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AUSTRAL GOLD LIMITED
ABN 30 075 860 472
NOTICE OF GENERAL MEETING

TIME: 11:00 AM
DAYE: 22 May 2007
PLACE: INTERCONTINENTAL HOTEL

117 MACQUARIE STREET, SYDNEY, NSW.

This Nofice of Meefing should be read in ifs entirefy. if Shareholders are in doubt as
fo how they should vofe, they should seek advice from their professional advisers
prior to voling.

Should you wish fo discuss the matfers in this Nofice of Meeling please do nof
hesitaie to contact the Company Secretary on (61 2) 9380 7233.
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TIME AND PLACE OF MEETING AND HOW TO VOTE

VENUE

The General Meeting of the Shareholders of Austral Gold Limited 1o which this Notice of
Meeling relates will be held af the Infercontinental Hotel, 117 Macquarie Street, Sydney,
New South Wales on Tuasday, 22 May 2007 commencing at 11:00am {EST].

YOUR VOTE {§ IMPORTANT

The business of the General Meeting affects your shareholding and your vote is important.

VOTING IN PERSON

To vote in person, attend the General Meeting on the date and at the place set out above.

VOTING 8Y PROXY

To vote by proxy, please complete and sign the proxy form enclosed and send the proxy
form:

{a) by post {o Terrace Tower, Suite 405, 80 William Street, Sydney, New South Wales
2011 or
(b by facsimile to the Company on facsimile number [02) 9380 7972,

so that it s received not later than 11.00am EST on 20 May 2007,

Proxy forms received later than this time will be invalid.



NOTICE OF GENERAL MEETING

Notice is given that a Generdl Meeting of Shareholders of Austral Gold Limited {AGDE] will be
held ot the Intercontinental Hotel, 117 Macquarie Street, Sydney New South Wales
commencing at 11:00am [EST] on Tuesday, 22 May 2007.

The Explanatory Statement to this Nolice of Meeling provides additional information on
matters o be considered at the General Meeting. The bExplanatory Stalement and the
proxy form are part of this Notice of Meeting.

The Directors have determined pursuant to Regulation 7.11.37 of the Corporalions
Regulations 2001 {Cth} that the persons eligible to vote at the General Meeling are those
who are registered Shareholders of AGD on Monday, 21 May 2007 at 5:00pm.

Terms and abbreviaglions used in this Notice of Meeling and Explanatory Statement are
defined in the Glossary.

AGENDA

1. RESOLUTION 1 - iSSUE OF SHARES IN GMC UPON CAPITALISATION OF LOAN

To consider, and i thought fit, to pass, with or without amendment, the following
resolution as an ordinary resclution:

“That, subject to the passing of Resolutions 2 and 3, for the purposes of Lisfing
Rule 10.1 of the ASX Listing Rules, section 208 of the Corporations Act, and for
alf other purposes, shareholders approve the capltalisation of the loans made
by AGD to GMC by the issue of fully paid ordinary shares in GMC on the ferms
and conditions set out in the Explanatory Statement cccompanying this
Notice.”

Expert's Report: Shareholders should carefully consider the Independent expert’s
report prepared by Interfinancial Umited [AFS Licence No. 238134] for the purposes
of shareholder approval for each of Resolutions 1, 2 and 3 required under Listing
Rule 10.1 of the ASX Listing Rules and section é11 {item 7} of the Corporations Act
{as the case may bel. The independent expert’s report comments on the faimess
and reasonableneass of the transaction to the non-associated shareholders n the
Company.

Voling Exclusion: AGD will disregard any voles cast on this resclution by GCH and
any associates of GCH. However, AGD need not disregard a vote 1t is cast by ¢
person as proxy for a person who i entitled o vote, in accordance with the
directions on the proxy form, or if it is cast by the person charing the meeting s
proxy for o person who is entitled to vote, in accordance with ¢ direction on the
proxy form to vote as e proxy decides.

2, RESOLUTION 2 - ACQUISITION OF SHARES IN GOLDEN ROSE INTERNAYIONAL LIMITED
FROM AND ISSUE OF SHARES TO A SUBSTANTIAL HOLDER

To consider, and if thought fit, to pass, with or without amendment, the following
resolution as an ordinary resclution:

“That, subject to the passing of Resolutions T and 3, for the purposes of Lisfing
Rules 10.1 and 10.11 of the ASX Listing Rules, seciions 208 and 611 fitem 7} of
the Corporations Act, and for glf other purposes, shareholders approve the
acquisifion by AGD of the whole of the fully paid shares in Golden Rose
internatfional LUimited owned by GCH in consideration for the issue of fully paid
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ordinary shares in AGD on the terms and conditions set oul in the Explanatory
Statement accompanying this Notice.”

Voling Exclusion: AGD will disregard any voles cast on this resclution by GCH and
any associates of GCH. However, AGD need not disregard a vote 1t is cast by ¢
person as proxy for a person who i entitled o vote, in accordance with the
directions on the proxy form, or if it is cast by the person charing the meeting s
proxy for o person who is entitled to vote, in accordance with ¢ direction on the
proxy form 1o vote as he proxy decides.

RESOLUTION 3 - ACQUISITION CF SHARES IN GUANACO MINING COMPANY FROCM
AND ISSUE OF SHARES TO A SUBSTANTIAL HOLDER

To consider, and i thought fit, to pass, with or without amendment, the following
resolution as an ordinary resclution:

“That, subject fo the passing of Resolutions T and 2, for the purposes of Listing Rules
0.1 and 1011 of the ASX Listing Rules, sectfions 208 and 611 (item 7] of the
Corporations Act, and for all other purposes, shareholders approve the acquisition
by AGD of that number of fully paid shares in GMC from GCH in the amount as setf
out in the Explanatory Stafement accompanying this Notice, in consideration for
the issue of fully paid ordinary shares in AGD, in the amount and on the terms and
condifions sef ouf in the Explanatory Statement accompanying this Notice.”

Voling Exclusion: AGD will disregard any voles cast on this resolution by GCH and
any associates of GCH. However, AGD need not disregard a vote 1t is cast by ¢
person as proxy for a person who i entitled o vote, in accordance with the
directions on the proxy form, or if it is cast by the person charing the meeting s
proxy for o person who is entitled to vote, in accordance with ¢ direction on the
proxy form o vote as the proxy decides.

RESOLUTION 4 - CONSOLIDATION OF CAPITAL

To consider and, i thought fit, to pass, with or without amendment, the following
resolution as an ordinary resclution:

“That pursuant to Section 254H of the Corporations Act, Listing Rule 2.1 of
the ASX Listing Rules, the Constitution of AGD and for alf other purposes, the
issued capital of AGD be consolidated on the basis that:

fa) every fen {10} Shares be consolidated info one {1} Share; and
(bj every fen {10} Oplions be consolidated info one {1} Option,

and where this consofidation results in a fraction of a Share or Opfion being
held by a Shareholder or Opltionholder [as the case may be}, the Directors
be authorised to round that fraction up to the nearest whole Share or
Option.”

RESOLUTION 5 - RE-ELECTION OF MR MARK BETHWAITE
To consider, and i thought fit, to pass, with or without amendment, the following
resolution as an ordinary resclution:

“That Mr Mark Bethwalte, being elfigible and having consenfed fo act,

be re-elected as a director of AGD.”
Short Explanation: Mr Mark Bethwaile was gppointed as a director of AGD on 2
Aprit 2007 and as Chairman on 3 April 2007 folliowing the resignation of the Hon.
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Marcus Einfeld. His appoiniment is required 1o be voted on by Shareholders at the
next general meeting.

5. RESOLUTION & - ELECTION OF MR ROBERT YRZEBSK]

To consider, and i thought fit, to pass, with or without amendment, the following
resolution as an ordinary resclution:

“That Mr Robert Trzebiski being eligible and having consented fo act, be
elected as a director of AGD"

Shor Explanation: Mr Trzebski s a proposed director of AGD who has consented to
act as a director, subject 1o the shareholders approving his election at this general
meeting.

DATED: 10ih April 2007

BY GRDER OF THE BOARD

AUSTRAL GOLD LIMITED
MR HENRY KINSILINGER
COMPANY SECRETARY



EXPLANATORY SYATEMENT

This Explanatory Statement has been prepared for the information of the Shareholders of
Austral Gold Limited {AGD} in connaction with the business to be conducted at a General
Meeting.

The purpose of this Explanatory Statement is 10 provide information which the Directors
believe o be malerial 1o Shareholders In deciding whether or not to pass the Resolufions in
the Notice of Meeting.

Of the six resclutions 1o be pul to this General Meeting, Resclufions 1, 2 and 3 relate o the
capital struciure of AGD, its holding in Guonaco Mining Company {GMC} and s
refationship with ifs major shareholder, Guanaco Capital Holding Corp {GCH}.

Resolution 4 relates o a consclidation of the issued capital of AGD,
Resolutions 5 and 6 relate to the election of Directors.

Resolutions 1, 2 and 3 are designed 1o simplify the corporate structure and AGD's inferest in
its principal financial asset, GMC. Fach of these Resolutions are inferdependent, meaning
that all of the Resolutions need o be passed for the Resolutions to have effect. Because
they involve AGD’s major shareholder, GCH, which is also the holder of the balance of the
equity in GMC, a third parly valuation of GMC and an independent Expert's Report on the
farness and reasonableness of the proposed fransactions from the point of view of the
unassociated AGD shareholders has been commissioned by your Board. That valuation and
Independent Expert's Report has been mailed o shareholders with the Nolice of fhis
meetling.

1. SUMMARY OF RESCLUTIONS
1.1 Resolution 1
The first resolution is as follows:

“That, for the purposes of Listing Rule 10.1 of the ASX Listing Rules, section 208 of the
Corporations Act, and for all other purposes, shareholders approve the
capitalisafion of the loans made by AGD to GMC by the issue of fully pald ordinary
shares in GMC on the terms and conditions set ouf in the Explaonatfory Statement
accompanying this Notfice.”

this Resolution proposes o substitule equity in GMC for loans 1o 1t by AGD and by
GCH.

As at 5 Aprit 2007, AGD has leaned GMC approximately US$4.22 million and GCH
has loaned GMC approximately US$H11.10 million for the purposes of exploration
and associated aclivities af its Guanaco prospect in Chile.

Through an equity for debt swap, both loans can be extinguished in a manner,
which confers neither net gain nor loss 1o the shareholders of either AGD or GCH, by
the ssue of an additional 6,271 shares in GMC directly to AGD and an additional
16,480 shares directly to GCH.

The diogrammatic effect of this step is set out in Figures 1 and 2 below, which reflect
the present position and the position after the debt for equity swap.

The resulting increase in equity in GMC by GCH of 2.57% reflects its larger loan fo
GMC than that of AGD.



1.2

this proposal has been examined by Interfinancial Limited and found fo be fair and
reasonable to the shareholders of AGD.

Figure 1 - Present Position
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Figure 2 - Post Debt for Equity Swap
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MNote: For simplicity, Figure 2 assumes the holding of AGD in GMC is heid via GRIL whereas if will be
heid via GRIL and AGD.

Resolution 2

the second resolution is as follows:

“That, for the purposes of Listing Rules 10.1 and 1011 of the ASX Listing Rules,
sections 208 and 611 [item 7} of the Corporations Act, and for ol other purposes,

shareholders approve the acquisition by AGD of the whole of the fully paid shares in
Golden Rose Internafional Umited owned by GCH in consideration for the issue of
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fully paid ordinary shares in AGD on the ferms and condifions sef out in fhe
Explanatory Statement accompanying this Nofice.”

this Resolution proposes that AGD acquires oll shares held by GCH in Golden Rose
International Limited {GRIL} and so becomes entitled o 100% of the shares in GRIL.
the consideration for this acquisition will be the ssue of an addiional 169,344,734
shares in AGD 1o GCH,

The diagrammalic effect of this step is set out in Figure 3 below:

Figure 3 - Post Acquisition by AGD of 100% of GRIL
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MNote: For simplicity, Figure 3 assumes the holding of AGD in GMC is heid via GRIL whereas if will be
heid via GRIL and AGD.

Resolution 3
The third resolution is as follows:

“That, for the purposes of Listing Rules 10.1 and 10.11 of the ASX Listing Rules,
sections 208 and 611 {item 7} of the Corporations Act, and for all other purposes,
shareholders approve the acquisifion by AGD of that number of fully paid shares in
GMC from GCH in the amount as set out in the Explanatory Stafement
accompanying this Nofice, in consideration for the issue of fully paid ordinary shares
in AGD, in the amount and on the ferms and conditions set out In the Explanafory
Statement accompanying this Notice.”

This Resolution proposas that AGD acquires a further 4.57% of GMC from GCH and
50 become enifled to 51.00% of the shares in GMC. The consideration for this
acauisition will be the 1ssue of an additional 58,521,540 shares in AGD to GCH.

The diagrammalic effect of this step is set out in Figure 4 below:
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Figure 4 - Post Acquisition by AGD of a Conirolling Interest in GMC
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MNote: For simplicity, Figure 4 assumes the holding of AGD in GMC is heid via GRIL whereas if will be
heid via GRIL and AGD.

Resolution 4
The fourth resolution is as follows:

“That pursuant o Section 254H of the Corporations Act, Listing Rule 2.1 of the ASX
Listing Rules, the Conshtution of AGD and for all other purposes, the issued capital of
the Company be consolidated on the basis that:

fa) avery ten (10} Shares be consolidated into one {1} Share; and
b} every ten {10} Options be consolidated into one {1} Option,

and where this consofidation results in a fraction of a Share or Option being held
by o Sharehoider or Optionholder [as the case may be}, the Diectors be
authorised fo round that fraction up fo the nearest whole Share or Option.”

This Resolution proposes a ten for one consolidation of capital within AGD such that
the number of Shares held by each Shareholder will become one tenth of the pre-
consclidation number and the asset backing of each Share will be fen fimes the
pre-consolidation number,

The same ten for one consolidation is proposed for the various options outstanding
in AGD.

This consclidation s proposed because at the conclusion of the changes ¥
approved, contained In Resclutions 1, 2 and 3 above, AGD will have 668,120,433
Shares on issue. The share price of AGD in the past twelve months has varied in the
range of $0.024 {2.4 cents} to $0.075 (7.5 cents).

the effect of the consolidation is to reduce the number of Shareas on ssue to g more
manageable number, namely 6,812,043 shares and fo increase the asset backing
which should allow the Shares to tfrade at a higher price 1o that at which they are
now trading.
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1.6

Your Board recommends shareholder approval for this consolidation.
Resolution 5
the fifth resolution is as follows:

“That Mr Mark Bethwaife, being eligible and having consented to act, be re-
elected as a director of AGD."

Mr Mark Bethwaite was appointed as o Director on 2 Aprl 2007 and as Chairman
on the resignation of the Hon Marcus Einfeld on 3 April 2007.

Mr Bethwaite has qualifications of Bachelor of Engineering, Master of Building
Science and Master of Business Administration.

His mining career spans some 23 years including periods living and working in Mount
sa and Broken Hil.  Mr Belhwaite worked for North Limited from 1978 to 1987,
including five years as Managing Director.  He worked for Renison Goldfields
Consolidated Limited from 1987 to 1998, including six years as Managing Director.
From 1998 o 2001, Mr Bethwaite worked with Deutsche Bank, principally in the
financing of mining projects.

Mr Bethwaite is also Chairman of the Australian Nafional Mariiime Museum and 8 ¢
non-executive Director of Deacons - Lawyers, Note Printing Australia Limited {wholly
owned by the Reserve Bank of Australia), New South innovations Limited and of o
number of not for profit organisations.

Your Board recommends Mr Bethwaite's re-election as a Director of AGD.
Resolution &
The sixth resolution s as follows:

“That Mr Robert Trzebski being efigible and having consented fo act, be elected as
a director of AGD."

Al the conclusion of this General Meeting, Mr Terence Willsteed refires as a Director
after two years service 1o AGD. The election of Mr Robert Trzebski is proposed o fll
the vacancy left by Terence Willsteed's refirement.

Mr Trzebski has gualifications of a Degree in Geology [equivalent to a BSc), a PhD in
Geophysics, a Master in Infernational Project Management and has over 13 years
of professional experience in mineral exploration, project management, research &
development and recruitment. This includes eight years of developing collaborative
research projects between mining companies and scienfific Institutions in Latin
America, USA, Africa, Europe, Australia and Asia.

Mr Trzebski has been involved in developing infernational relationships betwesen
Australion and overseas mining companies. More recenily, he worked in the
recruitment industry, speciabsing in the global search of professionals for the mining
and engineering industry.

He is also actively involved with several bilateral chambers of commerce and has
extensive ndustry networks in Australia and overseas.

Your Board recormmends Mr Trzebski's election as ¢ Director of AGD.



