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INFTRODUCTION
Currency of Presentation and Definitions

Ag used herein, axcept as the context otherwise requires, the tenm “Company™ refers to Atlas Sowth Sea Pearl Limited, sn Australian corporation and
its subsidiaries. The term “ADRg” refers to the American Depositary Receipts of the Company, which evidence ownership of American Depositary
Shares (“ADS™) of the Company. Each ADR evidences ownership of a specified number of ADSs and each ADS evidences ownershin of 20 ordinary
shares of the Company's common stock {the “Shares™).

The Company’s fiscal year ends on December 31 of each year. References in thit document to a particular year are to the fiscal year unless otherwise
indicated.

The Company furnishes the Bank of New York, as depositary for its ADSs {the "Depositary™), with annual reports containing audited consolidated
financial statements and an opinion thereon by the Company’s independent registered public accounting firm. Such financial statements have been
audited in accordance with Australian auditing standards. The Deposttary makes such reporis available for ingpection by the record holders of ADRs.
The Company also furnishes the Depositary with financial statements. Until December 31, 2004 these financial statements had been prepared in
accordance with previous Australian Generally Accepted Accounting Principles ("AGAAP™). Effective January 1, 2005, the Company began preparing
ity financial statements in accordance with the Awstralan equivalent of Infernational Financial Reporting Standards {“AIFRE”). These financial
statements are required to be furnished to sharcholders under Australian law. AIFRS differs from U.8. Generally Accepted Accounting Principles (“US
GAAP™ in certain material respects. Accordingly, the Company’s audited consolidated financial statements include a reconcibiation of certain ling
items to US GAAP - See Note 35 of “ltem 17. Financial Statements.”

The Company publishes its consolidated financial statements expressed in Australian Dollars. In this document, references to “US Dollars” or “LIS3"
are to the currency of the United States of America and references to “Awstralian Dollars™ or “AS” are to the currency of Australia. Solely for
convenience, this annual report on Form 20-F containg transfations of certain Australian Dollar amounts into US Dollars at specified rates. These
transiations shoudd not be congtrued as representations that the Australtan Dollar amounds actually represent such US Dollar amounts or could have
been or could be converted into US Dollars at the rates indicated or any other rates. Unless otherwise indicated, the translation of Australian Dollars
into US Dollars has been made at the rate of ASLO0 = USSH.7342, which was the Noon Buying Rate in New York City for cable transfers in
Australian Dollars ag certified for customs purposes by the Federal Reserve Bank of New York (the “Noon Buying Rate™} on December 34, 2005, For
information regarding rates of exchange between Australian Dollars and US Doltars for 2061 to the present, see “ltem 3. A, Sclected Financial
Consolidated Data - Exchange Rates.”




Forward-Looking Statements

This Annval Report containg “forward-tooking statements” ax that term is used in the Private Securities Litigation Reform Act of 1995, Forward-
looking statements are based on current expectations rather than historical facts and they are indicated by words or phrases such as “anticipate,”
“estimate,” “expect,” “project,” “helieve,” “intend,” “enviston,” and similar words or phrases. These forward-looking statements involve known and
unknown risks, uncertainties and other factors that may cause actual results, performance or achievements to be materially different from any future
results, performance or achievements expressed or imphied by such forward-looking statements. Some of the factors that would affect owr financial
performance, cause actual results to differ from our estimates, or underhie such forward-looking statements, are st forth in various places in this report,
including but not Hmtted 1o “Ttem 3. D Rigk Factors.™

[T

These nisks inchude, but are not Himited to, the following:
» the economic and socio-political chimate in the argas in which the Company operates;

»  storms, weather patterns, water pollution or other events which increase the projected mortality rate or decrease the projected quality of the
Company’s oysters and pearls;

+  changes in the worldwide supply and demand for South Sea pearls;
» increases in labor costs i Indonesia and general economic factors in markets where the Company plans to self its pearls;

» the exchange rate of Japanese Yen, which is the predominant currency for dealing in pearls, against the Australian Dollar and other currencies;
and

» the availability of an adequate supply of guality pearls.




PART I
ITEM 1 IBENTITY OF BDIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not reguired.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not reguired.
ITEM 3. KEY INFORMATION
A. Selected Consolidated Financial Data

The selected consolidated financial information set forth below has been derived from the Company’s audited financial statements and the notes
thereto comtained elsewhere herein. The financial statements for the year ended December 31, 2005 have been prepared in accordance with AIFRS.
The Company began using AIFRS effective from January 1, 2005. For comparative purposes, the financial statements for the vear ended December 31,
2004 have been amended to reflect the new AIFRS formar of reporting. However, any financial information that is presented in this Annual Report for
fiscal vears ending on or before Decamber 31, 2003 are reported under AGAAP. The financial information should be read in conjunction with, and are
qualified in their entivety by reference to, the Company’s audited consolidated financial statements and notes thereto. The financial results should not
be construed as indicative of financial results for subsequent periods. See “ltem 4. Information on the Company™ and “ltem 5. Operating and Financial
Review and Prospects.”

Years Ended December 31,

2065% 2005 2004
Income Statement Data {USS) {A%) {A%)

Net income {loss) per share-diluted G.0172 0,0235

Weighted average number of dilwted ordinary shares outstanding ®7.8140.254 87 411.254 RT.810,254




Years Ended December 31,
20638 2005 2004 2003 2682 3001
income Statement Data {USS) {AS$) (A% (A%) {A%) {AS)
{5, Generally Accepted Accounting Principl

Amortization of goodwill & — — — 247777 251,941 —

Stock options issued to employees — — — — K (47,250}

(1,116,101)

Net income {loss) from operations

Net income loss} per share - basic (after
cunulative effect of change in
accounting policyy

Net income {foss) per share - diluted {after
cumnulative effect of change in
accounting policy} G01725 0.0236 {0.0127) 00181 0.0506 (0.4551

Weighted average number of diluted
ordinary shares outstanding 87 411.254 87,814,254 ®7.810,254 87,413,254 80,284 659 79439026




Years Ended December 31,

10603 2002 10661
Income Statement Data {AS) {A%) {A%)

Australian Accounting Principles (AGAAP)

Net income (loss) from operations 4,150,710

Net income {loss)

N

¢t income {loss) per share-diluted

At December 31,
2005t 20605 2004 2003 20 200¢
Balance Sheet Data {USS) (A% (A%} (A%) (A%) (A%

Sharcholders” equity {excluding minority

irterests) {AIFRS or AGAAP) 12,946,619 17,633,041 16,029,948

Goodwill 2 366,893 499,718 469,718 499718 251,941 —

Inventory — — — {168,508) {394 056} {081,978

Total assets 18,362,612 25,010,368 18,174,750 20,703,635 22,397 805

Long-term debt and capital lease
bligations




At December 31,
2663 2002 26M
Balanee Sheet Data {AS) {A%) {A%)

Australian Accounting Principles {AGAAP)

Total agsets 134 23,715,481

(1

(2}

(3

{4}

(6

US Dollar amounts have been transbated at the Noon Buying Rate on December 31, 20058 of ASLOU = USS6.7342. Such transfations are
provided for mformation purposes only.

Linder AGAAP, goodwill relating to the acquisition of a business was written off on a straight line basis over the period during which the
benefits of the goodwill are expected (o arise which cannot be greater than 20 years. Effective January 1, 2002, goodwill may not be
amortized under US GAAP but mnstead 8 tested for impainment each year. From January 1, 2005, AIFRS weatment of Goodwill is hanmonized
with US GAAP. However, a refrospective adjustment to Amortization under AIFRS hag only been made from January 1, 2004, Consequently,
the amount of goodwill on the balance sheet g greater under LIS GAAP than under AIFRS and there is an adjustment required under US
GAAP. See Note 35.1 of “Item 17. Financial Statements.”

US GAAP requires that the loss or gain on forward exchange contracts noted in Note 35 of “ltem 17, Financial Statements” be recognized m
the income statement and reflected on the balance sheet of the Company. This loss or gain 18 not reflected on the income statement or the
halance sheet under AGAAP prior to 2004, Under ALFRS, any gain or loss on forward exchange contracts that does not form an effective
hedge must be recognized in the income statement and recognized on the balance sheet of the Company. Under the transition to AIFRS from
AGAAP, recording of movements and balances relating to forcign currency hedging is only reguired afler January I, 2005, Hence an
adjustment 1o US GAAP stil] exigts for 2004 above. See Note 35.3 of “Itam 17. Financial Statements.”

Under AGAAP, the Company capitalized expenditures into inventory which were of an admintstrative nature for the year 2001, Under US
GAAP, expenditures which are of an administrative nature may not be capitalized into inventory and must be expensed in the period in which
incutred. Adjusiments to net income and total assets were required vnder US GAAP i 2001, 2002, 2003 and 2004, See Note 35.5 of “ltem
F7. Financial Statements.”

Linder US GAAP, all balance sheet ttems that are recorded in a currency other than the reporting currency are franslated at the spot rate at the
balance date. This is referred 1o as the current rate accounting method. The foreigh currency movemanis are recorded in a foreign currency
revaluation reserve on the balance sheet. From January 1, 2004, AIFRS follows the same accounting treatment as US GAAP and as such the
sccounting treatment for the years 2004 and 2005 does not require adjustment.

Prior to January 1, 2004, applying AGAAP, only monetary items that were stated in a currency other than Australian Dollars were converted
to the reporting currency af the exchange rate on the balance date. All other foreign currency balances were transtated to Australian Dollars ar
their historic rate.

lmumaterial prior year earnings adjustment was accounted for in retained earnings under AIFRS. Uinder US GAAP, this s not allowed and an
adjustment has been made 1o the current vear income statement to reflect this.

The Company’s financial statements have been prepared in accordance with either AIFRS or AGAAP, as stated above. Certain Hine ttems have been
reconciled to US GAAP to assist U8, persons in evaluating such data. The complete reconciliation of such line items s get forth in “ltem 17, Financial
Statements - Note 35 to Financial Statements.”
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Exchange Rates

Solely for informational purposes, this annual report containg translations of certain Australian Dollar amounts info or from US Dollars at a specified
rate. See “Introduction.” These translations should not be construed as represemtations that the Australian Dollar amounts represent the US Dollar
amounts mdicatad, or could be converted into or from US Dollars at the rate mdicated. The exchange rate on June 30, 2006 was ASLOD =
USS6.0.7423.

The following table sets forth, for the months indicated, certain information concerning the Noon Buying Rate for Australian Dollars expressed in US
Dollars per ASLOO:

High

March 31, 2006 0.7458

May 31, 2006 0.7781 0.7509

The following table sets forth, for the years indicated, certain information concerning the Noon Buying Rate for Australian Dollars expressed in US
Dollars per ASLOO:

Year Ended December 31, rape (1}

2004 G.7378

(1} Represents the average of the Noon Buying Rates on the last day of each month during the relevant period.
B. Capitalization and Indebtedness
Not required.
C. Reasons for the Offer and Use of Proceeds
Not required.
D. Risk Factors

The Company's business, financial condition and operating results coulfd be adversely affected by any of the following foctors. The risks and
uncertainties described below are not the only ones that the Company fuces. Additional risks and uncertainties not curremly fnown fo the Company's
management, or that the Company’s management curvently thinks ave immaterial, may also impair the Company's business operations.




The Company’s eperations are based in Indonesia, which has been subjeet to economic and socio-political disruption in the past. Some parts of
Irndonesia have experienced soctal, ethnic and economic disruption. In November 1999, the Company abandoned its cultivation site i Kupang, W.
Timor in part due to increasing unrest in the area. The province of West Papua, where some of the Company’s water leases are located, is agitating for
independence. The Company mounitors the socio-political situation closely. In the event of civil unrest, there is an evacuation plan in place 1o protect
the Company’s employeas. Security personnel are employed to provide protection 1o employees and the Company’s assets 1o the best of their ability. It
is difficult to predict what will cccur in the future. If the employees are foreed to abandon any of the fanm projects as a result of an emergency, the
Company does not expect it will be able to salvage any of the oysters or pearls and this will have a matertal adverse effect on the Company’'s businesg,
operations and financial condition.

The cultivation process for South Sea pearls requires certain environmental conditions and any change in weather or water condiions could
have a material adverse effect on the Company’s peart production. The cultivation process depends on certain environmental factors, including
consistently warm sea water temperature, fully saline water conditions, adequate tidal flow to distribute the food supply and availability of
phytoplankton food. There are only a few areas in the world that meet such requirements. The water areas encompassed by the Company s water leages
present ideal conditions for peart cultivation. The conditions in these areas, however, are subject 10 change based on nornal weather patterns. The
Company has no contro! over these weather patterns. In 2002, weather patterns caused by EV Nifip adversely affected the Company's ablity fo raise
juvenile oysters. The Company established operations in Northern Bali primarily for the production of juvenile oysters in response to this problem.
Notwithstanding this action, the Company anticipates that 13 rearing of oysters will continue to be affected by natural weather patterns. If these
weather patferns continue, there can be no assurances that the Company will have access 1o sources of oysters for the peart cultivation process or i
available, that they will be available on favorable terms. The fatlure to maintain an adequate supply of juvenile oysters for nucleation could have a
material adverse effect on the Company s peart cultvvation process.

The Company’s oysters are sensitive to disease. The Company’s oysters are placed in panels in the sea. Although, the Company’s employees
continuously clean the oysters, certain foretgn organisms can enter the oyster and eat the oyster or cause diseases. The cultivation process for pearls
takes approximately two years from the timme the oyster is seaded, prior to the oyster being seeded, it takes two years Tor the animal 10 reach maturity.
Therefore, the loss of oysters due to disease could have a matenal adverse effect on the Company’s production process and generation of revenue.

The sale of pearls is dependent ypon a strong economy. The sale of pearls iz sensitive to fluctuations in the global economic cycle. Pearls are
categorized ag a luxury item and their consumption is dependent upon the avatlability of disposable mcome. Consumption is strongly influenced by
fashion wends. The Company’s pearls compete with several other types of jewelry such as precious metals and precious gem stones for consumer
disposable income. Unfavorable general economic conditions have an adverse effect on consumer spending for such items, and therefore on the
Company’s sales.




The price for pearls is subject to fluctuation based on supply and quality. The price that the Company can obtain for its pearls is sigmificantly
dependent on the overall supply of available pearly and the quality of the Company’s pearls. There has been an increase in the supply of pearls
globally. Most of the increase in South Sea pear] production has come from Indonesia and the Philippines, and there i3 evidence of increased
production from Australia. Thig increase in supply has had an adverse effect on pearl prices, but the potential adverse lmpact of continued mcreases i1
supply cannot be determined with any certainty. There hag also been an increase in supply of fresh water pearls from China and black pearls from
Tahiti. In addition, although the Company closely monitors its pear] cultivation process, it is difficult to predict the quality of pearls the Company will
harvest in any given year. Significant increases in the supply of pearls or decreases in the quality of the Company’s pearls could have a material
adverse effect on the Company's revenues.

The Company is dependent on a small nember of key expatriate managers. The Company’s cultivation process is very technical. The Company
depends on a gmall number of key expatniate managers who supervise the culfivation process. Due in part to the remote location of the Company’s
pear] farmg, the Company hag Bmited access to a skilled work force, and the replacement of these managers could be difficult. The loss of the services
of any of these indrviduals could materially and adversely affect the Company’s pear] production, business and financial condition.

The Company is exposed to fluctuations in exchange rates. The majority of the revenues the Company dertves from the sale of #s pearls ocours in
Japanese Yen. The Company’s revenues are reported, however, in Australian Dollars. Fluctuation in the cxchange rate of Japanese Yen to the
Australian Dollar could have a material adverse effect on the Company’s revenues. The Company’s operating expenditures are predominantly
denominated in Indonesian Rupiah (“IDR™). Fluctuations in the exchange rate between the IDR and the Australian Dollar will have an cffect on the
operating resulis of the Company.

The Company is exposed to the velatife inflation rate in Indonesia. Inflation in Indonesia has varied up to 7% per annum for the period from 2000
to 2005, The official inflation rate in Indonesia for 20035 was 17.1% per annum. In general, inflation increases all of the Company’s operating costs in
Indonesia, but specifically tmpacts wages, food and fuel {diesel and benzene). As the Company’s revenues are dentved mostly from sources outside of
Indonesia, the Indonesian inflation rate does not cause a corresponding increase in the Company’s revenues. As a result, Indonesia’s inflation could
have a material adverse effect on the Company’s expense structure.

ITEM 4. INFORMATION ON THE COMPANY
A, History and Development of the Company

The Company is incorporated as & publc company in Aunstralia and operates under the Corporations Act 2001, On May 30, 2006, the Company
changed 118 name from Atlag Pacific Limited to Atlas South Sea Peart Limited to better reflect its business. This change in name was made effective on
June ¥, 2006. The Company operates under an Austrablian Company Number ("ACN} D09 226 053 and an Australian Business Number ("ABN™) 32
(09 2260 053, The Company 1s listed on the Australian Stock Exchange (YASX™), which is gpoverned by the ASX Listing Rules. The Company’s
domicile is Australia and its registered office and principal place of business are 43 York Street, Subtaco Western Australia 6008 (telephone: +61 8
9380-9444, facsimile: +61 & 9380-9976).




The Company was incorporated on February 28, 1987 as Atlas Pacific Gold N.L. for the purpose of acquiring all of the capital stock in Sharcon Pty
Lid, (“Sharcon™), a company that owned options o acquire mineral and precious metal mining tenements. ln June 1987, the Company raised ASS
mitlion through an tnitial public offering in Australia and, shortly thereafter, listed its shares on the ASX. The Company used the proceeds from thig
offering to acquire the stock of Sharcon and to explore mining tenements from 1987 through 1988, The Company never commenced mining, and
between 1988 and 1993 sold s mining interests and investigated other potential business opportunities. The Company did not generate revenus from
its mining operations and has since disposed of alf its mining interests and no longer pursues mineral exploration activities.

I 1993, the Company invested in the Indonesian pearling project {the “Pearling Project”™) through its subsidiary Tansim Pry Ltd (“Tansim™), with a
number of other joint venturers. The Pearling Project operates an oysier hatchery and farm business for the purpose of cultivating South Sea pearls.
{See “Business Overvigw - Pearling).” On January 20, 1994, the Company changed its status from a No Liability (N.L.} company to a company {imited
by shares and changed s name to Atlas Pacific Limited.

PT Cendana Indopearls (“Cendana™), an Indonesian-approved foreien investment company, owns and operates the Pearling Project. The Company
originally acquired a 73% interest in the Pearling Project by purchasing all of the capital stock of Tansim, an Australian corporation, in June 1993,
Tansim purchased the remaining 25% pterest in Cendana in October 1999, The Company’s principal focus remaing on pear! production in Indonesta.
As of December 31, 2005, 59% (A$14.4 million} of the Company’s fotal assets were employed in Indonesia, principally in ovster stocks, plant and
equipment. The remaining Company’s assets are made up of pearls, cash and recervables, predominantly iy Australia.

During the last and current fiscal years, the Company did not receive an indication of any public takeover offers by third parties in respect of the
Company’s Shares or by the Company tn respect of other compantes’ shares,

B. Business Overview - Pearling
Introduction

A pearl is a fustrous concretion produced by certain bivalve mollusks, including mussels and oysters. Natural pearls consist almost entirely of nacre,
which is the substance forming the inner layers of the mollusk shells. Nacre, also referred to as mother-of-pearl, s composed primarily of aragonite
crystats. The pearl i an abronmal growth resulting from the invasion of the body of the mobliusk by foreign matter, or “nucleus”. The forgign body acts
as an frritant in the mollusk and becomes coated with layer upon layer of nacreous material. Approximately 30% of cultivated mollugks reject the
nucleus and do not produce pearls. Both marine and freshwater mollusks produce pearls, and the most commonty used mollusk for the production of
pearls is the oyster.

]




There are several types of pearls cultivated around the world. The four major categories of cultured pearls are (1) Akoya pearls produced in the seag
around China and Japan, {2) freshwater pearls produced mainly in China, (3) South Sea pearls produced primarily in Australia, Indonesia, Philippines,
and Myanmar, and (4} black pearls produced in Tahitl and several other Pacific 1slands.

Prices of pearls vary enormously. There are several factors which determine the value of a pearl. These factors include size, shape, color, skin guality
and fuster. As the gize and other characteristics of a pear! improve, its value increases exponentially.

With respect to shape, the most valuable pearls are spherical. Drop and button shapes are less valuable than spherical pearls, but are stll considered 1o
be guality pearts. Circles and wrregular shaped pearls, or baroques, are the least valuable shapes of pearls.

Pearl coloration varies widely, with the most valuable shades being gold and silver. South Sea pearls may be sibver, white, cream, yellow or gold. The
Pinctada maxime oyster 18 the species which produces the South Sea pearl. There are two varieties of this oyster. The sibver Hp variety produces the
vatuable sibver-white peart and the gold lip variety produces cream, yellow and highly sought after gold colored pearls.

The final significant determinant of pearl value ts skin quality and luster. The less blemnshes and “pit” marks the greater the value of the pearl. Luster
refers to the appearance of & pearl’s surface judged by its brilliance and ability to reflect light. The greater the luster, the more valuable the pearl.

Peart Caltivation

Pearls have been culiured successfully since 1920 using a process developed in Japan in which the oysters are “nucleated™ or “seeded.” In thig process,
a nucleus 18 infroduced ito the oyster and the oyster then deposits layers of nacre around the bead. This process takes approximately two years for
South Sea pearls. Today, cultured South Sea pearls are not easily distinguished from naturally occurring pearls, which are extremely rare.

Pear] cultivation traditionally relied on the availability of wild oysters, or shells, which were nucleated to form pearis. However, hatchery-reared
oysters have become an increasingly popular means of cullivating pearfs. By using hatchery-reared oysters, pear] farmers are able to comirol oyster
breeding to improve the guality of the oysters that will be nucleated. This, i turn, produces higher quality pearls.

Pearls have been successfully cultivated in Japan, China, Tahiti, the Cook Islands, Myanmar, Austraba, the Philippines and Indonesia. ldeal conditions
for the Pinctada maxima oyster, which produces the South Sea pearl, exist in certain select regions of the world’s equatornial and tropical waters located
20} degrees north and south of the equator between Myanmar in the west and Northern Australia and the Indonesian province of West Papua {Tormerly
frian Jaya) in the east. Indonesia lies i the wuddle of this region. These regions provide the following natural environmental factors necessary to
cultivate pearls: the availability of phytoplankton food upon which the filter feeding oysters rely; adequate tidal flow to distribute the supply of food;
warier sea water temperatures without abrupt fluctuations of more than a few degrees and fully saline, as opposed to brackish, water conditions.




The South Sea Pearl Indusiry

Australia 18 raditionally the most successful producer of South Sea pearls in terms of quality. The bulk of Australian pearls are produced in Westem
Australia and the Northemn Territory. Australian state governments manage the industry on a guota systom, with a fotal permitted annual cateh of
572,000 wild shells shared among sixteen pearl oyster hcenses in Western Australia. In addition to this, beginning in 1992, Western Australian license
holders became entitled to seed an additional 350,000 hatchery produced oysters. The guota s not divided equally, and the two largest pearling
operators control over 50% of the quota. Family groups or small partnerships tightly control the Heenses. fn 1998, the authorities in the Northern
Territory also issued gix pearting Heenges Tor 4 total permitted annual seeding limit of 420,006 seedings for wild and hatchery produced oysters.

Abhough the techuology is available to introduce hatchery programs i Western Australa, high production costs, particularly labor costs, have limited
the development of such programs. In addition, Western Australia recently extended itg quota system to embrace hatchery-reared oysters in addition to
wild shells. Because of the fixed quota system and restrictive hatchery policy, expansion opportunities for Australian pear! producers are Hmtted. The
only ways to increase profitability are through improvement in peart quality ot reduction in costs of production. Thus, the Australian pearling mdustry
is virtually closed to new participants unless they are prepared to acquire an existing operation.

