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) CORPORATE (SOVERNANCE STATEMENT

FOR THE FINANCIAL YEAR ENDED 30 June 2004

This siatement outlings the main corporate governance practices in place throughout the financial year, which comply with the ASX Corporate
Governance Council recommendations, unltess otherwise stated.

BOARD OF DIRECTORS
Role of the Board
The board's primary role is the protection and enhancement of long-term shareholder value.

To fulfi this role the board is responsible for the overali corporate governance of the consolidated entify including formulating ifs strategic direction,
approving and monitoring capital expenditure, sefting remuneration, appointing, removing and creating succession policies for directors and senior
execuiives, esfablishing and monitoring the achievement of management's goals and ensuring the integrity of internal confrol and management
information systems. |t is afso responsible for approving and monitoring financiat and ofther reporting.  The funclions resesved o the board and
those delegated fo senior management have nof, at the date of this report, been formally documented.

The board has delegated responsibility for operation and administration of the company {o the Execufive Chairman and execufive management,
Board Processas

The board has established a framework for the management of the consolidated enfity including & system of internal control, a8 business risk
management process and appropriate ethical standards.

The full board schedules meefings, including strategy meetings and any exiraordinary meefings, as necessary fo address any specific significant
matters that may arise,

The agenda for meetings is prepared in conjunction with the Chairman and Company Secretary. Standing items include the Chaisman’s report,
financial reports, strategic matiers, governance and compliance. Submissions are clrculated in advance. Executives are regularly involved in
board discussions and directors have other opportunifies, including visiis to business operations, for contact with a wider group of employees.

The consolidate entily is not currently considered fo be of a size, nor are its affairs of such complexity to justify the establishment of separate board
committees, including & Nomination Commitiee, Remuneration Committee and an Audit Commites.  Accordingly, all matiers that may be
considered by such committees are dealt with by the full board. Nevertheless, the board may from time fo fime form commitiess that if considers
appropriate fo assist in carrying oul its respansibilities to shareholders. Details of the board's procedures in respect to each of these areas are
further oullined within the Corporate Governance Statement below - see Nomination of new direcfors, Remuneration of disecfors and Aodit
functions respectively.

Director education

The consolidated enfity educates new directors about the nalure of the business, current issues, the corporate sirategy and the expectations of the
consolidated enfity conceming perdormance of direcors.  Directors also have the opportunify fo visit consolidated entity faciiities and meet with
management to gain a better undersianding of business operations. Directors are given access fo continuing education opportunities fo update and
enhance their skills and knowledge.

Independent professional advice and access to company information

Each director has the right of access fo aHl refevant company information and to the company's execufives and, sublect fo prior consudtation with the
Chairman, may seek independent professional advice from a suitably qualified adviser at the company’s expense. The director must consul! with
an advisor suitably qualified in the relevan! field, and obtain the Chairman’s approvat of the fee payable for the advice before proceseding with the
consultation. A copy of the advice received by the director is made available to all other members of e board,

Composition of the board
The names of the directors of the company in office &t the date of this report are sef out in the Directors’ report on page 6 of this report.
The composiion of the board is determined using the following principles:

« A minimum of three directors, with broad range of expertise both nationally and internationally

« A majority of directors having extensive knowledge of the consclidated group’s industries, and those which do not, have extensive expestise in
significant aspects of auditing and financial reporting, or risk management of large companies

« A majority of independent non-executive directors. The board currenfly comprises three independent non-executive direciors

«  Directors are re-elected every three years {except for the Executive Chalrman and Chief Execufive Officer {South Africa)).

Board members have significant expertise in public companies, along with extensive experience in the mining industry. The directors consider that
the current number of non-executive board members is appropriate for the effective execution of the board's responsibilities, withou! the need to
appoint an independent Chairman. The directors consider that, given the size and stage of development of the Company, to effectively execule the
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board's responsibilities # is appropriate that the Chairman is afso the Chief Executive Officer.  The Directors periodically monitor the
appropriateness of the comgosition of the Board.

Nomination of new directors

The board considers that a formally consfituted Nomination Committee is not appropriate as the board, as part of its usual role, oversees the
appointment and induction process for directors, and the selection, appoiniment and succession planning process of the company's executive
officers. The board considers the appropriate skifl mix, personal qualifies, expertise and diversity of each posifion. When a vacancy exists or there
is a need for particutar skifls, the board determines the selection criteria based on the skills deemed necessary. The board identifies potential
candidates and may take advice from an exiernal consuitant. The board then appoints the most suitable candidate. Board candidates must stand
for election at the next general meeting of sharehciders.

The Chairman of the board confinually reviews the effectiveness of the board, individual directors, and senior executives. The ofther directors have
an opporiunily to confribute to the review process. The reviews generate recommendalions to the board, which voles on them. Direclors
displaying unsatisfactory performance are requested 1o refirs.

Remuneration of directors

The board considers that a formally consfitufed Remuneration Commitise is not appropriate as the board, as part of its usual role, oversees the
appointment and remuneration of direciors and the company’s execulive officers. The role of the board also includes responsibiliy for share option
schemes, superannuation entlements, refirement and fermination enfitlements, fringe benefit policies, professional indemmity and lishility
insurance policies, and other terms of employment,

Remuneration levels are compefitively set fo affract and refain appropriately qualified and experienced directors and senior execufives. The board
may seek independent advice on the appropriateness of remuneration packages, given tends in comparative companies both locally and
infernationally. Remuneration packages include a mix of fixed remuneration, performance-based remuneration, and equity-based remuneration.
Non-executive directors do not recelve bonuses. Directors' fees cover all board related acivities.

The remuneration structures explained Delow are designed to affract sustably quaiified candidates, and fo affect the broader cutcome of maximising
the consolidated entity's return o sharshoiders. The remuneration structures take info account;

v Overall level of remuneration for each director and execufive.
« The exscutive's ability to control the pesformance of the refevant area.
v The amount of incentives within each executive’s remuneration,

Shares and opfions can only be issued 1o company direcfors pursuant to a resclulion at a general meefing of sharehoiders.
The board has no established retirement or redundancy schemes.

The boand meets af least annually, as required, usually on the anniversary date of each service agreement for the particular director andfor
execulive. Althe meetings, the particular direclor andfor executive will declare thelr inferest and not vote, as well as depari from the meeting, so as
net to be present whilst the issue is being discussed.

in the even! that share options are allotted to a director, the sllofment will be ratified at a general meeting of sharehoiders.
Audit functions

The consolidated entity is not currently considered to be of a size, nor is its affairs of such complexity o justify the establishment of a separate Audit
Committee. Whils the company does not have a formally consfitted Audif Commities, the board, as part of ifs usual role, undertakes audit related
responsibilifies including:

. Reviewing the annual and interim financial reports and other financial information distributed externally.  This includes approving new
accounting policies fo ensure compliance with Australian Accounting Standards and gensrally accepted accounting principles, and assessing
whether the financial information is adequats for sharehoiders needs

. Assessing corporate risk assessment processes

. Reviewing the company’s policies and procedures for convergence with Infernational Financlal Reporting Standards for reporting periods
beginning on 1 July 2005

. Assessing whether non-audit services provided by the external audifor are consistent with maintaining the external auditor's independence.
The external auditor provides an annual declaration of independence which is consistent with Professional Statement F.1 of the Code of
Professional Conduct as recognised by Australia’s professional accounting bodies

. Reviewing the nomination and performance of the external auditor. The external auditors were appointed on 31 Cctober 2001, The extemal
audit engagement partner was last rotated in 2003,

. Assessing the adeguacy of the internal control framework and the company's code of ethicat standards

. Monitoring the procedures to ensure compliance with the Corporations Act 2001 and the ASX Listing Rules and all other regulatary
requirements
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. Addressing any matiers cufstanding with auditors, Austratian Taxation Otfice, Ausfralian Securities and Investments Commission, Austratian
Stock Exchange (ASX) and financial instifetions.

The executive directors review the performance of the external auditors on an annuat basis and normally meet with them during the year fo;

. Discuss the external audif plans, identifying any significant changes in sinucture, operations, internal confrols or accounting policles likely fo
impact the financial statements and fo review the fees proposed for the audit work fo be performed
. Review the annual and hali-year reports prior fo lodgement with the ASX, and any significant adjustments required as a resuif of the audifor's
findings, and fo recommend board approval of these docoments, prior fo announcement of results
. Finafise annual and half-year reporting fo;
o Review the resulls and findings of the auditor, the adeguacy of accounting and financial confrols, and fo monitor the
implementation of any recommendations made
o Review the draft financial report and recommend board approval of the financial report
. As required, to organise, review and report on any special reviews or investigations deemed necessary by the board.

The board monitors the need fo form an Audit Commitiee on a periodic basts.

