded against mining related assets,
which are projected to be fully depreciated
within the next four months. Due to

these factors, prior impairments were

not reversed.

Summary Balance Sheet

31 Dec 2017 Change

[ $million | $ million $ million
Cash 2.5 0.5 2.0
Receivables 5.4 52 0.2
Inventories 33.6 12.7 20.9
Property, Plant & Equipment 44.0 77.7 (33.7)
Exploration 2.0 0.9 1.1
Project Costs 1.5 - 1.5
Deferred Tax Assets 3.7 - 3.7
Total Assets 92.7 97.0 (4.3)
Trade Payables 26.6 48.3 21.7
Provisions 15.7 16.8 1.1
Borrowings 1.0 9.5 8.5
Employee Benefits 3.8 7.3 35
Deferred Income 1.4 13 (0.1)
Total Liabilities 48.5 83.2 34.7
Net Assets / Equity 44.2 13.8 304

2019 GUIDANCE

The Company provides the following guidance for 2019 for the Kanmantoo

Copper Mine Open Pit:

Copper produced
Gold produced
C1 Costs
Exploration
Capital projects

Despite the reduction in expenses due to the completion of mining in the
second quarter of 2019, C1 costs should remain relatively high because

13,000t to 15,000t copper contained in concentrates
2,0000z to 3,0000z gold contained in concentrates

US$2.05 to US$2.30 per Ib (at a 0.72 exchange rate)
$1.5 million to $2.0 million
$1.5 million to $2.5 million

they include non cash deferred mining costs and ore inventory adjustment
(consumption of stockpiles that have been built up), which will be reallocated
from the balance sheet to operating costs. Excluding the reallocation of the
deferred mining costs and adjustments to ore inventory, the C1 cost would be in
the order of US$1.40 to US$1.60 (at a 0.72 exchange rate), and this would be

more reflective of cash costs.

The deepening of the pit during the final few months of mining may present

further geotechnical challenges, which may impact copper production.

This however, is expected to be limited as a result of the completion of mining

in April 2019.
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Limited

RISKS

The Company currently has a single operating asset, the
Kanmantoo Copper Mine in South Australia. The operation
provides the Company with all of its income and it consists

of an open pit mine and processing plant located close to
regional communities. Concentrate is transported by road in
containers to the Port of Adelaide and then loaded onto ship

via the port rotainer operation. The concentrate is then shipped
to the receiver, typically located in China. Should any of these
elements be subject to failure, the Company’s expected financial
result could be impacted.

The Company’s annual budget and related mine plans and
production and operating outcomes are subject to a range of
assumptions and expectations, all of which contain a level of
uncertainty and therefore risk. The Company adopts a risk
management framework in order to identify, analyse, treat
and monitor the risks applicable to the Group. These risks are
formally reported and discussed by the Executive on a regular
basis and with the Board and Audit and Risk Committee twice
a year.

The prices received for the Company’s commaodities (copper,
gold and silver) are dictated by global markets over which
Hillgrove and its offtake partner, Freepoint Commaodities LLC,
have no influence. The Company has taken active steps to
mitigate copper price and exchange rate risk on revenues by
fixing the AUD copper price for a portion of future shipments.
As at the end of December 2018, the Company had fixed
pricing for 10,900 tonnes of copper at an average copper price
of $8,873 per tonne after margins.

With the economic life of the open pit approaching completion,
the rehabilitation of the site becomes a major focus to

ensure risks associated with the cost of the rehabilitation,

the Company'’s obligations under the approved program for
environment protection and rehabilitation (PEPR) and its
responsibilities to the local community are managed. The
Company has actively ramped up the rehabilitation earthworks
to ensure the majority of the final land form shaping is
completed prior to demobilisation of the mining fleet and
personnel. Progressive rehabilitation of this nature is cost
effective, progressively reduces its rehabilitation liability and
demonstrates to surrounding communities that Hillgrove is a
socially and environmentally responsible company.

CAPITAL RAISINGS

There were no equity capital raisings during the current period.

DIVIDENDS

There were no dividends declared or paid during the current
period or in the prior year.

SIGNIFICANT CHANGES IN THE
STATE OF AFFAIRS

Other than those matters listed in this report there have been
no significant changes in the affairs of the Group during the
period.

EVENTS SUBSEQUENT TO
REPORTING DATE

There were no events subsequent to balance date.

LIKELY DEVELOPMENTS AND EXPECTED
RESULTS OF OPERATIONS

Likely developments in the operations of the group in the short
to medium term include the cessation of mining in April 2019,
looking at the optimal future use of all of the Company’s assets
and exploration potential, and maximising value from the
PHES. For further details on each of these, refer to the review
of operations section of this report.

ENV