By comparison, the pearling industry in Indonesia is relatively woresulated. Although there are a few farmers in Indonesia capable of producing
quantities of pearls equal to the largest Australian operations, there are a lot more pear! producers in Indonasia, many with small operations. Due to a
lesger abundance of wild shells and lower labor costs, there is much heavier emphasis on hatchery breeding programs tn Indonesia than in Australia.
Production has grown substantially m the last decade and Indonesia now produces approximately the same volume of pearls as Australia. The value of
such production, however, 18 less than that of Australia due to the lower quality and size of the pearls. The Indonesian pearling industry is significantly
lese regudated than in Australia and technological improvements in the Indonesian cultivation processes are taking place.

The Company believes that the pearling conditions in Indonesia offer some advantages to those in Austrabia. The waters are warmer for a longer period
of time, which facilitates a longer growing season for the pearls. The faster growing conditions, however, resull in a less consistent resubt for pearls
produced from an oyster that s re-seeded after the first peart s harvested, This resubis in fess bigh quality large pearls betng produced by the Company.
There is also lesg varation in water temperature throughout the year, which means that seeding of oysters can take place over a longer period of time
cach year.




The Indonesian government continues 1o cncourage foreign investment. Forelgn investment entitics are required fo use an investment structure known
as a “PMA” company, which offers nvestors, among other things, {ax concessions and remissions on duty of essential imporis. Likewise, Indonesia
dogs not levy sales tax on exported products, which includes the Company’s pearls. There can be no assurances, however, that the economic or
political environment for pearl production tn Indonesia will remain stable or that the Indonestan government will maintain favorable investment
vehicles for foreign investments.

The Company stilf believes that the overall advantages of running 118 operations in Indonasia as compared 10 Australia, oufweigh the disadvantages of
operating in Indonesia.




The Pearling Project
General

iy 19940, 2 group of joint venture parties, of which Tansim was a party, commissioned an extensive marine review and survey to locate the best possible
pear] farm sie within a narrow belt of equatorial waters centered on the Indonesian {slands and Northern Australia. Based on the resubts of such study,
they chose a location for the pearl farm at Lelindo Point near the town of Kupang in West Tunor, Indonesta in 991, They acquired water leases,
constructed pearfing infrastructure and commenced commercial operations. During 1998, the Kupang area became a less desirable location for the
Commpany’s operations due to an increase in local industry which caused polivtion and because of increased security threats. The Company began fo
develop facilities at Waigeo Island, i the province of West Papua. By the end of January 1999, the Company had reduced its operations at the Kepang
factlity to hatchery and grow-out facilities only. The majority of the nucleated oysters were successfully transported to the Company’s new pearl farm
at Waigeo lsland during 1999, In November 1999, the Company decided o close down the Kupang facility and concontrate Hs resources on its pearl
farming activities at the Company’s newer facibity in West Papua.

I 1997, Cendana endered into water leases for approximately 2,5} heetares at Alyui Bay, Waigeo lsland, West Papua (formerly known as [rian Jaya)
in northern Indonesia. Cendana also entered into a land lease for five hectares near these water leases. The leases are for 25 years and expire in
September 30, 2022, The Company developed the site as a pear] farm and hatchery. See “Ttem 4.D Information on the Company - Property, Plant and
Fquipment.”

Alyui Bay on the island of Waigeo in West Papua, proved to be a successful pear] farming gite. The Company commenced commercial pear] harvests
at this site in 1999, with an excellent quality of pearls being produced. Significant infrastructure was developed at Alvui Bay including three
accommodation camps, & modern hatchery, engincering workshop, fuel storage, operating shed and boat building facilities. The fanm accesses some of
its labor force from a nearby village while in excess of 130 taff are accommodated af the fanm camps in fully equipped facilities.

During 2002, the adverse impact of the £7 Niro climatic phenomenon on the production of juventle oysters at Alyai Bay required the Company to
explore opportunities to source oysters elsewhere. In July 2002, the Company entered into an arrangement with an Indonesian company called PT
Horiko Abadi ("Abadi™), which allowed it to have access to a hatchery and associated sea leases at a location called Banyupoh on the Indonestan island
of Ball. The Company paid ASS0.000 to Abadi for access to this Tacility for a pertod of three {3) years. This Agreement was terminated in September
2005, Under this contract, Abadi remained the owner of the land and water leases, but the Company had a right to operate from this site and share the
output {juvenile oysters) from this operation in the ratio of 30% to Abadi and 70% for the Company’s lndonestan subsidiary. The Company was
required to contribute 7% of the ongoing operating costs of this facility, which was approximately AS15.004 per month. Eguipment from the original
RKupang hatchery was re-commissioned for use at this Tacility at minimal cost. In September 2005, the Company established s own hatchery and
growott farm at Penyabangan.




During 2003, the Comparny entered into a second joint production arrangement for juvenile oysters with an Indonesian company called Cahaya
Cemerlang {“"Cemerlang™). Cemerlang granted the Company shared access 10 leases and facilities which consisted of over 100 hectares of ocean leases
and two camps covering a combined area of four hectares which were located sround Bacan Island m the North Maluku provinee of Indonesia. In
refurn Tor access to these facilities, the Company had to provide Cemerlang with a share of juvenile production from that site. This share was calculated
on the bagis of an equal sphit if the juveniles that were produced were taken by Cemerlang from this facility before the oysters reached 12 months of
age or a sphit of 30% to Cemerlang and 70% to the Company if the oysters were taken from this site after they turned 12 months of age. During 2003,
over 400,000 juvenile oysters were successfully reared. The Company’s share of this production was over 28,000 juvenile oysters. Due to a high level
of juvenile oyster mortality, only 110,000 juvenile oysters were successfully reared from this facility during 2004. The joint arrangement was for five
years, and the Company had an option to extend the term thereafier for frve {8) years on similar terins. Because this site continuously experienced high
levels of mortalities, the use of the site a8 a source of juvenile oysters had became severely restricted. Ag a result, the Company reached an agreement
with Cemerlang 1o cease the joint operations by the end of November 20035, Juvenile oysters from the 2004/05 hatchery breeding season were split in
accordance with the agreement. Al joint assets were also divided between the Company and Cemerlang, The Company’s share of the oysters and
assets were transferred to Karang Agem in Eagt Bali, which it established in 2005,

In Brecember 2003, the Company leased an independent juvenile production and grow-out site in Northern Bali near the village of Penyabangan. The
Company entered into a 30-year lease in relation to 0.2 hactares of land and one hundred hectares of ocean with the local authorities with payments of
approximately AS13,006 paid up fromt and AS200 payable per month for the term of the lease. The Company has the right to constract buildings on the
{land and use the ocean for the production and rearing of peard oysters. A hatchery center and related support infrastructure for the Company’s boat
maintenance/butlding, seeding technician waining, longline production and support activities was completed during 2004, The Company transitioned
its activities at the Banyupol facility to this hatchery in September 2005, Hatchery production and grow-out of juventle oysters at Penyabangan hag
proven to be successful and the Company further expanded the site in 2005, which now can accommodate approximately 500,000 oysters. The
Company s transport vessel, the “Sahabat,” then successfully delivers oysters from Penyabangan to Alyuwi Bay. Combined production at Alyu Bay and
Penyabangan allowed seedingg in excess of 390,000 oysters m 2005, Successful spawnings using specally selected brood stock have resulbted in
commercial batches of juvenile oysters being produced at the Penyabangan stie in 2004 and 2065,

I May, 2005, the Company expanded #s operations in Bali by opening a new farm site at Karang Asem on Bali's east coast and establishing a peart
oyster lease on Nusa Lambongan Island in the south of Bali. On May 23, 2003, the Company entered mito a 30-year water lease comprising 235
hectares {380 acres) and a land lease for an additional 2,000 square meters with the local villagers who have ownership of the area. Under the lease, the
Commpany paid the local villagers approximately ASIO, ) and will pay approximately AS200 per month for the use of the site. The Company hag
constructed storage, accommodations and oyster meat processing facilities at the site, which was established for the purpose of farming pearls. On
September 16, 2005, the Company entered into & water lease with local village leaders on Nusa Lembongan lsland in the south of Bali. This lease
compises a walgr area of 1537 hectares (388 acres), which will be used to grow pearls. There is no fixed term for the water lease. The Company paid
approximately ASZ,700 to the local villagers and there are ongoing costs of AS180 per month paid to local villagers for the continued use of the water
lease. There 18 no associated land lease for thig facility as the Company has an agreament with PT Bali Cruises Nusantara (“Ball Hai Cruiges”™) 1o use
its land for storage of equipment. Apart from the obvious benefit of providing a viable alternative source for pearl production to the main pearbing
center of Alyui Bay, the facilities at Karang Asem and Nusa Lambongan, with their close proximity to Denpasar, its ready and avattable workforce,
and s cheaper infrastructure costs, have great potential to reduce the Company’s cost of pear! production.




The Company established a joint hatchery operation in West Lombok i1 2005 to replace the Bacan Istand Project. The term of the unexecuted joint
operation agreament with PT Awtore Cultured Pearls s for one year and each July will be extended for another year on mutually agreed upon terms.
This facility comprizes a small hatchery, generator facilities, storage and some accommodations on land along with 125 hectares (309 acres) of ocean-
baged farmy. Under the terms of the agreement, Cendana contributes half of the costs of operating the facility and sphits the cost of any capital stems
purchased during the term of the arrangement equally with #s partrer. In exchange, the joint partner and Cendana are entitled to an equal share of all
pearl oysters produced as this facility.

The Company is now able to produce #s juventle oysters in its Penyabangan, Ball and Lombok facilities. The Company has transformed the Alyut Bay
project from a fully integrated operation covering all the pear] production stages from hatchery to harvest to a dedicated pearling center concentrating
on seeding and hushandry of bigh quality mature pear! oysters. This is delivering an improved result in terms of productivity {sceding rates are higher
than any prior year) and post-seeding results with a higher retention rate of nuclel being experienced than in prior periods. Many of the non-essential
support tasks such as boat building and long-line manufacture have been transferred to the lower cost center of Penyabangan. In addition to pear
oysters being produced in Pewyabangan and transported to Alyud Bay, almost 58,000 were seedad in Penyabangan and pearls from these oysters will be
farmed at the new locations of Karang Asem and Nusa Lembongan.

The Company monitors the socto-political situation in Indonesia closely. The October 2005 terrorist bombings in the Kuta and Jimbaran tourist
precincts of Bali had a serious detrimental effect on tourism tn Bali but no observable effect on the general business of the Company. Unrest in Kupang
was one of the reasons for the clogture of the Kupang facility tn 1999, Indonesia continues to experience social, ethiic and economie ingtability. The
province of West Papua where the Company’s pearling leases are located is agitating for independence. [t is difficult to predict how these forces will
influence the Pearling Project.

The Company attempts 1o manage the instability in Indonesia by maintaining good relations with employees, nearby village communities, regional and
proviacial authorities and the community st large. The Company continues 1o work hard in the critical areas of government laison, community
refations and security. The Company is proud of the success it has had in improving the access of local communities o facilities such as medical care,
education, transportation and better general living standards.
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I the event civil unrest threatens the Company’s farms at Waigeo [sland or North Bali, there = an evacuation plan in place to protect the expatriate and
Indonesian national employees. If the expatriates are foreed to leave, the Company does not expect that any of the Pearling Project could be salvaged.

Oyster Growth and Pearl Culfivation

The cultivation of pearls is & long and labor intensive process which starts with the spawning of adult oysters during the months of August to March.
Approximately two dozen adult oysters are placed in tanks in the hatchery where they spawn fo produce oyster larvae. The larvae remain in the
hatchery tanks whare they swim and feed on algae. After approximately three weeks, the larvae stop swimming and settle on netting material located
the tank. The larvae attach themselves to the nets and continue to grow and feed on increasing amounts of algae. After about one month, the nefting on
which they have been growing 18 placed in a profective mesh and moved to the nursery in the open waters. The waters are rich in mutrients so that the
juvenile ovstiers, or “apat,” are able to grow guickly. The netting 1s suspended from “long lines™ strung between floats in the water. The spat are left in
these net structures for approximately three to four months. As the spat continuc to grow on the netting, the nursery workers start to thin ouwt the spat
and transfer them from the netting when they are large enough to be placed in “28 pocket panels.” These panels congist of & metal frame covered in
netting that has been divided into 28 separate pockets. These panels are moved out of the nursery area to various locations of the open-water pearl
farms where the spat continue to grow. By placing the spat in different locations, the Company is able to reduce the risk of losing an entire crop due to
the presence of adverse conditions th any one arca.

After approximately a year to fifteen months, the spat, now shells, are 100 large for the 28 pocket panels and are placed into larger “eight pocker
panels.” The shell remain in the eight pocket pancle unti they are ready 1o be nucleated at 21-24 months of age.

When the shell are ready 1o be nucleated, they are brought to an operations room. Techniciang then perform the exacting surgical procedure of placing
a nucleus in the oyster. The first step involves opening the oysier o that a nucleus can be implanted. This s accomplished by a procedure referred fo a8
“negging the shell” Workers place wedge shaped pegs in the shells as they open and close during their normal feading process. By opening the ovsters
in this manner instead of forcing them open, the strong muscle which holds the shell together i not torn, which is fatal o an oyster. After the oyster has
been opened o a certain width, the oyster is veady for surgery.

The oyster i placed in an operating cradle where techaicians carefully insert a nucleus composed of a bead, made from the shell of a freshwater
mussel, into the oyster. In addition, they insert a small plece of nacreous tissue, known as saibo tissue, from a “donor oyster.” Nacreous producing
tissue 18 naturally found only on the outer Hp of the oyster. Therefore, this tissue must also be inserted at the same location as the nuclens in order to
produce a pearl. Approximately one out of every 20 oysters 1s uged ag a donor from which the nacreous producing tissue is taken.

After the oysters have been nucleated, they are placed in an eight pocket panel and returned to the ocean where they are hung from the long lines. From
the time of nucleation, it takes approximately two years to develop a pearl of 10 to 12 millimeters in diameter. Throughout the entire procass, workers
continuously clean the shells, the panels and the long Hines because naturally occwrring marine growth will compete with the oysters for food. In
addition, foreign organisms can ender the oysters and either eat the oysters or cause disease. Finally, under normal conditions, approximately 30% of
the oysters will reject the nucleus and an additional 10% to 20% die. The oysters are x-rayed approximately eight months after being nucleated to
determine which animals have rejected the nucleus. Any shells which reject the nucleus can be re-nucleated. Sometimes the oyster will reject the
nucleus but the saibo tissue s retained and a pear! forms around this. A pearl formed in this manner 2 called a keshi pearl. This i a “scedless™ pearl
and 1 will usually have a slightly rregular shape.




The environment has enormous influence over the success of pearling. Successful pearling requires careful consideration of environmental issues and
the Company sirives to ensure that 118 activities have a minimal tmpact on the environment. The Company has procedures in place to mitipate any
damage to the eavironment in the event of an accidental fuel spillage and if reats all waste in an environmentally friendly manner. [t adberes strictly to
the guidehines established in the environmental report it submitted to the Indonesian authorities tn 2000 as part of its application to obtain a permanent
operaling license.

Towards the end of 2001 and throughowt 2002, the Alvui Bay site came under the influence of £/ Nifo, which had a dramatic influence on the
agricultural sector i1 Australia and parts of South East Asia. The production of juvenile oysters at Alyui Bay, the then lifeblood of the Company’s
pearling operation, was severely curtailed by thig event. The Company took tmmediate action and was able to source commercial quantities of juvenile
pearl oysters through an arrangement with a third party hatchery. Although E! Nido conditions diminished ag 2003 progressed, the Company continues
to take steps to reduce the risks to future production ag a result of insufficient juvenile oysters being available.

Pearl Safes and Revenue

Wholesale pearl sales accounted for 92% of the Company’s revenue i 2005, The majority of the Company’s pearls are sold in the world peart
wholesale market by the independent pear] marketing and trading company, Pearlawtore International ("PAI™) On October 11, 20605, the Company
renewed il current agreement with PAY for a period of two additional years commencing on lanuary 1, 2006, According to the terms of the agreement,
PAY wag appointed as the Company’s exclusive valuer and distributor of South Sea pearis. PAL s to receive a commission of between 7.5% and 25%
for cleaning, grading, vahiing and selling the Company’s pearls.

Pearls have traditionally been gold at auction but are also increasingly offered 1o buyers and sold under privately negotiated arrangements. Pearls are
harvested at various Hmes during the year depending on the seeding date of the oyster. PAl's wholesale customers are from many geographical
locations, accordingly the Company does not rely on a single customer o purchage all of s pearls.

The remainder of the Company’s revenue is derived from sales of jewelry, pearl shell and pearl meat by-products. A major focus for the Company in
2005 wag the development of mternal marketing skills including design and manufacture of pearl jowelry. The Company opened part of the
Penyabangan site in North Ball to the visiting tourist trade during 2005 as its first exposure to the retail market. Since then the Company openad a
second retail operation at the Company’s facility on the island of Nusa Lembongan in the south of Bali in 2006, Demand for the pear!] shell (MOP) and
pear]l meat by-products has increased stgnificantly in the last 2 vears.




Competition and Markets

Commpetition in the pearling industry is intense. The Company competes with other South Sea pear! farmers, mainly in Australia, Indonesia, the
Philippines and other Southeastern Asian regions. Many of these pearlers have significantly greater financial resources and experience, and are better
known than the Company. The Company also competes, although not directly because of product differentiation, with producers of less expensive
types of pearls such ag the Akoya, freshwater and black pearls produced in Japan, China and the Souwth Pacific, respectively. The Company also
competes for consumer disposable jewelry dollars with producers of other types of gems such as diamonds, other precious stones and precious metals
such as gold. Public demand for fine jewelry, tncluding South Sea pearls, is influenced by general economic conditions.

An increase 1 tupply of pearls globally, specifically freshwater and black pearls, hag had an adverse effect on the market price of South Sea pearis.
The increase in supply has also lead to a change in distribution methods within the pear! industry. Although the auction gystem has been relied upon for
the sale of pearls in the past, this systom has now been complemented with a “value adding”™ process where smaller quantities of more discrete pearl
types and grades are sold through private negotiation. “Value added™ means selecting and placing pearls in a strand or a set of jewelry. The Company
expects this method of distribution where there 18 less reliance on the awction system to continue. The changes that are being expernienced in the
pearling industry are not disgimilar to those expernienced in other-commodity based industries. The Company cannot predict future demand nor how
great an effect thereases in the supply of South Sea pearls will have on the market price for such pearls. The pearling tndustry and the marketing and
distribution arrangements for this product are currently undergoing significant change, which is likely to result in a rationalization and restructuring of
producers. We believe that the Company, with its focus being in Indonesia, is well positioned to benefit from any change because of the relatively low
operating cosis comparad 1o Australian producers and s refatively high guality of production compared to most Indonesian peart farmers.

Up untsl the last decade, approximately %0% of Australia’s South Sea pear] production was sold in Japan. This amount hag been reduced as the demand
for such pearls has mcreased in the emerging markets of Hong Kong, South Korea, Singapore, Tatwan, Europe and North America. Sales of South Sea
pearls are primarily made to the gem jewelry trade.

The Company offers its pearls in all the major world markets withowt placing too much relisnce on any one geographic market. The Company’s
principal markets are Japan, Hong Kong, Europe and North America.

Foreign Fnvesement Regufations in Indonesio
In Indonesia, all proposed foreign investment and expansion projects require the prior approval of the BIKPM, Indonesia’s equivalemt of a foreign
investment review board. A company may seek such approval by filing an investment plan with the BKPM, which contains information regarding the

Company’s share capital, loan capital, technical assistance agresments, and proposed joint venture agreements. Linder previous laws and regulations,
the BKPM could require a foreign promoter of such a project to include a local joint-venture partner.
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I July 1993, the Company sought approval from the BKPM for participation by foreign mivestors in the Pearling Project. A joint venture agreement
and an application 1o form Cendana ag an approved foreign investment company, or PMA company, was lodged with the BKPM. Following approval
in 1994, Cendana filed #s Articles of Association with the Indonasian Ministry of Justice, which were approved in December 1994,

The laws and regulations applicable to PMA companies have, af frequent infervals since 1986, progressively relaxed the restrictions that were imposed
by the Indonesian Law on Forelgn Capital Investment of 1967, These reform packages were intendad 1o encourage foreign invesiment in Indonesia
and to boost exporis. ln 1999, the BKPM granted permission for the Indonesian company, Cendana, to become a fully foreign-owned company. At that
time, the Company acqueired 100% of its Indonesian subsidiary.

Foreign Trade Regalations in Indonesia

In general, Indonesian goveriiment policy protects local interests. In 1994, however, the government implemented certain reforms aimed at facilitating
the flow of imports and exports into and out of Indonesia. With respect to imports, the deregulation plan imcluded the replacement of non-tariff barriers
into Indonesia with tariffs.

There arc no restrictions on the export of pearls from Indonesia and no export 1ax is payable. Indonesia, however, does impose a provincial “retribution
tax,” which is applicable to the export of pearls. These payments amount to approximately 1.5% of the export value of pearls.

Indonesa has no exchange controls; therefore, foreigners are able to move funds freely tn and owt of the country through accounts denominated in local
or foreign currency.

Govermment Regulation
Australia
The activities of the Company are subject to numerous laws and regulations, including those described herein.

The Australian Corporations and Securities Legislation ("ACSL") is the main body of law governing companies tncorporated in Australia, such as the
Company. The Australian Securitics and Investments Commission 18 an Austrabian povernment instrimmentality that administratively enforces the
ACSL. The ACSL covers matters such as directors” duties and responsibilities, preparation of accounts, auditor control, issue and transfer of shareg,
control of sharcholders” mectings, nights of minority intercsts, amendments 1o capital structure, preparation and filing of public documents such ag
annual reports, changes in directors and changes to capital.

The Australian Stock Exchange imposes listing rules on all listed companies, such as the Company. The rules cover such issues as immediate
notification to the market of relevant information, periodic financial reporting and the prior approval of shareholder reports by the Australian Stock
Exchange.




The Company believes that it t8 i material compliance with the foregoing Austratian laws and regulations and with the rules of the Australian Stock
Exchange.

Indonesia

Indonesian laws require Cendana to obtain cerfain tax identification numbers and miscellancous occupational Heenses. Cendana has obtained all
licenses from the BKPM, including its permanent operating hicense for the Waigeo and Bali sites. The BKPM also requires Cendana to have itg
accounts audited annually by an Indonesian public accountant. Cendana complies with this requirement. Indonesta maindaing other laws relating to
corporate governance that are simtlar 1o faws of other purisdictions. The Company believes that Cendana is in material comphiance with these laws and
with other applicable Indonestan laws and regulations. Environmental approvals are ssued with the operating permits for each site. These require
regular reporting to authorities in relation to fuel usage for energy generation, comphiance with waste emissions and any incidents that may have caused
harm to the local environment. The Company 8 in full compliance with its environmental reporting obligations.

United States of America

Because the Company has registered its Shares with the U.S. Securities and Exchange Commission {“SEC) and listed the ADRs on the Nasdaq Stock
Market {"Nasdaq™), the Company must comply with U.8. laws and SEC regulations apphicable to foreign companies that trade their securities in the
U5, mchuding the Sarbanes-Ouxley Act of 2002 and the hating requirements of Nasdag. These laws, regulations and requirements cover matters such
as independence of directors, audit commitice compensation and duties, codex of athics, independence of auditors, and disclosure of Tees and services
provided by auditors. The Company believes that it is in material compliance with these laws, regulations and Hsting requirements.

On BDecember 1, 2004, the Company announced s intention to voluntarily dekist s ADRs from the Nasdag Small Cap Market. The Company has not
yet finalized all of the requirements to complete this process. When the process is completed the ADRs are expected to be traded on the OTC Bulletin
Board. The delisting of the ADRs is intended to reduce the Company’s Hsting costs and allow it to more easily comply with UK. Hsting regulations.