The Chalrman has dedlared to the board that the company's financial reports for the year ended 30 June 2004 present a frue and fair view, in all
material respects, of the company's financial condifion and operational results and are in accordance with relevani accounting standards.  This
statemnent is required annually.

RISK MANAGEMENT
Overview of the risk management system

The board adopts practices designed to identify significant areas of business risk and fo effectively manage those risks in accordance with the
consolidated enfity's risk profile.  This includes assessing, monitoring and managing operational, financial reporting, and compliance risks for the
consolidated entity. The Chairman and the appropriate persons responsible for preparing the financial report have declared, to the board, that the
financial reporting risk management and associated compliance and controis have been assessed and found to be operating efficiently and
effectively. The operational and other compliance risk management have also been assessed and found to be operating efficiently and effectively.
All risk assessments covered the whole financial year and the pesicd up to the signing of the annual financial report for all material operations i the
consolidated enfity.

Risk profile

The consolidated enfily is not currently considered to be of a size, nor is ifs affairs of such complexity to justify the estabiishment of a separate Risk
Management Commiltee. Instead, the board, as part of its usual role and through direct involvement in the management of the consoiidated
entity's operations ensures risks are idenfified, assessed and appropriately managed. Where necessary, the board draws on the expertise of
appropriate external consultants fo assist in dealing with or mitigating risk.

Maijor risks arise from such matters as actions by competitors, government policy changes, the impact of exchange rate movements on diamond
sates, difficulfies in sourcing goods and services, environment, nccupational health and safety, financlal reporting, and the purchase, development
and use of information systems.

Risk managemsnt and compliance and control

The board acknowledges that it is responsible for the overall infernal control framework, bet recognises that no cost effective infernal control system
will preciude all errors and irregularities. The board's internal confrol processes are comprehensive and comprise:

«  Operating unif controls — Operating units confirm compliance with financial confrols and procedures including information system controls.

«  Functional speciality reporting — Key areas subject to regutar reporting to the board inciude operations, safely, environmental, legal and
insurance matiers.

«  Invesiment appraisal - Guidelines for capital expenditure include annual budgets, detailed appraisal and review procedures and levels of
authority.

Practices have been established fo ensure:

. Capital expenditure and revenue commitments above a cerfaln size obtain prior board approval

. Financial exposures are controlled, including the potential use of derivatives

. Cecupational health and safely standards and management systems are monitored and reviewed fo achieve high siandards of performance
and compliance with regulations

Business fransactions are properly authorised and executed

The quality and infegrity of personnet (see befow)

Financial reporting accuracy and compliance with the financial reporting requlatory framework {see below)

Environmentat regulation compliance (see below).
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Quality and integrity of personnel

The consolidated entity conducts a comprehensive review of the ability and experience of potential employees prior to appoinfment.  Informal
appraisals are conducied regularly with continuous feedback and on the job monitoring and fraining for all empioyees. Formal appraisals are
conducted at least annually for all employees. Training and deveiopment and appropriate remuneration and incentives with regular performance
reviews creale an environment of co-operation and consiructive dialogue with empioyees and senior management.

Financial reporting

The Chairman has declared, fo the board that the company's financial reports are founded on a sound system of risk management and intemnal
compliance and confrol which implements the policies adopted by the board,

Monthly actuat resulis are reported against budgets approved by the direciors and revised forscasts for the year are prepared reguiasly.
Convergence with Internationat Financlal Reporting Standards (IFRS) is a key current financlal reporting project, and the board has esiablished
proceduses to ensure a smooth transition (o IFRS reporting, beginning with the half-vear ended 31 December 2005, One of the first tasks will be fo
prepare an opening statement of financial position, under IFRS, as at 1 July 2004 {24 months prior to the first IFRS financial year end), fo faciiitate
first year IFRS comparatives.

The broad IFRS convergence procedures will include:

. Identification of likely significant changes in accounting policies

. Calculation of the opening IFRS-based statement of financial position as al 24 months prior fo the first full IFRS year end {to facilifate first
year IFRS comparatives)

. Calculation of an IFRS-based statement of financial performance in the lead-up year fo the first full year of IFRS-based reporting, in addition
to the non-1FRS financial reporting, (1o faciliate firsf year IFRS comparatives)

. IFRS-only complete financial reporting in the first full year of IFRS financial reporting that commences from 1 January 2005 {for the
consoiidated entity this is the year ending 30 June 2008).

Environmental regulation
The consolidated entify's operations are subject io significant environmental regulation under both South African and International Law in relation to
its exploration and mining activiies. The company's exploration and mining activiies are concentrated on the wast coast of South Africa. The

consolidated entity has an Environmental Management Program in place for sach prospecting and mining permit.

The consolidated entity is commitied to achieving a high siandard of environmental performance. The board is responsible for the regular
monitoring of environmenta! exposures and compliance with environmental reguiations.

Compliance with the requiremenis of environmental regulations and with specific requirements of site environmental ficences was achieved across
all areas.

The board believes that the consolidated entity has adequate systems in place for the management of its environmental requirements and is not
aware of any breach of those environmental requirements as they apply to the consolidated entity.

Internal audit

The consolidated entity does not have a formally established infemal audit function. The board ensures compliance with the infernal controls and
risk management procedures previcusly menfioned.

Ethical standards

All directors, managers and employees are expected o act with the utmost integrity and objectivity, striving at all times to enhance the reputation
and perdormance of the consolidated enfity. Every employee has a nominated supervisor to whom they may refer issues arising from their
smployment,

Conflict of interest

Directors must keep the board advised, on an ongoing basis, of any interest that could potentially conflict with those of the consolidated enfity. The
board has developed procedures fo assist directors fo disclose potential conflicts of interest.

Where the board believes that a significant conflict exists for a director on a board matier, the director concerned does not receive the relevant
board papers and is not present at the meefing whilst the item s considered. Details of director related enfity transactions with the company and
consolidated enfity are set out in note 20.
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Code of conduct

The consolidated entity is not currently considered o be of a size, nor is ffs affairs of such complexity to justify the establishment of a documented
Code of Conduct. The consolidated entity has adopted certainy induction procedures to Inform newly appointed directors, managers and employges
of their rights and their duly to act with utmost integrity and objectivity.

Trading in consolidated entity securities by directors and employees

The Consfitution permits directors to acquire and dispose of securities in the Company. Company policy and the law prohibit directors from dealing
i securifies whilst in possession of price sensifive information. Directors must notify the Company Secretary once they have bought or sold
securities in the Company or exercised options over ordinary shares. In accordance with the provisions of the Corporations Act 2601 and the Listing
Rules of the Australlan Stock Exchange, the Company on behalf of the directors must advise the Ausfralian Stock Exchange of any transactions
conducted by them in shares and / or options of the Company.

Communication with shareholders

\Whilst the board has not formally documented the consolidated entify’s continuous disclosure procedures, the board, as part of ifs usust role,
provides shareholders with information using comprehensive continuous disclosure processes which includes identifying matters that may have a
material effect on the price of the company's securifies, notifying them to the ASX, posting them on the company’s website, and issuing media
releases.

in summary, the confinunus disclosure processes operate as fnflows:

. The Chairman and the Company Secrefary are responsible for ali communications with the ABX. Matters that may have an effect on the
price of the company’s securities are advised fo the ASX on the day they are discovered. Senior executives monitor ali areas of the
company's intemnat and external environment

. The full annual financial report is made available fo all shareholders and is ndged with the Aostralian Securifies and investments
Commission and the ASX. The fult annual financial report includes relevant information about the operations of the company during the year,
changes in the state of affalrs and details of future developments

. The hali-yearly report contains summarised financial information and a review of the operations of the company during the period. The half-
year reviewed financial report is lodged with the Australian Securiies and Investments Commission and the ASX, and sent fo any
shareholder who requesis it

. Proposed major changes in the company which may impact on share ownership rights are submitted fo a vote of shareholders

. All announcements made to the market, and related information (including information provided fo analysts and the media), are released o
the ASX and piaced on the company's website

. The full texts of notices of meetings and associaled explanatory material are placed on the company's website, afong with the results of such
meetings

. The exfernal audifor attends the Annual General Mseeting to answer any guestions conceming the audif and the content of the auditor's
repor

. All of the above information is made available on the company's website in a Emely manner.

The board encourages full participation of shargholders at the Annual General Mesting, fo ensure a high level of accountability and idenfification
with the consolidated entify’s strategy and goals. Important issues are presented fo the shareholders as single resoiutions.