2.1

SPECIFIC DISCLOSURES IN RESPECT OF RESOLUTIONS 1, 2 AND 3 — RESTRUCYURE OF
AGD’s INTERESY IN GMC

Overview

As previously advised to shareholders on 23 November 2004, AGD entfered info ¢
Deed of Acknowledgement and Release [Deed) with GCH, GRIL and GMC.

the Deed provided thal:

e} AGD formally released GCH from the reqguirement [determined by
infernational arbitration on 26 May 2003} o contribute an amount of
US$200,000 in addition fo its original investment to earn ifs 51% interest in the
Guanaco Project;

{b) AGD be released from its obligation to contribute any further funds, in
agccordance with the intemational arbitralion on 26 May 2003, for the
operation of GMC;

{c] the proportionate shareholding of GCH and GRIL in GMC be §1% {GCH]
and 49% {GRIL];

{d) the sharehoiders of GRIL procure an in specie distribution of GRIL's shares in
GMC;

(€] the loans o GMC provided by GCH and AGD be converted 1o equity: and

{f] GRIL be wound up.

On 21 February 2007 a general meeting of shareholders of GRIL was held where
shareholders unanimously voted in favour of the in specie distribution of GRIL's
shares in GMC and the winding up of GRIL.

After a review, this fransaction has been restructured o facilitfate a corporate
reorganisation {assuming the approval of the Resolutions set out in Resalutions 1, 2, 3
and 4} and therefore the in specie distribution has not been implemented.

AGD now intends 1o acqguire the interest of GCH in GRIL and further shares in GMC
to increase its interest in GMC 10 51%, on the terms set out below.

To record the new transaction, AGD, GCH, GMC and GRIL have agreed terms,
pursyant to which:

{a) Step 1 - each of AGD and GCH will capifalise their loans in GMC info equity
in GMC frefer Figures 1 and 2 on preceding pages and Table 1 below];

{b) Step 2 - AGD will acguire the Interest of GCH in GRIL in consideration of the
issue of 169.4 million shares in AGD to GCH {refer Figure 3 and Table 2}; and

{c) Step 3 - AGD will acguire an additional 4.57% interest in GMC from GCH in
consideration of the issue of 58.5 million shares in AGD to GCH [refer Figure
4 and Table 2).

it should be noted that the amount of the loans referred o in Step T may alteras a
result of Interest accrued and forelgn exchange fluctuations up 1o the date of
implementation of the Transaction. For this reason, the Shares proposed o be
issued by AGD are the maxdimum number, but i may alier following an audit review
and adjustments made following that review.
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2.2

2.2

The capitalisation of the loans info equily is being undertaken to remove the loans
from GMC’s balance sheet. The transfer of the shares in GRIL and GMC by GCH to
AGD s being undertaken so that the interest of AGD in GMC will be 51%.

The table below reflects the calculation of the equity percentage in GMC following
the capitalsalion of the loans made to GMC.

fable 1:
Al monetary Figures are in $US

AGD {5US) GCH (5Us)
Loans to GMC' {including 4,223,655 11,099,820
accrded interest)
Present Equity Interest in 35.777% 64.223%
GMC
Present value of Eauity $16,272,069 $32,727.931
Interast in GMC?
Fauity % to  reflect 33.21% 66.79%
unchanged equity value®
Equity Vaiue in GMC post $14,272,069 $32,727,931
adjustment

' The logns are calculated in US dollars however In dccordance with gccounting
standards the loans are recorded in Australian dollars. The exchange rate used is Al
eguals US$0.81361.

* In respect of AGD, this s calculated as the present equily interest multiplied by the
valuation of GMC of US$49 million less the loans by each of AGD and GCH., plus the
logn by AGD being:

35.777% x {US$49m — {loans]} + AGD Loan Amount

* This s colculated as the present value of the equily interest determined in Note 2
above, divided by the valuation of GMC of US$49m.

Impaci of the Three Step Transaction on AGD

General

the effect of the Transaction on AGE s to remove the loans by AGD and GCH o
GMC from GMC's balance sheet, to increase the interest of AGD in GMC to 51%
and o increase the interest of GCH in AGD o 78.12% (see Table 2).

This results in various advaniages and disadvantages which Shareholders need 1o
consider in assessing the impact of the Transaction on AGD.

These are noted by the Independent Expert who comments, amongst other things,
that the key advaniages to non-associated Shareholders are that:
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()

(o)

“To date, GCH has been funding most of AGD's commifments with respect
to Guanaco. AGD does not have the funds fo repay GCH while GMC will
not be able to repay the loans until production commences which at the
earfiest would be in 2009. The relafive adjustment through capitalisation of
the foans could help maintain the support of GCH for GMC.

The transfer of interest in GMC from AGD to GCH & being done of an
effective valuation of $60.23 miflion, which is in excess of the implied AGD
enferprise value (see Section 5.3.1] and olthough above the valuation
range for Guanaco as determined by IFL (see Section 5.3.6) it is at the high
end of the valuation based on forecast ERITDA mulfiples {see Section 5.3.4).

Currently, AGD holds a minority inferest in Guanaco of 35.777%. Following
approval of the Reshructure Resolufions and implementation of the
associated fransactions, AGD would hold a 51.0% interest in Guanaco. A
caontfrofing equity position in Guanaco could increase market interest in
AGD, as it would be the manager and operafor of the mine and thus have
greater control of fulure developments. AGD should therefore be in ¢
better position fo raise fufure funding.

Approval of Restructure Resolutions 2 and 3 will also mean an increqse in
the hoiding of AGD's largest sharehoider, GCH from 66.80% To 78.124%
However, the ikssue of 227.888 million shares in AGD to GCH is at $0.047
which is at a 51.7% premium fo the current share price and o 38.2%
premium o the volume weighted average price (VWAP} of shares in AGD
over the last 3 months. The diufion for Non-associated Shareholders is
therefore less than i the share price paid was equal to or gt ¢ discount to
the market price.

While premiums for control of rescurce companies can range from 20% fo
30%, these premiums are for 100% of the company and the benefits thot
flow from that level of control. GCH will only move from 66.80% to 78.124%
shareholding in AGD, and nof thus not gain the benefits of full control. The
premium being paid by GCH of 38.3% is therefore well above market
praclice.

A larger inferest in Guanaco should result in larger future eamings
atiributable to the company.”

The disadvaniages noted by the Independent Bxpert include:

(a)

(o)

(c}

"AGD's cumrent holding in GMC of 35.777% will be reduced by 2.569% o
33.208%.

AGD's issued capital will increase by 227.888 million shares and GCH's
holding in AGD will increase by 11.324% fo 78.1247.

AGD will have fo toke up operatorship of GMC and incregse s
administrative and technicaol facilities. Addifional costs can be expected,
as well as having o provide 51.0% of GMC costs compared with fhe
present 35.777%."

Impact on capital structure and level of condrol by GCH

The effect on the capifal struciure of AGD if Resolutions 1, 2 and 3 are passed {on
an undiluted basis) is set out below:



fable 2:

Current Position Post issue for acquisition| Post issue for acquisition of
of shares in GRIL from shares in GMC from GCH
GCH

Shares |Percentage| Shares |[Percentage| Shares Percentage
GCH 294,073,255 66.8% 463,439,989 76.024% [521,961,529 78.124%
Non 144,158,904 33.2% 146,158,904 23.976% |146,158,904 21.8/6%
associated
Fotal 440,232,159 160% 609,598,893 100% 668,120,433 100%

MNates:

I Assumes no oplicns are exercised.

2. This table aisc assumes that GCH doss not ccguire any additional shares in AGD in
accordance with any other manner permitied by the Corporations Act tfor exampie,
by exercising ifs ability fo acguire shares under the "3% creep” exceptlion to the
takeover provisions in the Corporaiions Act).

224  Maximum Voling Power of GCH in AGD

2.3

As af the date of this Explanatory Statement, GCH {and its subsidiaries) holds a
relevant inferest in 294,073,255 Shares in the Company, representing @ maxdmum
voling power of 66.80%.

The maximum number of Shares held by GCH after completion of the three step
Transaction will be 521,961,529 Shares, represeniing a maximum voling power of
78.124% [assuming the capital structure s as set out above in Table 2 and no
options are exercised]. Accordingly, the maximum extent of the increase in voling
power of GCH is 11.324 % in these circumstances.

As the Associates of GCH {listed in Schedule 1) have voling power in the Shares
held by GCH, the voling power of these Associales will be affected after
completion of the Transaction in the same way as the voting power of GCH.

the intent of the approval in Resolutions 1, 2 and 3 is therefore to permit GCH and its
Associalies to increase its votling power by up 1o 11.324% by the issue to GCH of
227,888,274 Shares in AGD.

General Informafion in respect of GCH and #ts intentions for AGD

GCH & o corporation incorporated in the Brifish Virgin Islands and is controlied by Mr
Fduardo Elszstain, a promineni Argentinian fund manager. GCH s the sole
shareholder of Global Gold S.A., the holder of a relevant interest in Shares in AGD.

Mr Elszstain studied Economic Sciences at the University of Buenos Alres. He has
been carrying out activities in the Real Estate secior for more than twenty years. He
founded Dolphin Fund Management. He is the Chairman of the Boards of IRSA,
Cresud and Allo Palermo, among other public companies listed boih in Buenos
Alres and New York, Bacs Banco de Crédito & Securitizacion and Consuliores Asset
Management, among others. Among other public isted companies, he is the Vice-
Chairman of the Roard of Banco Hipotecario and a director of BrasitAgro and YPF.

GCH has informed AGD that, as ol the date of this Explanatory Statement and on
the basis of the facts and information available o #f, i Shareholders approve
Resolutions 1 through to 3 that it
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4.1

{a) has no intention of making any significant changes o the business of the
Company in a mannear that may be defrimental 1o non-associated
Shareholders;

{s} does not intend o redeploy any fixed assets of AGD except for
investigating the possible joint venture, partial sale or fotal sale of any of
AGD's tenements in a manner that would be beneficial for AGD;

fc) dogs not have any present intenlion to inject further capital into AGD,
other than #s contributions to the operations of GMC as o result of its 49%
interest or ifs participation in any righis issue that may be implementad by
AGD;

fd} does not intend to fransfer any property betweaen AGD and GCH or any
person associated with any of them other than as set out in this Notice;

(e] has no current intention o change AGD's existing policies in relation to
Hinancial matters or dividends in ¢ manner that may be detrimental 1o non-
associated Shareholders;

13 has no cutrent intentions regarding the future employment of the present
employees of AGD, other than it is noted that the joint company secretary,
Mr Kinstlinger, will resign  as joint company secretary following the general
meeting; and

fe) has no current intention to change the Board, other than it is noted that Mr
Willsteed infends to resign as a Direclor following the general meeting.

General overview of Guanaco Mining Company and the Guanaco Project

A general overview of GMC and the Guanaco project is set out in the Independent
Expert's Report [section 5.1 and 5.2] and norn-associated Shareholders should read
those sections in full

Regulatory Reguirements

The ASX Listing Rules and the Corporations Act sets out g number of regulatory
requirements that must be satisfied in relation to the issue of shares under the
fransactions the subject of Resolutions 1, 2 and 3.

ASX Listing Rules 10.1 and 10.11

ASX Listing Rule 10.1 provides that an entity {or any of ifs subsidiaries] must not
acguire o “substantial assel” from, or dispose of a substantial asset 1o, a substantial
holder {if the person and the person’s associates have a relevant inferest, or had a
relevant interest al any time in the 6 months before the fransaction, in at least 10%
of the tolal votes attached to the voting securities).

An asset is “substantial” if its value or the value of the consideration for it is, or in
ASX's opinion is, 5% or more of the equily interests of AGD as set oul In the latest
accounts given to ASX under the Listing Rules.

For the purpose of ASX Listing Rule 10.1, GCH is a substantial holder in AGD. The
proposed transaction therefore requires shareholder approval for the purpose of
ASX Listing Rule 101 because the loans made o an eniily controlled by o
substantial holder [GCH)} are being capitalised, AGD 8 acgulring shares In both GRIL
and GMC from GCH, and the value of the loan being capitalsed by AGD and the
Shares being issued exceeds 5% of more of the equity interests of AGD.

16



4.2

ASX Listing Rule 10.1 provides that shareholder approval sought for the purpose of
that rule must include a report on the proposed acgquisition from an independent
expert.

if Resolutions 2 and 3 are passed, Shares will be issued to GCH, a related party by
virtue of the fact that GCH has a voting power in excess of 50% in AGD and
therefore could be deemed to “"conirol” AGD. For ihis reason, shareholder
approval under ASX Listing Rule 10.11 s also required prior fo issuing thase Shares.

Approval pursuant o ASX Listing Rule 7.1 is not required in order 1o issue the Shares
as approval 5 being obtained under ASX Listing Rule 10.11. Shoreholdears should
note thal the issue of these Shares to GCH will not be included in the 15%
calculation for the purposes of ASX Listing Rule 7.1.

For the purposes of ASX Listing Rule 10,13, the following information is provided in
relation to Resolutions 2 and 3:

{a) the maximum number of Shares to be issued by the Company to GCH {or
its Associales) is 227,888,274 Shares;

{b) the aliotiee of the Shares will be GCH or its Associates;

{c] the Shares will be ssued on the same terms as the existing fully paid
ordinary shares in AGD;

{d) the Shares will be issued as consideration for the Transaction as set out in
this Explanatory Statement:

{e] the Shares will be issued as soon as practicable after the meeting and in
any event not later than 1 month after the dale of this meeling {or such
fater date as permitted by any ASX waiver or modification of the ASX
Listing Rules} and it s anlicipated that the Shares will be issued on one
date;

{f) no funds will be raised from the issue of the Shares.

ltem 7 of Section 411 of the Corporations Act

Pursuant to Sechion 6046{1) of the Corporations Acl, o person must not acquire o
relevant inferest in issued voting shares in o listed company if the person acquining
the interast does so through a ransaction in relation to securities entered into by or
on behalf of the person and because of the transaction, that person's or someone
else’s voling power in the company Increaseas:

{a} from 20% of below o more than 20%; of

{b} from a starting point that is above 20% and below 90%.

The voling power of a person in a company is determined in accordance with
Section 610 of the Corporations Act. The calculation of o person’s voting power in
a company involves determining the voling Shares in the company in which the
person and the person’s Associates have a relevant interest.

A person {second person] will be an “associate” of the other person {first person) if:

{a} the first person is a body corporate and the second person is;

{1} a body corporate the first person controls;



(it} a body corporate that condrols the first person; or

{iii} a body corporate that is controlled by an entity that controls the
Dersorn;

{b) the second person has entered or proposed 1o enfer in o relevant
agreement with the first person for the purpose of controlling or influencing
the composition of the Company’s boward of the conduct of the
Company’s affairs; and

{c} the second person is a person with whom the first person is acling or
proposed to act, in concert in relation to the Company’s affairs.

A person has a relevant interest in securities if they:
e} are the holder of the securities;

(o} have the power to exercise, or confrol the exercise of, a nght fo vole
attached o the securifies; of

{c) have power 1o dispose of, or control the exercise of a power to dispose of,
the securities.

It does not matter how remote the relevant interest s or how it arises. i two of more
people can jointly exercise one of these powaers, each of them is taken fo have that
power,

ltem 7 of Section 411 of the Corporalions Act provides an exception to the
prohibition, whereby o person may acquire ¢ relevant interest In a company's
voling shares with shareholder approval.

Shareholder approval under Hem 7 of Seclion 611 of the Corporations Act is
required for Resolutions 2 and 3.

The information set out below s required to be provided 1o Shareholders under the
Corporations Act and ASIC Policy Statement 74 in respect of obtaining approval for
lfem 7 of Section 611 of the Corporations Act. Shareholders are also referred to in
the Independent Expert's Report annexed o this Explanatory Statement.

Details of GCH and ifs Associates

The background informalion on GCH is set oul In detall in Section 1.3 of the
Explanatory Statement. A full list of GCH's Associatles is set out in Schedule 1 1o this
bBxplanatory Statement.

Identity of persons who will hold a relevant interest in the Shares on completion of
the Transaction

On completion of the Transaction the following persons will hold a relevant interest
in the Shores:

{a) GCH; and
{b) the Associates of GCH as sef out in Schedule 1.

As at the date of this Explanatory Statement, GCH holds a relevant interest of
66.80% In AGD. The maximum increase n GCH's voling power as a result of the
Transaction, and the maximum voting power that it will have on completion of the
Transaction is 11.324% and 78.124% respeciively {assuming the capital structure Is as
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4.3

set out in Table 2 in the bxplanatory Stalement and no Oplions are exercised or
converted).

The above paragraphs assume that:

e} all of the Shares the subject of Resolutions 2 and 3 have been Issued and
no additional Shares are issued {whether by the exercise of options in AGD
or otharwise]: and

(o} no parties other than GCH or ifs Associates as stated in Schedule 1 will
receive an increqse in voling power as a result of the Transaction.

Intentions of GCH in relation fo AGD

The intentions of GCH in relation 1o AGD are set out in section 2.3 of this bxplanatory
Statement,

Capital Struciure

the proposed capital structure of AGD following completion of all the fransactions
the subject of this Notice s set out in Table 2 of this Explanatory Statement.

Interests and Recommendations of Directors
The Directors recommendations are set out in section 4.3.
Independent Experi's Report

the independent Expert's Report is set out in Annexure A,

Section 208 of the Corporations Act

Under Chapter 2t of the Corporations Act, a public company cannot give a
financial benefit” to a “related party” unless one of the exceptions to the section
apply or shareholders have in general meeling approved the giving of thal
financial benetit to the relaled party.