C. Organization Structure

Atlag South Sea Pearl Limited owns all of the capital stock of Tansim Pty Lid, an Australtan company, which in turn owns all of the capital stock of the
Indonesian company, PT Cendana Indopearls. The functional relationship of the group’s structure is described in the table below.

ATLAS SOUTH SEA PEARL LTD - Australian Company

Fuanctions Assets

Risks

{. Marketing of pearls - cleaning, sorting 1.
and grading.

Marketing agreements and established
marketing network.

Fluctuations i peart market prices, fluctuations
in exchange rates Yen/AS and marketing
reguirements.

2. Genaral business administration 2. Professional management and technical

support with access to industry and business 2. Investment in S.E. Asia and agquaculture
3. Financial reporting and public relations best practice. industry; market maker and investor/banker

reaction/perception of the business.
3. Listed on Australiag and International stock

exchanges, relationships with investment

brokers and banks.
TANSIM PTY LTD {1804 owned by Atlag South Sea Pear] Limited) - Australtan Company
Functions Assets Risks
{. Holds investment in PT Cendana I, Investment in PT Cendana indopearis |, Linable to recover value of investment

Indopearls
2. Provided original project finance.
PTCENDANA INDOPEARLS ( 106% owned by Tansim Pty Ltd) - Indoncsian Company
Funetions Assels Risks
{.  Breedng/hatchery . Operational personnel {.  Environmental and climatic variations - spat and
oyster losses.
2. Oyster farming 2 Fixed assets ‘ o .
2. Remote location - Hmits access 1o skitled

3. Sesding / nucleation workforce and emergency services, makes

* Baats logistics more difficult.

. s  Farm cquipment
4. Pear! harvesting g .
= s Hatchery buildings & equipment . : . s s
‘ . 3. Security and socio-political issues.
o ) ] s  Nucleation equipment
3. Administration of operations, s  Accommodation/support infrastructure
securily, logistics, community i PP ’ 4. Limited access to capital.
relations. .
3. Jewelry inventory 5 Stock redundancy in jewelry retailing,

6. Retailing
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D. Property, Plants and Equipment

Subicce, W. Austrafic

The Company rents office space, consisting of approximately 275 square meters, in the suburb of Subisco, Western Australia, from Mr. David
Morrizon. The lease commenced on July 1, 2004 and has a term of three {3) years with an oplion to renew the lease under the same tenms Tor three {3)
additional years. The lease provides for an aggregate rental payment of AS18.000 annually, which rent is paid in equal monthly installiments. The rental
payment is subject fo annual increases based upon fatr market value. Annual rent for the yvear ended December 31, 2005 was ASTR 442,

Kapang, W. Timor

On October 6, 1992, the Joint Ventwre (which later became PT Cendana Indopearls) entered into a 20-vear lease for five hectares (12.3 acres) of land at
Lelindo Point and constructed a hatchery, laboratory, administrative offices, workshop, store room and accommodations for expatriate managers. On
September 4, 1994, it entered into a [U-year lease for £.3 hectares (0.74 acres) of land located on Kambing Island overlooking the nursery. Ardindo
Nusa entered into these land leases on behalf of the Joint Venture. Pursuant to the Sale Agreement, the Joint Venture agreed to mransfer all asgets,
including the land leases, to Cendana. Accordingly, Ardindo Nusa assigned all beneficial inferest in the leases and any cxtensions thereof to the
Company.

On March 1), 1993, Cendana entered into water leases, which leases were Iater amended. On September 4, 1995, Cendana received Presidential
approval for ity water leases. The various water leases are located within a four mile radius of the Kupang hatchery and total 725 hectares (2.8 square
miles). The leases are for a term of 30 years. Cendana used these waters as a mursery for young oysters and ag a pear] farm for the nucleated oysters
prior to the closure of the Kupang facilities in December 1999, The Indonesian government owns all of the tand and water upon which the Kupang
pearl farm was located and leased the property to Cendana for a fee of AS8.400 per annum. Al of the government leases are conditionad upon Cendana
meeting cerfain reguirements, including the development and use of the leaged property for pearting operations,

During November 1999, the Company docided to close the facility at Kupang. See “ltem 4. Information on the Company - The Pearling Project.” In
December 2008, the Company finalized negotiations with an Indonesian company for the sub-lease of the land, buildings and water leases compriging
the Kupang factlity for a period of five years. The sub-lease commenced on Febrouary 2001, Cendana received ASS5,192 (USSE34,804) per annum under
the sub-leage. Pursuant to the terms of the sub-lease, on July 18, 2006, Cendana transferred all of ts beneficial interest in the land and water leases, and
the building relating to the Kupang facility, to the sub-lessec upon the Company’s receipt of its final sub-lease payvinent due for the five yeur sub-lease
period. The sub-lease arrangement fulfills the Indonesian govermment’s conditions. The Company remains primarily Hable for the annual lease
payments 10 be made {0 the government.
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Waigeo Istand, W. Papua

Cendana has water leases that commenced on September 30, 1997 encompassing approximately 2,500 hectares (6,200 acres) on Waigeo Island, in the
W. Papua {(formerly lrian Jaya) province of Indonesia. The leases are for a torm of 25 years and cxpire on September 30, 2022, This gite i
approgimately 138 kilometers west of Sorong in a remote ares with excellent waters for pearl farming. [f was a condition to the Indonesia
government’s agresment to enter mito the leases that the Company construct and operate a hatchery at the site. The Company completed construction of
its hatchery in 1998, The hatchery had its initial production run in December 1998, The farm has the capacity to hold up 1o one milhion mature adult
oysters. The Company moved #s operations and alt of its equipment to this site in November 1999 when it closed its facility in Kupang, West Temor,
following civil unrest in the arca and a deteriation of conditions suitable for pearting.

In addition to the hatchery, the Company has constructed an office, workshop, accommodation buildings and a fuel storage factlity over three sites
within Alyui Bay. The Company has a fleet of approximately 25 work vessels of various sizes and two medium size wooden hull transportation ships.
A stgnificant part of the farm infrastructure 18 made up of longlines, floats and panels, which accommodate the oysters while they are being farmed.
The Company has expended approximately AS6.8 million since 1997 1o construct and purchase the caphtal improvements described above at the Alyvui
Bay farm. These expenditures were funded from the Company’s own cash reserves. Although the faciliies continue to be developed, the main
infrastructure at the Waigeo site 18 now complete.

I 199¥, the Company leased approximately five hectares (12.3 acres) of land and 2,000 hectares {4,920 acres) of warer at the Alywd Bay stie. The
Company pays 3,006,000 Indonesian Rupiab per annum (AS600) 1o the Kawe Tribe at Selpele village for the 25-year water and land lease, which both
expire on July 1, 2023, The Company believes that it is in compliance with all of the terms of the lease.

Bali

In July 2002, the Company entered into a joint operating arrangement with Abadi whereby the Company secured an interest in the right 1o access a
simall hatchery and associated sea leages in Northern Bali at Banyupoh {the “Bali Hatchery Jowt Venture™). The infrastructure &t Banyupoh occupied
approximately two hectares (4.9 acres), and was relatively simple but has been sufficient for successful oyster spawnings. [n addition to the hatchery,
there was a simple grading shed, accommodations for four employees and an office. Abadi owng all of the land and buildings located at Banyupoh. In
addition, Abadi owns the majority of the cquipment on the farm. The Company fransferred its equipment from the original Kupang hatchery, which
was re-commissioned for use at thig facility at minimal cost, to the farm and paid AS30,000 annually (for three years) for the use of the land, buildings
and water leases. Abadi also has a sea lease for approximately 38 hectares (93 acres) adjacent to the land area on which the hatchery and other
infrastructure s built. Abadi pays AS12,500 for the water lease in Banyupoh, and the leases expire i 2026, The Bali Hatchery Joint Venture used the
water leases 1o hold longhine systems to accommodate the juventle oysters once they leave the land-based hatchery. The agreement for this joint
arrangement was terminated in September 2005,
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In addition to the joint operation at Banyupoh, the Company also leased (1.2 hectares of land and 1800 hectares of ocean in December 2003 that were
developed as an independent juvenile production and grow-out facility in North Bali near the village of Penyabangan, which 1s approximately 15km
cast of Banyupoh. The Company paid an upfront lease payment of AS135,000 for both of the leases and has an oblgation to pay approximately AS200
per month for the 30-vear term of the leases. The Company completed the development of the Penyabangan Tacility during 2004 with the construction
of a low~cost hatchery center, which supports the Company s research and development program. The site also supports the Company’s boat building
and other manufacturing/support activittes at more remote locations elsewhere in Indonesia. By developing an independent hatchery facility, Cendana
will no longer be reliant upon Hs joint venture partner, Abadi, for juventle oysters. | ix anticipated that this facihity will realize 200,000 o 300,060
juventles each year. The Company moved (s operations from Banyupoh to Penvabangan i September 2005 when it ternminated the Bali Hatchery Joint
Venture.

The Company expanded its operations in Balt by opening a new farm site during 2005 at Karang Asem on Ball’s east coast. On May 23, 2005, the
Company entered info a water lesge comprising 235 hectares (580 acres) and a land lease for an additional 2,000 square meters with the local villagers
who have ownership of the area. Under the lease, the Company patd the local villages approximately AS16,000 and wall pay approximately AS2{0 per
month for the use of the site unti] the expiration of the fease on May 22, 2035, The Comparny has constructed storage, accommodations and oyster meat
processing facilities af the site. Infrastructure costs for the first year were approximately ASRZ00,006. The Company has established the facilities at
Karang Asem for the purpose of farming pearls. B is intended that oysters, which are seeded at Penyabangan in North Ball, will be shipped to the
Karang Asem Tarm where conditions are more conducive for mature oyster growth. This gite has also been developed to allow the processing of live
oysters to extract the meat for sale as fresh or frozen produce. Thig site is located within one hour’s drive of the main ¢ity of Denpasar, which allows
for more efficient access to fogistical support.

On September 16, 2005, the Company entered into a water lease with local village leaders, Nyoman Murta and Wayan Danglod, on Nusa Lembongan
Istand i the south of Bali, for a new pearl production facility. This lease compriges a water area of 157 bectares (388 acres). There is no fixed term for
the water lease. The Company paid approximately ASZ,7(H} to the local villagers and there are ongoing costs of AS180 per month paid to local villagers
for the continued use of the water lease. There is no associated land lease for this facility as the Company has an agreement with Bali Hat Cruises to
use 13 fand for storage of equipment. There was no development of this facility in 2005, The Company will use the water lease to grow pearls. In the
same way as the Karang Asem farm is used, Nusa Lembongan will accommodate mature oysters that are transferred from Penyabangan in North Ball
This site has a strong tidal flow and it is believed that it will be conducive to the production of high quality pearls.

I addition to the farming sctivities at Nusa Lembongan, the Company has also commenced operation of 2 small retail operation on the istand. This
facility is located on land owned by a Company called Bali Ha: Cruises. The Company entered into an agreement on March 24, 2006 with Balt Hai
Cruises for the Company to run the retail facility, which includes a pearling towr and demonstrations of seeding and harvesting. The terwn of thig
agreement is for five years and because the Company 13 providing a unique tourist atfraction to Bali Hai Cruises, the Company does not have to pay
any rent for the use of approximately 800 square meters of retail space. This retail factlity did not commence untif 2000,




I June 2063, the Company moved its Indonesian headquarters from Sorong to Denpasar, Bali. The office consists of approximately 225 square meters.
The term of the office lease s for three vears and four months and rent of AST5,600 per annum s paid in full in advance for the full term of the lease.
The Company’s office is well located with excellent access to communication and transporiation infrastructure. The Company uses competent local
Indonesian staff to manage the Indonesian operations from the Denpasar office and the Company’s Managing Director is based in this office. The
Company 18 developing its internal marketing team in Bali, which grew from two 1o seven employees during 2005,

Bacan, N. Maluku

During 2004, the Company entered into a second joint production arrangement with Cemertang. This joint arrangement was for a period of five years,
and the Company bad an option to extend the arrangement thereafier for five vears on the same terms. The Company was granted shared use of the
leases and facilities of this operation. The Company wag responsible for the funding of this operation and for the supply of expatriate and ndonesian
managers for this operation. Cemerlang received a proporiion of the juvenile oysiers that were produced from this facility depending upon the age that
the jrveniles were taken. The split was equal if the juvenile oysters were taken from the Bacan facility before they were 12 months of age. After this,
the oysters were split 70% fo Cendana and 30% to Cemerlang. The joint venture partngr continued to retain ownership of the water and land leases and
any assets which were in existence at the commencement of the arrangement. Any removable infrastructure that wag paid for by Cendana during the
term of the agreament was split equally. Fixed assets that were paid for by Cendana and could not be removed from the site at the end of the agreement
were purchased by Cemerlang based on their depreciated cost value. Although the Bacan operations had been expected to produce approximately
300,000 juvenile oysters each year for each of the Company and the joint venture partner, high levels of mortalities among juventle oysters at the gite
during 2004 forced the Company to re-evaluate 18 continued use of this site. A total of 229,000 juvenile oysters were delivered to Alyui Bay from the
site over the course of operations during 2003 and 2004, By the end of 2005, Cemerlang and the Company terminated the joint arrangement.

Lombok

Under an unexecuted joint operation agreament, the Company shares a land and sea based facility, which is owned by PT Autore Cultured Pearls, it
joint partner, at Malaka in the north west of Lombok. The term of the joint operation agreement is for one year and sach July will be extended for
another year on mutually agreed upon terms. This facihity comprises a small hatchery, generator Tacilities, storage and some accommodations on fand
along with 125 hectares (309 acres) of ocean-baged farm. The land and ocean facilities owned by the joiut partner prior to the commencement of the
joint operation agreement will remain the property of the joint partner. Under the terms of the agreement, Cendana contributes 50% of the costs of
operating the facility and splits the cost of any capital items purchased during the term of the arrangement equally with its partner. In exchange, the
joint partiier and Cendana are entitled to an equal share of all pearl oysters produced ax thig facility.
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ITEM 5 OPERATING AND FINANCIAL REVIEW AND PROSPECTS

This 13 the first Annual Report for which the Company’s consolidated financial statements have been prepared in accordance with AIFRS. "AASB 1
Frst-time adoption of AIFRS” has been applied in preparing these financial statements. Certain line ttems of such financial statements have been
reconciled to US GAAP to assist U.S. persons tn evaluating such data. See "Ttem 17, Financial Statements - Note 35 to Financial Statements.” The
following discusston references only the amounts computed in accordance with AIFRS for the vears ended December 31, 2005 and December 31,
2004,

Overview

The following is an analysis of the Company’s results of operations, liquidity and capital resources. To the extent that such analysis contains statements
that are not of a historical nature, such stataments are forward-fooking statements, which involve risks and uncertainties. See “Introduction - Forward
Looking Statements.”

I order to produce pearls the Company must maintain an ongoing supply of oysters. The natural ¢ycle of the oyster dictates that it is approximately
four years from the spawning of the oyster until the production of a pearl. See “liem 4.B. Business Overview.” The Company capitalizes the costs
associated with the rearing, husbandry and nucleating of an oyster over the pear! production cycle. These capitalized costs are disclosed in the financial
statements as “Biological Assets.” Upon the harvesting of the oyster and the production of the pearl, an appropriate portion of this cost is transferred o
the peart inventory and ultimately 1o the cost of sales when the pearls are sold.

Total revenue derived by the Company from different sources during its most recent two fiscal years is set forth in the following table:

2005 2004

AS A%
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The following table provides additional details in relation to the results of the Company’'s pear] sales for its last two fiscal years:

2005 2004

Revenue from sale of pearts {whelesale)
Sellable Grade Pearls:

Cuantity {No)

Keshi (seedloss) pearis:

Weight {Momme) 1,386 2,254

A. Operating Results

The total revenue increased by AS3,010,336, or 44%, from 2004 to 2005, This s mamly due 1o an increase in pearl sales revenue, which increased by
AR3.8R2.43Z, or T4%, from 20K to 2005, The details regarding this movement i each category of revenue are described below.

Pearl Sales

The Company’s revenue Trom the sale of pearls for 2005 was ASD,094,562, which represented an increase of AS3,882.432, or 74%, when compared 1o
2604, This revenue included revenue from pearls that have been the subject of "value added™ services |, such as having been placed in strandg or
incorporated into jewelry. The major factors that contributed to the rise in the Company’'s sales of pearls for 2005 include:

» An increase in the number of “selable” grade pearls. The pearls harvested in 20035, although not dignificantly different in
total quantity or size (schiable and commercial grades combined) when compared to 2004, were of a much higher proportion
of “sellable™ grade. This in turn meant a higher sales price per pearh. The reason for the improved pearl guality is attributed
to an improvement in the quality of young oyster stock and improved conditions for farming pearls.
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w An improvement in demand for pearls generally. Thig has resulted in some improvement th prices being achieved for the
higher quantity of sellable pearls.

w Improved results achieved by PAL PAL has made changes in its organization to increase its representation world wide with a
better exposure to wholesale and retail world pearting markets.

» Continued efforts of PAI and within the Company to develop “value added” sales within the category of loose pearls. Value
added sales are where pearls are worked into strands or jewelry. Both PAIL and the Company have continved to explore
alternative sales methods, such as, the creation and sale of jewelry that incorporates the Company’'s pearls o increase sales
of pearls and gross margins.

fn 2004 the lower quality of the Company’s pearls was due to the lower quality of oysters available for seeding in 2001 and 2002 coupled with the
effect of the £ Mino climatic condittons on these oysters in 2002, The oysters that were seeded in 2002 were smaller than in previous years due to
stock availability pressures and because the oysters from which the Company extracted Saibo tissue 1 2001 and 2002 caused a partial deterioration m
the quality and color of the pearls that were harvested in 2004, Poor quality pearls were also harvested from second operation ovsters in 2004, These
are pearls that are produced from oysters, which have already produced one peart and which are then re-seeded with a second nucleus. The average
weight of the selfable grade pearls that were harvested m 2004 also decreased. In prior years, pearls were left unharvested for a longer period of time so
they were larger. The Company harvested pearls earlier in 2004 because it was anticipating that there was the potential for its selling agent, PAL to
hold an auction in the early part of the year. Thig did not occur but thase pearls were sold later in 2004, Cumulatively, these factors had an adverse
effect on revenue from the sale of pearls during 2604,

Ag improved supply of juvenile virgin oysters to Alyai Bay in 2003 and 2004 allowed the Company 10 inprove the quality and quantity of the seeding
program in 2005 where only the healthiest and best guality ovsters were seeded. This started to have a divect effect on improved pear! guality in 2005,

During 2003, the Company seedad 376,323 virgin, or first-time seeded, pearl oysters. This compares to 342,164 in 2004, Growing conditions for
oysters duning 2004 and 2005 were favorable for both juvenile and mature pear] oysters at Alyvui Bay and Bali, which has led to high survival, excellent
health and improved growth results. It is anticipated that these improved seeding and oyster growing conditions will improve the adverse results thar
were experienced in sales revenue dechine duning 2004, The average pear! size and the pearl gquality 18 expected to improve as a result of sceding better
quality oysters.

The Company remains committed to the production of high quality pearls. To this end, the Company i Tocusing primarily on the production of pearls
in white and silver color from first Hime operated pearf oysters. The Company believes that these pearls generate the best vield for the cost and that
these products remain in strong demand. To support this endeavor, the Company will maintain the diversified growing centers developed ity previous
years and continue to investigate new opportunities as they emerge. The Company hag also committed to significant research and development projects
atmed at enhancing oyster selection for improved pearl production.
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MOP, Oyster Meat and Jewelry

Revenue from the sale of MOP, oyster meat and jewelry decreased 1 2005 by AS191.037, or 38%, from ASS08.208 in 2004, 10 AS3IT17E in 2005, In
2004 there was an improved demand and price for raw MOP, which allowed the Company to significantly reduce tts accumulated stockpife. In 2005,
the Company had msufficient raw MOP to meet the increased demand, which resulted in lower sales. In 2005, the Company focused on developing
new markets and products for “value added” pearl and MOP jewelry. For instance, the Company now manufactures its own jewelry and gift wares
from MOP shell and pearls that are produced from its oysters. Ag a result, the Company has recruited a4 new marketing manager, and increased the
number of staff in this area from two 10 seven, as well as opened the Penyabangan site in northern Bali o the visiting public. Although these efforts are
expected to improve sales of jewelry in future years, sales of jewelry in 2005 remaind flat compared to 2004,

Juvenite Ovsters Sales

The Company sold approximately 20,008 juvenile oysters during 2005, compared to approximately 11,000 oysters sold in 2004. This resubted in an
increase in revenus of 79, from AS98,620 in 2004 to AS176,577 in 2005. These oysters were sold 1o other pear] farmers in Bali and West Papua. The
price for the sale of oysters did not change significantly between 2004 and 2005,

Interest Income
frterest tncome decreased by AS54.644, or 34%,, from AST36,262 in 2004 to AS101,618 tn 2003, as cash reserves were used 1o fund operations.
Foreign Exchange Gains/Losses

iy 2003, there was a loss of A%(24,601) resulting from foreign exchange movements compared to a gain in 2004 of ASTH3,084. In 2004, the Company
had all of its JPY receivables hedged at a rate of approximately JPY7HAUDI. There wag a stgnificant appreciation in the Austraiian Dollar during
2004 and because the Company was able to utilize the currency hedging that wag in place, there was a pain from exchange rate movements. There was
substantially less foreign currency hedging available in 20405 to sheher the Company’s sales from the relatively strong Australian Dollar. The gain from
foreign exchange hedging contracts and other foreign currency movements relating to peart sales for 2005 wag AS349 300, The Company was reqguired
to account for any mark-to-market gaing or losses in tts hedging portfolio in 2005 for the first tme under ALFRS. This accounted for a loss of
AS(334,0600) at the end of 2005, The remaining AS39,%00) in foreign currency loss for 2005 was generated from adjustments required to the
Company’s foreign curtency denominated assets and lHabilities being revalued at the end of the year.
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Cost of Goods Sold

The cost of goods sold decreased marginally from AS4,414,357 in 2004 to AS4.275,37% in 2005, This was despite a higher number of total seliable and
commercial pearls being produced tn 2005, The overall reduction in unit cost of production 18 a result of economies of scale from higher oyster
guantities and thig s expected fo continue to flow through to lower producton costs of pearls in the futwre. This benefit will be in part offset with
increasing production costs. Inflation in Indonesia was 17.1%% in 2005 compared to 6.4% in 20{4. In addition, high world fuel and commodity prices
continue to put upward pressure on costs. The Company cannot estimate the impact of inflation on {18 cost of zoods sold in 2046 and beyond.

Marketing Costs

Marketing costs increased by AS3035,806, or 34%, from A$564.743 in 2004 to ASET0,543 in 2005, The increase in revenue from pear] sales is divectly
related to commissions applied to pearl sales. During the negotiation of the new marketing agreement with PAT in 2003, it was agreed that comumnission
rates for pear] sales would increase from 5 % to 7.5% for loose pearls and From 12.5% to 15% for pearls that are used in the value adding process. Thig
hag comtributed and will continue to contribute to higher marketing costs. Also linked 1o sales commissions and higher marketing costs i the fact that
more of the Company’s loose pearls are being allocated to the value adding process that is undertaken by PAI on behalf of the Company. The
Company expects to be able to achteve a premiuvm of betbween 10-153% for the pearls it sells in the value added category through PAL This enhances
revenues and gross marging, but requires additional marketing, which incurs a higher commission rate.

Administration Costs

Adnunistration expenses increased by 5.9% from ASL632,767 in 2004, to AS1730,268 m 2005, This was in line with overall group inflation in
Australia and Indonesia combined.