The shareholders are requesfed io vote on the appointment and aggregate remuneration of direciors, the granfing of options and shares fo
directors and changes to the Constitufion. Copies of the Constifution are available to any shareholder who requests i



L}
Q. -~

»

P ’.. o Namakwa Diamond Company
-

) DIRECTORS' REPORT

FOR THE FINANCIAL YEAR ENDED 30 June 2004

The directors present their report fogether with the consolidated financial report for the year ended 30 June 2004 and the independent auditor’s
report therson,

BIRECTORS
The directors of the Company at any time during or since the end of the financial period were:

Karl M Simich, Executive Chairman {40 years}
B Comm, CA, ASIA

Appointed 12 January 1999, Mr Simich is responsible for the corporate, financial, marketing and day-fo-day affairs of the Company in Australia.
He has had considerable international business experience, {including in South Africa) and In the management and administration of publicly listed
companies. Mr Simich has had 17 years experience in publicly listed companies, specialising in resource finance and corporate management. Mr
Stmich is an executive director of Kimberley Diamond Company NL, a director of Blina Diamonds NL, a director of Tiger International Limited and
helds directorships in private companies, some of which have acted as underwriters to capital raisings by resousce companies. Me is a Charlered
Accountant and a member of Securities Instifute of Ausiralia, and has compieted post-graduate studies in business and finance.

John LG Firth, Executive Director, Chief Executive Officer {South Africa) (35 years)
B Agric. Admin, MBA

Appointed 12 January 1998 Mr Firth is responsible for the day-fo-day operations in South Alrica. He has had exiensive expesience In the
exploration, production and marketing of rough diamonds in various countries, including Angola, Bemocratic Republic of Congo, South Africa,
Namibia, and the ivory Coast. Mr Firth has a degree in agriculfure administration from the University of Stellenbosch, South Africa and a MBA from
the Thames Valley University in London, UK,

Peter D Banchin, Non-Executive Director (58 years)
B 8¢ {Hons), Pr.SciNat. - RSA

Appointed 1 November 2001, WMr Danchin has extensive experience in the exploration, mining and marketing of rough diamonds and has an
infimate knowledge of the Namaqualand and iKimberley areas of South Africa. Me has held senior technical and managerial posifions with the
Union Carbide Corporation of USA and the Anglo American Corporation of South Africa. He was also Group Managing Director - Operations with
the Trans Hex organisation, which is the second largest diamond producer i South Africa. Mr Danchin is the Managing Uireclor of Kimberley
Diamond Company NL. Mr Danchin has special responsibilities inciuding providing advice and managing certain aspects relafing to fechnical
issues, refations with the Department of Industry and Resources, environmentat mafters, black empowerment lizison and project generation. Mr
Danchin holds an honours degree in exploration geology from the University of Witwatersrand, Johannesburg,

John R Hutton, Non-Executive Director {38 years)

Appointed 12 January 1999, Mr Hution is Managing Director of Tiger International Limited in Western Ausfralia, a listed company researching
technologles and developing markets for the cultivation of fish and prawns. With a background in accounfing, Mr Hulton has experience in
merchant banking, budgeting, financial planning and tax related matters. He is a director of & number of successful privale companies involved in
the resources, pearfing and tourism indusfries and is closely involved in the management of a highly successful pear farm, producing Australian
South Sea Pearls.

Richard J Linnell, Hon-Executive Director (80 years}

Appointed 15 July 2003, Mr Linnell is a former senior executive with Billiton PLL and Samancor. As a recent non-execulive director of BHP Billiton
SA Lid, Mr Linnell was actively involved with BHP Billiton on special assignments relating to risk amelioration and risk management in the African
context. Me was an originator of the Bakubung Initiative, a forum designed to revive the South African mining industry that led fo the establishment
of the New Africa Mining Fund. Me has acted for the Company over the past year and played a key role in brokering the Company's Black
Economic Empowsrment (BEE) transaction.

DIRECTORS MEETINGS

The number of directors’ meetings held and number of meefings aftended by sach of the directors of the Company during their perind of office
within the financial year are:

Board Mestings

Director Number Held Number Atfended
K Simich 3 3
J Firth 3 3
P Danchin 3 3
J Hutton 3 2
R Linneli (appointed 15 July 2003) 3 3
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Due to its small size, scope and complexity, the Company does not have any formally appointed committees of directors (such as an audit or
remuneration commitiee).

NATURE OF OPERATIONS AND PRINCIPAL ACTIMITIES

The principal activities of the Company dusing the course of the financial year consisted of exploration, evaluation and development of the
Namakwa Diamond Project in South Africa.

REVIEW AND RESULTS OF OPERATIONS

The consolidated loss after tax attributable to members of the Company for the year ended 30 June 2004 was $1,613688 {2003; $956,957).
A detailed review of the Company's activities s confained in Section 1 of this Annual Report {see Review of Operations).

BIVIDENDS

The directors have nof recommended the declaration of a dividend. No dividends were paid or declared during the period.

STATE OF AFFAIRS

Significant changes in the siate of affairs of the consclidated enfity during the financiat period were as follows:

. O 10 October 2003, the Company raised $532,500 by issuing 3,550,000 ordinary shares and granted 1,775,600 options for $35,500
pursuant 1o a placement.

. As settlernent for advice provided by a director on the Black Economic Empowsment (BEE) fransaction, 656,000 shares were issued on 11
December 2003 af {alr value of $143,0060.

. At the Annual General Meeting of 26 November 2003, the shareholders approved the grant, for nif consideration, of 4,000,000 opfions fo the
directors; 200,400 to an employee of a company providing services o the Company and the grant of 5,006,000 options fo New Africa Mining
Fund {NAME),

. O 18 December 2003, 34,263,873 options were granted under a one for five rights issue for consideration of $0.02 per option and
3,500,000 options were granted for nil consideration.

. CGn 28 February 2604 the Company, by private placement, raised $2,400,000 through the issue of 8,600,000 ordinary shares and granted
4,000,000 oplions.

. As part of the BEE fransaction, New Alrica Mining Fund and Zaico Hoidings {Ply) Limited acquired a 38% interest in NDC Mining Company
{Pty} Lid, 2 wholly owned subsidiary of Namakwa Diamond Company NL, thereby reducing the Company's interest from 160% to 84%.
Refer to note 19 for full disclosure of the BEE transaction.

. Luring the course of the financial year, 2,172 848 options were exercised for $437 570 resulting in the issue of 2,172 548 shares.

EVENTS SUBSEQUENT TG BALANCE DATE

On 15 September 2004, the Company announced that it had commenced diamond production from iis mine operation on South Africa’s west coast
following completion of its $1.5 million plant and facilifies upgrade and removal of overburden and fopsoil for the first two mining blocks.

Subsequent to balance date 503,437 options have been exercised resulfing in the issue of 503,437 fully paid ordinary shares for $99,187.

HIKELY DEVELOPMENTS

On 15 September 2004, the consolidated entity commenced stage 1 open pif aliuvial diamond mining and processing operations on the Klipve
Karoo Kop 153 and Graauwduinen 152 tenements. Following a commissioning stage the consolidated entity will ramp up activily to a fargeted
85,000 carats per annum, based on an initlal resource of 411,000 carats. Over the next 12 months, the consolidated entity, using funds from mining
operations, pians to enter stage 2 of the exploration program. Stage 2 invalves exploring the remaining 97% of the tenements that are not covered
within the initial resource.

Further information about likely developments in the operations of the consolidated enfity and the expected results of those operations in fulure
financial years has nof been included in this report because disclosure of the information wouid be likely o resulf in unreasonable prejudice to the
consolidated enfity.

BIRECTORS’ AND SENIOR EXECUTIVES’ EMOLUMENTS

Remuneration Policy

The broad remuneration policy is to ensure the remuneration package properly reflects the person's dufies and responsibilifies, level of
pedormance, and that remuneration is competfitive in attracting, retaining and motivating people of the highest qualify.
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BIRECTORS' REMUNERATION

Details of the nature and amounts of each major slement of the remuneration of each director of the Company and each of the four named officers
of the Company and the consolidated enfity are:

Base remuneration Super Options issued  Other payments Total
and directors’ fees corntributions i)
$ $ $ $ $

Director
K Simich (i} - 62,090 86,000 152,050
J Firth 51,307 - 82,096 - 113,397
P Danchin 20,600 2,064 48,568 - 88,572
J Hutton 240600 2180 31,045 - 57,205
R Linnel} 38,820 - 48 568 - 83,188

Eurther detalls of the remuneration of directors are set out in note 20 of the Financial Statements.

{i} The notional fair value of options, being $0.103 per option, has been calculated as af the grant date based upon the Black
Scholes opion-pricing modef using an exercise price of $0.20, a share price of $0.235 at grant date, a volatility of 56% and a
discount of 46% fo reflect that the options are nof listed. The grant date is the date the options were approved by the
shareholders. This model provides a theorelical value of the options with a high voiatility resulting in a higher option price. The
value disclosed above is no! what has been realised and the opfions may ultimately resulf in more, less or no value being
realised.