In the current circumristances, the Capitalisalion of the loan by AGD with shares in
GMC, the fransfer of shares in GMC to GCH and the issue of shares in AGD to GCH
as a result of the Transaction constitutes a “financial benefit” as defined in the
Corporations Act. Further, GCH 5 a “relaled party” of AGD as defined under the
Corporations Act by virtue of GCH being in “control’ of AGD.

the Directors are of the view that the exceptions under the Corporations Act to the
provision of ¢ financial benefit to a relaled party may not apply in the current
creumstances,

the Directors have determined fo seek Shareholder approval under Section 208 of
the Corporations Act 1o implement the transachon.

Pursuant to Sections 217 to 227 of the Corporalions Act, the Company provides the
following information to Shareholders in respect of the proposed financial benefit to
be given to GCH:

{s} the related party 1o whom the finoncial benefit will be given s GCH, «
substantial holder in AGD having voling power of approximately 646.80%;

{e}] the nature of the financial benefit to be provided is the capitalisation of the
ioan by AGD into shares in GMC, the fransfer of shares in GMC to GCH,
and the issue of Shares in AGD to GCH as a raesult of the Transaction;

19



fc) GCH currently has an interest in 294,073,255 Shares in AGD;

fd} if Shareholders approve the Transaction, the effect will be increase the
interest of AGD In GMC to 51% but to dilute the total shareholding of the
non-associated Shareholders in AGD from 33.20% pre the Transaction fo
21.876% post the Transaction;

(e the ASIC in reviewing documents lodged under section 218 relating to the
giving of a financial benefit 1o a reloted party of a public company
requires explanatory information regarding the value of the financial
benefit and the value of the asset being acauired. Shareholders should
refer to the valuation in the Independent Expert’'s Report prepared by
interfinancial Limited which forms part of this bExplanatory Statement.,

Based on the information avoilable, including that contained in this bxplanatory
Statement and the Independent Expert's Report, including the advantages and
disadvantages oullined in detail in those two documents {refer fo section 2.7 of the
Explanatory Statement and section 4.3 of the Independent bxpert's Report), alf of
the Directors consider that the fransactions the subject of Resolutions 1, 2 and 3 are
in the bestinterests of AGD.

fach of the Directors {other than Mr Pablo Vergara del Carrl who has declined fo
make a recommendation due 1o his connection with GCH} recommend that
Shareholders vote in favour of Resolutions 1, 2 and 3.

No Direclor voted against the proposal to put the Resolutions 1o shareholders
confained in ihis Notice of Meeting and BExplanatory Statement.

Each Director, other than Mr Pablo Vergara del Carril, who holds shares in AGD {or
whose associated entities hold Shares) and is endifled to vole intends to vote those
Shares in favour of Resolutions 1, 2 and 3.

RCLE OF THE INDEPENDENT EXPERT

The ndependent Expert's Report assesses whether the proposals cutlined in Resolutions 1, 2
and 3 are fakr and reasonable to the Shareholders who are not associated with GCH. The
Independent Expert’'s Report also contging an assessment of the advantages and
disadvantages of the Transaction the subject of Resolutions 1, 2 and 3. This assessment i
designed fo assist all Shareholders in reaching their voling deckion.

Interfinancial Limited has provided the independent Expert's Report and has provided an
opinion that i believes the proposal as outlined in Resolutions 1, 2 and 3 1 fair and
recsonable to the Shareholders of AGD not associated with GCH. It is recommended that
all Shareholders read the Independent txpert's Report in full,

RESPONSIBILITY FOR INFORMATION

The informafion conceming AGD contained In this Explanalory Statement, including
information as to the views and recommendations of the Directors has been prepared by
AGD and is the responsibility of AGD.

Interfinancial Limited has prepared the Independent Expert’'s Report in relation to Resolution
1, 2 and 3 and takes responsibility for that report and has consented 1o the inclusion of that
report in this Explanatory Statement.  Interfinancial Limited 15 not responsible for any other
information contained within this Explanalory Statement,
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Shareholders are urged to read carefully the Independent Expert’s Report to understand the
scope of the report, the methodology of the assessment, the sources of informaltion and the
assumpiions made.

Certain statements in the Explanatory Statement relate to the fulure. Those statements
involve known and unknown risks, uncertainties and other important factors that could
cause the actual results, performance or achievemenis of AGD 1o be malerally different
from future resulls, performance of achievements expressed or implied by those statements.
These statements reflect views only as of the date of the Explanatory Statement. Neither the
Company nor any other person gives any representalion, assurance or guaraniee that the
occurence of the events expressed or implied In any forward looking statements in the
Fxplanatory Statement will actually occur and vou are cautioned not to place undue
reiance on those forward looking statements.

The tIxplanatory Statement does not take info account the individual investment objectives,
financial situation and particular needs of individual Shareholders. If you dre in doubt as to
what you should do you should consult your legal, financial or professional adviser prior to
voting.
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GLOSSARY

AGD means Austral Gold Limited {ABN 30 075 860 472).
Associales means the associates of GCH listed in Schedule 1.
ASX means ASX Limited.

ASX tisting Rules or Listing Rules means the listing rules of ASX,
Board means the board of directors of AGD.

Corporations Act means the Corporations Act 2001 {Cih).
Directors means the current directors of AGD.

Explanatory Sfatement means the explanaiory statement 1o the Notice.
GCH means Guanaco Capital Holding Corporalion.

GMC means Guanaco Mining Company.

Meeting means the meeating convened by the Notice.
Notice or Notice of Meeting means this notice of meeiing.
Resolution means a resolution contained in the Notice.

Share means a fully paid ordinary share in the capital of AGD, unless specified to the
contrary.

Shareholder means a holder of Shares.

Transaction means the fransaction the subject of Resolutions 1, 2 and 3.
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SCHEDULE 1
Associates of GCH
Global Gold SA {owned 100% by GCH]
Eduardo Sergio Eszstain {controller of GCH]
IFIS Limited {principal shareholder of GCH]

Dolphin Fund Pl {shareholder of GCH
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ANNEXURE A

INDEPENDENT EXPERT'S REPORT

PREPARED BY
INTERFINANCIAL LIMITED
(AFS LICENCE NO. 238136)

FOR THE PURPOSES OF SHAREHOLDER APPROVAL
FOR EACH OF RESOLUTIONS 1, 2 AND 3 AS SET OUT IN THE
NOTICE OF MEETING AND EXPLANATORY STATEMENT FOR

A GENERAL MEETING OF SHAREHOLDERS OF AUSTRAL
GOLD LIMITED TO BE HELD ON TUESDAY 22 MAY 2007
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InterFinancial Limited

Financial Services Guide

About us

interFinancial Limited {IFL or we or us or our} has been engaged by ithe directors of AGD Gold
Limited (AGD or Company) to provide general financial product advice in the form of an independent
expert’s report {Report} in connection with certain fransactions with Guanaco Capital Holding
Corporation (GCH]), a substantial holder in, and refated party of, the Company. These transactions
are to be implemented by the Company if 3 resolutions are passed at a general meeting of the
Company.

The Corporations Act 2001 {Cth) requires us to provide this Financial Services Guide {F8G) in
connection with the Report which was prepared for the benefit of AGD. However, you are not the
party who engaged us to prepare the Reporl. We are not acting for any person other than AGD.
This F&SG provides important information designed to assist retait clients in their views of any general
financial product advice provided by IFL in the Report. This FEG contains information about our
engagement by the directors of AGD to prepare the Heport in connection with certain transactions
with GCH {Engagement), the financial services we are authorised 1o provide, the remuneration we
{and any other relevant parties} may receive in conngction with the Engagement, and details of our
internal and external dispute resclution systems and how these may be accessed.

Financial services we are licensed to provide

Qur Australian Financial Services Licence authorises us to provide the following services to both
retail and wholesale clients:

= {o provide financial product advice in relation to deposit products, securities, derivatives,
managed invesiment schemes {excluding invesior directed porifolic services),
superannuation, and government debentures, stocks and bonds; and

= {o deal in a financial product by arranging for ancther person to apply for, acquire, vary or
dispose of the abovementioned financial products.

General financial product advice

The Report contains only general financial product advice. It was prepared without taking into
account your personal objectives, financial situation or needs. Where the advice relates to the
application for, or acguisition of, a financial product, you should alsoe oblain and read carefully the
relevant offer document or explanatory memorandum provided by the issuer or seller of the financial
product before making a decision regarding the application for or acquisition of the financial product.

Remuneration, commissions and other benefiis

iIFL charges fees for its services, and will receive a fee for its work on the Report. These fees have
been agreed on, and will be paid solely by AGD, who has engaged our services for the purpose of
providing the Report. IFL may seek reimbursement of any out of pocket expenses incurred in
providing these services. Further details on our fees are set out in section 7.3 of the Repeort.

InterFinancial Limited

ABN 14 010 740 342

Established 1987

Level Two Johnson's Building

225 George Street Sydney NSW 2000

PO Box R17684 Royal Exchange NSW 1225
Telephore 02 9241 7400

Facsimile 02 9241 7044

Email sydney@irterfinancial.com.au

wwwyy interfinancial.com.au




Associations and relationships

Other than as set out in this FSG, IFL has no associations or relationships with any person who
might reasonably be expected to be capable of influencing i in providing advice under the
Engagement. iFL, its officers, employees, consultants and other related parties have not and will not
receive, whether directly or indirectly, any commission, fees, or benefits, except for the fees for
services rendered in producing the Report. Neither IFL nor its directors, executives or consultants
have an interest in securities, directly or indirectly, which are the subject of the Report. IFL may
perform paid services in the ordinary course of business for entities that are the subject of the Report.

Complaints

QOur Australian Financial Services Licence requires us to have an internal complaints-handling
mechanism. All complaints must be addressed to us in writing. If we are not able o resclve your
complaint to your satisfaction, you are entitled o have your matier referred to the Financial industry
Complaints Service (FICS). You will not be charged for using the FICS service.

To contact IFL: To contact the FICS:

Level 3, Emirates House Financial industry Complaints Service Limited
167 Eagle Street PO Box 579

GPO Box 875 Collins Street West

Brisbane, Qid 4000 Metbourne, Vic 8007

Tel: 07 3218 9100 Tel: 1800 355 405

Fax: 07 3218 9198 Fax: 023 9621 2291

independent Expert’s Report
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10 April 2007

The Directors

AGD Gold Limited

Suite 201, 80 Williiams Sireet
Sydney NSW 2011

Deaar Sirs

INDEPENDENT EXPERT'S REPORT TO AGD SHAREHOLDERS

INTRODUCTION

Austral Gold Limited {AGD or the Company) is a gold explorer with interests in a major
international gold proiect and a number of Australian exploration projects, including the
following:

+  35.78% interest in the Guanaco gold project {Guanaco), located 185 kilometres
{km) south east of Antofagasta, Chile, comprising a concession covering 150
sguare kilometre (s¢g km).

+ O5% interest in the Bullabuliing gold exploration project located 80 km west-
southwest of Kalgooriie in the Eastern Goldfields of Western Australia. The project
comprises 8 granted prospecting licences covering a iotal area of 1,233 ha.

+  O5% interest in the Kookynie gold exploration project located about 45 km south east
of Leonora in the Eastern Goldfields of Wesiern Australia, comprising two
exploration licence applications together with four prospecting llcence applications
covering a total area of 10.56 sq km.

+ 75% interest in the Leonora gold exploration project located about 10 km west of
Leonora in the Eastern Goldfields of Western Austrafia, comprising two exploration
licences covering a total area of 414 sq km.

+ 70% interest in the Raeside gold exploration project located about 80 km north west
of Lecnora, comprising an exploration licence covering 210 sg km.

+ 100% interest in the Hann diamond exploration project where the Company has
applied for two exploration licences covering 388 sq km, located 350 km northeast
of Derby.

+ 100% interest in the Rocklea iron ore and base metals exploration project located in
the West Pilbara Mineral Field of Western Australia, comprising one exploration
licence application covering a toial area of approximately 207 sg km.

AGD has called a general meeting of AGD shareholders 1o vote on six resolutions. The
transactions to be approved by the first three resolutions {Resiructure Resolutions) are
designed to simplify AGD’s corporate struciure and increase its holding in Guanaco
Mining Company (GMC}.

Restructure Resolution 1 seeks shareholder approval for the capitalisation of loans
between AGD and GMC and between Guanaco Capital Holding Corporation {GCH} and
GMC. The loans by AGD and GCH to GMC have not been propottionate {o their
respective interests in GMC and the fransaction contemplated by this resolution is
intended, in part, fo rectify this imbalance by capitalising the loans. This fransaction
would result in AGD's interest in GMC decreasing from 35.777% to 33.208% and GCH'’s
interest in GMC increasing from 84.223% 1o 86.792%.

independent Expert’s Report
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2.1

Restructure Resolution 2 seeks shareholder approval for AGD to acquire GCH's
26.986% interest in Golden Rose International Pty Lid (GRIL} which would result in
AGD’s interest in GMC increasing from 33.208% 1o 46.431% while GCH's interest in
AGD would increase from 66.800% to 78.024%.

Restructure Resglution 3 seeks shareholder approval for AGD to acquire a further
4.569% interest in GMC from GCH 1o increase its interest in GMC to 51.0%. GCH’s
interest in AGD would increase from 76.024% o 78.124%.

The overall resuli of these transactions will be that GCH will increase its interast in AGD
to 78.124% and AGD will increase #s interest in GMC to 51.0%.

All of the Restructure Resolutions are interdependent, meaning that if any Restructure
Resolution is not passed, the remaining Restructure Resolutions will not have effect
{even if the remaining Restructure Resolutions have been approved by the
shareholders.

AGD has prepared an explanatory statement (Explanatory Statement) to explain the
affect of the Restructure Resolutions to be put before shareholders of AGD other than
GCH and its associates (Non-associated Shareholders) at a general meeting of the
Company.

The directors of AGD have engaged Interfinancial Limited (IFL) 1o prepare an
independent expert’s report (Report} fo express an opinion as o whether or not the
Restructure Resolutions are fair and reasonable to Non-associated Shareholders and
the reason for that opinion. This Report will accompany the Explanatory Statement {6 be
sent by AGD to its shareholders. This Report should be read in {ull, including all of the
assumptions upon which our work is based, fogether with the Explanatory Statement
and any other information provided to shareholders.

This Report has been prepared solely for use by the Non-associated Shareholders fo
assist them to make an informed decision as o whether to vote for or against the
Restructure Resolutions, or fo abstain from voting. This Report should not be used by
any cther persons or for any other purpose.

A Non-associated Shareholder's decision fo accept or reject the Restruciure
Resolutions is likely to be influenced by their particular circumstances; for example, a
Non-asscciated Shareholder's tax considerations. This Report does not address
circumstances specific to an individual Nen-associated Shareholder. Non-associated
Shareholders, who are in any doubt as to the action they should take, should consult
with thair own independent professional adviser.

iFL is independent of AGD and has had no other involvement with, or interests in, AGD.

SUMMARY OF OPINION

Assessment

in forming our opinion on the Restructure Resolutions, we have considered the
advantages and disadvantages to Nen-Associated Shareholders if the Restruciure
Resolutions are approved and the position of Non-associated Shareholders in the event
that the Restructure Resolutions are not approved. In considering these matiers, we
have assumed that the fransactions contemplated by the Restructure Resolutions will be
implemented prompily after approval of the Restructure Resolutions by Non-associated
Shareholders.

As the Resiructure Resolutions are interdependent and will not take effect uniess all
Restructure Resolutions are approved by the Non-associated Shareholders, we have,
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2.2

on the whole, assessed the Restructure Resolutions, and the transactions to be
approved by the Restructure Resoclutions, as a package.

Approval of Restructure Resolution 1 will allow the capitalisation of loans by AGD and
GCH 1o GMC and the transter by AGD to GCH of shares in GMC to remove an
imbalance in the funding of GMC which has arisen due to AGD's inability to fund its
share of the operating expenses of GMC. AGD’s effective holding in GMC will reduce
from 35.777% to 33.208%, but the implied valuation for the transier of interest is in
excess of AGDYs current enterprise value and although greater than the valuation range
for Guanaco {which is the only asset of GMC} as determined by IFL, it is within the value
range as determined by one of the valuation methods employed.

Approval of Restructure Resolutions 2 and 3 will provide AGD with a controlling interest
of 51.0% and operatorship in GMC and will place AGD in a stronger position to seek
funding for future expleration programmes and a feasibility study 1o determine when and
if mining should commence. The increased holding in GMC should also provide AGD
with increased earnings on commencement of operations. However, AGD will have to
take responsibility for management of operations at Guanaco, and therefore will need io
hire appropriate staff and subsequently have larger funding obligations in respect of
GCH.

Approval of Restructure Resolutions 2 and 3 will also mean an increase in the holding of
AGD's largest shareholder, GCH from 66.800% 1o 78.124% with subsequent diution of
eamings to Non-associated Shareholders. However, the issue of 227.888 million
shares in AGD to GCH is at a 51.7% premium to the current share price and a 38.3%
premium to the volume weighted average price (VWAP) of shares in AGD over the last
3 months. While premiums for control of resource compantes can range from 20% 1o
30%, these premiums are for 100% of the company and full control. GCH will not gain
the benelits of full control and thus the premium being paid by GCH is well above
market practice.