Other Expenses

Other expenses decreased by 4% from ASTZ2.984 in 2004 to AS615.544 in 2005, In 2004, the Company wrote-down (5 oyster inventory by
AR224 008 to 118 expected net realized value and further wrote-down the same oyster mventory by AS317.006 in reconciliation of the accounting
treatinent for the capitalization of Inventory under Indonesian and Austrabian Accounting Principles. These write-downs resulted in higher other
expenses during 2004, In 2005, other expenses also included research and development costs of ASET. 500, relating to the project that is being
undertaken with James Cook University, which costs were not theurred in 2004,

The Company recorded a pre-tax operating profit of A$2,356,126 in 2005 compared to a pre-tax operating loss of AR497.32%) in 2004, This increase
of A2 %53.454, is primarify due 10 the increase in revenue from the sale of pearls due to the improvement in pearl quality.

I 2004, the Company’s income tax expense for 2005 was AS295,539 compared to AS96,940 for 2004, The Company has had an ongoing review of it
Indonesian income tax position by the Indonesian Income Tax Authorities. In 2004, a provision was made for prior year income tax that resulted in an
income tax expense for 2004 despite a consolidated loss before tax. In 2003, as a result of concluding this audit, the income tax expense was reduced
from ASTO0.838 to AS295,539 for 2005 with the reversal of an oversiatement of tax for the prior period of AS373,047. The net after tax profit for 2005
was AS2,060,587 compared to a net loss after tax of AS(594,274) in 2004,




Future Business Potential and Constraings

The Company remains focused on growing 118 business within the pearling industry. The Company has identified key factors that led 1o a decline in it
revenue in prior years and implemented steps to address these problems. As a result of the effort to ensure a continuous supply of oysters for 18 Abyut
Bay production facility, the Company has been able 10 incraase the number of virgin oysters seaded each year, improve the quality of juvenile oysters
being produced and develop new farm sites in the Bali region. The Company views the maintenance of a supply of juvenile oysters as a key to the
suceess of the business prowth i the future.

Future growth is expected from the ongoing development of the Company’s own hatchery and oyster grow-out farm af Penyabangan in North Balt and
the development of a new farm site at Karang Asem on Bali's cast coast and the establishment of a pear! oyster leagse on Nusa Lembongan in the south
of Bali. In addition, a new joint hatchery operation was cstablished in West Lombok, which follows the termination of the Bacan venture, which did
not perform to expectations. The Company will continue fo sack out further joint venture and self-owned and operated farm sites for expuansion of
production. Thig will be done within the current resource capabilities of the Company.

Research continues 1o be done on improvements in pearf oyster husbandry and production techniques to assist the Company i bringing high quality
product to the market in the future. A research and development program commenced in late 2004 with James Cook University in Queensiand,
Australiz looking inio genetic marker identification to tmproved pearl quality and consistency. Thig has progressed well with alt the major breeding
milestones having been achieved during 2005, The first swrvival and growth results have been collected and are currently bewng analyzed. The
techintque for DNA pedigree assignment of the offspring created for this program has been proven and the Company is looking forward to further
developments during 2006,

The increase in seedings from 284,000 in 2003 to 342,000 in 2004 (20%) and 376,000 in 2003 {10%) should continue 1o improve the economies of
scale and quantity of pearls the Company produces. The production of a pearl i3 a natural process, which means that the predictabitity of quality s
uncertain. The Company adopts best practice farming techniques to try to limit poor quality but it cannot influence environmental conditions that may
affect the production process.

The absence of production quotas in Indonesia ensures that the guantity of oysters that the Company can nucleate s Himited mainly by the Company’s
ability to produce juvenile oysters and the biomass Imitations of the various peart production sites, rather than government regulation. This provides
the Company with a competitive advantage not available to its Australian competitors. The quantity and quality of the Company’s pear] production is
also determined by the technigues it employs in the nucleation and husbandry of #ts oysters. Climatic and environmental conditions will affect its future
results; these factors can only be managed but not controlled by the Company.
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The Company continues to monitor foreign exchange rates againgt the Australian Dollar, especially that of the Japanese Yen, which is the currency in
which most of the Company’s revenue is denominated. The Company uses forward foreign exchange contracts and some derivative products, with
terms of not more than two years, to hedge these risks. Derivative financial instruments are not held for speculative purposes. Although the Company
makes efforts to limit its exposure to adverse movements in the Japanese Yen against the Australtan Dollar, these exchange rates are subiect to marker
influences over which the Company has no control.

Many Asta Pacific countries, including Indonesia, have cxperienced economic difficulties including Hquidity problems, volatifity in prices and
significant slowdowns in business activity in prior years. Operating costs in Indonesia, including wages, employee amenities and fuel, have been
subject to inflation of 17.1% in 2005, Resolution of difficult economic conditions that exist in Indonesia depend to a large degree on fiscal and
monetary measures that may be taken by the Indonesian government. Such actions are beyond the Company’s control, and the Company cannot predict
whether the governmment will be successful in tmtiating and achieving economic reforms. The Company also cannot determine the future effects that
the ongoing adverse economic conditions may have on the Company s Hguidity and earnings. The ability of the Company to sell its assets in indonasia
depends to a large extent on events beyond the Company’s control. IT the Company wag forced to abandon 118 pear! farms due to political unrest, the
Company would likely not recover any of its investment in is Indonesian assets.

B. Liquidity and Capital Resources

Net cash flow provided from operating activities declined from an inflow of AS93,791 in 2004 to an outflow of AS(190,091) in 2005, Gverall there
was an mcrease in cash flow due to an increase in proceeds from pear! sales of A81,366,702 tn 2005, A significant part of the increasa in pearl revenue
is reflected in the frade receivables which increased by AS2.367,291 to AS4,301,651 at December 31, 2005, This increase i cash flow wag offset by
payments 1o supphiers, which increased by AS912,037 during 2005 resulting in a reduction in cash flow and accounts payable at December 31, 2005 by
ABI3T.394 to ASHRZ,GT5. There was a significant decline in proceeds from other operating revenue during 2005 of AS6%1,036, which alvo reduced
cash flow. The majority of this decling represented a reduction in the nef foreign exchange gains of AST83,245.

Net cash flow used in investing activities dechined from ASE24,200 in 2004 to AS753,588 in 2003, The Company used cash from invesiment activities
in 2005 primarily to purchase new property, plant and equipment in the amount of ASE3Z.582 compared o AS778,0641 in 2004, Most of this
expenditure related to equipment and infrastructure expenses in Alyud Bay, Panyabangan and Denpasar, as well as the development of the Company’s
new pearling interests in Karang Asem and Nusa Lembongan in Indonesia.

At December 31, 2005, the Company had net short term borrowings of ASTE.994 compared with nominal borrowing at December 31, 2004, These
borrowings are unsecured and represent premiwm funding on insurance costs. In addition to this, the Company has 2 borrowing facility in place with a
major Austrabian bank with a hmir of AS2.000,000 to allow it to undertake factoring of its accounts receivables and supply letters of credit. To date,
thig factlity has not been utilized. The facility is secured by the assets of the Company.
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The Company paid a dividend of AS8YS,103 in 2005; it did not pay a dividend in 2004, The payment of dividends in future periods is dependent upon
the avattability of surplug cash and the outlook for future profits. The Company also paid a dividend of A$1,359,154 tn June 2006,

The Company had cash reserves of AS1, 475480 and trade receivables of $A4,301,651 at December 31, 2005 compared to December 31, 2004 where
there was a cash reserve of AS3,208,996 and frade receivables of SAT1,934,360. [n contrast, trade payables, borrowings and other current provistons at
December 31, 2005 were AS1,032,134 compared to A$1,355,061 in the prior year. On a comparative basis, this represents an improvement in the
Company’s working capital {which excludes cuwrrent biological assets as these are not considered to be hquid in nature) from AS4.822.977 o
AR5 063,503, This is primartly due to an increase in accounts receivable from higher sales during 2005, The Company has continued to fund g
pearling operations from operational cash flow and cash reserves and did not raise any additional capital or long term debt in 2005 or 2004,

Future investments are currently expecied to be funded through operational cash flows and cash reserves. The Company believes it hag sufficient
working capital for it present requirements.

The Company has budgeted to spend approximately A3230,000 on new captal infrastructure works at Karang Asem and Nuga Lembongan in 2006, Of
this amount, ASES 000 will be spent on a new building, AS93.000 on new farm based equipment, such as longhines and oyster panels, and AS50,000)
witl be on new vessels and oyster cleaning equipment. An further AS45.000 is expected 1o be spent on replacing longlines and panel replacement ar
Alyui Bay and Penvabangan i 2006,

C. Research and Development

In June 2064, the Company entered into an agreement with James Cook University to obtain information regarding the genetics of silver/gold lipped
pearl oyster {Pinctada maxima populations in Indonesia. This research program is to be undertaken over a period of four years. The aim and scope of
thig research is to develop molecular fools and acquire statistical information to allow a well designed sclective breeding program 1o be commenced.
There are a series of components to this research:

dentification of the founder genetic base;

Identification of the mfluence that the environment has on family ranking;
Estimation of the heritability and genetic correlations;

Genetic diversity analysis; and

Development of a DNA parentage determination marker suite.

The research has progressed well with all the major breeding milestones achieved during 2005, The first survival and growth results have been
collected and are currently being analyzed. The technique for DNA pedigree assignment of the offspring created for this program has been proven and
the Company is looking forward to further developments during 2006. Specific results from this research will not be realized for some years, but
practical technigues for the improvement of breeding have already been learned from the work done to date.
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The Company has committed to an amount of ASI50,000 in cash, ASMLOOO per vear over four years, from 2006 to 2008 plus the resources of its staff
and facilities tn Bali, estimated at A$63,000 per annum, as & co-confribyution to this rescarch over the four years of the project. Additional funds are
being provided by the Augtralian government and James Cook University is providing the rescarch expertise and personne! for this project at ils own
COst.

Ag part of itg ordinary operations, the Company continues to fest and monitor shell growth rates, pearl growth rates, pearl quality, hatchery cleanliness
and the suitability of the surrounding waters as to temperature, poliution and water currents. The Company’s in-house marine scientists also continually
study and test innovative ways to iimprove shell husbandry, and conseguently, the production of quality pearls.

The Company provides research opporfunities for promising Indonesian and Australisn students i conjunction with universities and fisheries
departiments.

Expenditures incurred on research and development tn the Company’s last two fiscal yvears have been treated as ordinary operating cxpenses, and are
expensed when incurred. Expenses that are identified as paarl production costs are capitalized. See "Overview™ and “Item 17. Financial Statements.”

D.  Trend Information

The Company’s pearl farm and operations are now well cstablished. In 20402, the Company experienced the negative impact of climatic and
envirommental factors, such ag Ef Nine, that reduced the size and guality of the pearls the Company produced s its 2003 and 20064 harvests. |n addition,
these factors adversely affected the Company’s production of juvenile oysters required for future pear! production.

The Company has implemented a number of initiatives to ensure that it has an adequate supply of oysters for future pearl production by diversifying
the areas from which i can source juvenile oysters. The Company has also refined the focus of 1z pear production facility at Alvw Bay to maximize
the nwmber of specially selected oysters that can be seeded and to maintain practices that will maximize the health of these oysters during the growth
and development of the pearls. The Company has also continued to develop its hatchory and pear] farm at Penvabangan, Bali. The increased number of
oysters that the Company has seeded tn the last three years combined with improved pear! retention rates and better guality oysters should increase the
Company s production of pearls in the fonger term. The Company belicves that the Alyui Bay site has reached 1its potential in terms of the number of
ovysters that it can effectively manage in a sustainable way. In 2005, the Company opened a new farm site at Karang Asem on Bali’s east coast and
established 2 pearl oysier lease on Nusa Lembongan Island i the South of Bali. Almost 50,004 pearl oysters were seeded in Balt during 2005, The
Comvmpany also established a new joint hatchery operation in West Lombok during 2065, Future growth will come from pear! quality improvement and
axpangion into these new peart production farm sites in Indonesia.




The Company beliaves pear] prices may have stabilized after a decling in prices for South Sea pearls from 2000 - 2004, This is due to a small
improvement in demand and a relatively static level of supply. The pearl market continues to be highly competitive. South Sea pearls compete directly
with other types of pearls including freshwater pearls from China, Akoya pearls from Japan and black pearls from Tabiti and other South Pacific
nations. Pearls also compete directly with other gem stones that are used in the jewelry trade. There has been a significant shift in the distribution
networks for pearls as the industry matures and becomes more competitive. The Company continues 1o target the production of pearls it believes will
be most sought after by the market and the least subject to these price pressures. However, the lead tme for the production of a pear] i at least two
years, and, ag such, # 18 difficult 10 react guickly to changes in market trends if they occur.

The Company continues to enhance its marketing skills, It 15 investigating more opportunities to add value to its products by becoming more directly
involved in the distribution process for some part of its pear] production. In this regard, the Company established a visitor center at its Penvabangan
farm in N, Bali, which incorporates a gmall retail operation. The center attracts tourists who are staying in the N. Bali region and provides them with an
indusirial tourism experience 1o gain & greater appreciation for pearls. Vigitors are able to view and purchase loose pearls and pearl jewelry ag well ag
MOP giftware and jewelry.

The Company mchudes all of the revenue, expenses, assets and Habilities of it joint ventures in its consolidated financial statements. As a result, the
Company does not have any off-balance sheet arrangements required to be disclosed pursuant to Commission rules.

E. E. Tabeular disclosure of contractual obligations

Payments due by period

fess more
than | I-3 3-3 than 3
Contractual obligations Total Ve years Vears yoars

Purchase obligations {1}

(U This obdigation relates 1o the collaborative genetic research agreement with James Cook University.

ITEM 6. MRECTORS, SENIOR MANAGEMENT AND EMPLOYEES

A, Directors and Senior Management
The following sets forth the names of the members of the Company’s Board of Directors and it sentor management. Generally, cach member of the
Board of Directors {except the Managing Director) serves for a three-year term. Such term may be shortened, in certain instances, in accordance with

the Company’s Constitution and the ACSL. The tenm of office of a certain number of Directors expires cach year; consequently, the number of
Directors who stand for re-clection each year may vary. The Company’s executive officers are appointed by, and serve at the pleasure of, the Board.
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GEORGE ROBERT WARWICK SNOW, Bachelor in Economies, Fellow of the Australian Institute of Company Birectors {68 years old). Mr.
Snow has served ag a director since October 28, 1997 and was appointed Chatrman of the Board of Directors on July 28, 2004 and was last re-glected
as 2 director on May 30, 2006, Mr. Snow i8 a graduate in Economics from the Australian National University and hag had 29 years experience in
finance, property development, real estate management and equily finance. Mr. Snow i3 the managing director of the Sydney-based Dampier
Investment Group Pty Limited, an equity financier involved tn strategic company management and which is a substantial shareholder in the company.

STEPHEN JOHN ARROW (45 vears obd). Mr. Arrow has served as a direcior since June 29, 1999 and was last re~lected ag a director May 5, 2005,
Mr. Arrow has 25 years experience in the pearling industry in Western Australia and the Northern Territory and is managing director and owner of
Arrow Pear] Co Pty Lid. He hag extensive pearling experience from many regions in the world as well as contacts in the industry.

TAN McKENZIE MURCHESON Bachetor in Commerce, Fellow of Chartered Accountants, Diploma of Nautieal Science (55 vears olbd). Mr.
Murchison wag appointed a director on July 28, 2004 and last re-elected ag a director May 5, 2005, Mr. Murchison has had over 26 years experience in
finance and tnvestment, and hag been a director of both listed and unlisted compantes in Australia and overseas. He was an investiment director and
founding partner of the Western Australia based private equity investment fund, Foundation Capital, and was founding partner of the national chartered
accounting firm of Southertons. He has been a certified charter accoumtant for over 34 years.

STEPFHEN PAUL BIRKBECK {46 vears old). Mr. Birkbeck was appointed as a director on April 15, 2005 and was re-elected as a director on May
34, 2006. Mr Birkbeck i the founder and former CEG of Mt Romance Aostralia Pty Lid, an Australian company, which i one of the world’s largest
producers of sandalwood oif. Mr Brrkbeck has extensive experience in the marketing of luxury goods in overseas markets, especiatly Europe.

JOSEPH JAMES UEL TAYLOR, B.Sc. (Bielogy), PhLD. (39 yvears old). Dr. Taylor has served as a director since September 13, 2000, He was
appointed to the role of Managing Director effective September 1, 2001, Dr. Tavlor i a marine biologist and aguacelurist whose Ph.D. research
speciabized m the bushandry of Pinctedo-maxima pearl oysters. Since 1989, Dr. Taylor has been mmvolved in the management of aguaculture
operations, mainly associated with South Sea pearl farming. He bas acquired extenstve knowledge about the biology of peart oysters and hag presented
many research papers on this subject. Dr. Taylor commenced employiment with the Company in 1996 and has overseen the development of the project
to iy current level of production. From 1996 10 20040, Dr. Taylor held the position of Project Manager with the Company. Prior to this, he spent 3 vears
working for PT Muttara Cemerlang, which is an Indonesian peart company. The constitution of the Company does not reguire the Managing Director
to retire by rotation.
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SIMON CHARLES BUNBURY ADAMS, B.Bus, M.Ace, ACIS {40 years old). Mr. Adams was appointed as the Chief Financial Officer on January
2, 2000 and Company’s Secretary on February 1, 2001, He has more than 10 years experience in corporate management in the industries of pearling,
mining and engineering. He hag begen employed with the Company since January 2008L Prior to joining the Company, Mr. Adams worked for 2 172
years as the chief accountant of Advanced Energy Svstems, Lid, an engineering firm, which specialised in rencwable enerey systems, and for 5 vears
before that Mr. Adams worked for Transcontinental Resources Group, an orgasization that had several real estate and mining interasts.

JAN SETR JORGENSEN (48 vears ofd). Mr. Jorgensen has been involved in the pearling industry for more than 15 years. He has worked on pearl
farms 1o Auvstralia and Indonesta where he has held sentor management positions. Mr. Jorgensen has worked for the Company since 1994 with the
exception of 2 years in 2003 and 2004 when he worked for an Australian pearling company. He is currently responsible for the Company’s peart
production in Indonesia.

JENS KNAUER, B.S¢ {Bischemistry), M.Sec., PhD. {48 vears obld). Dr Knauer has extensive biological experience within a number of marine
species. Dr Knaver's PhD studies mvolved work with tropteal fish species. He has also filed teaching roles on the area of manne biology, specifically
with Grant Clams. Hig extensive research and technical training, combined with a high level of practical knowledge, hag contributed significantly fo the
company's ongoing rescarch programs. He has worked for the company since 1999 in vartous managerial positions and is currently responsible for
research and development and for juvenile oyster production in Bali.

There are no arrangements or understandings with major sharcholders, customers, suppliers or others by which any director or member of senior

management was appointed to his position. There are no family relationships between any directors or executive officers and any other directors of
exacutive officers.

B. Compensation

The total remuneration paid to each of the Company’s directors and senior managers for services in all capacities during 2005 is set forth below:

DIRECTORS SUPER-
Fris OTHER ANNEBATION TOTAL
A% A% A% A%

Noa-Executive Director

S.C.B. Adams Chief Financial Officer — 110,060 119900

1. Knauer Technical Manager — {29,837 — 29,837

{1y Appointed a dircctor of the Company on Aprd 135, 2005
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There are no agrecments between the Company and any director or sentor manager which provide for benefits upon termination or retirement.

The Company makes compulsory superannuation confributions {retirement benefil contributionsy based on a percentage of salary for 118 Austrabian
directors, employees and executive officers. These plans are Australisn-mandated retirement plans.

3%




C. Board Practices

Ferm
Name Position with the Company Expires

Stephen John Arrow &) frector 2008

Szmozz Charles Bunbury Adams

lens Knauer Technical Manager since March, 2005.

{1} The Constaution of the Company stipulates that the Managing Director does not have to retire and be re-appointed. My, Tavior’s employment
contract has & term of three years and expires on December 31, 2007, unless extended by the mutuad agreement of the parties.

{23 These arg executive positions within the Company which have no fixed term of employment.

{35 Members of the audit commiitee.

There are no agrecments between the Company and any director which provide for benefits upon termination or retirement.

The audit commiltee is made up of the four (4) non-executive Dhirectors, and the chair of the audit committee is Mr. Murchison. The role of the
committee is to advise on the establishiment and maintenance of a framework of internal control in relation to the financial reporting of the Company’s
business activities. The activities of the commitliee ensure that the financial information prepared for use by the Board tn determining policies or for
inclusion in the Company’s fisancial reports is of the highest quality and is as reliable as possible. The committee, from time to fime, requests the
external auditor and the Company”s Chief Financial Officer to provide information at tis moeetings.

The Company does not have a compensation committee. Remuneration of executives i¢ set by the Board and when the issue of compensation for the

Managing Director is discussed, the Managing Director abstaing from the meeting and 18 not present during such discussions. Compensation for the
Dirgctors 1s set in line with current industry standards.
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D. Emplovees
The table below sets forth the number of employees of the Company at the end of the indicated year by general category of job position.

Number of Employees 20605 2004 2003

Expatriates - management and technical support 8 7 7

Administration 27 14 i1

The Company continued to promote Indonesian stafl into senior positions during 2005, With the development of additional operations th Bali, several
key national staff and experienced expatriate managers have been relocated to these projects, and these relocations have created opportunities for the
more experienced Indonestan staff to take on senior positions at Alyui Bay.

The number of employees hag increased as & result of the Comparny s additional operations in Bali and Lombok.

The employees are not represented by unions and union membership is not compulsory i Indonesia.

E. Share Ownership

The folowing table sets forth the number of ordinary shares of common stock and the percentage of total ordinary shares outstanding benefictally
owned by each of the Company’s directors and senior management as of June 30, 2006,

No. of Shares Percentage of
Beneficially Shares
Outstandi

Simon Charles Bunbury Adams 440,000 0.444%

Jens Knauer 630,008 0.77284

{1} Based on Shares outstanding as of Jung 34, 2006,




There are currently no outstanding options to purchase Shares of the Company. In May 2006, the shareholders approved an Employes Share Plan
which atlows for the allocation of up to 4,000,000 new shares to senior employees. Of these shares, 2.8 million were issued upon the sharcholders’
approval of the plan at the Company's Annual General Meeting in May 2006, The employees who are entitled to these shares are provided with an
interest free non-recourse loan to purchase the shares. Half of the shares vest to the employee after two vears of employmaent after issuance and the
remaining 50% vest to the employee after three vears of employment after issuance.

ITEM 7. MAJOR SHAREHOLBDERS AND RELATED PARTY TRANSACTIONS

A, Major Sharcholders

The following table sets out certain information with respect to each person or group of affiliated persons who is currently known to the Company to be
the beneficial owner of 5% or more of the Shares of the Company.
Identity of Person Percentage of
Title of Class or Group Amount Owned ClasstD

{1 Based on Shares outstanding as of June 38, 2006,

(2} Includes Dampier Investments Pty Lid and Tempest Pty Ltd. Mr. George Snow s the beneficial owner of the shares held by the Dampier
Investment Group.

All Shares owned by Dampier Investment Group have the same voting rights as the Company’s other Shares.
To the best of the Company’s knowledge, it i not owned or controlied, directly or indirectly, by another corporation or by any foreign government.
To the best of the Company’s knowledge, there are no agreements in place which could result in a change of control of the Comparny.
Ag of May 31 2006, 2,207 300 Shares, or 2.5%, were held on record by 205 persons with U8, addresses. In addition, 20 persons with U8, addresses
were record holders of 3,962,820 ADSs as of May 31, 2006, Accordingly, the Company hag a minimum of 225 UK. record holders, who own at least
6,170,120 Shares, or 6.81%, of the Company’s Ordinary Shares.