{i) Mr Simich is a director associated with Resource Development Company Pty Lid (RDC). Other payments were made fo RDC
for RDC providing advice on corporate, financial and other commercial matters. Refer Note 20 for further defalls,

Other than the executive directors, the Company had no executive officers during the period.
Options issued fo directors and execufives during the financial year are disclosed in note 20.
OPTIONS GRANTED TO DIRECTORS AND SEMIOR EXECUTIVES

Refer to note 20 for details of movements in opfions held during the financial year.
DIRECTORS' INTERESTS

The relevant inferest of each director in the share capital of the Company (as nofified by the directors to the Ausfralian Stock Exchange in
accordance with $205G(1) of the Corporations Act 2001}, at the date of this report is as follows:

Ordinary shares Options
¥ Simich (i} 9,254 191 7,131,779
J Firth 1067817 2,880,533
J Hutton 1,400,150 1.966,318
¥ Danchin (i) 1,553,000 1,750,060
R Linnel} 650,000 750,000

{i} Includes 1,553,000 shares held by Kimberley Diamond Company ML of which Mssrs Simich and Danchin are directors.
UNISSUED SHARES UNDER CPTION

At the date of this report unissued ordinary shares of the Company under opfion are:;

Expiry date Number of options Exercise price Type

$
31 December 2604 585,00C .25 Unlisted - employee
31 December 2005 915000 .15 Unlisted - employes
30 September 2066 58,457 687 0.2G Unlisted
31 December 2008 1,115,606 .36 Unlisted - employee

These oplions do not entifle the holder fo participate in any share issue of the Company or any ofher body corporate.

During the course of the financial vear, 2,172,848 opfions were exercised and since the end of the financial year 503,437 options were exercised in
exchange for 2,676,285 ordinary shares in the Company.
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FOR THE FINANCIAL YEAR ENDED 30 June 2004

INDEMNIFICATION AND INSURANCE OF OFFICERS AND AUDITORS
The Company has entered info deeds of indemnity and access ("Deeds”) with each of ifs Directors and the Company Secretary.

Under these Deeds, the Company indemnifies sach director or officer to the maximum extent permitted by the Corporations Act 2001 from lishifity
to third parties (unless the liability arises out of conduct involving lack of good faith), and in successfully defending legal and adminisirative
proceedings and applications for such proceedings. The Company must use its best endeavours to insure a director or officer against any Hability,
which does nof arise oul of a conduct constifufing a wilful breach of duty or a contravention of the Corporations Act 2004, The Company must also
use its best endeavour fo insure a director or officer against liability for costs and expenses incurred in defending proceedings whether civil or
criminal.

The consolidated entlly has not provided any insurance or indemnity for the auditor of the Company of any related body corporate.
ENVIRONMENTAL REGULATIONS

The consolidated entity's exploration and mining activifies are subject to South African Mining Laws. Mining and exploration is an industry thal has
become subject to increasing environmental responsibility and liability. Given the environmental sensitivity of the west coast region of South Africa,
the Company conducts its activities in a professional and environmentally conscious manner and in accordance with applicable laws and permit

requirements.

The Company has an Environmentat Management Program in place for each prospecting and mining permit and is unaware of any breaches of any
environmental laws.

CORPORATE GOVERNANCE

in recognising the need for the highest standards of comorate behaviour and accountability, the directors support and have adhered o the
principles of corporate governance. The Company's comporale governance statement is contained in this section of the Annual Report (see
Corporate Governance Stafement),

INSURANCE PREMIUMS

Since the end of the previous financlal year, the Company has paid insurance premiums of 326,780 in respect of directors and officers liability and
legal expenses, insurance contracts for current directors including executive officess of the Company and directors, executive officers and

secretaries of ifs confrolled endifies.

Signed in accordance with a resoiution of the directors.

K M SIMICH
CHAIRMAN

Datad this 29th day of September 2004
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CONSOLIDATED STATEMENTS OF FINANCIAL PERFORMANCE
For THE FINaNCIAL YEAR ENDED 30 Jung 2004
Consolidafed Company
Nete 2004 2063 2004 2003
3 $ 3 $
Other revenue from ordinary activifies 4 77,730 55,757 435,118 348,726
Totat revenue from ordinary activities 77,730 65,757 435118 348,728
Administration, corporate, overhead and indirect expendifure {1,625,059) {842,035} {887,712 {656,572)
Provision for non-recovery of controlled entity nan - - {1,160,266) {554,728}
Borowing costs 5 - {12,381} - {12,391)
Cther expenses from ordinary activiies (66,358} {118,288) (60,828} {82,902}
L.oss from ordinary activities before related income tax expense 5  {1513,888) {958,957} {1613,688) {956,957}
Income tax expense relating fo ordinary aclivities B - - - -
Nei loss atributable fo members of the parent enity {1613,688) {958,957} {1,613,688) {856,957}
Basic loss per share 8 $0.019 $0.015
Diluted loss per share 8§ $0.018 $0.015

The statements of financial pedormance are o be read in conjunclion with the accompanying notes.
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Cerent assefs
{ash assels
Receivables

Total current assels

Non-current assets
Receivables

Property, plant and eguipment
Exploration, evaluation and development

Total non-current assefs
Total assets

Cerrent liabilifiles
Payables
Provigions

Total current liabilifies

Non-curent liabilities
Cther Habilities
Total non-cusrent Habilities

Total liabilities
Net agsefs

Equity
Contributed equity
Reserves
Accumutated losses
Total equity

Namakwa Diamond Company

MNote

10
|
12

13
14

18

18
18

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

FOR THE FINANCIAL YEAR ENDED 30 June 2004

Consolidated Company
2004 2003 2004 2003
$ $ § $
3,585,711 479572 2,798,010 54,604
180,948 79,168 5,865 15,459
3,736,859 58,728 2,801.878 85,463
589,873 - 8,773,703 8,765,483
2,488 251 1,529,152 12478 12,100
8,152,788 5214728 - -
11,228,812 8,743,880 8,786,182 8,777,563
14,965,571 7 302,808 9,588,061 8,847,028
928,960 560,168 164,201 160,797
84,750 55,214 - -
1,023,750 816,379 164,201 160,797
4517861
4517861
5,541,711 816,379 164,201 160,797
9,423,860 6,686,229 8,423,860 8,686,228
14,144 571 10,649,434 14,144,571 10,645,434
858,182 44 555 858,182 44 895
(5,576,853 {4,067 860 (5,576,893} (4,607,500}
9,423,850 6,686,229 4,423,860 8,686,228

The statements of financial position are fo be read in conjunction with the accompanying notes.
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Cash #lows from operating activities
Cash payments in the course of operations
Interest received
Net cash outfiow from operating activities 23a}

Cash flows from investing acfivities
Payments for exploration, evaluation and development
Receipts recovered during the exploration phase
Payment for environmental bond
Payments for property, plant and equipment
Proceeds from sale of property, plant and squipment
Net cash outflow from investing aclivities

Cash flows from financing activiies

Proceeds from issue of shares

Proceeds from issus of oplions

Payments for share issue expenses

Proceeds from borrowings

L.oan to confrolled entity

Loan from director related entity

Repayment of loan from director related enbity
Net cash inflow/ outfiow) from financing acfivities

Met increase / (decrease} in cash held
Cash at the beginning of the year
Cash at the end of the year g

The statements of cash flows are o be read in conjuncfion with the accompanying notes.

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

Consolidated Company
2004 2003 2004 2003
3 $ 3 3
{1,180,795) (632,427} (788,339 (803,797}
72,199 30,480 48,224 19,480
{1,108,598) (601,867 (742,115} (584,317
(2,938,060 (2,912,124} -

- B71,473 - -
{689,873 - - -
(1,019,143 (223,749} {4,587} (7.898)
5,531 35,297 - -
(4,541,645 (2,429,103} {4,587} {7 898
3370670 1,507,500 3,370,670 1,507 506
886,879 - 886,879 -
{48,630} {98,519} {48,630} (98,519
4,517 561 400,600 - 400,600
- - (719811 (2,599,651}
800,000 - 800,000 -
{800,000 - {800,000 -
8,728,280 1,808,581 3,488,708 (790,670
3,678,139 (1,222,089} 2,742,608 (1,382,085}
479,572 1,704,661 54,604 1,438,089
3,555,711 474,572 2,798.010 54504

12
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) NOTES TG AND FORMING PART OF THE FINANCIAL STATEMENTS
FoRr THE FINANCIAL YEAR ENDED 30 JUnE 2004
1 STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

(b}

The significant accounting policies that have been adopted in the preparation of this financial report are:
Basis of preparation

The financial report is a general-purpose financial report that has been prepared in accordance with Accounting Standards, Urgent lssues
Group Consensus Views, other authoritative pronouncements of the Australian Accounting Standards Board and the Corporations Act
2001,

It has been prepared on the basis of hisforical costs and except where stated, does not fake info account changing money values or falr
values of assets.