The implied valuation of $60.23 million under Restruciure Resoclutions 2 and 3 is outside
the valuation range of $40 million to $55 million for Guanaco as determined by IFL, but it
is at the high end of the valuation determined by forecast EBITDA multiples of $64.0
million {see section 5.3}

¥ the Restructure Resolutions are not approved then the ability of AGD to raise
additional funds may be diminished.

On balance, IFL believes that the position of Non-associated Shareholders is more
advantageous i the Restructure Resolutions are approved than if they are not approved.
We provide a discussion on our view of the advantages and disadvantages of the
Hestructure Resolutions and the issues facing Non-associated Shareholders if the
Restructure Resolutions are not approved in Section 4.3 of this Repori.

Opinion

in summary, considering the circumstances of the proposed transactions, IFL considers
on balance that the Restructure Resolutions are fair and reasonable as, in our opinion,
the likely benefits to Non-associated Shareholders if the Restructure Resolutions are

approved and the transactions proceed outweigh any disadvantages that might result
from approvat of the Restructure Resolutions and implementation of the transactions.

This Report is unable to consider the circumstances of individual Non-associated
Shareholders and does not address taxation or other matters that may influence a Non-
associated Shareholder's decision with regard to the Restructure Resolutions. General
guidance on tax implications is provided elsewhere in the Explanatory Statement. Non-
associated Shareholders who are in any doubt as to the action they should take should
consuit with their own independent professional adviser.
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3.1

DETAILS OF PROPOSAL

Proposal

AGD has called a general meeting of AGD shareholders to vote on the Restructure
Resolutions. In broad terms, the effect of the fransactions to be implemented following
approval of the Restructure Resolutions will be to:

« increase AGD's interest in Guanaco from 35.777% to 51.0%; and

+« increase GCH's interest in AGD from 66.800% 1o 78.124%.

Step 1 - Loan for Equity Swap

That, for the purposes of Listing Rule 10.1 of the ASX Listing Rules, section 208
of the Corporations Act, and for all other purposes, shareholders approve the
capitalisation of the lpans made by AGD to GMC by the issue of fully paid ordinary
shares in GMC on the ferms and conditions set ouf in the Explanatory Statement
accompanying this Notice.”

Currently AGD is owed US$4.22 million by GMC and GCH is owed a further US$11.10
milion by GMC. These leans are not in propottion to the interests of AGD and GCH in
GMC. AGD and GCH's interests in GMC are 35.777% and 64.223% respectively. This
imbalance is due to GCH providing additional funds to GMC on behalf of AGD. 1t is
proposed that these loans will be capitalised and the difference adjusted by the issue of
an additional 8,271 shares in GMC directly to AGD and an additional 18,480 shares
directly to GCH. Following this transfer, AGD's interest in GMC will decrease from
35.777% 1o 33.208% and consequently GCH's interest will increase from 84.223% 1o
686.782%. This adjustment has been based on a US$49.0 million ($60.23 million}
valuation for Guanaco, which is the only asset of GMC.

Step 2 — Acquisition ot GCH’s heiding in GRIL

“That, for the purposes of Listing Rules 10.7 and 10.171 of the ASX Listing Rules,
sections 208 and 611 {itemn 7} of the Corporations Act, and for aff other purposes,
shareholders approve the acquisition by AGD of the whole of the fully paid shares
in Golden Rose International Limited owned by GCH in consideration for the issue
of iully paid ordinary shares in AGD on the terms and conditions set out in the
Explanatory Statement accompanying this Notice.”

As discussed in more detall in Section 5.1, GCH holds a 26.988% interest in GRIL,
which in turn owns a 49% interest in GMC. H Restructure Resolution 2 is approved,
AGD intends to acquire GCH's interest in GRIL. Based on a valuation of LS$42 million
($60.23 million) for Guanace, AGD proposes to issue to GCH 1689.367 million shares at
an issue price of $0.047 per share. The issue price effectively values the transaction
enterprise value at $60.23 million. AGD's interest in GMC will increase to 46.431%
while GCH’s interest in AGD will increase to 76.024%.
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Step 3 - Increase AGD’s holding in GMC o 51.0%

“That, for the purposes of Listing Rules 10.1 and 10.11 of the ASX Listing Rules,
sections 208 and 611 {itern 7} of the Corporations Act, and for aff other purposes,
shareholders approve the acquisition by AGD of that number of fully paid shares
in GMC from GCH in the amount as set out in the Explanatory Statement
accompanying this Notice, in consideration for the issue of fully paid ordinary
shares in AGD, in the amount and on the terms and conditions set out in the
Explanatory Statement accompanying this Notice.”

i Restructure Resolution 3 is approved, AGD will acquire a further 4.57% interest in
GMC from GCH to arrive at a controlling interest of 51.0% in GMC. Based on a
valuation of US$49 million ($60.23 million) for Guanace, AGD proposes to issue to GCH
58.522 million shares at an issue price of $0.047 per share. The issue price effectively
values the transaction enterprise value at $60.23 million. Foliowing this share issue,
GOH's interest in AGD will increase to 78.124%.
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4.1

SCOPE OF THE REPORT

Purpose of the Report

Under section 808{1} of the Corporations Act 2001 (Cih) {Corporations Act), GCH may
axceed the 20% threshold under the takeover provisions if shareholder approval is
obtained pursuant to item 7 of section 611 of the Corpeorations Act.  Although the
Corporations Act does not require an analysis of whether the allotment of AGD shares
to GCH is fair and reasonable, the Australian Securities and investments Commission
{ASIC) under Policy Statement 74requires an analysis of whether the proposal is fair
and reasonable when considered in the context of the interesis of the shareholders
other than those involved in the proposed allctment; that is, the Non-associated
Shareholders.

Under ASIC Policy Staterment 74, the directors of AGD may satisty their obligation fo
provide shareholders with an analysis of any benefit that may not be offered to all
shareholders by commissicning an IER. The directors of AGD have therefore engaged
iFL 1o prepare an |ER stating whethey, in its opinion, the Restructure Resolutions are fair
and reasonable.

Further, Listing Rule 10.1 of ASX Limited (ASX) relevanily provides that an entity must
not acquire a substantial asset from a related party or substantial holder without the
approval of holders of the company's ordinary securities. GCH is both a related party of,
and a substantial holder in, AGD. Listing Rule 10.10.2 then provides that a notice of
meeting for the purposes of Listing Rule 10.1 must include a voting exclusion statement
and a report on the transaction from an independent expert stating whether the
transaction is fair and reasonable to holders of the company’s ordinary securities whose
votes are not to be disregarded. Under Listing Rule 14.1, the veotes of the party to the
transaction and its associates need to be disregarded for the purposes of Listing Rule
10.1. Accordingly, only the votes of Non-associated Shareholders will be counted in
determining whether each of the Restructure Resolutions has been passed.

Listing Rule 10.11 relevantly provides that an entity must not issue or agree to issue
equity securities to a related person without the approval of holders of ordinary
securities unless a relevant exception applies. Listing Rule 10.13 specifies the
information that the entity must provide to its shareholders. The required information
does not include an independent expert's report.  Although an independent expert's
report is not expressly required, the directors of AGD consider that this Report will assist
the Non-associated Shareholders in determining whether to give approval for the
purposes of Listing Rule 10.11 by passing Restructure Resolutions 2 and 3.

Part 2E.1 of the Corporations Act governs related party transactions. Section 219 of
that Part sets out the requirements for information to be provided 1o shareholders but
does not expressly require the inclusion of an independent expert’s report. Once again,
aithough an independent expert's report is not expressly required, the directors of AGD
consider that this Report will assist the Non-associated Shareholders in determining
whether to give approval for the purposes of Part 2E.1 by passing the Restructure
Resolutions.

This Report has been prepared by IFL for the benefit of Non-associated Shareholders
{and no other party} to assist them in considering whether or not to approve the
Restructure Resoclutions. This Report will accompany the Noiice of Meeting and
Explanatory Statement 1o be sent to shareholders. The sole purpose of this Reportis as
an expression of IFL's opinion as to whether the Restructure Resolutions are fair and
reasonable, having regard to the interesis of the Non-associated Shareholders.

iFL's opinion should not be consirued as a recommendation as to whether or not to vote
in favour of any of the Restructure Resolutions. Approval or rejection of each
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4.2

Restructure Resolution is a matter for individual Non-associated Shareholders based on
their own circumstances, including risk profile, liquidity preference, invesiment strategy,
portfolio structure and tax position. Non-associated Shareholders, who are in any doubt
as fo the action they should take in relation to the Restructure Resolutions, should
consuit their own independent professional adviser.

Basis of Evaluation

There is no statutory definiion of the expression “fair and reasonable” and the
expression has different meanings for different regulatory purposes.

in determining whether the Restructure Resolutions are fair and reasonable having
regard to the inlerests of Non-associated Shareholders, we have had regard fo the
views expressed by ASIC in Policy Statements 74 and 75 {to the extent that they are
relevant} and Practice Notes 42 and 43 which provide some guidance in relation to the
preparation of independent expert reports.

As indicated by the definition of Non-associated Shareholders in section 1 of this Report,
only the interests of these shareholders other than GCH and its associates are to be
taken into account in assessing whether the proposal is fair and reasonable.

ASIC Policy Statement 74 provides that the assessment of whether a proposal for the
purposes of item 7 of section 611 of the Act is fair and reasonable for Non-associated
Shareholders must be judged in all the circumstances of the proposal. In making this
assessment, the independent expert must compare the likely advantages and
disadvantages for the Non-associated Shareholders if the proposal is agreed to, with the
advantages and disadvantages to those sharehelders if the proposal is not agreed to.
in essence, the proposal will be “fair and reasonable” if the Non-associated
Shareholders will be better off i the proposal proceeds than if # does not; that is, the
proposal wilt be “fair and reasonable” if the expected benefits to the Non-associated
Shareholders of the proposal outweigh the disadvantages of the proposal.

As the Restructure Resolutions are interdependent, we consider that the Resiruciure
Resolutions need to be considered as a package; that is, the transactions contemplated
by the Restructure Resoclutions need to be considered as a whole. In our view, this is
consistent with ASIC’s guidance that we must take into account all of the circumstances
of the proposal when making an assessment of what is fair and reasonable to Non-
associated Shareholders.

in contrast, ASIC Policy Statement 75 is primarily directed towards reports prepared
under section 840 of the Act and in particular the meaning of “fair and reasonable” in the
context of a related party takeover offer. In doing so, ASIC draws a distinction between
the concepts of “fair’ and “reasonable” and indicates that each must be assessed
separately. This is not the position in relation to a proposal for the purposes of item 7 of
section 611 of the Act, where the concept of “fair and reasonable” is treated as a single
concept to be assessed on the basis described above.

in IFL's opinion, and based on the relevant ASIC guidance, the most appropriate basis
on which o evaluate whether the Restructure Resolutions are fair and reasonable for
the purposes of item 7 of section 611 is to assess the overall impact of allowing GCH ,
together with its associates, 1o hold up to 78.124% of the issued voting shares of AGD
and to assess whether the expected benefits fo the Non-associated Sharsholders of
GCH, together with its associates, increasing its interest in AGD from 66.800% to
78.124% outweighs any disadvantages that may arise as a result of allowing that
increase.

As AESX offers no guidance as to the meaning of “fair and reasonable” for the purposes
of Listing Rule 10.1, IFL considers that it is appropriate to have regard to ASIC's
guidance in assessing whether the Restructure Resolutions are fair and reasonable for
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4.3

the purposes of Listing Rule 10.1. Accerdingly, IFL has considered whether the
expected benefits to Non-associated Shareholders of the transactions contemplated by
the Hestructure Resolutions outweigh any disadvantages to Non-associated
Shareholders should those transactions not proceed.

in determining whether the Restructure Resolutions are fair and reasonable, IFL has
considered a range of factors such as:

= the nature of AGD's current activities;

= the dilutionary impact and level of control by GCH;
= the relationship between AGD and GCH;

= the recent trading history of AGD; and

+«  the fundamental valuation of the shares of AGD and GMC.

in the process of making an assessment of the Restructure Resolutions, IFL has made
certain assumptions. Where these assumptions are material to our work we have stated
them in this Report.

Assessment of and Fairness and Reasonableness

To form an opinion as to whether the Restructure Resolutions are in the best interests of
Non-associated Shareholders, we have, consisient with the position outlined in Policy
Statement 74, considered the following:

= advantages to Non-associated Shareholders of approving the Restruciure
Resoclutions;

= disadvantages tc Non-associated Sharehoiders of approving the
Restructure Resolutions: and

= the likely position of AGD i the Restructure Resolutions are not approved.

4.3.1 Advantages to Non-associated Shareholders

i all of the Restructure Resolutions are approved, we consider that the following
advantages could potentially be realized by Non-associated Shareholders:

= To date, GCH has been funding most of AGD's commitments with respect
to Guanaco. AGD does not have the funds o repay GCH while GMC will
not be able 1o repay the loans unti production commences which at the
earliest would be in 2009. The relative adjustment through capitalisation of
the loans could help maintain the support of GCH for GMC.

= The transfer of interest in GMC from AGD to GCH is being done at an
effective valuation of $60.23 million, which is in excess of the implied AGD
enterprise value {see Section 5.3.1) and although above the valuation range
for Guanaco as determined by IFL {see Section 5.3.6}, it is at the high end
of the valuation based on forecast EBITDA multiples (see Section 5.3.4).

= Currently, AGD holds a minority interest in Guanaco of 35.777%. Following
approval of the Restructure Resolutions and implementation of the
associated transactions, AGD would hold a 51.0% interest in Guanaco. A
controlling equity position in Guanaco could increase market interast in
AGD, as it would be the manager and operator of the mine and thus have
greater controlf of future developments. AGD should therefore be in a better
position to raise future funding.

= Approval of Restructure Resoclutions 2 and 3 will alsc mean an increase in
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4.4

the holding of AGD's largest shareholder, GCH from 66.800% to 78.124%
However, the issue of 227 888 million shares in AGD to GCH is at $0.047
which is at a 51.7% premium to the current share price and a 38.3%
premium to the volume weighted average price {(VWAP} of shares in AGD
over the last 3 months. The diution for Non-associated Shareholderss is
therefore less than if the share price paid was equal to or at a discount to the
market price.

= While premiums for control of resource companies can range from 20% to
30%, thaese premiums are for 100% of the company and the benefits that
flow from that level of control. GOCH will only move from 66.800% to
78.124% shareholding in AGD, and not thus not gain the benefits of full
control. The premium being paid by GCH of 38.3% is therefore well above
market practice.

= A larger interest in Guanaco shouwld result in larger future earnings
attributable to the company.

4.3.2 Disadvantages to Non-associated Shareholders

¥ Restructure Resolution 1 is approved, we consider that the following disadvantages
could potentially result for Shareholders:

= AGLYs current holding in GMC of 35.777% will be reduced by 2.569% to
33.208%.

¥ Restruciure Resolutions 2 and 3 are approved, we consider thal the following
disadvantages could potentially result for Shareholders:

= AGDYs issued capital will increase by 227.888 million shares and GCH's
holding in AGD will increase by 11.353% to 78.124%.

= AGD will have to take up operatorship of GMC and increase its
administrative and technical facilities. Additional costs can be expecied, as
well as having to provide 51.0% of GMC costs compared with the present
35.777%.

4.3.3 Position of Non-associated Shareholders if Besiructure Resolutions
are not approved

Advantages if the Restructure Resolutions are not approved include:
= AGD's current holding in GMC will remain unchanged.

= AGD’s issued capital will not increase by a further 227888 million shares
and GCH's holding in AGD will remain at 86.800% and not increase to
78.124%.

Disadvaniages if Restructure Resolutions are niot approved include:

= Future financial support form GCH might be compromised and AGD’s ability
to meet financial commitments to the evaluation and potential development
of Guanaco may prove more difficult.

= AGD will continue to hold a minority interest of 35.777% in Guanaco. This
level of interest might make it more difficult for AGD to raise capital for its
contribution to the potential development of Guanace.

Conclusion

We have considered the advaniages and disadvantages io the Shareholders of
approving the Restructure Resolutions and the likely position if the Restructure
Resolutions are not approved. Taking account of the issues discussed above, we
believe that the Restructure Reseclutions are fair and reasonable.
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5.1

OVERVIEW OF AGD

Guanaco Project Overview
Background & Corporate Structure

In 1821 Amax Gold Inc. {Amax) obtained an option over the Guanaco gold project
{Guanaco) located 185 km south east of Antofagasia, Chile, from Minera Guanaco Ltd.
and defined a reserve of 11.5 million tonnes {mi) containing gold {(Au} grades of 1.77
grams per tonne (gA). Amax leased some addilional property from Siate owned ENAMI
{ENAMI) in 1282 and began open pit mining in February 1993 using conventional heap
leaching and a Merill Crowe recovery plant. Although average gold grades were
between 3 and 4 g/, the mining operation closed in 1897 due mainly to the low gold
prices and some metallurgical complications related to copper in the ore.