B. Related Party Transactions
I March 1999, the Company entered into a consulting agreement with Arrow Pearl Co Pty Lid (“Arrow™), a company owned by Mr. Arrow and for
which he serves as managing director. Mr. Arrow is a divector of the Company. Pursuant to this agreement, staff of the Company are trained as pearl
operation technictans at the Indonestan pear! farm. The Company paid Arrow ASESG,R20, AST89,030 and AS177.566 during the years 2005, 2004, and

2603 respectively, under the terms of the agreement. We believe the terms of the consulbting agreement are at or below market rate. The agreement
expires i 2009,
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During the vear, sales of mdividual pearls of small quantities were made fo some staff and Directors on normal commercial ferms.

The Company purchases pearls to the value of AS4,342.019 from 1z wholly owned controlled entity Cendana. These fransactions are in the normal
course of business. There are loans and receivables in place between the Company and its subsidianies.

C.  interest of Experts and Counsel
Not required.

ITEM 8. FINANCIAL INFORMATION

A, Conselidated Statements and Other Financial [nformation
Please see ltem 17, for o list of the financial statements filed as part of this Annual Report.

Legal Proceedings
The Company is not a party 1o any material legal proceedings, and was not a party to any material legal proceedings during 2005.

Dividend Policy
The Company paid a dividend of one (1) cent per share (ASETH, 103 in total) in 20035, The Company did not pay any dividends during 2004, The
Company patd one dividend i April 2003 amounting to ARSTR, 103, In deciding whether to declare a dividend, the Company compares the amount of
its profits to its anticipated cash neads Tor ongoing working capital, taxes and anticipated capital expenditures, and evaluates these factors in view of
global environmental, political and market uncertainties. A dividend of 1.5 cent per share (AS1.35%154) was declared by the Company on May 30,
2006. The Board of Directors has not stated whether any further dividends will be patd in 2006,

B.  Significant Changes

Thare have been no significant subsequent avents following the close of 2005 up to the date of this Annual Report that are known to us and which
require disclosure in this Annual Report.
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ITEM 9. THE OFFER AND LISTING
Trading Market for American Depositary Receipts (ADRs)

The Shares trade in the United States in the form of ADRs issued by the Bank of New York. Each ADR represents a spectfied number of ADSs, which
cach evidenrce ownership of 20 Shares of the Company. On May 31, 1995, the Company’s ADRs began trading on the over-the-counter bubletin board
service of the National Association of Securitics Dealers under the symbol APCFEY. On September 12, 1996, the Company's ADRs were listed and
began trading on the SmallCap Market of the National Association of Securities Dealers, Inc. under the gymbol APCFY. On December |, 2004, the
Company announced Hs infention to voluntarily delist its ADRs from the Nasdaq Small Cap Market. Such delisting has not yet been finalized.

The quotations set forth below represent the high and low closing prices of the Company’s ADRs for the periods specified and, are mter-dealer
guotations, without retail mark-ups, mark-downs or commissions, do not necessarily represent actual transactions, and may reflect only fluctuations in

exchange rates between the LIS Dollar and Australian Dollar:

For the Year Ended: High Closing Price Low Closing Price

(LS$) (USS$)

5,85 3.60

2004 4.1% 221

For the Quarter Ended: High Ciosing Price Low Ciosing Price
(Us$) {US$)
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For the Month Ended: High Closing Price Low Closing Price
{(US%) {USS)

May 31, 2006 4.86 4.20

Trading Market for the Shares
The principal non-United States trading market for the Shares is the Australian Stock Exchange. The Company cannot practicably determine what

percentage of tts Shares traded on the Australtan Stock Exchange are held by ULS. persons. The quotations set forth below represent the high and low
closing sales prices of the Company’s Shares during the periods indicated:

For the Year Ended: High Closing Sale Price Low Closing Sale Price

{A%) {AS%)

2002 .52 .33

2004 027 0.13

For the Quarter Ended: High Closing Sale Price Low Closing Sale Price
(A%) (A3$)

For the Months Ended: High Closing Sale Price Low Closing Sale Price
(AS) (A%)

Janmary 31, 2006 (.31 0.26

March 31, 2006 .36 2,31

May 31, 2006 (.34 .29




ITEM 10. ADDITIONAL INFORMATION
A, Share Capital
Not required.
B. Memorandum and Articles of Association

A description of the Company's Constitution is contained in ltem 108 of its Annual Report on Form 20-F for the fiscal vear ended December 31, 2041
{Registration No. 000-281806), which was filed with the Conunission on July 18, 2002, tem 108 of the Company’s 2001 Annual Report is incorporated
by reference herein.

C. Material Contracts
Office Rental Agreement Denpasar Boli

I Jupe 2003, Cendana entered into a rental agreement with Nyoman Ardana for the use of an office building of approximately 223 square meters
located at falan Sekar Jepun V Nomor 21 Gatot Subroto Timur - Denpasar 80237 Bali, Indonesia. This rental agreement ¢ for a term of three years and
four months. The annual rental is equivalent 1o AST5,600 per annum and is paid in advance for the full term of the lease.

Production and Grow-o1t site, Penpabangan, North Bali

I December 2003, the Company obtained approval from the Indonesian awthorities and the local village for the establishment of & water lease near the
coastal village of Penyabangan in Northern Bali. The Company secured this fease to ensure s access to juvenile oyster production facilities in the area
when the arrangement al Banyupoh ceases in 2005, lo March 2004, another lease was granted by the local village for the exclusive use of a parcel of
land adjacent to the ocean lease that was secured in December 2003, Development of this facility mcluded a low cost hatchery center, which was
completed in 2004, The Company intends to develop the site to support its future boat building and other manufacturing/support activities for the more
remote focations elsewhere in Indonesia. The agresments are for a term of 3-vears in relation to .2 hectares of land and one hectare of ocean, with
payments of approximately AST5.000 paid up front and AS200 payable per month for the term of the lease.

The Bacan Joint Production Agreement

I March 2604, the Company entered ino a joint production agreement with Cahaya Cemerlang 1o access the leases and facilities located around Bacan
Island in the province of North Mahuiky, Indonesia. In return for the use of the facilities and leases the Company funded and provided the technical
input for the production of juvenile oysters. Oysters that were produced af this site were divided equally after the age of 6 months. Any oysters
that were not removed from the site before 12 months were divided in the ratio of 0% to Cendana and 30% to Cahaya Cemerlang. The arrangement
had a 5 year term and an option fo extend if both parties agreed at the end of the arrangement. Cemerlang and the Company terminated the point
arrangement at the end of November 2005,
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Pearl Distribution Agreement between the Company and Pearlautore International Piy Led

The Company appomted Peartawtore International Pty Lid as {18 exchusive valuer and distribator of South Sea pearls on January 1, 2008, Thig
agreement was renewed in January 2004 on substantially the same terms for a period of two years, ag neither party exercised g option 10 terminate the
agreement. In 20035, this agreement was renegotiated again for a further period of two years. Peartawtore International Pty Lid receives a commission of
between 7.5% and 23% for cleaning, grading, valuing and selling the Company’s pearls.

Employment Agreement between the Company and Dr. Joseph James Uel Taylor

The Company and Dr. Taylor emtered into an employment agreement effective September 1, 2001 and renewed i effective on January |, 2004,
puersuant fo which Dr. Taylor serves as the Company’s Managing Director. The Agreement provides for the payment of approximately AS250,000 m
salary per year. The agreement may be terminated by either party upon four momths’ notice. Dr. Taylor now resides in Indonesia and a8 such, part of
his salary is paid by Cendana, and the balance 1s paid by Atlas South Sea Pear! Limited. The contract i bifurcated to reflect the payments from the
different entities within the group.

Director's Aceess, Insurance and Fademnity Deed between the Company and each Director

On May 29, 2003, the Company enterad into a contract with each of its directors whereby the Company tndemnifies each director againgt all lHabilites
to another person {other than the Company or a related body corporate) that may arise from his position as a director, except where the Hability anses
out of conduct which involves negligence, default, breach of duty or a lack of good faith. The agreament states that the Company will pay the full
amount of any such liabilities, including advancing amounts the director to pay for the costs and expenses of defending any such action.

Lease Agreement between the Company and My, David Morrison

I June 2004, the Company entered info a lease agreement with Mr. David Morrison for office gpace at 43 York Street, Subviaco, Western Australia.
The lease arrangement commenced on July 1, 2004 and s for a period of three (3} vears. The Company will pay an amount of ASI8,000 per annum in
equally monthly installments for the term of the lease. The lease hag an option which allows the arrangement to be extended for an additional three {3)
years under similar terms. The office space is approximately 275 square meters in area.

Coftaborative Research Agreement between the Company and James Cook University
I June 2004, the Company entered ivto a Collaborative Resgarch Agreement with the James Cook Untversity of Townsville, Queensland Australia.
The agreement has been undertaken to investigate options for the genetic improvement of the stiverdgold lip oyster and to provide the Company with

information on the genetics of its oyster population. The Company has agreed to fund the research project. The total amount of research funds for the
research project under this agreement 8 AS50,004 per annum Tor 4 vears.

47




Stand-by Finance and Foreign Cuarrency Dealing Apreement between the Company and Anstralion and New Zealand Banking Group Lid

In October 2004, the Company entered into a Stand-by Finance and Foreign Currency Dealing Agreement with Australian and New Zealand Banking
ASLH0L060. In addition, ASIG,060 has been negotiated to assist with working capital requirements. The total of these two financing facilities is
AS2,0600,000 - See Note 25.3 of “ltem 17, Financial Statements.” An additional credir facibity with a limdt of ASL500,000 i in place for the purpose of
Foreign Currency Dealing which enables the Company o enter into foreign currency contracts (o hedge its foreign exchange exposure. The total value
of these Tactlities amounts to AS3, 300,000,

Pearl Caltivation Farm Site, Nusa Lembongan Istand, South Bali

On September 16, 2005, the Company entered into a water lease with local village leaders, Nyoman Murta and Wayan Danglod on Nusa Lembongan
Istand in the souwth of Bali. This watler lease comprises a waler area of 157 hectares (388 acres). There 18 no associated land lease as there is an
agreement with the Balt Hai Beacl Club for the Company to use its land for storage of equipment. There is no fixed term for the water lease. The
Company paid approximately A%2,704 to the local villagers and there are ongoing costs of AS180 per month paid to local villagers for the continued
use of the water leases. There was no development of this facility tn 20035, The Company will use the water lease to grow pearls. In the same way as
the Karang Asem farm is used, Nusa Lembongan will accommodate muature oysters that are transferred from Penyabangan in North Bali. This site hag a
strong tidal flow and it is believed that it will be conducive to the production of high quality pearis.

Pearling based Tourism and Retail Agreement

On March 24, 2006, the Company entered mto an agreement with PT Bali Cruiges Nusantara to develop a pearling based tounism and retail venture
within the grounds of the Bali Hai Beach Club “Hai Tide Huts™ facility on Nusa Lembongan Island. Under the terms of the agreement, the Company
witl develop a technical/operational facility for seeding, harvesting and grading of peart oysters and a visitor center which will inchude interpretive
material on pear! farming, a pearl display, refail arca for pearls, MOP jewelry and other associated products, as well as an audio visual theater. The
term of this agreement i for five vears and because the Company is providing a unique tourist attraction to Bali Hal Cruises, the Company does not
have to pay any rent for the use of approximately 808 square meters of retail space.

Pearl Caltivation Farm Sife, Karang Asem, East Bali

On May 23, 2005, the Company expanded its operations in Bali by opening a new farm site at Karang Asem on Bali's east coast. The Company
entered into water lease comprising 235 hectares {580 acres) and a land lease for an additional 2,000 square meters with the local villagers who have
ownership of the area. Under the leage, the Company paid the local villages approximately AS16,008 and will pay approximately AS200 per month for
the use of the site until the expiration of the lease on May 22, 2035, The Company has constructed storage, acconumodation and oyster meat processing
factlities at the site. Infrastructure costs for the first year were approximately AS200,08. The Company has established the facilities at Karang Asem
for the purpose of farming pearls. The Company intends that oysters, which are seeded at Penyabangan in North Bali, will be shipped to the Karang
Asem farm where conditions are more conducive for mature oyster growth. Thig site has also been developed to allow the processing of live oysters to
axtract the meat for sale as fresh or frozen produce. Thig gite 18 located within one hour's drive of the main city of Denpasar, which allows for more
efficient access to logistical support.
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The West Lombok Joint Production Agreement

The Company began jointly operating with PT Autore Cultured Pearls a fand and sea based facility located in West Lombok, Nusa Tenggara Barat
The Company and its joint partner breed and rear pear] oysters at the facility. Under the ferms of an unexecuted joint operation agreement, the
Commpany shares a land and sea based Tacibity, which is owned by the joint partner, at Malaka 15 the north west of Lombok. The term of the joint
operation agreement (8 for one year and each July will be extended for another year on mutually agreed upon terms. This facility comprises of a small
hatchery, generator factlities, storage and some accommodation on land along with 125 hactares (309 acres) of ocean based farm. The land and ocean
factlities owned by the joint partier prior to the commencement of the joint operation agreement will remain the property of the joint partner. Under the
terms of the agreement, Cendana contributes 50% of the costs of operating the facility and splits the cost of any capital items purchased during the term
of the arrangement equally with the jomt partner. In exchange, the joint partner and Cendana are entitled to an equal share of all pear! oysters produced
as this facility.

Execuitive Shave Plon Rules and Loan Scheme

On May 30, 2006, the sharcholders approved the Executive Share Plan Rules and Loan Scheme, which permits a maximuom of 4,000,000 new Shares of
the Company to be offered to the Company’s senior employees. The purpose of the plan is a means of rewarding existing senior employees and
providing them with an incentive (o remain with the Company for the long term as well as aligning the mcentives of the senior employees selected to
patticipate in the plan more closely with the shareholders. The initial duration of the plan is for three years, which may be extended by the Company at
its general meeting for additional periods of up to three years each. Upon approval of the plan by the shareholders at the Company's Annual Meeting in
May 2006, 2,800,000 of these shares were issued at an issue price of AS.2Y per share to Dr. Joseph Taylor, Mr. Jan Jorgensen, Mr. Jens Knauer, Mr.
Simon Adams, and Mr. Karl Pearce. The employees who are entitled to these shares are provided with an inferest free non-recourse loan to purchase
the shares. Half of the shares vest to the employee after two years of employment after issuance and the remaming 50% vest to the employee after three
years of employment afier issuance.
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D. Exchanpge Controls and Other Limitations Affecting Security Holders

Australia has fargely abolished exchange controls on investment transactions. The Aunstralian Dollar is freely convertible into US Dollars. In addition,
there are currently no specific rules or limitations regarding the export from Australia of profits, dividends, capital, or simiar funds belonging to
foreign mvestors, except that certain payments 1o non-restdents must be reported 1o the Australisn Cash Transaction Reports Agency, which monitors
such transactions.

The Australian Forcign Acquigitions Act (the “Act™) sets Torth Hmitations on the rights of non-Australian restdents to own or vote the ordinary shares
of an Australian company. The Act permits the Commonwealth Treasurer to examine acgquisitions and arrangements that could result in foreign persong
controfling an Austratian business. The Commonwealth Treasurer may prohibit a proposed takeover if it would lead to a change of control of a
business where the resultant control would be against the national interest. The Act containg divestiture provisions to ensure # can be enforced, as well
as stringent moneatary-penalty provisions for breaches and the making of false or misleading statoments.

The Act requires the prior approval of the Commonwealth Treagurer for certain classes of persons to enter into an agreement 1o acquire shares of an
Australian company, if, afier the acquisition, such person or corporation would hold a substantial interest in such corporation, as explained herein. The
forepoing approval requirement applies to the following classes of persons: (i) any natural person sot ordinarily resident in Australia, (i) any
cotporation in which either a natural person not ordinarily resident in Anstralia or a foreign corporation {as defined in the Act) holds a substantial
interest, and {113} two or more such persons or corporations which hold an aggregate substantial interest.

A person holds a “substantial interest”™ tn & corporation H the holder alone or together with any associates (as defined in the Act) controls 15% or more
of the voting power in the corporation or holds 15% or more of the isswed shares in that corporation. Two or more persons hold an aggregate
substantial interest in a corporation if they, 1ogether with any associates {as so defined), control 44% or more of the voting power, or own 40% or morg
of the issued shares, in such corporation.

The Act requires foreign persons or foreign-confrotied entities to give 40 days” notice to the Commonwealth Treasurer of a proposal to acquire or
increase (or offer to acquire or increase) a single merest of 15% or more of the ownership or voting power of an Australian company. If two or more
forgign persons or foreign-controlled entities are acting together, the threshold is 40%% in the aggregate.

The Constitution of the Company does not contain any additional Hmittations on a nonresident’s right 1o hold or vote the Company’s securities.

E. Taxation
The following discussion summarnizes certain U8, federal and Australian tax consequences of the ownership of Shares (or ADRs representing them) by
a person {“U.8. Portfolio Stockholder™) that: (i) is a citizen or resident of the LS., a U.8. corporation or that otherwise will be subject to U.5. federal
income tax oft a net income basis in respect of the Shares or ADRSs; (it) i not a resident of Australia for Australian tax purposes; (i) hag not, within

the preceding 5 years, beneficially owned 10% of the issued capatal or voting stock in the Company; and {iv) hag not used the Shares or ADRs i
carrying on a trade or business, wholly or partly through a permanent establishment in Australia.
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The statements regarding U8, and Auvstralian tax laws set forth herein are baged on those laws ag in force on the date of this document and are subiect
to changes 1o those laws subsequent to the date of this document that may affect the tax consaguences described herein {some of which may have
refroactive effect). This swwmary is not exhaustive of all possible tax considerations and investors are advised to satisfy themselves as to the overall tax
consequences, mncluding specifically the consequences under U.S., state, local and other laws, of the acquisition, ownership and disposition of Shares
or ADRs by consulting their own tax advisors.

IRS Circular 230 Dhisclosure: To ensure compliance with requirements imposed by the U.S. Internal Revenue Service, this is to advige you that the
following summary of LS. federa] tax consequences is not intended or wrilten to be usaed, and cannot be used, for the purpose of avoiding tax-related
penalties.

Taxation of Guins on Sale
A LLS. Portfolio Stockholder is not subject to Australian income tax on the sale of #s Shares or ADRs in the Company.
Puassive Foreign Investnrent Company Status

The following discussion of “passive foretgn investment companies” (“PFIC™) 1 of particular interest for LS. Portfolio Stockholdars in 2005 whose
holding pertod in their Shares or ADRs extends back to 1996,

A foreign corporation is classified as a passive foreign mvestment company (a "PFIC”} in any year in which at feast 75 percent of its gross income I8
passive income, on the average percentage of assets held during the taxable yvear that produce passive income or that are held for the production of
passive income is af least 50 percent. Passive thcome includes interest income from cash holdings and profits from the sale of marketable securities,
even if derived from an active business. During 1995 and 1996, substantially all of the Company’s gross income was passive income derived from the
sale of s investment sccurities and from interest income. Therefore, the Company has determined that it was a PFIC during 1995 and 1996, However,
the Company has not been a PFIC since 1996, While no absolute assurance can be given, the Company believes that it most hikely will have a
sufficiently high percentage of non-passive gross income (sales minug cost of sales} dertved from the sale of pearls, and sufficiently high percentage of
assets producing non-passive mcome, for 2005 and for the foreseeable period thereafter, to avord PFIC status in 2005 and for the foreseeable period
thereatter.

However, under a special “once a PFLC - always a PFHC” rule contained in the Internal Revenue Code, if a foreipn corporation is a PFIC during any
year in which a U.S. shareholder owned shares or ADRg in that foreign corporation, that 1.8, sharcholder forever continues to be subject 1o the special
adverse PFIC tax regime with respect {o those ADRs or Shares, even if the foreign corporation is no fonger a PFIC, unless a special “purging election™
hag been made. Thus, a L5, Portfolio Stockholder who owned Shares or ADRs in 1996 will be subject to the special PFIC rules on gain from the sale
of those Shares or ADRs, even if they are sold in 20035 or thereafier, and gven if the Company is not a PFIC during 2005 and thereafter, unless that U8,
Portfolio Stockholder has made the special “purging”™ election. By contrast, a U.S. Portfolio Stockholder whose holding period in tts Shares or ADRs
began after 1996 will not be subject to the PFLC rules, i, as anticipated by the Company, the Company is no longer a PFIC during 2005 and thereafter.
In December, 2005, the Treagury issued final Treasury Regulation 1.129%-3, which provides additional guidance with respect to the “once a PFIC -
always a PFIC,” and expands upon the previously issued regulations. These regulations permit ULS. Portfolio Stockholders to make deemead dividend
or deemed sale elections 10 purge a foreign corporation under certain circumstances.




Under the PFLC rules applicable in 2003 and thereafier to a U.S. Portfolio Stockholder who owned Shares or ADRs in 1996 but does not make a
“purging election,” that UK. Portfolio Stockholder who sells the Shares or ADRs at a4 pain, whether tn 2005 or thercafier, will be subject 1o a special
additional tax. To compute this addittonal tax, {1 the gain i allocated ratably over the U.S. Portfolio Stockbolder’s holding period for the ADRs or
Shares, (i1} the amount allocated to the current taxable year is taxed as ordinary income, and (iil) the amount allocated to other taxable years s taxed at
the highest applcable marginal rate in effect for each year and an intergst charge is imposed to recover the deemed benefit from the deferred payment
of the tax attributable to each year. Such a ULS. Portfolio Stockholder will also be subject to a special additional tax on certain excess distributions from
the Company, will be denied a step-up in tax basis on Shares and ADRs on the death of a LLS. individual sharcholder, and will be required to comply
with burdensome annual reporting reguirements.

A LIS, Portfolio Stockholder in 2005 who owned Shares or ADRs in 1996 could have avoided the “once a PFIC - always a PFICT rule, and thus
avoided the PFIC rudes for post-1996 years, by making a “purging election.” Additional information concerning the “purging election™ 1 found m
Treasury Regulation 1.1297-3T, which expands the number of elections available to U.S. Portfolio Stockholders. In addition to the “qualtfied electing
fund election™ and the “mark-fo-market election,” each as described below, and the former purging elections, the temporary regulations provide a
purging election specifically for U.S. Portfolio Stockholders subject to the so-called “controlled foreign corporation - passive foreign investment
company rule” (the “overlapping purging electtons™), which were not clearly addressed in prior regulations. Specifically, the new temporary
regulations permit a U.S. Portfolio Stockholder to make a deemed dividend or deemed sale purging clection if certain conditions are satisfied.

Another election that in some cases can reduce the adverse impact of the PFIC rules is the “qualified electing fund election.” The qualified electing
fund clection would require the U.S. Portfolio Stockholder to provide an analysis of the Company’s earnings on a U8, tax basis, and the Company will
not provide this analysis. Therefore, the Company expects that the “qualified electing fund” election will not be available to #s U8 Portfolio
Stockholders.

Another election that in some cases is available to a U8 sharcholder of a PFIC is the “mark-to-market” election. Under this election, the excess of the
fair market value of the PFIC stock at the end of the tax year over its adjusted basis (as increased to reflect net previous inclusions of “mark-to-market”
gaing over previous “mark-to-market” losses) is included as ordinary income in the current year. Additional information concerning the “mark-to-
market” election i3 contained in Treasury Regulations 1.1296-1 and 1.1296-2. There are some technical uncertainties as to the application of the “mark-
to-mrrarket” rubes for Atlas shares m 2003, due to the fact that Treasury Regulation 1.1296-1 applies fo taxable years beginning on or after May 3, 2005,
and due to some uncerfainty as to the circumstances in which NASDAQ-traded ADR’s of Australian Stock Exchange - traded compantes gualify under
Treasury Regulation 1.1296-7 to be subjects of the "mark-to-market”™ election.
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The foregoing is 2 general summary of the tmplications of the PFIC rules. Special rules may apply to specific types of investors, such as dealers in
securities. The PFIC rules have been amended frequently, and future amendments are quite posstble. U8, Portfolio Stockholders in 2005 whose
holding period in its Shares or ADRg extends back to 1996 should consult their own tax advisers a8 to the potential apphication of the PFIC rules ag
well as the impact of any proposed legistation thar could affect them.