These accounting policies have been consistently applied by sach entity in the consolidated entity and, except where there is a change in
accounfing policy as set ouf in note 2, are consistent with those of the previous year,

Financial position

The financial report has been prepared on the going concern basis that contemplates the continuity of normal business activiies and the
reatisation of assets and extinguishment of lisbiliies in the ordinary course of business. For the year ended 30 June 2004, the
consofidated entity recorded a loss of $1,613,688 (2003: $956,957). At 30 June 2004, the consciidated entity had a net working capital
surplus of $2,712,909 (2603; $57 851 deficit).

Subsequent to balance date the consolidated enfity has confinued fo expend funds on capital expenditure relating fo construction and
preproduction costs of the Stage 1 production facility. This has further reduced working capital. Stage 1 Mining Operations commenced in
September 2004

The cash flow forecast of the consdidated entify anficipates a net cash flow surplus in the 12 months to 30 June 2005, The cash flow
forecast is dependent upon the ability of the consolidated entity fo achieve its targets and iny particular diamond production, diamond prices,
anficipated operating cosis and estimated foreign exchange rate on Rand fo USS and Rand fo AS.

The board believes its cash flow forecasi is achievable. If the forecast fs nof achieved the group may need fo supplement its working
capitat with other funding opfions which the board believes are achievable. Accordingly, the going concern basis of preparation is
considered fo be appropriate.

Principles of consolidation

Conlrotied entiffes

The consolidated financial report incorporates the assets and liabilities of ail entities controlled by Namakwa Diamand Company NL {"the
Company”) as af 36 June 2004 and the results of all confroiled entities for that part of the period then ended that were controfled during the
pericd. Namakwa Diamond Company ML and its controlled entifies together are referred to in this financial report as the consolidated
enfity. Unrealised gains and loses and inter-entity batances resulting from transactions with or between confrofled enfifies are eliminated in
fulf on consolidation.

Revenus recognition

Revenues are recognised at fair value of the consideration received net of the amount of goods and services tax (GET) or value-added fax
{VAT) payabie to the taxation authorities.

Sale of goods

Revenues from the sale of production diamonds are recognised when control of the goods passes to the customer. Revenue from the sale
of diamonds recovered fhrough exploration and development aclivities are offset against exploration and development expenditure
incurred during the period.

interest revenus

Interest revenue s recognised as it accrues, taking into accoun! fhe effective yisld on the financial asset.

13
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» NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES {Continued)
Sale of non-current assels

The gross proceeds of non-current assef sales are included as revenue &t the date conirol of the assets passes fo the buyer, usually when
an unconditional confract of sale is signed.

The gain or loss on disposal is calculated as the difference between the carrying amount of the asse! at the time of disposal and the net
proceeds on disposal {inciuding incidentat costs).

Goods and services tax and value-added tax

Revenues, expenses and assels are recognised net of the amount of goods and services tax (GST) in Australia and vaiue-added tax
(VAT) in South Alrica, except where the amount of GBT or VAT incurred is no! recoverable from the taxation authority. In these
circumsiances, the GST or VAT is recognised as part of the cost of acquisition of the asset or as pari of the expense.

Recelvables and payables are siated with the amount of GST or VAT included.

Cash flows are included in the statement of cash flows on a gross basis. The GST or VAT components of cash flows arising from investing
and financing activities which are recoverable from, or payable fo, the taxation authorities are classified as operating cash flows.

Foreign currency
Transactions

Foreign currency fransactions are fransialed fo Ausfralian curency at the rates of exchange rdling af the dates of the transaciions.
Amounts receivable and payable in foreign currencies at balance date are translated at the rate of exchange ruling on that date.

Exchange differences relating to amounts payable and receivable in foreign cumencles are brought to account as exchange gains or losses
in the statement of financial performanse i the financial year in which the exchange rafes change.

Transiation of controlfed foreign entifies

The financial statements of foreign controlled enfiies that are integrated are transiated using the temporal method. Monetary assets and
lisbiiities are translated info Australian currency at rates of exchange current at balance date, while non-moneiary items and revenue and
expense lfems are transiated at exchange rates curent when the fransactions occurred. Exchange differences arising on translation are
brought to account in the statement of financial performance.

Borrowing costs

Borrowing costs inciude interest and sstablishment cosis on loans, trade credifors and finance lsases and are expensed as incurred.
income tax

The consolidated entify adopts the income statement liability method of 1ax effect accounting.

lncome tax benefif is calculated on the operating foss adjusted for permanent differences between taxable and accounting income. The
tax effect of timing differences, which arise from items being brought fo account in different pericds for income tax and accounting

purposes, is carmied forward in the statement of financlal position as a fufure income tax benefit or a provision for deferred income tax.

Future income tax benefits are not brought fo account uniess realisation of the asset is assured beyond reasonable doubf, or if relating fo
fax losses, when realisation is virfually cestain,

Tax Consofidation

The parent entify is the only Ausfralian company within the consolidated entify. Consequently, the consolidated entity is not affected by the
introduction of the Australian fax consolidation regime. Refer to note & for the consolidated entity's taxation balances.

14
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» NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Loss per share

Basic loss per share is calculated by dividing the nef loss atirbutable fo members of the parent entity for the reporfing perind by the
weighied average number of ordinary shares of the Company.

Diluted loss per share is calculated by dividing the net foss attributable to members of the parent entity for the reporting period by the
weighied average number of ordinary shares and dilutive options of the Company. Options are considered ditutive when the Company's
average share price for the reporting period exceeds the oplion exercise price and the loss per share is increased.

Acquisition of assets

Al assels acquired are inifially recorded af their cost of acquisifion af the date of acquisifion, being the fair vaiue of the consideration
provided plus incidental costs directly attributable to the acquisition.

When equity inslrumenis are issued as consideration, their market price at the date of acquisition is used as fair value, excepl where the
notional price at which they could be placed in the market is a belter indication of fair value. Transaction costs arising on the issue of
equity instruments are recognised directly in equity subject fo the extent of proceeds recelved, otherwise they are expensed.

Costs relating fo the acquisifion of new areas of interest are classified as exploration, evaluation and development expenditure or mine
propesties based on the sfage of development reached af the date of acquisition.

Use and revision of accounting estimates

The preparation of the financial report requires estimates and assumptions that affect the recognised amounts of assets, fiabiliies,
revenues and expenses and the disclosure of confingent liabilities. The estimates and associated assumptions are based on historical
experience and various other facfors that are believed to be reasonable under the circumsiances, the resulfs of which form the basis of
making the judgements about varying values of assets and liabilities that are nof readily apparent from other sources. Acfual resuits may
differ from these circumstances.

The estimates and underlying assumpiions are reviewed on an ongoing basis. Revisions fo accounting esimales are recognised in the
period in which the estimate is revised ¥ the revision affects only thal period, or in the period of the revision and fulure periods if the
revision atfects both current and future periods.

Receivables

Recelvables are carried at normal amounis dus. The collectibility of debts is assessed at reporting date and specific provision is made for
any doubtful accounts.

Investments

Investments in controlled entities are carrled in the Company's financial slatements at the lower of cost and recoversble amount.
Conirolled entifies are consolidated as set out in note 19.

{ eased agseis

Leases under which the consolidated enfity assumes substantially &l the risks and benefits of cwnership are classified as finance leases.
Other lnases are classifled as operating leases.

Operating leases

Paymenis made under operating leases are expensed on a straight-ine basis over the ferm of the lease, except where an altemative basis
is more representative of the pattern of benefits fo be derived from the leased property.

Exploration, evaluation and development expenditure
Exploration and evafuation

Exploration and evaluation expendifure incurred by, or on behalf of, the consolidated entity are accumuiated separately for each separate
area of inferest,

Exploration and evaluation costs are carried forward where right of tenure of the area of inferest is current and they are expecied to be
recouped through the sale or successful development and commercial exploilation of the area of inferest, or, where exploration and
evaluation activities in the area have nof yef reached a stage that permits reasonable assessment of the existence of economically
recoverable reserves in, of relating fo, the area are continuing.

15
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» NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

Exploration, evaluation and development expenditure (Continued)

A reguiar review is undertaken of each area of interest fo determine the appropriateness of confinuing to camry forwerd expenditure in
relation fo that area of inferest. When an area of interest is abandoned or the directors decide that It s not commercially viable, any
accurmulated costs in respect of that area are written off in the financial perind the decision is made.

Dsvslopment

Development costs incurred in preparing the mine for production are carred forward fo the extent that these costs are expected fo be
recouped through the successiul exploitation of the Company's mining lease. Development costs will be amortised upon commencement
of commercial production. Amorlisation will be charged over the economic life of the mine based upon the geological ore reserves and

resolrces expected to be freated.

Costs relating fo the removal of waste af the open pit mine wili be carried forward fo be charged against future production based on the
waste to ore ratio over the economic Hie of the mine.