In 1989 Kirnross Gold acquired Amax and the property was taken over by its local
subsidiary Kinam Guanaco (Kinam). In January 2003, AGD (formerly Diamond Rose
NL} ebtained, through its subsidiary Golden Rose International Limited (GRIL}, an option
to acquire Guanaco, comprising a concession covering 150 sq km excluding the
Soledad claims {Soledad), adjacent to the Guanaco mine, as well as a few other minor
third-party properties. To help fund the acquisition, Guanaco Capital Holding
Corporation {GCH} agreed to provide funds to complete the purchase conditional on
GCH holding title in Guanaco, pending an eguitable distribution of equity being
concluded and also on AGD managing the project on terms and conditions o be agreed
upon.

Guanaco was acquired by Guanaco Mining Company Lid {GMC) and a binding
international arbitration in July 2003, determined that GCH should hold 51% of the
equity in Guanaco. GMC is therefore owned 51% by GCH and 48% by GRIL.

In December 2005, GCH increased its interest in GMC through the acguisition of the
minority interests in GRIL of 26.99%. GCH's interest in Guanaco, excluding its flow
through interest arising from its holding in AGD {66.800%), was approximately 64.22%.
AGD had a 73.01% interest in GRIL and, accordingly, the effective interest in Guanaco
was approximately 35.78%.
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5.2
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As part of the funding arrangements GCH has lent some of AGD's share of project costs
and funded its head office and Australlan exploration activities.

Guanaco Goid Project

The Guanaco District is sifuated on the western edge of the main Chilean porphyry
copper bell. The region has produced in excess of 2 milion ozs of gold since first
discovery in 1878, with intense exploitation between 1886 and 1939.

The Guanaco property is located 200 kilometres {km)} southeast of Antofagasta and
about 50 km east of the Pan American highway. The mine is reported o have produced
9.3 tennes of gold in 1938 and 3.7 ionnes in 1939 and a total of 30 tonnes te the mid
1980’s. Copper is recorded as mined between 1928 and 1930, although no production
details are available.

The Guanaco mine is 40 km from Meridian Gold’s El Penon gold mine which has
produced 320,000 ozs of Au annually at a cost of less than US$50 per oz. Guanaco is
also 80 km from BHP Billiton’s Escondida mine, which produces 1.2 million t of copper
{Cuj} annually and is one of the world’s largest copper mines.

Three open pit mines were operated by Amax: Dumbo and Defensa open pits exploiing
the Dumbeo Defensa vein structure and Perseverancia pit exploiting the Chilena vein
struciure

Substantial assets also exist on site including a crushing plant. heap leach processing
plant including a Merrill Crowe recovery plant, administration block, laboratory,
warehouse, maintenance facilities, an accommodation complex and mobile equipment.

QOver the concession there are numerous gold and copper minerakisation fargets with
most of the gold production coming from less than one-third of the known 3.5 km
mineralized strike length of the Dumbo-Defensa vein system. During late 1989 and
early 2000 a wide spaced drilling programme identified the Cachinalito mineralisation.
Brilling undertaken by Amax and Kinross also identified potential for underground
mineable mineralisation at the following locations:
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= [Dumbo, between the west wall of the pil and the Soledad property
boundary;

= Cachinalito, fo the east of existing access and mined out stopes on the
Soledad property; and

= Chilena, again between the Soledad property where the vein has apparently
been mined and the Perseverancia open pit.

A technical review by SRK Consultants quoted JORC compliant resources which are
summatised in the table below. Between March and May of 2006 the current owners
undertook a drilling programme consisting primarily of reverse circulation (RC} drilling
and some diamond holes followed by a second programme between August and
October 2006. The programmes consisted of 25,000 metres of drilling. An independent
technical expert, Magr Consullores Limitada (Magri), completed a geostatistical
assessment of the new drilling results in January 2007. The results of Magri’s report
were summarized in AGD's December 2008 Quarterly Report, a copy of which is
included in Appendix B of this report. The JORC compliant resources estimated by
Magri are also summarized in the table below.

The recent exploration expenditure has been used to confirm and upgrade the
resources. Exploration was and is also being undertaken on minerafised zones that

were not included in the SRK report. Only fimited work has been done on the existing
leach pads, but AGD believes a more realistic vaiue for the resources guoted below by
SRK would be around 60% of the initial estimate. This would imply a current resource
of some arcund 650,000 ounces of goid.

Indicated 1.838 5.69 335,000 1.077 3.70 | 128,185
Inferred 2.000 5.50 355 000 0.654 3.52 74,089
Dumbo West | Measured - - - 0.158 2.88 14,660
Indicated 1.773 2.20 125,000 0.524 2.65 44 662
Inferred 1.500 2.20 100,000 1.405 1.77 80,068
Perseverancia | Measured - - - 0.066 4.04 8,540
Indicated - - - 0.102 3.78 12,284
Inferred 2.500 5.00 400,000 0.059 3.27 6,173
Toial 89.611 426 | 1,315,000 | 4.804 3.15 | 496,141
Leach Pads Measured - - -
Indicated 11.100 0.73 260,000
Inderred - - -
Toial 20.71 2.37 | 1,575,000

" Krged estimate with 19/t cutoff

Although recent drilling weuld suggest that resources have proved {o be fess than those
originally quoted by SRK, 65% were originally in the inferred classification while after the
recent drilling, inferred now only represent 32%, with the potential for measured and
indicated resources o equal or exceeding the ofiginal SRK estimate.

A number of deep holes drilled by Amax, below the Dumbo and Perseverancia pits have
indicated a wide zone of enargite rich copper-gold mineralisation. An Amax estimate of
this mineralised zone quoted an inferred resource of 42 million t grading 0.84% Cu and
0.8g/t Au to 150 metre (m) depth below these two pits. This mineralisation was stated to
be open along strike and at depth.
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53 Guanaco Valuation

A number of valuation methodologies are available fo determine an estimate of the
value of company assets, although not all methods are applicable 1o resource company
valuations, nor does sufficient information necessarily exist to use them reliably. In the
case of Guanaco, five methods commonly used for valuing projects have been applied
to determine an appropriate valuation range, including:

= |mplied Enterprise Value

= Exploration & Acquisition Expenditure
= Comparative Equivalent Values

= Forecast EBITDA Multiple

+«  Discounted Cash Flows

Each of these methods is described beiow in mora detail.

5.3.1 Implied Enterprise Value

For listed companies i is possible 1o derive their market capitalisation by mulliplying the
issued stock times the market price and then by deducting the net cash assets of the
company {cash or liguids less debt) the enterprise value (EV} is reached. The enterprise
value is effectively the market inferred valuation of the Company’s project assets.

AGD has currently 440.2 million shares on issue with a current share price of $0.031 per
share implying a market capitalisation of $13.6 million. However, the trading volumes
for AGD are very low with liffle or no trading volume on individual weeks as shown in the
chart below. A VWAP based on a 3 month relling weekly average is also shown on the
chart. The current VWAP is $0.034 per share and is a more realistic value to apply for a
market capitalisation of $15.0 million. AGD’s current net cash is $0.4 million primarily
consisting of the net loans to GCH for an enterprise value of $14.6 million.

AGD Volume and Price

Volumne (000's
Price (cents’

pilld, Ei‘ 1
J MAr- M J A S Ot N D J M Aor
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Source: iress and 1FL
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AGD 3 Month VWAP
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Prior to the proposed transaction AGD holds a 35.78% interest in Guanaco plus various
interests in Western Australian {WA) exploration assets. These together represent the
enterprise value of $14.8 million. The WA exploration assets are early stage tenemenis
and therefore AGD's varicus interests in these are deemed to have only a modest value
of $0.2 million based on previous acquisition costs and exploration expenditure 1o date
ot $0.129 million. The implied value for AGD's 35.78% interest in Guanaco is therefore
$14.4 million or $40.2 million for 100% of the project.

The shortcoming of this approach is the assumption that the market has correctly priced
the assets, especially when the volumes are very low and the share price may not truly
reflect a fully informed market. Additionally, the valuation applies to a minority interest
where AGD has ne control over the project and thus a discount to the value derived for
100% is not unreasonable. Contrel premiums for mining companies can vary from 20%
to 30% and therefore, a valuation of between $48.3 million to $52.3 million for the
Guanaco project would be reasonable.

5.3.2 Exploration & Acquisition Expenditure

Previous exploration expenditure on a tenement can be used o provide an indicative
level of value. Highly prospective tenements will generally encourage a higher level of
exploration expenditure. This is a very raw evaluation as sunk cosls are sunk and the
implication that the current value is refated to the leve! of previous expenditure is often
tenuous. However, where axploration results can't be defined in dollar terms and in the
absence of other methodologies, it can provide a relative guide 1o value.

The method can be enhanced by multiplying the value by a multiplier that can range
from O to 5 to reflect the future potential of the permit sometimes called the multiple of
exploration expenditure method (MEEM), but again this is somewhat arbitrary. Past
exploration expenditure that doesn’t add to the knowledge base of the property should
be excluded from the assessment. in other words, it all previous expenditure had
shown no exploration potential then there is little or no value applicable 1o that permit.

in the case of Guanaco, exploration expenditure has been incurred to prove up
minerafisation estimated by Amax. The table below lists exploration expenditure and
project overheads {excluding head office costs) since acqguisition. The present value of
these expendiures is approximately $2.4 million.
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2003 0.618
2004 1.134
2005 1.250
2008 4.336
Toial 7.105

Prior to the acquisition of the tenements by GMC, the previous owners Amax, had
identified minerafisation including the existing leach dumps with potential fo contain
1.575 million ounces of gold. This figure was made up of 720,000 ounces in the
indicated resource category and a further 855,000 ounces as inferred as complied in a
technical report by SRK Censultants in November 2002 as discussed in Section 5.2.

To acguire the proiect a payment of US$7.1 million was made to ENAM! of which $6.5
milion was paid by GMC in three instalmenis between 2003 and 2005 and the
remainder by Kinam. An additional rovalty of 3% of gross revenue from gold and silver
production is payable to ENAMI, although the $6.5 million cash payment can be credited
against future royalty payments. GMC is also required o pay Kinam US$0.3 million per
annum untif first production and then a 5% gross profits royalty. The Kinam obligation
can be satistied by a once off the cash payment of US$7.5 million. An approximate
present value for the acquisition price, assuming first production in 2009, is estimated at
approximately $16.0 milion.

The total expenditure to date on the Guanaco is the sum of acquisition price and the
exploration costs which amount to $25.4 million or approximately $39 per ocunce based
on 656,000 ounces. The recent and current drilling program is iesting exiensions fo the
known resources plus new targets not included in the ofiginal SRK estimates. An
MEEM of between 1.5 and 2 times could therefore be applied given the potential of the
area at this stage, for a valuation of between $38.1 million to $50.8 million.

5.3.3 Comparative Equivalent Values

As discussed above, Guanaco has drill defined resources. A gold exposure per
enterprise value ($/0z) can therefore be calculated for Guanaco. Other ASX listed
companies also provide exposure to gold by way of defined resources and can be used
as a valuation marker for AGD. The table below lists other ASX listed gold companies
that are not in production and have published resources.

Jackson Gold $0.18 14.24 590,000 1.5 iz2.2 $24
Integra Mining $0.13 29.63 1,165,000 286 i3.7 $25
Alloy Rescurces $0.18 7.62 206,875 38 2.4 $26
Monarch Gold Mining | $0.26 68.45 | 2,457,400 25 31.0 $28
Regis Resources NL $0.09 103.28 | 2,281,000 1.8 36.8 $45
Cortona Resources $0.33 18.71 368,800 3.9 3.1 $51

Chalice Gold Mines $0.12 4.91 77,800 5.3 0.5 $63
Navigator Rescurces | $0.48 46.90 700,800 2.0 0.7 $67
Midas Resources $0.18 2988 437 083 2.0 88 $68
Andean Resources $0.48 153.50 842,000 1.8 4.7 5182
Avoca Resources $1.38 | 222.7% | 1,080,000 4.0 8.7 5204
Weighted Average 63.61 937,831 2.0 12.8 $68

Source: IFL, company reporis
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The weighted average of EV per cunce from the above itable is $68. The variance from
$24 1o $204 reflects the different qualities of the resources with respect io total number
of ounces, average grade and exploration potential. Generally, the larger the number of
ounces, and more impertanily, the higher the grade which provides for a larger
operating margin, the higher the EV per ounce.

Exceptions 1o this rule would appear 1¢ be Regis Resources and Andean Resources,
which coincidently has its gold proiect in Argentina. The relatively high EV per ounce for
Andean can be attributed to the recent announcement of high grade intersections in a
nearby zone to their existing orebody and the expectation that goid ore could be toll
treated at the near by San Jose mine, which would significantly reduce capital costs. in
the case of Regis Resources there is a high fikelihood of resource continuity along strike
and at depth, which provides potential for further significant increases in resources most
of which are very near surface with potentially low operating costs.

Given the size and grade of the resources at Guanaco a valuation in excess of the
weighted average would not be unreasonabile. IFL would place a value of between $80
and $120 per ounce for the non leach pad resources, which equates to a value of $40
million to $60 million.

5.3.4 Forecast EBITDA Multiple

The most common valuation technique used by the equities market is to apply a muitiple
to & company’s maintainable eamings or net profit affer tax. Alternatives to the net profit
include earnings before interest, tax, depreciation and amortisation {EBITDA} or
eamings before interest and tax (EBIT). It is necessary that the company has positive
earnings and preferable if they can be maintained for a reasonable length of time with
some future growth. The multiple to be applied must therefore reflect the “quality of the
eamings” and refles on the availability and comparison with other comparable market
data.

Guanaco is not in production, but the company hopes that after completion of the
current exploration program and feasibility study that construction of the mine could
commence in early 2008 with first production in the first half of 2000. The first full year
of eamings could therefore occur in 2010. IFL has estimated the potential earnings that
could be derived from the project based on operating parameters discussed in section
5.3.5. The EBITDA for 2010 was estimated at $47.3 million.

Avoca Resources $1.42 226 n/a 5.3 2.3 2.5
Dominion $2.39 223 7.0 4.9 5.0 4.7
Equigold $1.67 271 8.0 5.5 2.6 2.4
Kingsgate Consolidated $4.93 480 n/a 8.7 8.3 6.8
Oceana $0.74 587 11.2 5.3 3.7 3.4
Perseverance $0.38 278 7.7 4.0 4.0 2.8
St Barbara $0.52 374 17.0 2.3 4.4 3.2
Weighted Average 4.0

Source: IRESS, broker reports and IFL estimates

The tabie above lists consensus forecast EBITDA for a number of ASX listed companies.
The weighted average for 2010 is 4.0 times. Given that current expected Guanaco gold
production will be less than the weighied average, an appropriate multiple to apply
would be 2.5, for a valuation of $118.3 million. As AGD is not in production at this time,
the capital cost of development and acquisition of approximately $33 million has ic be
deducted for an unvisked value of $85.3 million. A prebability risk factor has to be
applied which is subjective given the uncertainty surrounding many of the mine
parameters at this early siage of the project evaluation. IFL has determined that an
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appropriate probability risk factor to apply for success is between 50% and 75% for a
risked value range of between $42.7 million and $64.0 million.

535 Discounted Cash Fiows (DCF)

The DCF methodology is based on the generally accepted theory that the value of an
asset depends on its future net cash flows, discounted to their net present value (NPV)
at an appropriate discount rate (the weighted average cost of capital). This discount
rate represents an oppertunity cost of capital reflecting the expected rate of return which
investors can obiain from investments having equivalent risks.

DCF valuations are particularly applicable to assets with limited lives, such as mining
operations. Where appropriate, future yearly cash flows have been estimated and then
discounted back to March 2007. The discount rate applied is IFL's estimate of AGD's
weighted average cost of capital {(WACC) of 11.3% {see Appendix A). However, there
is some debate as to applicable discount rates 1o be applied o gold companies where in
theory commaodity price risk can be hedged away which as discussed in Appendix A
could imply a discount rate equal to the risk free rate of 5.8%.

The current exploration program is being undertaken in combination with a feasibility
study to determine the viability of the mine. IFL has used information provided by
management, on current estimates of capital and operating costs. There is obviously at
this stage a relatively higher margin of error on these figures.

The primary inputs into the cash flow model were as follows:
« Captial cost of US$25 million — value of existing surface infrastructure is
estimated at around US$1 million
« Annual production of 500,000 tonnes per annum commencing in the second
quarter of calendar 2009
« Cut off grade of 2g4 for an average mine grade of approximately 4.5 g/t sourced
primarily from underground mining
« Operating costs of US$25 to US$28/t mined, USHi5/ treated and US$5/ for
adminisiration
+«  Gold recovery of 25% except for Dumbo west with recoveries of 75%. Silver
recovery of 75%
Heap leach grade of 0.55g/t with 50% recovery
Nominal tax rate of 30%
Mine fife of up to 8 years subject to viable project economics
Forecast gold price, silver price and exchange rate as discussed in section 5.4
No value ascribed for copper
inflation rate of 3.5%, {historically over recent years the Chile inflation rate has
been between 2.4% and 3.1%)

* & & & &

The NPV derived form the mode! at a discount of 11.3% was $57.9 millien while at a
discount rate of 5.8% the NPV was $78.8 milion. These are unrisked values and a
probabifity risk factor has to be applied. This is subjective given the uncertainty
surrounding many of the mine parameters at this early stage of the project evaluation.
iFL has determined a probability risk factor for success of 50% to 75% for a risked value
range of between $29.0 million and $59.1 milfon.