Taxation of Dividends

Iy IRS Notices 2004-70, 2003-69, 2003-71, and 2003-79, the Infernal Revenue Service set forth the eriteria it would apply to determine if dividends
patd by an Australian or other foreign corporation, such as the Company, can gualify for the reduced 2003-2008 individual U.5. tax rates (generally
15%} applicable to qualifying dividends. Under Noticas 2003-69, 2003-71 and 2003-7Y, an Australian corporation is a “qualified foreign corporation”
whose dividends can gualify for the reduced tax rate if the Australian corporation qualifies as a resident of Anstralia, and qualifies under the Hmitations
of benefits clause, for the benefits of the Australian - U5, income tax treaty. An Australian corporation can alto gualify if the ADR on which the
dividend 1is paid is readily tradable on NASDAG or other established securities market in the U.S. Further, to pay gualifying dividends, the Australian
corporation must not be, for the taxable year of the Australian corporation tn which the dividend was paid, or the preceding taxable vear, a foreign
personal holding company, a foreign investment company, or a PFIC. Certain holding period requirements must also be met. With respect to
individeals whose holding period in the Company stock began after the Company’s 1996 PFIC year, the Company believes that its dividends can
quality for the reduced post-2002 individual tax rates applicable to gualifying dividends.

The Company’s dividends to its U5, Portfolio Stockholders would be exempt from Australian dividend withholding tax to the extent such dividends
are considered to be “franked” for Australian tax purposes. A dividend is considered to be “franked” to the extent that such dividend is paid out of the
Company’s income on which Aunstralian corporate tax has been levied. Even if not “franked.” a dividend will be exempt from Australian dividend
withholding tax it it is paid out of the Company’s non-Australian-sowrce dividend income and the Company specifies a “foreign dividend accouunt
declaration percentage” for such purpose. The Company anticipates that when it pays dividends, such dividends would Iikely be either “franked,” or
patd from the Company’s non-Australian source dividend income as specified in the foreign dividend account declaration percentage, and therefore
would be exempt from Austrabian dividend withholding tad
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If, however, dividends are paid by the Company that are not “franked,” nor paid from the Company’s non-Augtralian source dividend income ag
specified in the forgign dividend account declaration percentage, such dividend would then be subject to Australian dividend withholding tax.
However, in accordance with the provisions of the Australia/United States Income Tax Treaty, Australian withholding tax on dividend income derived
by a 1.5, sharcholder would be limited to 15% of the gross amount of the dividend. Subject to certain limitations, any Australian dividend withholding
tax may be claimed as a credit agatnst the federal income tax lability of the U.8. shareholder. The overall limitation on non-U.8. taxes eligible for U.S.
credit is caleulated separately with respect to specific classes, or “baskets” of income. For this pumose, dividends distributed by the Company will
generally constitute “passive income™ or, in the case of certain U.S. Portfolio Stockholders, “financial services income.” The U.S. tax credns atlowable
with respect 1o cach income basket cannot exceed the U8, federal income tax payable with respect to such income. The consequences of the sepurate
{imitation calcudation will depend on the nature and sources of each U.S. Portfolio Stockholder’s income and the deductions allocable thereto.

Digtributions on the Shares or ADRs will constitute dividends for LS. federal income tax purposes to the extent paid out of current or accumulated
carnings and profits of the Company, as determined for U8, federal income tax purposes. H the Company pays a dividend, such dividend would likely
be patd 1 Augtealian dollars. The amount of dividend income for a U5, Portfolio Stockholder will be the US Dollar value of the dividend payment on
the date of receipt, even if the dividend is not converted into U8 Dollars. Gain or loss, i any, realized on 2 sale or other disposition of Australian
Dollars will be ordinary income or loss to the U5, Portfolio Stockholder. Dividends paid by the Company will not be eligible for the “inter-corporate
dividends received” deduction allowed to U.S. corporations.

As mentioned above in connection with the PFIC discussion, an excess distribution by the Company on a Share or ADR that was owned by the U.S.
Portfolio Stockholder recipient during 1996 or any subsequent year in which the Company is a PFIC may be subjeci {o additional U.5. {axes. An excess
distribution generally includes any annual distribution in excess of 125 percent of the average distributions recetved by the US. Portfolio Stockholder
from the PFIC stock during the three preceding taxable years.

Estate and Gift Tax

Australia does not impose any astate, inheritance or gift taxes. Therefore, no Australian estite tax, inheritance tax or gift tax will be imposed on the
death of, or upon a lifetime gift by, a LS. Portfolio Stockholder.

F. Dividends and Paving Agents

Not required.

G. Statement by Experts

Not required.
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H. Decuments on Display

The Company files annual and semi-annual reports and other information with the SEC. You may read and copy any report or document the Company
files, inchuding the exhibits, at the SECs public reference room located at 450 Fifth Street, NJW., Washington, D.C. 20549, Please call the SEC at -
SO0-SEC-0334 for further information on the public reference rooms. Such materials can also be obtained on the SEC's site on the intemet at
hitp:iiwww.sec.gov.

The Company will also provide without charge to each person, including any beneficial owner, upon written or oral request of that person, a copy of
any and all of the information that hag been incorporated by reference in this Aunual Report. Please direct such requests to the Managing Director,
Atlag South Sea Pear! Limited, 43 York Street, Subiaco Western Australia 6008, telephone number (613 (8) 9380-9444 or facsimile number (615 {§)
9380-9970.

. Subsidiary Information

Not required.




ITEM 11 QUANTITATIVE AND GUALITATIVE DISCLOSURES ABOUT MARKET RISK

Taterest Rote Risk

The following table sets forth the types of instriments held by the Company that are subject to fluctuation in interest rates as of December 31, 2005 and
the terms of such instruments:

Fair Value at Fair Value at
Pec. 31, 2005 Dee. 31, 2004 Terms
AS A%

1,475,480 3,186,833

The carrying amount of rade accounts payable and trade accounts receivable approximate their fair values. See “ltem 17, Financial Statements - Note
33 - Additional Financial Instruments Disclosure.”

The Australian Dollar equivalents of unhedged amounts payable or receivable in foreign currencies, calculated at year end exchange rates, are a8
foltows:

2605 2004
AS A%

Amants receivable;

Japanese Yen 126,261 537 8406

Indonesian Rupiah 9,718 % 945,232

Commaodity Price Risk
The Company ts subject to the rigk of price changes in the pear market. The market price of South Sea pearls is similarly determined at auctions held
throughowt the year, although some pearls are now being sold at private events in negotiated transactions. The prevailing market price & largely
determined by the guality and the guantity of pearls available. This commodity price risk is not actively managed by the Company.

Foreign Currency Exchange Rate Risk
The Company’s functional currency i Austrabian Dollars although 2 portion of the buginess is transacted in foreign currencies. The Company i

exposed to foreign currency fluctuations ag a result of operations in Indonesia and receipt of peart sales proceeds predominantly in Japanese Yen.
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The Company operates pearl farms in Indonesia. As a result 2 significant proportion of the Company’s onpoing operating expenses are incurred m
Indonesian Rupiah. Accordingly, the Company is exposed to the risk of adverse changes occurring in the Indonesian Rupiab/Auvstralian Dollar
exchange rate. The Company’s investment in it Indonesian subsidiary is accounted for by the current accounting method and foreign exchange
transiation gaing and losges are taken in 1o the Company's current yvear's financial statements. The Company does not hedge against this investment.

Nearly all pear! sales are denominated in Japapese Yen. The Compuany has entered into foreign exchange contracts to hedge certain anticipated sale
commitments denominated i foreign currencies, particularly Japanese Yen. The terms of these commitments are not more than 24 months. See “ltem
7. Financlal Statements -~ Note 33 to Financial Statements.”

The nat foretgn exchange gain/(lossy incurred, as a result of movements of both the Japanese Yen and the Indonestan Rupish against the Australian
Dollar, in 2004 and 2005 wag AS541.363 and A%(24,601) respectively.

The Company’s policy i 10 enter into forward forcign exchange contracts to hedge up to 70% and 40" of foreign currency sales expected within 12
and between 12 and 24 months, respectively. The amount of anticipated future sales is forecast in light of current conditions in foreign markets and
experience in the pearling industry.

The following table sets Torth the gross value in Australian Dollars to be received under foreign currency contracts, the weighted average contracted
exchange rates and the settlement pertods of outstanding contracts for the Company (as of December 31):

Weighted average Gross Value
exchange rate A%

2005 2004 2005 2004

Not fater than one year DR7.623 — 1,600,600 —
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These forward exchange contracts are hedging anticipated sales that are due within 12 months. Any unrealized paing and logses on the hedging
contracts, together with the costs of the contracts, will be recognized in the financial statements at the time the underlying transaction occurs. The gross
unreakized gaing and losses ag of December 31, 2005 and 2004 on hedges of foretgn currency sales anticipated to take place in the future are set forth
below:

Gains Losses
AS A%

2005 2004 2005 2004

The future income of the Company may be adversely affected by adverse movements in the Japanese Yen/ Australian Dollar exchange rate.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES

Not reguired.
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PART 11
ITEM 13. BEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES
Thare has been no default of any indebtedness nor 18 there any arrearage in the payment of dividends.
ITEM 14, MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS

There have been no changes to the instruments defining the rights of the holders of any clags of registered securities, and the nights of holders of the
registered securities have not been altered by the issuance or modification of any other class of securities. There are no restrictions on working capital
and no removal or substitution of assets securing any class of the Company's registered securities.

ITEM 15, CONTROLS AND PROCEDURES

{a) Under the supervision and with the participation of management, including the Company's principal executive officer and principal financial
officer, the Company conducted an evaluation of the effectiveness of the design and operation of the Company’s disclosure controls and
procedures, as defined tn Rules 13a-15{c) and 15d-15{e} promulgated under the Securitics Exchange Act of 1934, ag amended, {the “Exchange
Act™y as of December 31, 2005, Based on this evaluation, the Company's principal exccutive officer and principal financial officer concluded that
the Company’s disclosure controls and procedures have been designed and are being operated in a manner that provides reasonable assurance that
the information required 1o be disclosed by the Company in reports filed under the Exchange Act i recorded, processed, summarized and reported
within the time periods specified in the SEC's rules and forms.

{ty There have been no significant changes (including corrective actions with regard fo significant deficiencies or material weakness) inthe
Company's internal controls or in other factors that could significantly affect these controls subsequent to the date of the evaluation referenced in
paragraph {a) above.

ITEM 16A. AU COMMITTEE FINANCIAL EXPERT

The Company’s audit commitiee is made up of the four non-executive directors. Mr. lan Murchison meets the definition of an audit conuntites
financial expert, as defined for the purposes of ftem 16A. of Form 20-F and serves as the Company's financial expert. The Company has determined
that the number of directors that make up the audit committea reflects the appropriate level of governance for & Company of this type and size. Al of
the audit commitiee members have experience with the financial management of a company and are familiar with the reports that are provided by
management for the purpose of reporting the financial position of the business.
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ITEM 16B. CODE OF ETHICS

The Company has not yet adopted a Code of Ethics relating to the conduct of the principal executive officer, the principal financial officer, the
principal accounting officer or other officers who perform a stmilar role. Al senior executives operate on the basis of trust and there is open discussion
between the chairman and other directors and the sentor managament. Ahhough, the Company planned to develop such a code of conduct, last vear,
due to attention to other priorities, it has not yet done so. The Company plans to develop such a plan over the next 12 months. Until now, the resources
needed to develop such a set of procedures have not been available.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES
The aggregate fees billed for the lasttwo fiscal vears for professional services rendered by the Company’s auditor are as follows:

2605 2004
AS 3

{13The Company retaing a separate company 1o render professional tax compliance, tax advice and tax planning services. The aggregate fees billed by
the separate company was AST19.203 1 2005 and AS48,016 in 2004,

Audit Fees consist of fees for the audit of our financial statements, and those of our subsidiaries, and review of documents in connection with filines
with the SEC and other statutory or regulatory filings. Tax Fees consist of fees for services rendered for tax compliance, tax advice and tax planning,
Al Other Fees consist of financial consulting fees. The Company did not pay any Audit-Related Fees or All Other Fees to its auditors in 2004 or 2005,

The Company's audit committee pre-approves all audit, audit-related and non-audit services not prohibited by law to be performed by its independent
auditors and associated fees prior to the engagement of the independent auditor with respect to such services.

I'TEM 16D EXEMPTIONS FROM THE LISTING STANDARDS FOR AUBIT COMMITTEES

Not applicable.
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ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS
Not applicable.
PARY IH1
ITEM 17, FINANCIAL STATEMENTS
The following Financial Statements are filed as part of this Annual Repori.

Page
Jik:]

Statement of Changes in Equity F-4

ITEM 18. FINANCIAL STATEMENTS

Not reguired.

ITEM 19. EXHIBITS

i1 Constitution's?

2.1 Form of American Depositary Receipt (2(i)) (!

22 Form of Stock Certificate (2¢i)) (!

23 Deposit Agreement between the Company and the Bank of New York (As amended and filed with Form F-63 (21!

4.1 Loan Agreement between the Company and Nusantaqua (3(B)ii) (!

4.2 Joint Funding Agreement between Nusantaqua, Tansim and Cendana (3(B)iv)t!

4.3 Water lease dated March 11, 1993 between P Perintis Ardindo Nusa and the Government of Nuga Tenggara Timur Province Fisheries

Services, with English tranglation (3{B¥vi)} g

4.4 Expansion to Waler Lease dated March 10, 1995 between PT Perintis Ardindo Nusa and the Investment Coordination Board of the
Badan Koordinasi Penanaman Modal, with English translation (3{R}{viiyy'"

4.5 Lease of 5 hoetares of land dated Gcetober 6, 1992 between PT Perintis Ardindo Nusa and the Badan Pertanahan Nastonal Sertipikat,
with English teanslation (3(R}{viit)y 1




4.6

4.7

4.8

4.9

4.16

4.11

4.12

4.13

416

417

4.18

4.1%

Lease of 3 hectares of land dated September 4, 1994 between Dr. T.P.G. Purchage and Mr. Paulug Bisgilistn, with English tranclation (3

(B)ixy

Water leases dated January 9, 1998 between PT Cendana Indopearls and the Investment Coordination Board of the Badan Koordinasi
Penanaman Modal, with English transiation (2}(){'}‘3}

Land and water lease dated September 30, 1997 between the Company and the Kawe tribe at Selpele village with English translation
(2xxiv)

Consultancy Agreement between the Company and Arrow Pearl Co Py Lid for training and techwmical expertize, dated March 3, 1999
(2xxivy'®

Land lease dated July 1, 1999 between the Company and Korinus Ayelouw with English translation (2xxv) ™
Form of Director’s Access, Insurance and Indemnity Deed between the Company and each director {Zxxixy @

Letter of Appointment of Peartautore International Pty Ltd as exclusive valuer and distributor of Atlas Pacific Limited’s South Sea
Pearls {2xx i) ()

Memorasdum of Understanding dated January 9, 2001 for the lease of the Kupang factlities between the Company and PT Timor
Otsuki Mutiara (2xxivy ™

Letter of Extension dated May 3, 2081 for Digtribution Agreament with Pearlautore International Pty Lid (dxxviy

Joint Production Agreement dated Judy 2007 between the Company and PT Horiko Abadi for the joint operation of an ovater hatchery
and associated sea leases in Banyupoh, Northern Bali, with English transtation (4xixy 7

Employment Agreement dated November 18, 2002 between the Company and Mr. Jan Jorgensen (45x) ™

Joint Production Agreement dated March 21, 2004 between PT Cendana Indopearls and PT Cahaya Cemerlang for the joint operation of
an oyster hatchery and assoctated sea leases in Bacan [sland in the North Maluku province of Indonesia {Enghsh translation)

Office lease dated May 20, 2003 between PT Cendana Indopearls and Nyoman Ardana and Wayan Kartami (English transktion) 81

Water fease dated December 15, 2003 between PT Cendana Indopearls and the villagers of Pekraman Penyabengan, Sub-digtrict of
CGerokgak, Buleleng District, Bali (English translation} #
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4.26

4.21

4.22

4.23

424

4.27

4.28

4.2%

4.36

431

8.4

Land lease dated March 1, 2004 between PT Cendana Indopearks and the villagers of Pekraman Penyabengan, Sub-district of Gerokgak,
Buleleng Dhstrict, Bali (English translation) )

Employment Agreement dated December 30, 2003 between the Company and Dr. Joseph Taylor &
Employment Agresment dated December 30, 2003 between PT Cendana Indopearls and Dr. Joseph Taylor 51
Office lease dated June 8, 2004 between the Company and Mr. David Moreigon 8

Stand-by Finance and Foreign Currency Dealing agreement between the Company and Australian and New Zealand Banking Group L1d
&)

Coollaborative Research Agreement between the Company and James Cook University

Memorandum of Understanding dated March 24, 2006 between PT Cendana Indopearls and PT Bali Cruiges Nusantara for the lease
groumds on the Bali Hai Beach Club to develop a pearling based tourism and retail operation(t?)
Letter of Reappointment dated October 11, 2005 for Peart Distribution Agreement with Pearlautors International Pty Ltd(!®

Memorandwn of Understanding between PT Cendana Indopearls and PT Awtore Cultured Pearls for the joint production for breeding
and rearing pearl oyster at facilities in West Lombok, Nusa Tenggara, Baratt !

Water lease dated September 16, 2005 between PT Cendana Indopearls, Lembongan Village and Pakraman Lembongan Custom
Viltage, Nusa Penida Subdistrict, Kelungkung Regency, Rali (Enghsh translation) 19

Water and land lease dated May 23, 2005 between PT Cendana Indopearls and Bugbug Custom Village Bughug Village Karangasem
Substistrict, Karangasem Regency, Bali (English translation) (19

Form of Executive Share Plan Rules and Loan Schemet!™
List of Subsidiaries
Section 337 Certification of Chief Executive Officer HY

Section 307 Centification of Chief Financial Officer (19

Section 906 Certification of Chief Execwtive Officer (%
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3.2 Section 906 Certification of Chief Financial Officer (1%

(1Y Previously filed as an Fxhibi of the number shown in parenthesis on the Registrant’s Registration Statement on Form 20-F (File No. 0-28186)
and incorporated herein by reference.

(3} Previously filed as an Exhibit of the number shown in parenthesis to the Registrant’s Annual Report o Form 20-F for the year ended December
31, 1998 and icorporated herein by reference.

(4} Previously filed as an Exhibit of the number shown tn parenthesis to the Registrant’s Amunal Report on Form 20-F for the yvear ended December
31, 1999 and icorporated herein by reference.

(53} Previously filed as an exhibit of the number shown in parenthesis to the Regigtrant’s Annusl Report on Form 20-F for the vear ended December
31, 2000 and icorporated herein by reference.

{6} Previously filed as an exhibit of the number shown in parenthesis to the Registrant’s Annual Report on Form  20-F for the vear ended December
31, 2001 and icorporated herein by reference.

{7y Previously filed as an exhibit of the number shown in parenthesis to the Registrant’s Annual Report on Form  20-F for the vear ended December
31, 2002 and icorporated herein by reference.

(8} Previously filed as an exhibit of the number shown in parenthesis to the Registrant’s Annual Report on Form  20-F for the vear ended December
31, 2003 and incorporated herein by reference.

{9} Previously filed as an exhibit of the number shown in parenthesis to the Registrant’s Annual Report on Form 20-F for the vear ended December
31, 2004 and icorporated herein by reference.

{11y  Filed herewith.
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SIGNATURES

The registrant hereby cortifies that it meets all of the requirements for filing on Form 20-F and that it has duly caused and authorized the undersigned to
sign this annoal report on 118 behalf

ATLAS SOUTH SEA PEARL LIMITED

/i GLR. Snow

GLR. Snow,
Chairman

Dated: July 12, 20406




ATLAS SOUTH SEA PEARL LIMITED AND TS CONTROLLED ENTITIES
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have audited the accompanying balance sheets of Atlas South Sea Pearl Limited as of December 31, 20805 and 2004, and the related consolidated
income statement, statement of chagges in equity and cash flow statement for each of the two years in the period ended December 31, 2005, These
financial statements are the responsibility of the Company's management. Our responsibility is 1o express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Owversight Board (Untted States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material migstatement. The
comparny s not required to have, nor were we engaged to to perform, an audit of U3 infernal control over financial reporting. CGur audits included
consideration of internal condrol over financial reporting as a basis for destgning andit procedures that are appropriate tn the circumastances, but not for
the purpose of expresging an opinion on the effectiveness of the company’s internal control over financial reporting. Accordingly we express no such
opinton. An audit also inchudes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, a8 well ag evaluating the overall financial statement presentation. We
belicve that our audits provide a reasonable basig for our opinion.

I our opinton, the financial statements referred to above present Tairly, in all material respects, the financial position of the Company as at December

31, 2065 and 2004, and the results of 118 operations and s cash flows for each of the two vears i the period ended December 31, 2003, tn conformity
with Australian generally accepted accounting principles.

f&i 8 Andrawes

BB Chartered Accountants

Perth
Western Australia, Australia
Juby 13, 2006




ATLAS SOUTH SEA PEARL LIMITED AND TS CONTROLLED ENTITIES
INCOME STATEMENT
FOR THE YEAR ENDED 3t DECEMBER 2003

Note CONSOLIDATED THE COMPANY

S 2004 2005 2004
h3 b3 3 b3

Other income 3 194,493 1,014,541 196,588 974,518

(ther expenses 4 £615,544) (722,984) (420,608)

Profit/{Loss) before related income tax expense (2,063,840}

Profit/{Loss) after income tax attributable to members of the
parent entity (504,274)

Overall operations

Diliuted carnings per share {cents) 6 238 (0.68)

The accompanying notes form part of these financial statements.




ATLAS SOUTH SEA PEARL LIMITED AND TS CONTROLLED ENTITIES
BALANCE SHEEY
AS AT 31 DECEMBER 2605

CONSOLIDATED FHE COMPANY
26005 HHg 2085 2484
Note $ $ % $

Current assets

Trade and other receivables 8 4,301,651 1,934,360 4,154,175 L186,113

Ivenior 1,261,800 1,034,682 R99, 702 1,248,009

Total current assets

Deferred Tax Assets 16

239919 223,525 151,021

Total assets ' 17,385,121 1,254,561

Short term provisions 17 66,611 104,212 24,369 71,648

Total Habilities 6,876,727 4,688 444

{4,558,040)

Total eqeity 17,633,641 16,629,948 243,609,876 19,831,848

The accompanying notes form part of these financial statements.




ATLAS SOUTH SEA PEARL LIMITED AND TS CONTROLLED ENTITIES
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 3t DECEMBER 2003

CONSOLIDATED THE COMPANY
Hs 2085 2005 20065
Note $ $ $ $

T18.528

Profit/{Loss) for the year 24 2,068,587 (594,274) 1,366,220 {2,848,6373

Dividend Payment 21 (878,103) — (878,103 —

Total equity at the end of the year 17,633,641 16,620,948 20,609,876 19,831,848

The accompanying notes form part of these financial statements.




ATLAS SOUTH SEA PEARL LIMITED AND TS CONTROLLED ENTITIES
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 3t DECEMBER 2003

CONSOLIDATED THE COMPANY
2005 2004 2005 2004

Cash flows from operating activities

Proceeds from ofher operating activities

Interest and bill discounts received

(230,847}

Cash flows from investing activities

Payments for property, plant and equipment (832,582) {F78,641)

Payment for Other Financial [nstrument

eCis O

foreign currencics 9,438 £364,513) — —

The accompanying notes form part of these financial statements.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

L STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

11

1.2

1.3

Basis of preparation

This general purpose financial report has been prepared in accordance with Australian Accounting Standards, Urgent [ssues Group
Interpretations and other mandatory professional reporting requirements of the Australian Accounting Standards Board and the
Corporations Act 2001,

The financial report covers the economic entity of Atlas South Sca Pear! Lid and #s controlied entities, and Atlas South Sea Pearl Ltd ag an
individual parent entity. Atlas South Sea Pearl Ltd is a listed public company, incorporated and domiciled in Austrakia.