Recoverable amount of non-current assets valued on the cost basis

The carying amounts of non-current assets valued on the cost basis, other than exploration and evaluation expendifure carried forward
{see note 1(o)), are reviewed fo determine whether they are iny excess of their recoverable amount at reporting date. If the carrying amount
of a non-curren! asset exceeds its recoverable amouni, the asset is written down to the lower amount. The write-down s expensed in the
reporting period i which it occurs,

Where a group of assets working fogether supporis the generation of cash inflows, recoverable amount is assessed in relation {o that
group of assets.

Iy assessing recoverable amounts of non-current assels, the relevant cash flows have nof been discounted fo thelr present value.
Depreciation
lterms of properly, plant and equipment are depreciated using the siraight-ine method over thelr estimated uselul lives, faking into account
estimated residual values. Depreciation rates and methods are reviewed annually for appropriateness.  When changes are made,
adjustmenis are reflected prospectively in current and future periods only.
The depreciation rates used for each class of assef are as follows:
2004 2003
Property. plant and equipment
Plant and equipment 20% - 46% 20% - 46%

Assets are depreciated from the date of acquisition or from the time an assef is completed and held ready for use. Depreciation charges
are expensed, except to the extent that they are included in the carrying amount of carrled forward exploration expenditure.

Payables

Liabilities are recognised for amounts to be paid in the fulure for goods and services recelved, whether or not billed fo the Company.
Trade liabilties are normally seffied in accordance with the ferms of the relevant supplier, which is usually 3G days.

Employee benefits

Wages, salaries and annual leave

Liabilities for employee benefits for wages salaries and annual leave expecied 1o be setiied within 12 months of the year-end represent
present obligafions resulfing from employees' services provided to reporting dafe, calculated af undiscounted amounis based on

remuneration wage and salary rates that the consolidated entity expects to pay as al reporting date including related on-costs, such as,
workers compensation and payroll tax.

16
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1 STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

®

{u)

Employes share and option plans

Where shares or options are issued to employees, including divectors, as remuneration for past services, the difference between fair value
of the shares or options issued and the consideration received, if any, from the employee is expensed. The falr value of the shares or
opfions issued is recorded in confributed equity.

Other shares or oplions issued 1o employees, including directors, are recorded in confribufed equity and the opfion premium reserve
respectively at the falr value of consideration received, if any. Transaction costs associated with issuing shares and opfions are
recognised in equity subject fo the extent of the proceeds received, otherwise they are expensed. Gther adminisfrafive costs are
expensed.

Superannuation plans

The Company and its controlied enfifies contribute {o several defined confribufion superannuation plans. Contribufions are recognised as
an expense as they are made.

Equity - ordinary shares

QOrdinary share capital Is recognised at the amount paid up, adjusted for any discount af the date of issue. Details of shares issued are set
out in note 18,

Currency

All amounts are stated in Ausfralian doliars uniess otherwise stated. Ofher amounts siated in the accounts are South African Rand
{amounts are prefixed R) and American dollars {amounts are prefived USS).

CHANGES [N ACCOUNTING POLICIES

There have been no changes in accounfing policies.

SEGMENT INFORMATION

The Company is principally engaged in exploration for diamonds and development of a diamond mining operation in South Africa. The
consolidated entity maintains an adminisfrative office in Westerny Australia solely to support and promote the exploration and development
in South Africa and, consequently, this office is nof considered an individual business or geographical segment.

Consolidated Parent Enfity
2004 2063 2004 2003
$ $ 3 $

REVENUE FROM ORDINARY ACTIVITIES
Other revenues:
From operating activities

Interest received - other persons 72,188 30,466 46,224 19,480

Management Feel) - - 388,804 329,248
From oulside operating aclivifies

Proceeds from sale of plant and equipment 5,531 35,297 - -

Total other revenues 77,730 65,757 435118 348,726
Total revenue from ordinary activifies 77,730 85,757 435,118 348,725

® Management fee represents a charge by the parent entity for the
provision of specified management administration, financial
and other designated services to the South African subsidiary,
Namakwa Investment Holdings {SA) {Pty} Lid,

17
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» NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

Consolidated Parent Entity
2004 2003 2004 2003
3 $ 3 $
LOSS FROM ORDINARY ACTIVITIES BEFORE INCOME TAX
Operating loss before income tax has been arrived at after
charginglicrediting) the following items:
Depreciation of exploration plant and equipment 18,820 14,597 4,208 3317
Depreciation capitalised to exploration {11,704} {11,280) - -
Total depreciation expense 7,418 3317 4,208 3317
Foreign currency franslation inss 365,658 56,212 - -
Net loss/gain) on disposal of plant and equipment 37,893 {4,861 - 253
Operating lease rental expense 8B 1,341 - -
Provision for employee benefits 5,308 35,320 - -
interest expense - 12,39 - 12,391
TAXATION

No income tax has been provided in the financial slatements as the consolidated enfity incumed an operating loss and has neither income
{ax expense nor taxabls income for the year,

As at 30 June 2004, the parent enfity has estimated carried forward fax losses of $1,456,791 (2003: $542 388). The overseas fax losses

of the controlied entifies not brought fo account is estimated at $2,087.853 (2003 $1,.803,189). The benefit of these losses is not being

brought to account, as realisation is not certain. The benelif will only be obtained if:

3 the consolidaled entity derives future assessable income of a nature and of an amount sufficien! to enable the benefit from the
deduction for the losses fo be realised;

il the consolidated enfity continues fo comply with the condiions for deductibiity imposed by the Law;

{it. no changes in fax legislation adversely affect the consolidaled entity in realising the benefif from the deduction for the losses; and

Cverseas tax losses do not include a possible aliowance Tor capital, exploration and evaluation expenditure.

Consolidated Parent Enfity
2004 2003 2004 2003
$ $ 3 $

AUDITOR’S REMUNERATION
Audit services:

Auditors of the Company - KPMG 5,282 $3.623 27,138 22,924
Other services:!

Buditors of the Company - KPMG 7,795 12,758 - -

73078 76,381 27,136 22,924

LOSS PER SHARE

3 The basic loss per share for the year ended 30 June 2004 was $0.019 {2003; $0.015).
i The weighted average number of ordinary shares on issue used in the calculation of basic samings per share for the year ended
30 June 2004 was 86,762,439 (2003 B3,387,898).

The Company's potential ordinary shares are not considered dilufive and accordingly diluted earnings per share are the same as basic
eamings per share.
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¢ CASH ASSETS

Carrent
Cash at bank
Bank commercial bills

16 RECEIVABLES

Cusrrent
Prepayments
Indirect and payrol taxes
Environmental bond
Ciher

MNon-Current
Environmentat bond
Loans to controlled enfities
Provision for non-recovery of koan

The ultimate recoverabiiity of loans to controlled entifies is
dependent upon successful development and commercial
exploitation or alternatively, the sale of respective areas of
interest held by those controiled enfifies.

Loans fo controlied enfities are subordinated against the
frade credifors of the controlied entities.

11 PROPERTY, PLANT AND EQUIPMENT

Non-Current
Plant and equipment - at cost
Accumulated depreciation

Reconciliation
A reconciliation of the carrying amounts for each class of
propesty, plant and eguipment is sef cut below,

Plant and equipment
Carrying amount af the beginning of year
Additions
Disposals
{Depreciation
Carrying amount at the end of year

NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

Consolidated Parent Enfity
2004 2003 2004 2003
$ $ 3 $
1,232,769 479,572 473,068 54,604
2,322,842 2,322,942 -
3,586,711 479,572 2,798,010 54,604
93,087 - - -
71,468 15,459 5,869 15,459
- 49,239 - -
16,443 14,468 - -
180,948 79,158 5,869 15,459
584,873 - - -
- - 6,852,308 8 743,862
- - {3.078,805) (1,578,338}
584,873 - 8,773,703 6,765.463
2,532,668 1,556,148 21,313 16,725
{45815 {28,998} {8,834} {4,625
2,488,251 1,528,162 12,479 12160
1,529,152 12,160
1,019,143 4 587
{43,224 -
18,8209 {4,208}
2,488,251 12,479
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EXPLORATION, EVALUATION AND DEVELOPMENT

Costs carried forward in respect of areas of interest in the
exploration, evaluation and development phase

Reconciliation

A seconcliation of the carvied forward amount is sef out
below.

Carrying amount at the beginning of the year
Expendifure during the period

Exploration acquired through the issue of shares
Revenue from the sale of rough diamonds

recovered from exploration activifies

Carrying amouni at the end of the year

The ulimale recovery of mineral exploration expenditure carried
forward is primarily dependent upon successful development and
commercial exploifafion or, altematively, the sale of the

respective areas of inferest.

PAYABLES

Current
Trade credifors and accruals

PROVISIONS

Current
Employee benefifs

OTHER LIABILITIES

Non-Current
New Africa Mining Fund foan

Refer fo note 19 for full disclosure of the Black Economic Empowerment fransaction that included the ioan noted above.