5.3.6 Summary of Valuations

The tabie below summarises the values obiained from the different valuation
approaches discussed in the preceding sections.

Enterprise value 48.3 to 52.3
Expenditure 38.1 to 50.1
Comparative Values 40.0 o 60.0
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54

EBITDA Multiple 42.7 1o 64.0
NPV 28.0 1o 50.1

The wvaluation methods are subjective and rely on comparisons and uncertain
information which results in variation in the project value although all fall into a
reasonable range. Taking into account the relative merits of the methodologies
summarised above, IFL currently values 100% of Guanaco at between $40 milfon and
$55 million.

Assumptions

As part of the valuation process IFL has made certain forecast assumptions with regard
to excgenous variables including relevant commodity prices, exchange rates and
inflation rates that will have a direct impact on the project valuation. The primary
assumptions are detailed below.

5.441 Commodity Price Forecasis

in the IFL. forecasts it has been assumed that each of the two metals are valued in the
market-place as commodities. As with all commodities, price is set at the balance point
of supply and demand and consequently is driven by the multiplicity of economic factors
affecting production and consumption. Classic examples of these factors include:

Supply Side Factors Demand Side Factors
costs of production economic activity

availability of ore reserves avaitability of substitutes
investment in production facilities effects of re-cyling and reuse
stocks at terminal markets consumption and hoarding

in addition, price is significantly driven by invesiment activity, both speculative and risk
managing, in the derivative and physical markets. Pricing is therefore also a function of
sentiment and the comparative returns offered by other investments.

The interaction of these factors are extremely complex and {perhaps more importantly
from a long-run valuation perspective) inconsistent across time. In our view therefore,
complex ecenometric modeling has limited application for this purpose and a more
relfable long-run pricing forecast is obtained by analysis of long ferm historical price
trends expressed in constant doliars.

Accordingly, for this valuation we have calculated annual commodity prices in 2006 US
doltar terms in an annual fime series running back to 1900. The daia for this study is
taken from US Geological Survey historical price data.

Across this historical time-frame there have been a number of structural or institutional
distortions in the market prices of each of these commodities. We have identified those
time sections which in ocur opinion are not representative of current {and expected)
market conditions and excluded these data from our forecasts.

5.4.2 Gold Price

From 1900 io the Second World War, the gold price was substantially controiled by the
Central Banks of the Gold Standard currency countries. From 18468 until 1973 the
‘official' gold price was regulated under the terms of the Bretton Woods Agreement by
the IMF to preserve the value of currencies during the post war reconstruction.

From 1973 gold was allowed 1o find its free market price; the data used in the price
forecast study is therefore restricied 1o the 33 year period 1873 to 2008.
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The impact of the 1980/81 gold price ‘spike’ on the mean is significant — as shown on
the chart above i the peak Is smocthed to the mean (US$594/0z) in those two years,
the Adjusted Average falls to US$§552/oz. However, given that the Gold Futures strip is
currently trading welt above the spot price, we believe that this degree of price volatility
is still in the market and do not consider it appropriate to adjust the data.

Price Forecast

Calendar Year Price {US%/02) 830 649 689 689

Notes: Forecasts are based on the 2006 dollar long term mean of US$598/0z escalated at the assumed US All
Groups CPI.

5.4.3 Silver Price

Although it was also a ‘monetary metal’, during the sample period the silver price has
nat been controlled other than by an informal and inconsistent market reference to the
gold price. For consistency with gold we have restricted the analysis to the same 33
year period from 1973 to 20086.

During this period the silver market followed the same spike as that of gold — and this
was exaggerated by the attempt of the Bunker Hunt Syndicate to control the global
silver markeat.
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Long-Run Silver Price History
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The mean price of silver over the sample period is US12.44/0z {in 2006 doliars).
Adjusting for the 1880/91 spike this falls to US$10.95/0z. Similarly to gold however we
believe that the silver price will remain volatile and do not belleve that it is appropriate to
adjust the data for the spike.

Price Forecast

Calendar Year Price (US$/oz) 13.33 13.88 14.28 14.63

Forecasts beyond 2008 are the 2006 dollar mean of US$12.44/0z escalated atf the assumed US All Groups
CPL.

5.4.4 A%/US$ Exchange Rate

Revenues generated from the potential development of Guanaco will be dominated in
US doflars. For valuation purposes, given that the financial model has been derived in
LSS, it is necessary to forecast the Australian/US dollar exchange rate. Historically the
A% has declined relative to the US$, as shown below, due to a weakening trade defick.
From 2002 strengthening commodity prices have lifted the value of the A$ against the
Uss.

The outlook for the domaestic currency remains solid while commodity prices maintain
what are cyclically very high levels. 1t is reasonable to expect that most, if not all,
commodity prices will correct if the global economy loses its recovery momentum into
2008 and beyond as the impetus from China and Eastern Euwrope is offset by a
deceleration in US and Europe. In a domestic context, the likelihood is that GOP growth
has now slipped back to its frend rate of 3%. Australian interest rates have been ata 75-
150 basis point premium to US rates for some time and therefore that source of suppeort
for the A% may also wane. The long term equilibrium rate for the $A is likely to be
$U3S0.75, inline with the trading average before the latest surge in global metal and
anergy prices.
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Most analysts are forecasting a partial weakening in energy and metal commodity prices
within the nexi few years as growth in Chinese infrastructural expenditures tapers. This

is likely to have a knock on effect with a weaker A$, although commedity prices are
forecast to remain above historic averages.

A%$/USS Exchange Rate Forecast

AB/USS

0.80 0.77 0.75
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6.1

6.2

LIMITATIONS, REPRESENTATIONS AND RELIANCE ON INFORMATION

Sources of Information

iFL has relied on the foliowing information in the preparation of this Report:

= Notices of Meeting and Explanatory Statement which this Report
accompanies.

= AGD press and ASX releases.

= Other confidential correspondence, project presentations, and working
papers.

= Site visit and discussions with onsite personnel.

= |FL has also held discussions with, and cbtained information from senior
management of AGD.

= January 2007, Exploration Program, Guanaco Mining District | Region of
Antofagasta, Chile — Stabro Kasaneval.

= January 2007, Geological Resource Estimation for Cachinalitc W. & Central,
Cumbo W. and Perseverancia Zones — Magri Consultores Limitada.

*  December 2006, Mineralization Styles and Exploration Potential Of E
Guanaco Gold District, Northern Chile -~ Richard Sillitoe.

= November 2005, Guanaco Froject Valuation Repeort — Sandercock and
Associates Pty Lid.

= August 2008, Visit to Guanaco — Fluor.

= January 2003, Resumption of Operations at the Guanaco Gold Mine, Chile —
Golden Rose International Limited.

= November 2002, Technical Review of the Guanaco Property — SRK
Consultores.

= Publicly available information on other listed mining companies.

Assumptions

iFL's opinion is based on economic, sharemarket business trading, financial and other
cenditions and expectations prevailing at the date of this Report. These conditions can
change significantly over relatively short periods of time. lf they did change materially
subsequent to the date of this Report the opinion could be different in these changed
circumstances. However, FL. has no obligation or underiaking to advise any person of
any change in circumstances which cemes 1o its attention after the date of this Report or
to review, revise or update its Report or opinion.

This Report is alsc based on publicly available information and on financial and other
information provided by AGD (either directly or through its advisers}. IFL has
considered and relied upon this information and its completeness, accuracy and fair
presentation. AGE has represented in writing to IFL that, to ifs knowledge, the
information provided by it was complete, accurate and not misleaging in any material
respect. The information provided to IFL. has been evaluated through analysis, enquiry
and review for the purposes of forming an opinion as o whether the Restruciure
Resolutions are fair and reasonable. However, in preparing reports such as this, time is

independent Expert’s Report

10 April 2007

g Financiad Limiiagd 25



7.1

limited and IFL. does not warrant that its enguiries have identified or verified all of the
matters that an audil, extensive examination or "due diligence" investigation might
disclose. Except as expressly sef out in this Repori, IFL has not attempied to
independently verify the completeness, accuracy or fair presentation of any of the
information provided by AGD. in any event, an opinion as to whether a proposal is fair
and reasonable is more in the nature of an overall review rather than a detailed audit or
investigation. IFL confirms that its procedures and enquiries do not constitute an audit
in accordance with Australian Accounting Standards {AAS)}, nor does it constitule a
review in accordance with AAS 802 applicable 1o review engagements.

{FL has no reason to believe that any material facts have been withheld and AGD has
cenfirmed in writing that it believes it has provided all relevant information of which it is
aware but IFL does not represent that it has received all relevant information.

An important part of the information used in forming an opinion of the kind expressed in
this Report is comprised of the opinions and judgements of management. This type of
information was also evaluated through analysis, enguiry and review to the extent
practical. However, such information is often not capable of external verification or
validation.

Preparation of this Report does not imply that IFL has audited in any way the
management accounts or other records of AGD. 1#t is understood that the accounting
information that was provided was prepared in accordance with generally accepted
acceunting principles and in a manner consistent with the methods of accounting in
previous financial years of AGD (except where noted or where required due 1o a change
in accounting standards).

in forming its opinion, IFL has also assumed that:

= matters such as title, compliance with laws and regulations and contracts
are in good standing and will remain so;

= the information set out in the accompanying Explanatory Statement is
complete, accurate and fairly presented in all material respects;

= the publicly available information relied on by iFL in its analysis was
accurate and not misleading;

= the legal agreements required to give effect to the Restructure Resolutions
will be implemented in accordance with their terms; and

= the legal mechanisms fo effect the Restructure Resolutions are appropriate
and will be effective.

QUALIFICATIONS, DECLARATIONS AND CONSENTS

Qualifications

iFL provides corporate advisory services in relation to mergers and acquisitions, capital
raisings, corperate restructring and financial matiers generafly. One of its activities is
the preparation of company and business valuations and the provision of independent
advice and expert's reports in connection with mergers and acquisitions, takeovers and
schemes of arrangements. |IFL directors have prepared a number of public expert's
reporis since its formation in 1987,

The principal person responsible for preparing this Report on behalf of IFL is Dr Victor
Rudenno B.E., M.Com., PhD, SFFinsia, MAusIMM who has a significant number of
years of experience in relevant corporate advisory matters. Dr Rudenno is an
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7.2

7.3

7.4

authorised representative of IFL pursuant to its Ausiralian Financial Services Licence
under Part 7.6 of the Corporations Act.

Declarations

i is not intended that this Report should be used or relied upon for any purpose other
than as an expression of iIFL’s opinion as io whether the Resiructure Resolutions are
fair and reasonable, having regard 1o the interesis of the Non-associated Shareholders.
iFL expressly disclaims any liability to any AGD shareholder who relies or purporis io
rely on this Report for any other purpose and to any other party who relies or purporis to
rely on this Report for any purpose.

This Report has been prepared by IFL with care and diligence and the statements and
opinions given by IFL in this Report are given in good faith and in the belief on
reasanabie grounds that such statements and opinions are correct and not misleading.
However, no responsibility is accepted by IFL or any of its directors, officers or
employees for errors or omissions however arising in the preparation of this Report,
provided that this shall not absolve IFL from liability arising from an opinion expressed in
bad faith.

IFL has had no involvement in the preparation of the Notice of Meeting or the
Explanatory Statement and has not verified or approved any of the contents of the
Notice of Meeting or the Explanatory Statement. IFL does not accept any responsibifity
for the contents of the Notice of Meeting, the Explanatory Statement or any other
documents provided to AGD sharehoiders {except for this Report).

independence

{FL is entitled to receive a fee of $30,000 {exclusive of GST) for the preparation of this
Report. IFL is also entitled to be reimbursed for any ocut-of-pocket expenses incurred in
the preparation of this Report. Except for this fee and the reimbursement of these
expenses, IFL. has not received and will not receive any pecuniary or other benefit
whether direct or indirect in connection with the preparation of this Repori.

Neither the signatories to this Report nor IFL hold securities in AGD. No such securities
have been held at any time over the last two years.

Neither the signatories to this Report nor IFL have had within the past two years any
business relationship material to an assessment of iIFL's impartialty with AGD, or its
associates, other than in connection with the preparation of this Repori. IFL has
previously provided AGD with some restructuring advice.

Prior to accepting this engagement IFL considered its independence with respect io
AGD and any of their respective associates with reference to ASIC Practice Note 42
entitled “Independence of Expert's Reports”. In IFL's opinion #t is independent of AGD
and their respective associates.

A draft of this Report was provided 1o AGD and its advisors for confirmation of the
factual accuracy of its contents. No significant changes were made to this Report as a
result of this review and there was no afteration to the methodology, evaluation or
opinions setf out in this Report as a result of issuing the draft.

Indemnity

AGD has agreed o indemnify unconditionally IFL and its related bodies corporate and
their respective directors, officers, pariners, employees and agents {Indemnified
Persons) against any [osses, claims, damages, liabilities, cosis, expenses and
outgoings whatscever {Losses} which they may suffer or incur directly or indirectly
arising out of IFL's appeintment as the independent expert to AGD, including the
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7.5

7.6

preparation of this Report. The indemnity will not apply in respect of any Losses that
arise directly from the bad faith of any indemnified Person.

AGD has agreed that neither it ner any of its subsidiaries will make any claim against
any Indemnified Person to recover any loss or damage which AGD or any of its
subsidiaries may suffer by reason of or arising out of anything done or omitted to be
done in relation io the preparation of this Report by IFL, provided that such loss or
damage does not arise from the gross negligence or wilful default of any Indemnified
Person.

Consents

iIFL consents to the issuing of this Report in the form and context in which it is to be
included in the Explanatory Statement to be sent to AGD shareholders in relation to the
Restructure Resoclutions. Neither the whole nor any part of this Report nor any
reference thereto may be included in, or attached to, any other document without the
prior written consent of IFL as o the form and context in which # appears.

iFL takes no responsibility for the content of the Explanatory Statement or any other
documents provided to AGD shareholders, other than this Report.

QOther

The opinion of iFL is made at the date of this Report and reflects circumstances and
conditions as at that date. In particular, IFL provides no representations or warranties in
relation to the future value of shares of AGD.

AGD shareholders who are in any doubt as to the action they should take should consult
their own independent professional adviser.

iFL has prepared a Financial Services Guide as required by the Corporations Act. The
Financial Services Guide is set out at the beginning of this Report.

Yours faithfully

Victor Rudennc B.E., M.Com., PhD,
SFFinsia, MAusIMM
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alculation of Discount Rates

Overview

Selection of an appropriate discount rate to apply to the forecast cash flows of any
resource project fundamentally is a matter of judgment. There is a formulaic approach
that can and is derived by theory; however, a mechanistic application of financial theory
can result in a discount rate that is not applicable in reality. Hence, it should be siressed
that there is no "correct” discount rate. Despite the growing acceptance and application
of various theoretical models, many companies may rely on less sophisticated
approaches and use relatively arbitrary "hurdle rates" which do not vary significantly
over time despite interest rate movements.

iFL. considers the rates adopied to be reasonable discount rates that shareholders of
AGD Geld would use irrespective of the outcome or shoricomings of applying any
particular theoretical model.

The discount rates that IFL. has adopted are reasonable relative to the rates derived
from theoretical models and have been based on an estimated weighied average cost of
capital (WACC). There are three main considerations to the determination of an
appropriate WACC, namely cost of equity, cost of debt and debt/equity mix.

The cost of equity was derived from the Capital Asset Pricing Model (CAPM)
methodology. The CAPM is probably the most widely accepted and used methodology
for determining the cost of equity capital. However, while the theory underlying the
CAPM is rigorous the practical application is subject to shortcomings and fimitations and
the results of applying the CAFPM model should only be regarded as providing a general
guide.

Weighted Average Cost of Capital (WACC)

The WACC is given by Officer's {1994} formula used to calculate an after-tax WACGC
under a dividend imputation system:

E D

WACC =vr, —+r, —(1—1,[1-:
1= 1-)

Where
v sum of debt and equity values;
E value of equity;
D value of debt;
Re cost of equity;
Rd cost of debt;
1 the corporate tax rate; and
¥ the value of imputation tax credits {gamma)

This is an after tax discount rate 16 be applied to nominal ungeared after-tax cash flows.
Overview of the CAPM Framework

The CAPM provides a theoretical basis for determining a discount rate that reflects the
returns required by diversified investors in equities. CAPM is based on the assumption
that investors require a premium for investing in equities above risk free investments
{such as Australian government bonds). The premium is commonly known as the
market risk premium and notionally represents the premium reguired to compensate for
investment in the equity market in general.
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The risks associated with an invesiment in a company can be classed as either specific
risks or systematic risks. Specific risks are risks that are specific 1o a particular company
or business and are unrelated to movements in equily markets. Systematic risk is the
risk that returns from an investment or business will vary with market returns in general.
¥ returns on an investment are expected to be perfectly correlated with returns on the
market, then the return required on the investment would be equal to the return required
from the market. {ie. the risk free rate plus the market risk premium).

CAPM postulates that the refurn required on investment or assets can be estimated by
applying to the market risk premium a measure of systematic risk described as the
equity beta factor. The equity beta for an investment reflects the covariance of the return
from that investment with the return from the market as a whole. Covariance is a
measure of relative volalility and correlation. The ecquity beta of an investment
represents its systematic risk only. It is not a measuwre of the total risk of a particular
investment. in general, an investment with an equily beta greater than 1 is riskier than
the market and an investment with a beta of less than 1 is less risky.