The financial report of Atlas South Sea Pearl Ltd and its controlied entities and Atlas South Sea Peart Ltd a8 an individual parent entity
comgdy with all Austrabian cguivalents to International Financial Reporting Standards {AIFRS) in thetr entirety.

The following = a summary of the material accounting policies adopted by the economic entity in the preparation of the financial report.
The accounting policies have been consistently applted, unless otherwise stated.

First-time adoption of Australian Eguivelent to International Financigl Reporting Standards (ATFRS)

This financial report is the first annual report that the Company has prepared in accordance with AIFRS. AASB | Firsi-time adoption of
Awstralion Equivalent 1o Internofional Financial Reporting Standards has been applied in preparing these financial statements.

Financial statements of the Company until 31 December 2004 had been prepared in accordance with previous Australian Generally
Accepted Accounting Principles (AGAAP). AGAAP differs in certain respects from AIFRS. When preparing the Company's financial
reports for the year ended 31 December 2005, management has amended caertain accounting, valuation and consolidation methods apphed in
the previous AGAAP financial statements to comply with AIFRS. With the exception of financial instruments, the comparative figures were
restated to reflect these adjustments. The Group has taken the exemption available under AASB 1 to only apply AASB 132 Financial
Instruments: Diselosure and Presentation and AASB 139 Financiad Instruments: Recognition and Measurement from 1 January 2005,
Refer to note 33 for further details.

Reconciliations and descriptions of the effect of transition from previous AGAAP 1o AIFRS on the Group™s equity and its net income are
given in note 2.

Reporting basis and conventions -

The financial report hag been prepared on an accruals basis and are based on historical costs, modified by the revaluation of selected non-
current assets and financial assets and Habilittes for which the fair value basis of accounting has been applied.

Principles of conselidation

A controlied entity is any entity that Atlas Sowth Sea Peart Lid has the power to control the financial and operating policies so as to obtain
benefits from s activities.

A Hist of controlied entities is comtained i1 note 34 1o the financial statements. All controlled entities have a December financial year end.

The financial statements of the economic entity comprise consolidated accounts of Atlag South Sea Pearl Limited and all controlled entities
within the meaning of the Corporations Act. All intercompany balances and unreabised profits resulting from intra-group transactions have
been climinated.

Whete a controlled entity is acquired during a vear, 118 results are inchuded only from the date of acquisition. Where there is loss of control
of a controled entity during & year, its results are included onby for that period of the year during which the parent entity had control.

I11 the ingtance of the acquisition of a controled entity, the cost method of accounting is used for all acquisitions of assets regardless of
whether shares or other assets are acquired. Cost s determined ag the fair value apportionment, at the date of acquisition, of the purchase
consideration phus costs incidental to the acquisition.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

1.4

1.6

1.7

[neome tax

The charge for current income tax expense 8 based on the profit for the year adjusted for any non-agsessable or disallowed items. {E i
calculated ustng the tax rates that have been enacted at the balance date.

Deferred tax is accounted for using the balance sheet Hability method in respect of temporary differences arising between the tax bases of
assets and Habilities and thewr carrylng amounts in the financial statements. No deferred income tax will be recognised from the initial
recoghition of an asset or hability, excluding a business combination, where there is no effect on accounting or taxable profit or loss.

Deferred tax is calculated at the tax rates that are expected to apply to the period when the asset is realised or Hability is settled. Deferred tax
is credited in the income statement except where it relates to items that may be credited directly 10 eguity, in wiich case the deferred tax is

adiusted directly agaimst cquity.

Deferred income fax assets are recognised to the extent that it is probable that future tax profits will be available against which deductible
temporary differences can be utilised.

The amount of benefit brought to account or which may be realised i the fiture is based on the assumption that no adverse change will
ocour i thcome taxation legislation and the anticipation that the economic entity will derive sufficient future assessable income to enable
the benefit to be realised and comply with the conditions of deductibility imposed by the law.
Inventories

{a) Pearls - quantity of pearls ag harvested and processed are valued at the lower of cost or net market value.

{by Nuclet - quantities on hand at the year end are valued at cost.

{c} Oysters - refer note 1.6
Biological Assets
The cconomic entity has applied AASB14Y Agricsdrure. The standard requires that all mventories, which are nog-human, living assets, be
treated separately from other inventory. Biological assets must be measured at net market value and the increment/{decrement) in net
market values of the assets 15 1o be recognised ag revenue/{expense) in the statement of fmancial performance. The value of the Biological
Assets is only recognised when it can be measured reliably.
Oysters are a living organism which meet the definition of a Biological asset. There is no market for oysters by which a reliable valuation
comparison of this category of the asset can be made. Given the uncertainty and risk that exists in the process of producing a peart and other
risk factors specific 1o the operations of the economic entity, the Directors believe that the most appropriate market valuation for the oysters
is their cost of production. Cost i the total direct hatchery and farm operations and includes the cost of oyster purchases and nuclet used in
seeding operations.
The details of the Biological assets that are held by the economic entity as at 31 December 2005 are provided at Note 11,

Property, Plant & Equipment

Each class of property, plant & equipment is carried at cost or fair value less, where applicable, any accumulated depreciation and
impatrment losses.

Property
Frechold land and buildings are shown at their fair value (being the amount for which an asset could be exchanged between knowledgeable
willing parties in an arms length transaction), based on periodic valuations by external independent valuers, less subsequent depreciation for

buildings.

Leasehold property is shown at cost and amortised over the shorter of the term of the unexpired lease on the property or the estimated useful
life of the improvements on the property.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
Plant and Equipment
Plant and equipment are measured on the cost bagis less depreciation and impairment fosses.

The carrying value of plant and equipment is reviewed annually by Directors to ensure it is not in excess of the recoverable amount of these
assets which s assessed on the basis of the expected net cash flows that will be received from the assets employed and subsequent disposal.

The cost of fized assets constructed within the economic entity includes the cost of materials and divect tabour. Repairs and maintenance
carried out on the assets are expensed unless there i a futire economic benefit that will flow to the group which can be reliably measured,
i which case the value of the asset is increased.

Depreciation

Depreciation on property, plant and equipment i calculated on a straight line bagis g0 as to write off the cost or valuation of property, plant
and equipment over their estimated useful Hives commencing from the time the asset is held ready for use.

The depreciation rates used for each class of depreciable assets are:

Class of fixed asset DEPRECIATION RATE

2605 2004

1.8 Financial Instruments
From 1 Januwary 2005

The Group classifies #s investments in the following categories: financial assets at fair value through profit or loss, loans and receivables,
held-to-maturity investments, and avatlable-for-sale financial assets. The classification depends on the purpose for which the investments
were acquired. Management determines the classification of its investments at initial recognition and re-evaluates this designation at cach
reporting date.

ta}  Financial assefs af fair value through profit or foss

A financial asset is clagsified in this category if acquired prineipally for the purpose of selling in the short term or if so designated by
management within the requirements of AASB13Y Recognition and Measurement of Finoncial Instruments. The policy of management is to
designate a financial asset if there exists the possibility it will be sold in the short term and the asset is subject to frequent changes in fair
value. Derivatives are also categorised as held for trading unless they are designated as hedges. Assets in this category are classified as
current assets if they are either held for trading or are expected to be realised within 12 months of the balance sheet date. Realised and
unrealised gaing and losses arising from changes in the fair value of these aggefs are included i the income statement in the pertod in which
they arise.

th}  Loans and receivables

Loansg and receivables are non dentvative financial assets with fixed or determinable payments that are not quoted in an active market. They
arise when the Economic Entity provides money, goods or services directly 1o a debtor with no mtention of selling the receivable. They are
included in current assets, except for those with maturities greater than 12 months after the balance sheet date which are classified as non-

current assets. Loang and recetvables are included in receivables in the balance sheet.

fep  Held-to-maturity investments




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Held-to-maturity investments are non-derivative financtal assets with fized or determinable payments and fixed maturities that the
Economic Entity’s management has the positive intention and ability to hold to matunity.

fe}  Avatlable-for-safe financial assets

Avatlable-for-sale financial assets, comprising principally marketable equity securnities, are non-derivatives that are either designated in thig
category or not classified in any of the other categories. They are included in non-current assets unless management intends to dispose of
the mvestment within 12 months of the balance sheet date. Unrealised gaing and losses aristng from changes in fair value are taken directly
L0 aguity.

fe} Recognition

Purchases and sales of investments are recognised on trade-date, the date on which the Economic Entity commits 1o purchase or sell the
assel. [nvestiments are inittally recognised at fair value plus transaction costs for all financial assets not carried at fair value through profitor
loss. Financial assets are derecognised when the rights 10 receive cash flows from the financial assets have expired or have been transferred
and the Economic Entity has transferred substantially all the risks and rewards of ownership.

th Financial Babilities

Non-dertvative financial Habtlities are recognised at amortised cost, comprising onginal debt less principal payments and amortisation.

i Derivative instruments

Bertvative mstruments are measured at fair value, Gams and losses ariting from changes in fair value are taken to the mcome statement
unless they are designated as hedges.

thi lmpairment

At each reporting date, the group reviews the carrying values of {18 tangible and tntangible assets to determine whether there is any
indication that those assets have been impaired. If such an indication cxists, the recoverable amount of the asset, being the higher of the
asset’s fair value less costs o sell and value in use, s compared to the assets carrying value. Any excess of the assets carrying value over ils
recoverable amount 18 expensed to the income statament.

fi} Fair value

Valuation technigues are applied to determine the foir vedue of all unlisied secwrities, including avms length tronsactions, reference fo
similar instruments and option pricing models.

i} Ievestment in subsidiaries

Iovestments tn subsidiaries are recognised in the financial statements at the cost method less impatrment losses ag they are unguoted
investiments.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

14

Lig

Derjvatives

From 1 Janeary 2004 to 31 December 2004

The Economic Entity has taken the exemption available under AASBT to apply AASB 132 and AASB 139 from | January 2005, The Group
has applied AGAAP to the comparative information on financial instruments within the scope of AASB 132 and AASB 139. For further
information on previous AGAAP refer to the annual report for the vear ended 31 December 2004,

Adjustments on teansition date: 1 Janvary 2005

The nature of the main adjustments to make this information comply with AASB 132 and AASB 139 are that derivatives are measured on a
fair value basis. Changes in fair value are either taken to the income statement or an equity reserve (refer below). At the date of transition (|
January 2005) changes in the carrving amounts of derivatives are taken o retained earnings or reserves, depending on whether the criteria
for hedge accounting are satisfied at the transition date.

From 1 Janwary 2005

Bertvatives are initially recognised af Tair value on the date a derivative contract s entered into and are subsequently remeasured to their
fair value. The hedging contracts that are taken out by the Economic Entity do not qualify as an effective hedge under the accounting
standards. Changes in the fair value are recognised immediately in the income statement.

Fereign Currency Fransactions and Balances

Functional and presentation currency

Items included in the financial statements of each of the subsidiaries within the Economic Entity are measured using the currency of the
primary economic enviromment in which the entity operates (“the functional currency™). The consolidated financial statements are presented
inn Australian doilars, which is Atlag South Sea Pear] Lid’s functional and presentation currency.

Transactions and balances

Foreign currency transactions are transkated into functtonal currency using the exchange rates prevailing at the date of transaction. Foreign
currency monetary ttems are translated at the year end exchange rate. Noa-monetary ttems measured at historical cost comtinue to be carried
at the exchange rate at the date of the transaction. Non-monctary Hems measured al fair value are reported at the exchange rate at the date

when fair values were determined.

Exchange differences arising on the transiation of monetary ttems are recognised in the income statement, except where deferred in equity
as a quakifying cash flow or net investment hadge.

Exchange differences arising on the ranslation of non-monetary items are recognised directly in equity to the extent that the gain or loss i
directly recognised in equity, otherwise the exchange difference is recogiised in the income statement.

Group Companies

The results and financial position of all group entities {none of which has the currency of a hyperinflation economy) that have a functional
currency different from the presentation currency are translated into the presentation currency a8 folows:

» Assets and liabitities for cach balance sheet presented are transiated at the cloging rate at the date of that balance sheet;
« [ncome and expenses for each income statement are transiated at aversge exchange rates;

» and all resulting exchange differences are recognised as a separate component of equity.

F-16




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

L1l

Li2

Li3

AL

IRE

L16

Om consolidation, exchange differences arising from the wanslation of any net investment in foreign entities, and of borrowings and other
currency nstruments designated as hedges of such investments, are taken to sharcholders’ equity. When a foreign operation i sold or
borrowings repaid, a proportional share of such exchange differences are recognised in the income statement as part of the gain or loss on
sale.

Emplovee Benefits

Provision is made for the Economic Entity’s liability for employee entitlements arising from services rendered by employees to balance
date. Employee entitlements expected 1o be settled within one year together with entitlements arising from wages and salaries, annual leave
and sick leave which will be settled after one year, have been measured af their nominal amount. Other emploves entitlements payable later
than one year have been measured at the present value of the estimated future cash outflows to be made for those entitlements.

Contributions are made by the economic entity to employee superannuation funds and are charged as expenses when incurred.

The cost of providing defined benefits are determined using the projected unit credit method. Actuarial valuations are undartaken
pariodically to measure the hability to the economic entity of the defined benefits that are required to be met by law.

Provisions

Provisions for legal claims are recognised when the Economic Entity has a present legal or constructive obligation as a result of a pagt
cvent; it is more hkely than not that an outflow of resources will be required to settle the obligation; and the amount has been reltably
estimated.

Cash and Cash Equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with financial ingtitutions, other short-term, high Haguid investments
with original maturity or three months or less that are readily convertible to known amounts of cash and which are subject 1o an
ingignificant risk of change in value, and bank overdrafts.

Revenue recognition

{a} Sales Revenue comprises of revenue earned from the sale of products or services to entities outside the consolidated entity. Sales
revenue s recoghised when the goods are provided or when the fee i respect of services provided is recetvable.

(b} Imterest Income is recognisad as it acerues.

{c} Asset Sales Revenue comprises of the gross proceads of the assets. The profit and loss on disposal of assets is brought to account at the
date on which an unconditional contract 1s signed.

Leases

Lease payments for operating leases, where substantially all the risk and benefits remain with the lessor, sre charged as expenses in the
period in which they are incurred.

Earnings Per Share

{a} Basic cartiings per share
Bagic earnings per share is determyined by dividing net profit afier income tax attributable to members of the Company, exchuding any
costs of service equity other than ordinary shares, by the weighted average number of ordinary shares outstanding during the frnancial
year, adjusted for bonus elements in ordinary shares issued dunng the year

{by Diluted earmings per share
Difuted earnings per share adjusts the figure used in determination of basic earnings per share to take into account the after income tax
effect of interest and other financial costs associated with difutive potential ordinary shares and the weighted average number of shares
assumed 1o have been issued Tor no constderation in relation to dilutive potential ordinary shares.

F-11




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
117 Segment Reporting

Sepment revenues and expenses are those directly attributable to the sepment and include any joint revenue and expenses where a
reasonable basis of allocation exists. Segment assets include all assets used by a segment and consist principally of cash, receivables,
inventories, intangibles and property, plant and equipment, net of allowances and accumulated depreciation and amortisation. Whilst most
such assets can be directly attributed to individual segments, the carrving amount of certain assets used jointly by two or more segments s
atlocated to the segments on 2 reagzonable basie. Segment liabilities congist principaltly of accounts payable, employee entitlements, accrued
expehses, provisions and borrowings. Segment assets and labilities do not include deferred income tax.

Inter-segment Transfers - Sepment revenues, expenses and results include transfers between segments. These transfers are eliminated on
consolidation.

1.18 Comparative Figures

When required by Accounting Standards, comparative figures have been adjusted to conform to changes tn presentation for the current
finaneial year.

119 Critieal Accounting Estimates and Judgements
The Directors evaluate estitmates and judgments incorporated into the financial report based on historical knowledge and the best available
current information. Estimates assume a reasonable expectation of future cvenis and are based on current trends and economic data,
obtained both externally and within the group.
Key extimates - Impairment
The group assesses impainment at each reporting date by evaluating conditions specific to the group that may lead to impairment of

assets. Where an impairment frigger exists, the recoverable amount of the asset is determined. Value-in-use calculations performed in
assessing recoverable amounts theorporate a number of key estimates.

F-1z




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. FIRSYT TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REEPORTING STANDARDS
(AIFRS)

Economic Entity -
Reconciliation of equity reported under Australian Generally Accepted Accounting Principles {AGAAP) 1o equity under Australian

equivalents 1o IFRSs {AIFRS)

At date of transition to AIFRS: 1 January 2004

Consolidated
Effect of
Previous Transition te
AGAATP AIFRS AIFRS
$ § e

Current Assets

Trade and other receivables 1,253,030 — 1,253,030

Inventories {2a} 121 {18,830)

Total non-current assets 11,137,240 {2,185,059) 8,952,181

Short term provisions 122,944 122,946

Deferred tax Habilities

Total Eabilities 858,332 — 889,465

Net Assets 21,361,802 {3,625914)

Equity

Foreign currency translation reserve — (3,025,9143

Total equity 21,361,802 {3,625.914) 18,276,755

F-13




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. FIRST TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS
(AIFRS) (Cont.)

Economic Entity -

At the end of last reporting period under previous AGAAP: 31 December 2004

Consolidated
Effect of
Previsus Transition to
AGAAP AIFRS AIFRS
$ § e

Biological assets

Inventories {2a} 240,248 {46,727y 193,521

lant and equipment {Za}

I'otal non-current assets 12,238,579 {3,311,043)

Trade and other payables

Short term provisions

Deferred tax liabilities P2 — P12

19,831,846 {3,881.598)

Retained profits {2ch 982,754 75,679 L858,433

F-14




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. FIRST TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS
(AIFRS) (Cont.)

Economic Entity -
Reconciliation of profit/{loss) under previous AGAAP 10 profit/(lossy under Augtralian equivalents to IFRS {AIFRS)

Reconciliation for the profit/{foss) for the year ended 31 December 2004

Consolidated
Effect of
Previous Transition te
AGAATP AIFRS AIFRS

(ther income

5,089.271

Admmistration cxpenses

Depreciation . —

Other expenses {2e} 382,766




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. FIRST TIME ADOPTION OF AUSTRALIAN EGUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS
(AIFRS) (Cont.)

The Company -
Reconciliation of equity reported under Australian Generally Accepted Accounting Principles {AGAAP) 1o equity under Australian
equivalents 1o IFRSs {AIFRS)

At date of transition to AIFRS: 1 January 2004

Consolidated
Effect of
Previous Transition te
AGAATP AIFRS AIFRS
b3 § &

Totat Current Assefs 7,954,940 — 7,954,940

Non-current assets

Property, plant and equipment 14,672 — 14,672

14,985,623 14,985,623

Trade and other pavables ' —

Short term provisions ' —

Deferred tax Habilities 5,786 — 5,786

260,078 260,078

Net Assets

Totat equity 22,680,485 — 22,680,485
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. FIRST TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS
(AIFRS) (Cont.)

The Company -

At the end of last reporting period under previous AGAAP: 31 December 2004

Consolidated
Effect of
Previsus Transition to
AGAAP AIFRS AIFRS
b3 § e

Total Current Assets 5,093,271 — 093,270

Non-current assets

Property, plant and equipment

Iotal non-current assets 5,161,291 , 161,291

Trade and other pavables

Shiort term provisions

Deferred tax Habilities P2 — P12

422,713 422,713

Net Assets 19,831,848 19,831,848

Retained profits 982,756 — 982,756
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. FIRST TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS
(AIFRS) (Cont.)

The Company -
Reconciliation of profit/{losd) under previous AGAAP 10 profit/(lossy under Augtralian equivalents to IFRS {AIFRS)

Reconciliation for the profit/{foss) for the yvear ended 31 December 2004

Consolidated
Effect of
Previsus Transition to
AGAAP AIFRS

Orther income 974,518 — 974,518

Administration expe

Other expenses (2,502,357} — (2,592,357}

Notes to the reconciliation of equity and profit and loss at 1 January 2004 and 31 December 2004

a} The changes in the value of inventory, biological assets and property, plant and equipment reflects the change from AGAAP where the
carrying values of non-monetary items of the Group's Indonestan subsidiary were baged on historic rates using the “Temporal method”
to AFIRS where these ttems are translated at the balance sheet rate under the “Current rate method”™. The functional currency of the
Indonesian subsidiary, PT Cendana Indopearls, i3 Indonesian Rupiah which has devalued against the Australian Dollar over time. This
has resulted i1 a decrcase in the book value of these assefs when reported in Australian Dollars using the Cuwrent rate method of
accounting as required under AIFRS.

b} The adjustments that are recognised in 2a are recorded in a foreign currency transiation reserve. Translation adjustments for non
monetary assets are recorded ag a movement in the foreign currency translation reserve.

¢} The change in the retained earnings reflects the different treatment of inventory in the Group's Indonesian subsidiary under AGAAP

and AFIRS which has an effect on cost of goods sold and write down in inventory (refer 2d}). This also reflects the change in the
treatment of foreign currency movements under AIFRS compared to AGAAP {refer Zeb
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. FIRST TIME ADOPTION OF AUSTRALIAN EGUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS
(AIFRS) (Cont.)

d} The change in cost of goods sold and written down value of inventory when reported under AIFRS compared to AGAAP arnises due to
the lower asset value on translation of foreign assets, in particular the oyster inventory.

¢} The difference in other expenses under AIFRS reflects the foreign currency translation that was expensed when treated under the
temporal method of sccounting but which 8 transferred to the translation reserve under AIFRS.

CONSOLIDATED THE COMPANY
2005 2004 2005 2004
3 5 § 5

3. REVENUE FROM ORDINARY ACTIVITIES

Revenue from outside operating activities

Net foreign exchange gain from operating activitics 6,834 790,084 32,242 831,960

Property rental ; — —

I'otal revenue 0,847 859 6,837,523 9,253,852 6,193,261

4. PROFIT FROM ORDINARY ACTIVITIES BEFORE INCOME TAX EXPENSE

The operating result before income tax has been determined after charging/{crediting) the following items;

Finanve Costs

Administeation expenses from ordinary activities

Other expenses from ordinary activities

Increase in 1ax related expenses — — —

Write-down in oyster inventory value — : — —

Research and Development costs 87,300 — 87,500 —
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

5 INCOME TAX

CONSOLIDATED THE COMPANY
2005 2004 2005 2004
% ) 5 k3

Deferred Tax - relating to origination and reversal of
temporary differences

Accountin

Prima facie tax expense calculated at 30% on the profit from
ordinary activities

Provision for Investment in Subsidiary — — — 112,888

Inventory valuation adjustment — 68,308 — —

Income tax under/{over} provided in prior years

The effective tax rate in 2005 Tor the cconomic entity is reduced by the utilisation of fosses not brought to accotnd in Indonesia as well as the
reversal of over accrual for tax in prior periods.

An income tax expense was created in the economie entity i 2004 as a result of 1ax assessments for prior periods in Indonesia.

The effective tax rate for the Company in 2004 was reduced as a result of a significant permanent difference created from a provision for
investment i subsidiaries.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
5 INCOME TAX (Cont.)
¢} Breferred income tax at 31 December refates to the following:
CONSOLIDATED THE COMPANY

2005 2004 2005 2004
3 $ § b3

Deferred tax habilites

Prepayments 154 292 154 292

Deferred tax assets

Trade debtors 2,186 5,448 2,186 5,448

Provisions {38,198} 5,621 6,640 4,982

Revenue losses carried forward 114,355 {114,556} 114,554 {114,556}

Deferred fax income/{expense) (4.678) 96,946 {68,484} (117,202}

For details of the franking account, refer to Note 20,

6. EARNINGS PER SHARE

CONSCLIDATED
2005 2004
CENTS CENT
Diluted earnings per share {cents per share} 2.35 {L.6X}
CONSCLIDATED
2005 2004
Earnings reconciliation 3 b3

After tax effect of dilutive securities _ _

Diluted earnings per share is calculated afier faking into consideration all optiong and any other securities that were on tssue that remain
unconverted at 31 December as potential ordinary shares. There were no options or other equites on issue that would create a dilutive effect ag ar
31 December.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

7. CASH ASSETS

CONSOLIDATED THE COMPANY
2005 2004 2005 2004
$ ] $ b3

The effective interest rate on short term bank deposits was 4.53% (2004 3.05%), these deposits have an average maturity of 17 days.