CONTRIBUTED EQUITY
{a} Issued and paid up capital

§5,064,374 (2003: 80,681 528} ordinary fully paid shares

NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

Consolidated Parent Entity
2004 2003 2004 2003
$ 3 3 $
8,152,788 5,214,728
5214728 2,948 077
2,938,060 2912124
- 26,000
- {671,473 - -
8,152,788 5,214,728 -
928,560 560,165 164,201 180,797
84,790 56,214
4,517,861

14,144,571

10,840,434
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16 CONTRIBUTED EQUITY (Continued)

2004 2003
No. of shares $ No. of shares $
{b} Movement in issued capital
Balance at beginning of financial year 80,581,525 10,849,434 56,560,227 8802082
Ordinary shares issued.
lssese pursuant to a placement at 15 cents per share 3,650,000 532,500
lsstse to a director at 22 cents per share 650,000 143,000
Exercise of opfions for ordinary shares at 20 cents per share 2,112,848 422,570
Exercise of opfions for ordinary shares af 25 cents per share 80,000 15,000
lssiee pursuant to a placement at 30 cents per share 8,000,000 2,400,000 -
lssue pursuant to a Waiver and Termination Agreernent for i i 200,000 26,000
the acquisition of explorafion interests at 13 cenis per share
Issue at 10 cenfs per share - - 8,250,000 825,000
lssee at 7 cents per share - - S 756,000 582,560
lssue following conversion of koan funds {including inferest] to
equity in accordance with the Memorandum of Loans at 7 - - 5891 204 412,331
cenis per share
Transter from oplion premium resesve - 30,897 -
Share issue expenses - {48,630} - {85,519
85,084,374 14,144,571 80,581,526 10,549 434

Terms and conditions

Holders of ordinary shares are enfiffed fo receive dividends as declared from time fo time and are enfilled to one vote per share at
shareholders' meetings.

Iy the event of winding up the Company, ordinary shareholders rank after ali other shareholders and creditors and are fully entifled to any
proceeds of iquidation.,

, Parent Enlity Parent Lntify
{c} Options over shares 2004 2003
No. of options Bxercise No. of options Exercise
Exercise Uate - oiop price - OTop price
§ §
On or pefore 31 July 2603 {i) - - 25,592 867 0.40
On or pefore 31 December 2004 (i} 585,006 0.25 830,000 0.25
On or before 31 December 2005 {iii} 545,000 (.15 890,000 0.15
On or pefore 30 September 2008 (iv) 58,531,124 0.20 - -
On or before 31 December 2006 {v} 1,115,606 0.30 - -
{d) Movement in options over shares
The following options over ordinary shares were issued or lapsed during the year,
fi Al 31 July 2003 options iapsed.
fil 185,006 of the 31 December 2004 opfions lapsed and 80,000 oplions were exercised.
{iil} 45,000 of the 31 December 2005 options Tapsed.
fiv} During the year, fo raise working capital, the Company issued 51,043,972 unlisted options expiring 30 September 2008 as

foltows:

« 1,775,000 opfions issued 1 October 2003 for $6.02 consideration per option;

o 8200000 options granted 11 December 2603 for nil consideration of which 4,606,006 were granted o directors of
the Company, 200,000 fo an emplovee of a company providing services to the Company and 5,000,000 were
granted o New Africa Mining Fund,

« 34,263,873 options were issued on 16 December 2003 under a rights issue with one option for every five shares
heid for $0.02 consideration per option. Of this 2,143,529 aptions were allotied fo directors of the Company;

« 8,305,095 options were issued io direcfors of the Company on 16 December 2003 for 30.02 consideration per
opiion;

+ 3500000 opfions granted 16 December 2003 for nil consideration to various consuifants, advisors and brokers.

« 49000000 options granted 26 February 2004 for nil consideration pursuant 1o a placement.

o 2112848 of the 61,043,972 unlisted oplions expiring 30 September 2006 were exercised into ordinary shares
during the course of the year injecting $422,570 info the Company.

fv) Pursuant to the Company's Employee Option Plan, the Company granted 1,115,000 unlisted opfions expiring 31 December
2065 to varlous employees and contractors for nil consideration. The options were issued effective from 1 January 2604 and
the exercisable interest of such oplions is subject 1o a period of confinucus employment or engagement with the Company.
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ACCUMULATED LOSSES

Accumuiated toss at the beginning of the year

Net loss sitributable fo members of the parent entity
Expiry of oplions transierred from opfion premium reserve
Accumuiated foss at the end of the year

RESERVES
Option premium reserve

Movements during the year
Balance at beginning of year
Expiry of options fransferred fo accomulated losses
Exercise of opfions fransferred to share capital
lssue of 44,343 972 options at 2 cenis each
Balance at end of year

Nature and purpose of reserve

The option premium reserve arose ugon the granting of
opfions for consideration. The reserve is reduced io the exfent
that options are exercised by their expiry date or forfeited.

PARTICULARS IN RELATION TO CONTROLLED ENTITIES
Mama

Parent entity
Namakwa Diamond Company NL
Confrolled enfities
Namalowa Investment Holdings {SA) {Ply) Lid
NDC Mining Company {Ply) Lid
Rency {Pty) Lid
Geelwal Karoo Diamante (Piy) Lid
Namakwa West Coasi Holdings (Ply) Lid

Black Economic Empowerment Transaction

NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

Consolidated Parent Enfity
2004 2003 2004 2003
$ $ 3 $
{4,007 500 (3,050,943} (4,007,800} {3.050,5943)
{1.613,888) {956 957} (1,613,688} {955,957}
44,555 - 44,895 -
{5.576,883) {4,067 9003 (5,576,893} {4,007 800
856,182 44,695 856,182 44,895
44 645 44,695 44 845 44 885
{44 895) - {44,695) -
{30,897} {30,697 -
886.87% - 888,879 -
856,182 44,885 858,182 44,895
Abbrav . Gountry {.)f Inferest
incorporation
2004 2003
NDC
NIH South Africa 160% 160%
NDCM Sauth Africa 54% 100%
Rency South Alrica 84% 1060%
Geelwal South Africa 54% 160%
NWCH Sauth Africa 100% 100%

G 17 Oclober 2003 the South African subsidiaries of Mamakwa Diamond Company NL entered into a Black Economic Empowerment (BEE)
transaction in accordance with South Africa's broad based Socio-Economic Empowerment Charter,

The BEE transaction was sffecied by a shareholders agreement between NOC, its subsidiaries NIM and NDCM, New Africa Mining Fund
{NAMF) and Zaico Holdings Pty Limited {Zaico). The agreement resulted in a dilution of NDC's effective inferest in NDCM and the
formalisation of how funds advanced by the shareholders be freated.

Transfer of subsidiaries

Ag part of the shareholder agreement NDCM acquired the enfire issusd share capital and the shareholders loans of Rency and Geelwal from

NIH.

Equity Interest

Under the shareholder agreement NDCM issued 14,906 ordinary shares fo NIH, NAMF and Zaico resuling in:

= NAWF acquiring a direct 10% interest in NDOM for $308; and
«  Zaico acquiring a 26% interest in NDCM for $756.

Consequently, the inferest in NDCM is held as to NiH 84%, NAMF 10% and Zaico 26%. NDCM owns 100% of Rency and Geslwal.
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FOR THE FINANCIAL YEAR ENDED 30 June 2004

19 PARTICULARS IN RELATION TO CONTROLLED ENTITIES {Continued)
Loans

NAME funded $4 517 981{R15.57 million) to NDCM during the year
«  R1{ milion for working capital to complete stage 1 of the feasibility study and fo commence inifial development aclivities; and
«  R957 million upon the issue of the mining licence to further development aclivities.

NDCM was indebted fo NiH R37.07 million at 30 June 2004 as a result of funding to date of NDCM's explorafion, feasibility and development
activities.

Ag part of the shareholders agreement monles funded by NIM and NAMF and fufure funding by NDCM shareholders Is freated as unsecured
subordinated interest free uncallable shareholder loans.

Thers are no fixed terms for repayment of the loans.
The loans will only be repaid if there are sufficient funds in NDCM fo cover all existing commiimenis and provisions for foresesable costs.
Conversion of shares in NDCM fo sharss in NDC

NAME and Zaico have the right 1o convest their shares in NDCM, at fair value, info shares of NDC subject fo:

= NOC shareholders’ approval;

« Compliance with all applicable statutes and regulations in South Africa and Australia; and

« Zaico maintaining sufficient interest in NDCM fo salisfy the Broag-Based Black Economic Empowerment Act.