The formula for deriving the cost of equity using CAPM is as follows:

Re = Rf + Beta {Rm - Rf}

Where

Re is the expected refurn on equity;
FF is the risk free rate;

Beta is the equity beta factor;

Am is the expected market return; and
Rm - Rf is the market risk premium.

The equity beta for a company is normally estimated by observing the historical
relationship between returns from the company or comparable companies and returns
from the market in general.

Risk-Free Rate

For the purpose of this reporti, IFL has adopied a risk free rate of 5.81% (as of March
2007). The risk free rate approximates the yield to maturity on 10-year Australian
Government bonds prevailing during March 2007,

Market Bisk Premium

The market risk premium (Rm - Rf} represents the additional return thaf investors
require to invest in equity securities as a whole over a risk free investment which is not
observable and therefore a historical premium is used as a proxy. Australian siudies
have been limited but indicate that the long run average premium has been in the order
of 6% measured over more than 100 vears of data.

The market risk premium is not constant and may change over time as investors
perceive that equities are more risky than at other times and will increase of decrease
their expected premium.

A market risk premium of 6% has been assumed which iFL believes is within the range
of generally accepted figures of long term market risk premiums in the Australian capital
market.

Equity Beta

Beta is a measure of the expected covariance (ie. volatility and correlation of returns)
between returns on an investment and returns on the market as a whole. The
conventional practice for estimating beta is to calculate a historical beta using past
share price and market returns data and use it as a proxy for the future.
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Equity Beta estimate

To obtain an equity beta for AGD, Ordinary Least Squares {OLS} betas are calculated
based on, weekly price movements against the All Ordinaries Accumulation index over
a two year period.

Due to the thin trading of AGD, siock during some periods, Scholes-Williams (SW) betas
have also been calculated. SW betas make adjusiments for both thin and non-
synchronous trading aspects of AGD’s stock.

Tabde A1 Bety Methodologies s Pegulls

Hethadulogy OLS Beta Scholes-Williams Beta

Beta eativate 0.61 .91

Debt/Equity Mix

The selection of the appropriate debt/equity ratio is very subijective and should be
consistent with the level implicit in the measurement of beta. For mining companies, the
debt levels should represent the weighted average leve!l of debi financing expected over
the forecast pericd rather than just at the current point in time which is not possible in
this situation. The iax deductibility of the ceost of debi means that the higher the
proportion of debt the lower the WACLC, although this could be offset, at least in part, by
an increase in the beta as leverage increases.

Debt levels should reflect the optimum level of gearing utilised by the firm o maximise
sharehelder returns. The optimal capital structure is assumed to be an optimal trade-off
between the tax deductibility of debi, and the added financial risk associated with
additional debt. I is reasonable fo assume that firms in certain growth industries may be
less debt-laden than firms in more mature industries {(e.g. utilities are typically 50% debt
financed or more) in order to reserve cash for acquisition funding or other growth
strategies.

After having given due consideration to the size and stage of operation of the mine and
information provided by AGD management regarding the future use of debl financing,
IFL understands that AGED's gold projects are to remain wholly equity financed in the
foreseeable future.

Gold Futures Methodology

The principles underpinning theoretical valuation methods such as the Discounted Cash
Fiow (DCF} methadelogy are that the intrinsic value of a single project, or a portfolio of
projects is that the value of a project or portfolio of projects can be estimated by
discounting a series of forecast cash flows at a discount rate that represents the risk
characteristics of that proiect or porifolio.

A number of research studies provide conflicting conclusions over whether conventional
DCF methodology is the most appropriate methodology for valuing gold mining projects.
The central tenet to this research is that gold should not be considered ke any other
commodity but should be viewed and treated as a financial asset, which can be bought,
sold and over which hedging contracts can be entered into.

The Geld Futures Methodology (GFM) can be described as the valuation of gold
projects by reference to the market for gold futures. The GFM is not an industry rule-of-
thumb valuation method. Conversely, the GFM does not reflect general practice
methods of valuing gold mining companies. However, the GFM does have a strong
theoretical background amid a number of research reports that support the use of the
GFM.
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The GFM purports the view that gold should be treated a financial asset and the risk of a
gold mining project can be reduced by the producers entering intc a series of gold
futures contracts that fixes the future price of the commodity, eliminating revenue risk
from fluctuating gold prices. Such hedging policies reduce the inherent risk of a project,
and hence, the future cashflows from a gold mining project should be discounted at the
risk-free rate. Uncertainties that apply to a gold mirning project such as the operating
cost aspects of a mining operation are taken into account by adjusting the expected
volume of gold production.

However, the use of the risk free rate does not imply that the cash flows from a project
are devoid of risk. Rather, the use of the risk free rate implies that the project cash flows
are not subject to any systematic risk.

The application of the GFM in deriving the present value of a gold mining project
involves discounting forecast production revenue less any associated extraction cosis fo
present value terms over the life of the mining project. This may be represented as
follows:

I -
PV — Z PJQ! E‘:

= (1+R.)
where:
PV is the present value of the mining project;

F is the gold futures price in each future period t;
Qf is the expected volume of gold o be produced in ¢ach fulure period t;
E is the expected extraction cost in each period 1, and

RI.. is the risk free raie over the forecast petiod.

A number of independent research studies provide empirical evidence that normal
WACC methods tend to underestimate the present value of gold producers. Therefore,
the application of the prevailing risk free rate as provided for under the GFM provides an
additional reference point for valuation purposes by serving as an upper bound on
present values and hence valuation ranges.

Having regard to the above, IFL views that the application the prevailing risk free rate of

5.8% as the discount rate for mining assets under the Gold Futures Methodology can be
appropriate

Summary of WACC Parameters

' Paramet High Low
_Equity beta 0.91 nfa
______ Debt/Value . 0.9% na
SK prermium 6.0% na

2.8%, 5.8%
_Corporate tax rate 30.0% n'a
_Cost of debt na nfa
Costofequity . nfa

WACC Estimate 11.3% 5.8%
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Austral Gold Limited

ABN 30 075 840 472 formerly Diamond Rose NL
ﬁ@ @ﬁ%ﬁ%% Te_rrace Tower
ﬁ@g"‘@;@g‘g EZE\EZ%O;O William Street
econd Guarier Sydney NSW 2011
December 2006 Telephone:  +41 29380 7233

Facsimile: +61 2 9380 7972
AGD Gold Limited

ACN.O75860 472

31 January 2007

The Board of AGD Gold Limited [{formerly Digmond Rose NL is plegsed o gdvise the
following activity for the quarter ended 31 December 2006.

HIGHLIGHTS

o Company changes name o AGD Gold Limited.
o Guanaco resource estimate completed.

o 2007 exploration programme planned.
CORPORATE

Annual General Meeting

All resolutions passed at the Company's Annual General Meeting held on 24 Novernber
2006 have been implemented. These include the change of Company name to AGD Gold
Limited; the Cormpany’s ASX code is now AGD.

Appoiniment of Alternate Director

Ms Naitdlio Zong was appointed as an alfernate director for Mr Pablo Vergara del Canil,
EXPLORATION ACTIVITIES

AGDIA

Bullabulling Project, [$5% interesi]

the Bullabulling Project & located 60 kmm west-southwest of Kalgootlie in the Eostern
Goldfields Province of Western Australica. The project comprises 8 granted Prospeciing
Licences covering & total area of 1,233 ha in the historicatl Bullobulling gold mining area.

Gold exploration was done by various explorers during the period 19280 to 1998 and limited
activity has extended o the present day.  This work was mainly concentrated on extensive
RAB f{rotary oirblast) and qircore drilling with the objective of delinealing deposits of
supergene gold within the weathered rock profile {the regolith}. More than 3 million tonnes
with an average grade of about 1 gram per tonne [g/1] of gold [Au] have been reated by
heap leach methods.  The main workings and treatment facilities were located a short
distance west of Prospeciing licences P15/4514, P15/4515 and P15/4516.  This southemn
tenement group exiends soulh-north and straddles the Greal BEastemn Highway., Available
records suggest that no significant drilling has been done o investigate the polential for
primary fresh rock {sub-regolith) gold mineralisalion at Bullabulling.
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Exploration by the Company has comprised geological situctural inferpretation of satellite
imagery that resulted in identification of a major shear zone about 12 to 14 klometres wide
culs across the P15/4514 to P15/4516 tenement group. Because of dense vegetation
vehicular access is difficull. s also difficult to access those ports of the tenements that lie
to the south of the Great Eastern Highway. During the last quarter 22 log samples were
collecied along an 1.800m long north-south fraverse to the north of the Great Eastern
Highway.

The resulls of this programme indicated g significant anomaly. The analytical resulfs
indicate that background gold values range between 2 parts per bilion {ppb} and 6 ppb.
The anomaly has a peak of more than 300 ppb {0.34 parls per millon].  These results are
considered 1o be highly significant.

Exploration of the Bullabulling Project Is an ongoing project.  Exiensive additional soll lag
sampling is planned for the southem tenement group.  Soil lag sampling is also planned fo
investigate an interpreted shear zone in P15/4518 and P15/4519 of the northern tenement

Qroup.

A programme of soll lag sampling 's planned for the Pi5/4514 to P15/4519 tenements. The
objective Is to identify significant gold targets and investigate deep target potenticl by RC
drilling.

The northernmost tenements, P15/4520, P15/4521and P15/4522 straddle the wide Perth -
Kalgooriie raltway earth workings and are inoccessible to systematic mineral exploration.

Kookynie Project, [95% interest]

The Kookynie Project is located aboul 45 km south east of Leonora in the Eastern Goldfields
Province. [ comprises two Exploralion Licence applications E40/197 and E40/198 together
with four Prospecting Licence applications P40/1112 and P40/1114 1o P40/1118 covering
total area of 10.56 squore kilometres [sg kml. Previous explorotion activity has been
concentrated on the search for regolith {weathered rock] hosted near surface small gold
deposits.

the interpretalion of bolh ceromoagnetic data and Londsat TM salellite imagery has
resulted in identification of numerous potentiol fargets. Follow-up reconnaissance soll lag
sampling is planned in order 1o assign priorities as a precursor o more detailed sampling
with possible follow-up by RC driling.

A reconnaissance programme of soil lag sampling is planned.
Leonora Project, [758% inferesi]

the Leonora Project i located about 10 km west of Leonoro in the Eastern Goldlields
Region of Western Australia.  The Leonora Project comprises Exploration Licences E37/728
and E37/729 covering o total area of 414.0 sg km.

in the opinion of the Company’s consultants the potential for discovery of significant gold
or base metal deposits is limited and the future of this holding is therefore being reviewed.

Raeside Project, [75% interest]

the Raeside Project comprises Exploration licence application E37/7346 covering a tfotal
ared of aboutl 210 sg km and is centred 40 km west-northwest of Leonora.

Following a re-evalualion of all available data the Company’s consultants have advised
that continuation of exploration work on this fenement should be reviewed. The recent
discovery of nickel sulphide mineralisalion hosted by north-south frending ultramafics well
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to the north of E37/736 could be of significance and poris of BE37/736 will be considered for
retention.

Hann Project, [100% Interesi]

The Company has applied for two exploration icences [EBQ/2782 - 2783) covering 388 sg
km, located 350 km northeast of Derby.

Prorising kimberiific indicator minerals and some diamonds have been located within the
Hann application.  The ared has structural similarities with the area in which the Ares
kimbetlite pipe occurs, which is about 50 km to the southwest.

Exploration over these aregs to determine commercial potential is being planned in
preparation of the grant of the application licences.

Rockiea Project, [100% interest]

Rockiea Project comprises Exploration Licence Application E04/832 covering o tolal area
of approximately 207 sg km and s located in the West Pilbara Mineral Fleld of Western
Australia.

The project area covers the southern half of the Archaean Rocklea Dome. The exposed
rocks in the central part of this structure comprise very old granites and greenstones. These
rocks are overlain by interbedded basaltic and sedimentary rocks of the Fortescue Group.

The most significant previous work done within and adjacent to the project areo was #on
ore exploration by Hamersley Exploration Pty Umited within and adjacent to the
northeastern part of current Explorglion Licence E47 /952,

An indicated minerglisgtion reserve was gquoted ot that time of 31 million 1 grading 53.3%
ron, 8.3% silica, 2.1% aluminium and 0.03% phosphorous with a loss on ignition of 11.4%.

Grant of the applicalion is dependant on execution of Heritage Protection Agreements
with the Innowonga Bunjima Nyiyaparli and Eastern Guruma Peoples and a State Deed
with respect 1o the tenemeni. The Company s pursuing availoble options to meet the
requirements of the Native Tille Act in this regard.

CHILE
Guangco Project, [35.78% interes]

Final results from the 20046 diiling programme including revised resource estimates have
been received by the Company and are reported below.

The proposed 2007 programme is detailed following the report.
infroduction
The Guanaco project is located 185 kilometres Tkm] south east of Antofagasta, Chile.

Guanacoe Compafila Minera [GMC] s owned by Guanaco Capital Helding [GCH]
[64.22%] and AGD Gold limited [35.78%]. In 1991 Amax Gold Inc. optlioned the property
from Minera Guanaco Lida. and within one year developed o reserve of 11.5 million
tonnes [1] containing 1.77 grams per fonne gold [g/t Aul. In 1992 Amax Gold leased
addifional property from ENAMI, a state-owned organization. Mining began in February
1993, and conventionat heap legching was employed for gold recovery. The operation
was shut down in 1997 due mainly fo the low gold prices and some metallurgical
complications. Average production gold grades at the fime of closure were between 3
and 4 g/t. In 1999 Kinross Gold acguired Amax and the property was taken over by s

35



AGD Gold Limited — Quarterly Report, December 2006

local subsidiary Kinam Guanaco. The present owners acquired the property in 2003 and
currently control a 150 square kilomefre [sg km] concession, excluding the Soledad claim,
adiacent to the Guanaco mine, as well as other minor third-party properties.

7.6.hadll Mining Operations

Three open pits were developed by Amax Guanaco: Dumbo, Defensa and
Perseverancia. These caried oul mining operalions along structure zones of the same
names.

The Soledad operations are located immediately west of the Dumbo open pit and

mined by underground methods on the Cachinalito, San Lorenzo and Silesia structures.

Geology and Exploration

The deposiis are located within g 5 kilometre [kml long [B-W] and more than 1 km wide
hydrothermally altered zone. Gold minerdlisation ot Guanaco is confrolled by
pervasively silicified, ENE trending sub-vertical zones and related hydrothermal breccias.
Silicification grades cutward into advanced argillic alferation, and further into zones with
propylific alferation. Dorens of mineralized veins hove been exploited in the district, the
rmost important veins being the Defensa, Perseverancio, Abundancia, and Son Lorenzo.

In the Cachinglifo vein system, most of the gold mineralisation is concentrated between
the 2,500 and 2,650 metres [m] level. High grade ore shoots [up fo 180 g/t Aul, 0.5 to
3.0m wide, have been mined out, but the lower grade halos, below 2 g/t, can reach up
to 20m in width.

The oxidatlion zone extends down 70 o 80m and is relatively ree of copper. Gold grades
in this zone are generally high, sometimes exceeding 50 g/t. The alteration pattem and the
minerclogical makeup of the Guanaco ores have lead fo #s clossification as a high
sulfidation epitherrnal deposit.

GUANACO EXPLORATION PROGRAMME 2006
Phase | Geological Exploration and July 2006 Resource Estimation Report

GMC carried out exploration using reverse circulation [RC] and some diamond drillholes [DDH] on
the Cachinalito structure as well as on the continuation of the Dumbo structure to the west of the
open pit. These drilling activities were done between March and May, 2006, and have been
reported on previously by the Company and can be viewsd on the Company's website. A brisf
summary of this report is presented below:

741012 Cachindlite Geological Resources — Average 3G 2.40 g/cc
Category Kriging Au Au 1BA2 Kriging Ag Ag iDAr2
Tons |AuKrig] AuOz | Tons [Aulbr2] Tons |AgKrig] AgOz | Tons |AglD"2
Measured] 170,303| 8.39 | 45926 ] 173,303 9.08 170,303 | 3.10 | 18,968 170,303 3.13
Indicated | 173,805] 7.38 | 41,233 ] 173,805 7.92 173,805 5.34 | 29,858 | 173,805 3.83
inferred | 91,968 | 1217 | 35,996 | 91,968 12.15 891,968 9.54 | 28,196 | 91,0868 10.38
Total | 436,075| 8.79 |123,165] 436,075 9.27 | 438,880 | 5.35 | 75,503 ] 436,075 | 5.65
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741013 Dumbo West Geological Resources — Average $G 2.50 g/cc
Category Kriging Au Au IDA2 Kriging Ag Ag IDA2
Tons |AuKrig| Au Oz | Tons |AulD”2] Tons |Ag Krig| Ag©Oz | Yons |AglIDA2
Measured| 21,235 §.84 4,666 | 21,235 7.04 |21235]| 18.0 12,317 | 21,235 18.4
indicated | 76,675 7.84 18,828 | 76,675 7.74 76,875 22.7 55,916 | 76,675 22.8
Inferred |342230| 86.21 68,345 342,230 5.98 |342,230] 22.9 | 251,908 |342,230] 22.7
Yolal |[440,140| 6.49 | 91,837 |440,140| 6.35 |440,140| 22.6 | 320,143 |440,140| 225

A total of 110,451 ounce foz] Au and 115,057 oz silver [AgQ] are contained in the Measured
plus Indicated calegories for both ore zones combined. The fotal ore resources, ncluding
inferred Resources, amounts o 215002 oz Au and 395,646 oz Ag for both structures.
Approximately 29% and 74% of the contained oz Au are in the inferred category for the
Cachinglito ond Dumbo West zones respectively, ond further driling was recommended to
upgrade these resources o the measured plus indicaled categories.