8. RECEIVABLES

4,301,651 L9347 4,154,175

Amount receivable from controlied entitics

— — 14,649 066 14,979,745

9. FINANCIAL INSTRUMENTS - CURRENT

Derrvative financial assets and liabilities comprise Torward foreign exchange contracts and deternming option confracts which are in place ag cash
flow hedges. Gaing and losses arising from changes tn fair value of foreign exchange contracis are recognised i the income statement in the
pertod i1 which they arise. These financial mstruments are clagsed as held trading.

L INVENTORIES

CURRENT

Other 106,886 7,249 — —

114,630 193,521 — —




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

. BIOLOGICAL ASSETS

CONSOLIDATED THE COMPANY
2005 2004 2005 2004
3 5 § 5

CURRENT

The details of the Biological Assets that are held by the cconomic entity as at year ond are as follows:

Nature:- Oysters (Pinciada Maxima)

2005 1004

Number No. No.

Quantity held within the economic enlities operation

605,760 385,578

Nucleated oysters

B2, INVESTMENTS

CONSOLIDATED THE COMPANY
2005 2004 2005 2004

% $ $ b3




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

13, PROPERTYY, PLANT AND EQUIPMENT

CONSOLIDATED THE COMPANY
2005 2004 2005 2004
5 § b3

Plant and equipment

(b) Pearling project

- a1 COst 1,200,261 943,653 — —

Total property, plant and equipment 2,123,684 1,825,434 24,438

Included in Pearling Project leasehold land and buildings is $306,868 (2004 - $135,080), being construction in progress at cost.

Reconciliations of the carrving amount for cach class of property, plant and equipment arce set out below:

(a) General

Additions 4,264 23,082 4,264 23,082

Depreciation (9,983} {7,228} (9,983) {7,228}

240,013

Foreign ex¢hange movermnent 7,497 (168,492) — —

Foreign exchange movement 08 (172,446} — —




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Depreciation of property, plant and equipment shown at Note 4 represents the proportion of the depreciation expense which g represented as
an administration cost. The balance of the depreciation provigion shown above is capialised to oyster inventories.

4. PAYABLES

CONSOLIDATED THE COMPANY
2005 2004 2005 2004

3 b3 $ b3

Other payables 614,484 688,008 245,704 44,436

15, BORROWINGS

6. TAX

{a}) Liabilities

CURRENT

elerted tax habiities COMBrise -
Accrued interest income 3,978 P12 3,866 112

Deferred tax assets comprise -
Tax atlowances relating to prop ant & equipment

Oither movements




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

FL PROVISIHONS

CONSOLIDATED THE COMPANY
2005 2004 2005 2004
§ $ § 5

CURRENT

Employee entitlements 164,928 — 7,385 —

Employee entitfement provisions have been recognised in relation to annual and long service leave as well as retirement benefits for national
amployees of the [ndonesian substdiary {from 2005) as prescribed by laws of that country. Such retirement benefits were not included 1 previous
years,

R

Cloging balance 231,539 4,212 31,754 7,648

I8, ISSUED CAPITAL

CONSOLIDATED THE COMPANY
2005 2004 20058 2004

% $ % $

Balance at beginning of year 18,849,067 18,849 nv2 18,849,092 18,846,002

Balance at end of year 18,849 092 18,849,092 P, 249 092 18,849,002

Holders of ordinary shares are entitled 1o receive dividends as declared from tiine to time and are entitled to ohe voie per share at shareholdery’
meetings. In the event of winding up of the Company, ordinary sharcholders rank after all other shareholders (where applicable) and creditors and
are fully entitled to any proceeds of Higuidation.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

. RESERVES

CONSOLIDATED THE COMPANY
2005 2004 2005 2004

$ 5

Balance at beginning of vear 4677577 3,025,044 — —

Balance at end of year 4,559,049 4,677,577

The foretgn currency translation reserve records exchange differences arising on translation of foreign controbled subsidiaries to the reporting
curtency.

26, RETAINED PROFITS

Reconciliation of retained eamings .

Adjustment on adoption of AASB 132 and AASE 139, net

3,343,568 1,760,784 982,756

Balance at end of year

21 DIVIDENDS

Brividends paid and sot provided for i previous years by the Company arg:

CENTS TOTAL
PER AMOUNT %o
SHARE b3 FRANKED

2004
Nif — — —

CONSOLIDATED
2005 2004
§ 5

Dividend Franking Account




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

22, OPTIONS
There were no options that were issued or exercised during the financial years relating to this report.
There are no options on issue by the Company as at the date of this report or any time during the period

covered under thig report.

23, COMMITMENTS

The Company has commitments in relation to the reatal of ts current office premises. The commitments for lease payments contracted for but not
provided for are as follows:

CONSOLIDATED
2005 2004
$ b3

Longer than one year, but less than 5 years

24, CONTINGENT LIABILITIES

There are no contingent Habilities that the Directors are aware of at the date of this report.
25 NOTES TO THE STATEMENT OF CASH FLOWS
251 RECONCILIATION OF CASH
For the purposes of the statement of cash flows, cash includes cash on hand and 15 banks, and fnvestments i money market instruments,
net of outstanding bank overdrafis. Cash at the end of the financial year as shown in the statement of cagh flows 8 reconciled to the

refated items in the balance sheet as follows:-

CONSOLIDATED THE COMPANY
2005 2004 2005 2004

Deposits on call {(Note 7)




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
25 NOTES TO THE STATEMENT OF CASH FLOW (Cont)
25.2. Reconciliation of net cash from operating activities to Operating profit after income tax
CONSOLIDATED THE COMPANY

2005 2004 20058 2004
§ %

Inventories

Non cash changes in debtors, prepayments and creditors

Provision for depreciation

Provigion against Loang — — —

Increase/{decrease) in value of financial assets — y —

Movemeant in foreign exchange

Foretgn Exchange Differences — — _

As a1 the date of this report the Company has not entered into any non-cash financing or mvesting activities.

25.3. Credit facilities

As at 31 December 2005, the Company had tn place a trade discounting facility with the ANZ Bank with a Hiemit of 32,000,000, To date, thig
facitity hag not been utilised. This facility is secured by a registered first debenture charge over the assets of the Company.

26. KEY MANAGEMENT PERSONNEL DISCLOSURE
a.  Key Management Personnel
The following persons were key management personne! during the financial vear::

Parent Entity Directors:
Mr G.R.W Snow Chairman - Non-Executive
Mr LLU. Taylor. Managing Director -Executive.

Mr 8.0, Arrow Director - Non-Executive
Mr S.P. Birkbeck Dirgctor - Non-Executive {Appointed 15 April 2005}
Mr LM, Murchison Director - Non-Executive

Specified Executives

Mr S.C.B. Adams Comvpany Secretary and Financial Controlier
Mr 1.8, Jorgensen Production Manager & Director, PT Cendana Indopesris
Mr } Knauer Technical Manager & Bhirector, PT Cendana Indopearis
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

26. KEY MANAGEMENT PERSONNEL DISCLOSURE (Cont)

b.  Compensation - Directors

2005

Short term benafits

Post
employment
Salary, Fees & Non-monetary Super- Share based
Commissions benefits annuation 5 % Total

372,683 28,114 17,328 — 418,135

. Mr. Birkbeck wag appointed as a director on 15 Apri] 2005,

2004

Short term benafits

Post
employment
Salary, Fees & Non-monetary Super- Share based
Commisgions benefits annttion HVITIENS Total

337977 65,026 32,824 — 435,827

2. Mr James retired as a director on 28 July 2004
3. Mr. Murchizon was appointed as a director on 28 July 2004

There were no other long term employee benefiis or termination benefits paid to any key management personnel during the reporting periods.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

26. KEY MANAGEMENT PERSONNEL DISCLOSURE (Cont)

c.  Compensation - executives

2005

Short term benafits

Post
employment
Salary, Fees & Non-monetary Super- Share based
Commissions benefits annuation ayments Total

423,612 — 9,960 — 433,512

2004

Short term benafits

Post
employment
Salary, Fees & Non-monetary Super- Share based
Commissions benefits annuation Yayments Total

371,687 — 9,450 — 381,137

There were no other long term employee benefiis or termination benefits paid to any key management personnel during the reporting periods.

d.  Options and rights granted as compensation

No options were issued to key management personnel ag remuneration in 2005 or 2004,

Equity instruments issued on exercise of remuneration options

o

There were no remuneration options on isuc 10 Key management personsel duning 2005 or 2004,

f. Options and Rights Holdings

There were no remuneration options on msue during 2004 and 2005,




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
26. KEY MANAGEMENT PERSONNEL DISCLOSURE (Cont)
g. Shareholdings
Number of Shares held by Key management personnel:

Details of equity instruments {other than options and rights) held directly, indirectly or beneficially by key management personnel and their related
parties are as follows:

Granted as Options Other Balance
Balance 1/1/05  compensation Exercised Changes * 3112435

Mr 5.C.B, Adams — — — _ _

Mr, J, Knawer _ _ _ _ _

* (rther changes other refers to shares purchased or sold during the financial year

The Company’s policy for determining the nature and amount of emoluments of board members and senior execwtives of the company is as

follows:

The remnuneration structure for executive officers, including executive directors, is based on 4 number of factors, including length of service,
parttcular experience of the individual concerned and overall performance of the company. The contracts Tor service between the company and
specified directors and executives, with the exception of the Managing Drrector Mr J Taylor whose contract expires in December 2007, arc on a
confinuing basis the terms of which are not expected to change in the tmmediate future. Upon retivement specified directors and executives arg
paid employee benefit entitlements accrued to date of retirement.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
2L RELATED PARTY TRANSACTIONS

Details of key management personnel remuneration are set out in note 26,
BIRECTORS TRANSACTIONS WITH THE COMPANY OR TS CONTROLLED ENTITIES

The Company has a consubtancy agreement with Arrow Pearling Co Pty Ltd, a company of which Mr 8.1, Arrow 13 a director, under which staff
of the cconomic entity have been trained as pearl operation technicians at the Indonesian pearl farm. Dwuring the year, 3150820 (2604 -
$189.030) was payable to Arrow Pearling Co Pty Lid ag consulting fees. This agreement was entered info prior to My Arrow becoming a
Director of the Company. [t was entered into on commercial terms and expires in March 2004,

During the vear, sales of individual pearls of small guantities were made to some staff and Directors on normal commercial terms
TRANSACTIONS WITH RELATED PARTIES

The Company purchases peatls to the value of $4,342.019 from its wholly owned controlled entity PT Cendana Indopearls. These transactions
are in the normal course of business. There were loans and recervables in place between the Company and its subsidiaries (refer Nofe 8}

28. REMUNERATION OF AUDITORS
Remuneration of the auditor of the parent entity for:
CONSOLIDATED THE COMPANY

2005 2004 2005 2004
b3 $ $ 3

Auiting or reviewing financial statements

Services other than auditing that was carried out by the auditor during the year comprised:

2005 2004

22,849 8,921




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
26, SEGMENT REPORTING
{a) Business Segment (Primary Reporting)

The economic entity operates predominantly in the pearling industry m the geographic regions of Australia and Indonesia. Unallocated
items represent amounts that do not directly relate to the pearling activities.

{by Geographical Segment {Secondary Reporting)
indonesia Australia Eliminations Total
3 5 $ b3

2005

Inter-segment revenue 4,715,110 — (4,715, 1 E0) —

Other unallocated revenue {149,198) (756} 117,655

Profit from ordiuary activities before income tax 2,356,126

Consolidated total assets 14,448,854 103,263,397 (201 8873 24,510,364




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

26, SEGMENT REPORTING (CONT.)

(b} Geographical {comtinued)

fndonesia Australia Eliminations Total
$ b b e

2004
Revenue

Iter-segment Tevente 2986614 — (2,986,614) —

Other unallocated revenue

Reselt

Unallocated corporate expenses {647,114y {2,665,335) 3,085,946 (226,503}

Profit from ordinary activities before income tax

Net profie

Depreciation and amortisation 21,128 7,228 — 28,356

Segment agsels 11,806,782 1,732,492 —

Consolidated total assets

Unallocated corporate Habilities 28,054 46,013 — 78,067

Unallocated acquisitions of non-cutrent assets 23,083




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
36. ECONOMIC DEPENDENCY

The company’s pearls are sold by private treaty sales through a distribution arrangement with Pearlautore International Pty Lid in Sydney. Pearls
are sold to a number of wholesale costomers with a wide geographic spread.

All of the company’s pearls are purchased from #ts wholly owned subsidiary PT Cendana Indopearls.

3t CONTROLLED ENTITIES

Percentage Percentage Baok value of Company's
owned owned Place of investment

2805 2004 incorporation 2005 2604

ansim Pry Lt Australia

The vltimate parent entity, Atlas South Sea Pear] Limited, i tncorporated in Austrabia.

3% POST BALANCE DATE EVENTS
There have been no significant post balance date events.

33, FINANCIAL INSTRUMENTS
The group’s financial instraments congist mainly of deposits with banks, accounts receivable and payable, loans to and from subsidtaries and
dertvatives. Derlvatives are used by the group for hedging purposes. Such instruments include forward exchange and currency option contracts.
‘The group does not speculate in the rading of derivative instrumaents.

{2y Treasury Risk Management

Treasury risk management strategies are discugsed by the Board and a policy is in place to control the types and amounts of hedging that
can be entered info to manage foreign exchange risk.

b

—

Financial Risk Management

The main risks the group is exposed to through 118 financial instruments are foreign currency risk, liquidity nisk, credit risk and price risk.
Foretgn currency risk -

The group tx exposed to fluctuations i foreign currencies anking from the sale of pearls (predominantly 8 Japanese Yen) and the purchase
of poods and services (predominantly in Indonesian Rupiah).

Liguidity risk -

The group manages liquidity rigk by monitoring forecast cagh flows and ensuring that adequate unutilised borrowing facifities are
maintainad.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

33 FINANCIAL INSTRUMENTS (Cont)

Credit rigk -

The maximum exposure to credif risk at balance date to financial assets s the carrying amount, net of any provisions for impairment of
those assets, as disclosed m the balance sheet and notes to the financial statements. The economic entity is exposed to credif risk as a result
of undertaking most of 1 rade with a single customer, being Pearlautore International. Pearls are sold for the Company with a large
number of clients but all receivables are underwritten by Pearlautore International.

Price risk -
The group s exposed to fluctuations m pear] prices. This product is not traded ag a commodity on an open market and as such, the price risk

cannot be hedged.

Financial Instruments

-—
[+]
—r

Drerivative financial instruments -

Prertvative financial instruments are used by the economic entity to hedge exposure to exchange rigk assoctated with foreign currency
recetvables and payables. The group enters into forward exchange contracts and option contracts 1o buy and sell specified amounts of
foreign currencies n the Tuture at specified exchange rates. The objective of entering forward exchange comtracts is to protect the economic
entity against unfavourable exchange rate movements for both the contracted and future sales and purchases undertaken in foreign
CUNTCHECIES.

At balance date, the details of owtstanding forward exchange contracts are:

2805 2004 2805 2004
Weighted average rate AUD AUD

Sclf Japanese Yen

Not later than one vear 7.623 — 1,600,600 —
At balance date, the details of outstanding option contracts are:

2005 2004 2005 2004
Weighted average rate AUD AUD

Sell Japanese Yen

Amounts disclosed above represent the curtency sold measured at the contract rate.

{d} Interest Rate Risk -

The economic entity's exposure to interest rate risk and the effective weighted average interest rate for each class of financial asset and
financial Lability s set out below. Exposures arise predominantly from assets and labilities bearing vanable interest rates as the economic
cntity intends 1o hold fixed rate assets and habilities 10 matunity




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

33 FINANCIAL INSTRUMENTS (Cont)

20405
Financial Assets

Receivables

Net Financial Asset/{Liabilities)

2004
Financial Assets

Receivables

Pavables

Fixed
Weighted m:‘;ﬁ“
et Floating . :
average ' 4 maturing Non
interest ~ Interest . 4.0 interest
NOTE rate rate or less bearing Total
% 5 b3 b k3

639,787 RIS 107 3639263 5,094,137

Fixed
Weighted terest
average Floating | vovin ¢ Non
interest interest  int vear or  IMterest
NOTE rate Fate fess besring Total
Y & 5 § &

14 (.68

— — (1,250,849} {1,250,84%)

Net Financial Asset/{Liabilities)

16,833 1,300,000 TO5,674 3882507




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
{e) Net fair valoes -
The net fair values oft
- Term recervables are determined by discounting the cagh flows, at market interest rates of similar securities, to their present value;

- Unlisted tnvestments where there s no organised financial market, the net fair value is based on reasonable estimation of the
undertying net assets or discotmted cagh flow of the investment;

- Other loans and amounts due are determined by discounting the cash flows, at market interest rates of similar borrowings, to their
present value;

- Forward exchange contracts and option contracts arc the recognised unrealised gain or losg at balance date determined from the
current forward exchange rates for contracts with similar maturities.

No financial assers and financial Haliliies are readily waded on organised markets in standardised form other than listed investments,
forward exchange confracts and currency option contracts. Financial assets where the carrying amount exceeds the net fair values have not
been written down ag the cconomic entity intends to hold these assets to maturity.

34, CHANGE IN ACCOUNTING POLICIES

The economic entity adopted the following accounting standards for application after | January 2005:

—  AASB 132: Financial Instruments: FPHsolosure and Presentation; and

—  AASB 139: Financial Instruments: Recognition and Measurement

The changes result from the adoption of AASRB 132 relate pramarnily to increased disclosures required under the standard and do not effect
value of amounts reported in financial statements.

The adoption of AASB 139 has resulted in material differences in the recopnition and measurement of the group’s financial instrunents.
The group has clected not to adjust comparative nformation resulting from the introduction of AASB 139 as permitted under the
transitional provisions of this standard. As such, previous Australian accounting standards have been applied to comparative information.

Brerivative Financial Instruments -

Linder AASE 139, derivarive financial instruments are measured at fair value at the reporting date. Gaing and losses resulting from changes
to fair value are taken to the income statement wnless they are designated as effective hedges, in which case the difference is taken directly
to equity. The economic entity held a number of forward exchange contracts and options at 31 December 2004, None of these are classified
ag effective hedges and so the gaing and losses are reflected in the income stalement.

At the date of transition fo these Standards on 1 January 2005, the resuhting adjustment under AASB 139 was as follows:

For the Company and the economic entily:

A pgain of $289,911 was recognised in retained earnings as an unrealised foreign exchange movement on financial instruments from the
prior year.

35, Significant diferences between Aastratian IFRS and US GAAP

The above referred to standards and requirements differ in certain respects from US GAAP. However, the differences which had a
significant effect on the consolidated net income and sharcholders equity of Atlas South Sca Peart Lid in previous years no longer exigt, due
to changes in the accounting conventions used in the Company’s Australan accounts. While this is not a comprehensive summary of all
differences between Australian equivalent to International Financial Reporting Standads (AIFRS) and US GAAP, other differences are not
likely to have a significant effect on the consolidated net income or sharcholders equity of the group.

The effect on the statement of performance and the statement of position from the adjustments that are required to reflect US GAAP for the
above stated accounts are as follows:
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YEARS ENDED 31 DECEMBER
2005 2004

INCOME STATEMENT

35,1 Amortization of Goodwill _ _

Net income under LS GAAP 2733587 {LEIT475)

YEARS ENDED 31 DECEMBER
2005 2004

BALANCE SHEEY

35.1 Goodwill

35,3 Financial Instrisnents — 289,911
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

£ GOODWILL

Under AIFRS, goodwill relating to the acquisition of a business is not required to be amortised but is subject to annual impairment testing,
however under AGAAP it was amortised over 20 years. Effective from January 1, 2002, goodwill may not be amortized under US GAAP.
Goodwill was recorded by the Comapany prior to 2004 but was fully written off by December 31, 2003, Consequently, there is no need for
an adjustment 1o the income statement whoever, there i3 an adjustment 1o the balance shhet to reflect the different treatment of goodwill
underUS GAAP from January 1, 2002 to Decamber 31, 2003 and this is reflected as deseribed th note 35 above.

35.2 VALUATION OF INVENTORY
For US GAAP purposes inventory i valued at the lower of cost or fair market value. Australian GAAP requires inventory to be valued at
the lower of cost and net of realizable value. For the purpose of preparation of the primary financial statements, no difference exists

hetween the different methods of valuing inventory.

Linder ALFRS, special disclosures are required in velation to inventory which i clasgified as a Biological Asset. This disclosure is included
i1 the annual report but has no effect on the accounting freatment of the inventory for the Company.

353 GAINS AND LOSSES ON FOREIGN EXCHANGE CONTRACTS

In accordance with FAS 133 US GAAP requires that the loss or gain on Forward Exchange Contracts (FECs) noted in Note 35 above must be
recognized in the income statement of the Company. The adjustment 10 the mcome statement and balance sheet has been recognized from
2004 and this difference is as follows:

2005 2004

{Loss) from Forward Exchange Contracts {691,709}
FAS 133 was required to be adopted from fanuary 1, 2001 and therefore a cumudative effect of change in accounting principle was booked
upon adoption.

Linder AIFRS, Forward Exchange Contracts and any other hedging instruments are o be treated 1 the same way as under US GAAP.
However, there is an exemption under AASBI1 which the Company has claimed which means that the treatment under AIFRS 1s only required
1o be applied from January 1, 2005, Therefore, an adjustment hag been made above for the 2004 fiseal period.




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
354 EARNINGS PER SHARE

‘The caleulation of diluted earnings per share under US GAAP differs from that under Australian GAAP. Under US GAAP common stock
equivalents are not included in diluted carnings per shares unless they are considered dilutive. Also, under LIS GAATP the treasury stock
method ¢ used to calculate the dilutive effect of stock optlions.

YEARS ENDED 31 DECEMBER
2003 2004
{cents) {cents)

i Earnings per share under

236

US GAAP (before comulative effect of change in Accounting Principal)

Earnings per ADR under US GAAP

before change in Ace. Pring, 4722 {25453

after change in Acc. Prine. 47.22 {2545}

Reconciliation of Diluted Eariings

2005 2064
(A% (A3}

Before cumulative effect of changs in Accounting Pringipal

Add Back Interest on Convertible Notes — _

Ouistanding Shares - Basic EPS 87,810,254 87,810,254

Add dilutive convertible notes (US GAAP) — —

After cumulative effect of change in Accounting Principal

Add Back Interest on Convertible Noteg — _

Cuistanding Shares - Basie EPS 87,810,254 87,811,254

Add dilutive convertible notes (US GAAP) — —




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
355 Capitalization of Administration Expenses
The Company has capitalized expenditure info inventory which is of an administrative nature for the yvears 2004 and 2001, These costs were
capitalized beeause they form part of the cost of running the Indonesian company which iz dedicated 1o the production of pearls. Under

ARB 43, expenditure which is of an administrative nature may not be capitalized to inventory and must be expensed in the period that it is
mcurred. The adpusiment required to reflect this change is as follows:

YEARS ENDED 31 DECEMBER

2005 2064

Cumulative effect on Total Assets

Effect on Net lncome

3.6 Immaterial Prior Year Earninps

Imnmaterial prior year eamings adjustment was accounted for in retained earnings under AIFRS. Under US GAAP, this i3 not allowed and
an adpustment has been made to the current year income statement.