Phase |l Geological Exploration and Final 2006 Resource Estimation Report

the Phase I RC drilling campaign was carded out between August and Cctober, 2006.
Quiality control procedures similar 1o those used for Phase | exploration campaign were in
place.

This report dedals with the analyses of ali datq, gathered during the first plus second drilling
campaigns, as well as the geostatistical resource estimation of the following vein zones:

Cachinalito West Zone

)

o Cachindlito Ceniral 7fone
o bumbo West Zone

Perseverancia /one

)

Prior 1o the geostatistical resource estimation work, the following tosks were corried outl by
GMC.

o brithole data base volidation, which included surveys, assays and geological
mapping.

o Construction of plans and sections.
o Construction of three dimensional solids representing 1.0 g/t Au only grade shelis.
A 1.0 g/t cut off was used for the following reasons:

e The July resource estimation was done based on a 3.0 g/t Au only grade shell. With
current metal prices and assuming an eventual mining operation that wil use
mining rmethods such as sub level stoping, the esfimated cut off grade should be
close to or lower than 2.0 g/t, which would render the July 2006 model obsolete.

A large percentage of the estimated ore can be mined by open pit methods
applying o cut off grade lower than 1.0 g/t.

)
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o For modelling purposes, mainly in the Cachinalito West and Perseverancia areqs,
grades above 3.0 g/t show strong discontinyity along strike, while grades above 1.0
g/t show excellent continuity between geological sections.

The resource estimation was carried out by Consultant, Dr. Eduordo Magr, and Mr. Stabro
Kasaneva [GMC] in late November 2006.

the present study corresponds to a geological resource estimation based on o 1.0 g/t Au
only grade shell, and 1s not intended o be o statement of mineable reserves. Therefore, i
is possible that some portions of the ore bodies could be economically mined by open pit
methods at a 1.0 g/t cut off grade but deeper portfions could require g higher cut off
grode in order to mine them economically by underground methods.

The resources are summarized for the Cachinalito West, Cachindlito Central, Dumbo West
and Perseveragncia. An average specific gravity of 2.5 g/cc was used in all cases. A
comparison against the estimation caried out by inverse distance weighting i also
included in these tables. || can be seen that resulls are very similar,

Cachinalito West Geological Resources

Kriging Au Au D2 Kriging Ag Ag IDA2

Category
Tons Au |AuOz| Tons Au Tons Ag | AgOz | Tons Ag

Measured|318,320| 3.25 |33,281|318,320| 3.30 |318,320| 3.33 | 34,079 | 318,320] 3.30

Indicated | 432,040 2.99 | 41,573|432,040| 3.00 |432,040| 3.61 | 50,185 |432,040| 3.54

Inferred |189,100| 2.50 |15,175]189,100] 2.54 |189,100] 3.58 | 21,820 |188,100] 3.66

Total |939,460| 2.98 |90,029]|939,460| 3.01 |939,460| 3.51 | 106,084|939,460| 3.48

Cachinalito Central Geological Resources

Kriging Au Au IDA2 Kriging Ag Ag ID~2
Category
Tons Au | AuOz Tons Au Tons Ag | AgOz Tons Ag
Measured| 540340 | 5.42| 94,209 | 540,340 | 5.55 | 540,340 | 3.42 | 58,378 | 540,340 | 3.3%
Indicated | 645,34C | 4.18| 86,622 | 645,340 | 3.88 | 645,340 | 3.89 | 80,730 | 645,340 | 3.87
Inferred | 464 460 | 3.94 | 58,894 | 464,460 | 4.15 | 484,480 | 4.87 | 74,170 | 464,460 | 5.00
Total |1,650,140| 4.52 |239,724|1,650,140| 4.54 | 1,650,140| 4.04 | 214,277|1,650,140| 4.03
741014 Dumbo West Geological Resources
Kriging Au A [DA2 Kriging Ag Ag tDA2 Kriging Cu Cu D2
Category
Tons | Au| AuOz| Tons | Au| Tons Ag | AgOz | Tons Ag Tons | Cu| Tons | Cu
Measured| 158,440 |2.88| 14,660 | 158,440 |2.80] 158,440 |10.55] 53,725 | 158,440 |10.44| 158,440 |0.91]| 158,440 |0.82
Indicated | 523,820 |2.65] 44,662 | 523,820 |2.57] 523,820 | 11.38| 191,380 523,820 |10.97]| 523,820 |t.13] 523,820 |1.15
Inferred | 1,405 440]1.77] 80,088 | 1,405,440]1.75] 1,405,440 11.62|524,826] 1,405,440 12.17]1,3886,100] 1.80] 1,386,100] 1.98
Total |2,087,700]2.08|139,390|2,087,700|2.03|2,087,700] 11.47| 769,931| 2,087,700|11.73 2,068,360'1.56 2,068,360|1.67
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741015 Perseverancia Geological Resources
Kriging Au Au ID*2 Kriging Ag Ag {DA2 Kriging Cu Cu IDA2
Category
Tons | Au |AuOz| Tons | Au | Tons | Ag | AgOz| Tons | Ag | Tons | Cu | Tons | Cu
Measured| 85,780 | 4.04 | 8540 | 65,780 | 4.04 | 685,780 | 18.48] 38,082 | 85,780 | 18.05| 65,780 | 0.19 | 85,780 | 0.18

Indicated | 101.540] 3.78 | 12,284 101,540] 4.07 |101,540] 14.49| 47,318 | 101,540 13.72 | 101,540| 0.238 | 101,540

8.24

Inferred | 58,700 | 3.27 | 8,173 | 58,700 | 3.42 | 58,700 | 16.28| 30,877 | 58,700 | 15.71| 58,700 | 0.50

58,700

8.45

Total |226,020| 3.72 | 26,997|226,020| 3.89 | 226,020| 16.11 | 117,075|226,020| 15.49 | 226,020] 0.29 |226,020

0.28

A fotdl of 335,832 oz Au and 555,876 oz Ag are conidined in the Measured plus Indicated
Resource categories for all ore zones combined. The toldl resource, including Inferred
Resources, amounts 1o 496,141 or Au and 1,207,368 02 Ag for all mineralized structures.

the percentage of measured plus indicated resources relative 1o the total resources are
83.1%, 75.4%, 42.6% and 77.1% for Cachinglito West, Cachinglito Cenlral, Dumbo West and
Perseverancia zones respectively. The Dumbo West zone still needs further drilling In order
to upgrade resource 1o the measured plus indicated category.

Summary of Twin Drillholes Resulis

A total of 3 twin difliholes were used to compare RD and DDH driling assay results. Collars
were ¢ few meters apart and the sampling interval used was 1.0m. Maiching samples on
minerclized zones were identified by means of section plois. Statlistical analyses were
done and have previously been reported.

The following comments are made:

o Even though the itwin drillholes infersecied the same minerclized shuctures of
economic interest, the Au, Ag and Copper [Cu]l meon grades are significantly
different:

o The RC mean gold grade s more than iwo times larger than that of the DDH
driliholes.

o The RC mean silver grade is one third of the one observed for DDH holes.
o The RC mean copper grade is twice as laorge as the mean of the DDH holes.

o These large differences are believed o be due o the fact that the RC dilihole
diameter is 13.97 centimetre {cm] diameter while the DDH diameter is HQ [6.3 cml.
Therefore, the RC samples are larger and more representative of this highly variable
deposit. In theory, the nugget effect is inversely proportionat to the sample mass. In
Ihis case, assurming o rock density of 2.5 g/cc, sample masses are of the order of 35
klogram kgl and 7.8 kg/m of dillhole for RC and DDH holes respectively. This
represents g factor of 4.92 between sample masses.
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GUANACO EXPLORATION PROGRAMME 2007
Introduction

An Environmental Permit necessary to dilll o new 25000m programme ot the Guanaco
gold-siver-copper deposit has been fled with the Chiegn Environment Agency
[CONAMAL

Programme

The new programme focuses on the known aregs os well as new sectors and
minerclisation fargets.

the Cachinalito West structure was discovered during the 20046 exploration programme,
and it represents the current best opportunity for the growth of resources. Additionally,
the Solvadora Struciure, which wuas first recognized during 2006, has potential 1o become
a strongly mineralized system.

The new exploralion targets have been defined in different zones of the mine property
such as Sierra Inesperada, Pampa Guanaguito West, Sierras Las Pailas, etc. most of them
covered by alluvium. In those cases, fences of holes will be drlled to Intercept the
projection of the structures.

this exploration programme follows a reinterpretation of the geoclogy of the district, based
on the re-logging of the drill holes completed in the area. Geophysics and gecchemisiry
technigues have also been used in the definifion and delineation of this new step in the
exploration of the Guanaco District.

The programme has been separated into phases:

Phase 1: Reconnaissance programme of the extension of the Cachinalito West structure.
This programme consists of the Exploration and Infill Driling, maintaining systematic drilling
grid of approximately 25 by 30m.

Phase 2: Revision of old exploitation zones. Reinterpretation of zones with litlle exploifation
developments [Quiliota Structure, Barite Structure, efc ].

Phase 3: Explorotion programme for aliuvial pampas with possible projection of known
structures. in this effort, the fence methodology will be applied [western projection of the
Cerro Guanaqguito struciures, Salvadora Structure, etfc ].

Phase 4: Exploration of new areds reviewed in the past with negative resulls [Sierra
tnesperada, Sierra Las Pailos, etc.].

Phase 5: Conlinualion of the investigation o discover the presence of porphyry copper
rmineralisation in the area mainly through deep drillholes on the most promising areos.

Harris v Cia Lida, o Chileon drilling contractor, would conduct the drilling programme
whilst Geoanalifica would conduct sample preparation and analysis.  The international
loboratory  Actlabs would undertake independent check analysis of a statistically
reprasentative percentage of the samples.

Henry Kinstlinger
Company Secretary
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DECLARATICNS
Australian Projects

Aspecis of this report on the AGD Gold Ausirdlicn projects thal relale to Mineralisation, Mineral
Resources or Ore Reserves are based on information compiled by persons who are Fellows or
Members of the Australion instifuie of Mining and Metallurgy and/or the Ausiralion Instifuie of
Geoscientists, and have sufficient relevant experience of the activity undericken and of the
mineraiisation stvle and type of deposit described. They qgudlify as Competent Persons as defined in
the 2004 Edition of the “AGDasian Code for Reporfing of Idendified Mineral Resowrces and Ore
Reserves” {JORC Ceode). The cbove statement faily reflecis the reports prepared by these
Competent Persons and has been prepared by TV Willsteed, BE {Min] Hons BA FAUsiMM MSME as
Competent Person for AGD Gold Limited. Mr Willifeed consenis to the inclusion in this report of the
mgiiers based on thelr information in the form and contfext in which if appears.

Guanaco Hesource Estimate

Br Eduardo Magr who holds the degrees of Mining Engineer from the University of Chile, MSc from
The Colorado School of Mines and PhD from the University of the Witwalersrand, Johannesburg,
South Africa, is a fellow of the South African Instifute of Mining and Metallurgy and has over 25 years
experience in geosiatistical resource estimation. He is o Qualified Person according fo the definition
set out in Nationdl Insirument 43-101 of the TSX and Ontario Securities Commission. and is therefore
accredited to prepare reporis on Exploration Results, Minercd Resources and Cre Reserve for
submission to the ASX.

Br Magri carried out standard geostatistical anglyses to arve ai the geological resources coniained
in this report; however he did not review the dillhole database nor the geological modseiling.

Guanaco 2007 Programme

This information is considered exploration information in terms required by the JORC Code standards
for Public Reporiing in AGDasia of Exploration Resulls, Mineral Resources and Ore Reserves.

The siatement on the AGD Gold Chilean Project has been based on programme reports prepared
by the professional exploration staff and consulting geologists of Guanaco Mining Company. The
statement fairly reflects the results reporied by Guanaco Mining Company and has been prepared
by TV Willsteed, Consulting Mining Engineer and Supervising Consulfant, BE[Min}Hons, BA FAUsiMM
MSME, as Competent Person for AGD Gold Limiled. Mr Wilisteed consents o the inclusion on fhis
report of the matiers stated based on the information provided in the form and condaext in which i
appears.
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PROXY FORM

APPOINTMENT OF PROXY
AUSTRAL GOLD LIMITED
ABN 30 075 840 472

i/We

being a Member of Austral Gold Limited entifled o attend and vote ¢t
he Meeling, hereby

Appoint

Name of proxy

or faling the person so named or, if no person is named, the Chairman of the Meeting or the
Chalrman’s nominee, to votfe in accordance with the following directions or, i no directions
have been given, as the proxy sees fit at the General Meeting to be held at the Intercontinental
Hotel, 117 Macauarie Street Sydney, New South Wdles on Tuesday, 22 May 2007 commencing ot
11:00am {EST} and af any adjoumment thereof. if no directions are given, the Chairman will
vote in favour of all of the resolutions.

Voting on Business of the General Meeting FOR  AGAINST ABSTAIN

Resolution 1 - Capitalisation of loans in GMC
Resolution 2 ~ Acquisition of shares in GRIL
Resolution 3 —Acquisition of shares in GMC
Resolution 4 — Consolidation of Capital
Resolution 5 — Re-election of Mr Mark Bethwaite
Resolution 6 — Election Mr Robert Trebzski

I ¢
I ¢
I ¢

If you do not wish to direct your proxy how 1o vote, please place a mark in this box

By marking this box, you acknowledge that the Chairman may exercise your proxy even if he
has an inferest in the outcome of the resolution and votes cast by him other than as proxy holdsr
will be disregarded because of the inferest. The Chairman will vote in favowr of dll of the
resolutions i no directions are given.

YOU MUST EITHER MARK THE BOXES DIRECTING YOUR PROXY HOW TC VOTE OR MARK THE BOX
INDICATING THAT YOU DO NOT WiSH TO DIRECT YOUR PROXY HCOW TO VOTE, OTHERWISE THIS
APPOINTMENT OF PROXY FORM WILL BE DISREGARDED.

If you mark the abstain box for a particular fem, you are directing your proxy not to vote on that
ftem on a show of hands or on a poll and that your shares are not to be counted in computing
the required majority on a poll.

Signed this day of 2007

By:

Individuais and joint holders Companies (affix common secl #
approptiaie)

Signature Director

Signature Director/Company Secretary

Signature Sole Director and Sole Company Secretary
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AUSTRAL GOLD LIMITED
ABN 30 075 850 472

instructions for Compileting ‘Appointment of Proxy’ Form

A member entitled o attend and vote af g Meeting 1s entitled to appoint not more
than two proxies to attend and vote on their behalf. Where more than one proxy is
appointed, such proxy must be dllocalted a proportion of the member's voting
rights.  If the shareholder appoints iwo proxies and the appoiniment does not
specify this proportion, each proxy may exercise half the votes.

A duly appointed proxy need not be a member of AGD. In the case of joint
holders, all must sign.

Corporate shareholders should comply with the execution reguirements set out on
the proxy form or otherwise with the provisions of Section 127 of the Corporatlions
Act. Section 127 of the Corporations Act provides that o company may execule ¢
document without using its common seal If the document is signed by:

. directors of the company;
. a director and a company secretary of the company; or
. for a proprietary company that has o sole director who s also the sole

company secretary — that director.

For AGD fo rely on the assumptlions set oul in Seclion 129(5) and (6] of the
Corporations Act, o document must appear to have been executed in
accordance with Section 127{1] or {2}, This effectively means that the status of the
persons signing the document or witnessing the aoffixing of the seal must be set out
and contorm o the requirements of Section 127{1} or [2) as applicable. In
parficular, a person who wilnesses the affixing of a common seal and who & the
sole direclor and sole company secretary of the company must state that next to
his or her signature.

Completion of a proxy form will not prevent individudl shareholders from attending
the meeting in person if they wish. Where o shareholder compleles and lodges a
valid proxy form and attends the meeting in person, then the proxy's authority to
speak and vote for that shareholder 15 suspended while the shareholder is present
at the meeling

Where a proxy form of form of appointment of corporate representative is lodged
and B execuled under power of attorney, the power of altomey must be lodged in
ke manner as this proxy.

To vote by proxy, please compilete and sign the proxy form enclosed:

13 send the proxy form by post to Austral Gold timited, Terrace Tower, Sulte
405, 80 William Street, Sydney, New South Wales 2011 or

fe) by facsimile to the Company on facsimile number {02} 9380 7972,

s0 that it 15 received not iater than 11:00am EST on 20 May 2007,

PROXY FORMS RECEIVED LATER THAN THIS TIME WILL BE INVALID.
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