Consolidated Parent Entity

Note 2004 2003 2004 2003

§ $ § §
20 EMPLOYEE BENEFITS

Aggregate lizbility for employee benefis,
including on-costs:
Current
Provisions 14 84,780 56,214

Number of employees at year end 33 33

{a) Equity-based plans
Employes shars option plan
The Company has an employse share oplion plan that was approved at the annual general meefing held on 31 October 2001,

The plan can be used at the discrefion of the board to provide incentives to employees, confractors, directors and ofhers that fit within the
definitions of the plan.

£ach option is convertible info one ordinary share. The exercise price of the options at the fime of issue is based on a premium above the
market price of the underlying ordinary shares af the date of grant. Al options expire three years from thelr date of issue and vest in four
equal instalmenis based on the period of continuous empioyment or engagemen! with the Company. Options are issued for no
consideration.

There are no voting or dividend righfs atiached to the options. Voting righis wii be attached fo the issued ordinary shares when the
opiions have been exercised.
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20 EMPLOYEE BENEFITS {Continued)

NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

Details of options held, during the year, under the Company's employes share oplion plan are set out below:

2004

Effsctive gramt dale Exercise dale Number af Granted Exsrcised Lapsed Number at 30 June 2004

and exercise price fon or affer) and 1 July On fssue Vested

expiry date 2003

1 January 2004 1 July 2004 (i)

$0.30 3 December 2008 115,000 115,000 -

1 January 2003 1 July 2003 (i)

$0.15 3 December 2005 990,000 (45,000) 845,000 472,500

1 January 2002 1 Juby 2002 (i)

$0.26 3 December 2004 830,000 {80,000} (185000} 585,600 585,000
1,820,000 LH5000  (B0.000) {230,000 2845006  1.067.500

2003

Effective grant date Exercise date MNumber at Granted Exercised Lapsed MNumber at 30 June 2003

and exercise price fon or affer) and 1 July On fssue Vested

expiry date 2002

1 January 2003 1 July 2003 (i)

$0.15 3 December 2005 890,000 - 890,600 -

1 January 2002 1 July 2002 (i)

$0.26 3 December 2004 830,000 - - 830,600 415,000

830,000 890,000 - 1,820,600 415,000
it Under the terms of employee options, options become exercisable in 25% Iofs at the end of each six-month pericd of service. The

exercise date shown represents the first exercisable date of the options granted. The balance of options granted has not vested.

No amounts have been recognised in the financial stalements of the Company and consolidated enfity in relation fo employee share
opfions. All employee options granted are uniisted.

The market price of Namakwa Diamond Company NLU's shares [ASX: NDC) at 30 June 2004 was $0.27.

{b) Remuneration of specified directors and specitied executives

Compefiive remuneration levels are sef fo affract and relain appropriately qualified and experienced direclors and senior execufives. The
board obtains independent advice on the approprialeness of remuneration packages, given trends in comparative companies.

Remuneration packages include a mix of fixed remuneration, pedormance-based remuneration and equity-based remuneration.

Nature and amount of remuneration for the year ended 30 June 2004

Primary Post Equity Chher
empioyment
Salary and Super- Value of Other Total
directors' fees annuation opficns (i} paymenis
b b 3 $ b

Directors
Non-gxecutive
P Danchin 20,060 2,004 46,568 68,572
J Huiton 24,060 2,160 31,046 57,205
R Linneft 36,620 46,568 83188

80820 4,164 124 181 208,965
Exscutive
K Sirnich {ii} - 82,090 90,600 152,080
J Fisth 51,307 52,080 - 113,397

51,307 24180 90,600 265487

{it  The notional fair value of options, being 50.103 per option, has been calculated as at the grant date based ugon the Black Scholes
option-pricing model using an exercise price of $0.20, a share price of $0.235 af grant dale, a volatility of 50% and a discount of
40% fo reflect that ihe oplions are not listed. The grant dafe is the date the options were approved by the shareholders. This model
provides & theorstical value of the opfions with a high volatilify resulting in a higher option price. The value disclosed above is not
what has been realised and the options may ultimately result in more, fess or no value being realised

fi)  Mr Simich is a direcfor associated with Resource Development Company Pty Lid (RDC). Other payments were made fo RDC for
RUC providing advice on corporate, financial and other commercial matters.
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20 EMPLOYEE BENEFITS {Continued)

Nature and amount of remuneration for the year endsd 30 June 2003

Primary Post Equity Other
employment
Safary and Super- Valueof  Paymenls Total
directors’ fees annuation options {i}
$ $ 5 5 $
Lirectors
Non-gxecutive
P Danchin 16,598 1,832 116 - 21547
J Huiton 24,182 2,160 - - 26,342
44,181 3,992 118 - 48,285
Exscutive
K Simich {ii} - - - 90,000 8G,000
J Fisth 57,263 - - - 57283
57,263 - - 80000 147,283

{it  The tair value of opfions has been calculated at the grant date based upon the Black Scholes option-pricing model,
fiy  Mr Simich is a direcfor associated with Resource Development Company Ply Lid (RDC). Other payments were made to RDC for
RUC providing advice on corporate, financial and other commerdial matfers.

{c) Movement in the directors and specified executives’ share holdings during their period of office

Held &t 1 July Held at 15 Purchased Cn Sold Hefd at 30
2003 July 2003 fgranfedin  exercise of June 2004
figer oplions
Directors
Non-execufive

P Danchin {i} 2,350,600 N/A - - {797,000 1,583,000
J Huiton 2,050,150 /A - - {650,000 1,400,150
R Linnel: (i} /A - 850,060 - - 650,000
4,400,150 - 650,000 - 14470000 3803180

Exscutive
K Simich {) 10,807,231 /A 75,000 - {1428040) 9254191
J Fisth 1,056,817 N/A 12,000 - - 1,067,817
11,663,048 - 87,000 - 14280400 10,322,608

iy Included within each of the shareholdings of Mr Simich and Mr Danchin are the full amount of shares held by Kimbertey Diamond
Company NL {"KDC"}. Mr Simich and #r Danchin are directors of KDC.
KOC holdings:
At 1 July 2003 2,350,606
Sold during the year 797,000
At 30 June 2004 1,553.0600
il Appointed a director 15 July 2003, Shares were granted as consideration for consuliancy services provided, refer note 20{e).

{t) Movement in the directors and specified executives’ options holdings during their period of office

Held at 1 July Held &t 15 July Granted {f} Purchased  Exercised  Lapsed{fi  Heldal 30

2003 {1 2003 (i {ii) June 2004
Diractors
Mon-executive
P Danchin 1,000,000 h/A 750,000 1,000,000 - {1,000,000) 1,750,000
J Huiton 1,135,738 A 500,000 1,466,316 - {1,135,736) 1.966,316
R Linnel NIA - 750,000 - - - 750,000
2,135,736 - 2,000,060 2,486,318 - {2,135,736) 4,488 316
Exscutive
K Simich 4,577,243 NA 1,000,060 5,131,779 - {4,577 243 TA31779
J Figth 1,636,370 NIA 1,000,080 1,850,533 - {1839,370} 2,850,533
5,216,813 - 2,000,000 7982312 - 8216813 4882312

fit  Options expiring 31 July 2063 at an exercise price of $0.40.
fiy  Options expiring 30 September 2008 at an exercise price of $0.20 for no consideration,
{ily  Opfions expiring 30 September 2008 at an exercise price of $0.20 purchased for a consideration of $0.02 per option.
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EMPLOYEE BENEFITS {Continued)
{e) Other transactions with the company or its controlled entities

A number of specified directors and specified executives, or their personally related entifies, hold positions in other entifies that resuit in
them having confrol or significant isfluence over the financial or operating policiss of those entifies.

A number of those entifies fransacied with the company or its subsidiaries in the reporting period. The terms and conditions of those
fransactions were no more favourable than those available, or which might reasonably be expected io be available, on similar fransactions
{0 unrelated entities on an arms’ length basts.

The aggregate amounis recognised during the year relating to specific directors, specific executives and their personally related eniffies
were as foliows:

Expense Current Liabilify
Note 2004 2003 2004 2003

$ § 3 $

General comporate, financial, accounfing, secrefarial, management

services and office accommeodation (i} 182,923 181,145 46,274 31,246
Rental of office, plant and equipment (i) 135 446 45,438 - -
Consuitancy for the Black Economic Empowerment fransaction {i8) 143,006 - - -
Geological and markefing services (iv) 38,002 41,167 5,334 41167

{it  Mr Simich is & director associated with Resource Development Company Pty Lid (RDC}. During the course of the reporting period,
RDC and its subsidiary company provided through ifs permanent team of 9 professionally qualified and administrative personnel,
general corporale, financial, accounting, secrefarial, management services and office accommuodation to the Company.

fi)y  MrFirth is the principad of Firth Internationa! (Pty) Lid a company that rented office, plant and equipment fo a controlled entity,

{iiy  Mr Linnell was issued 650,000 ordinary shares at a fair value of $143,000 for consuling services provided on the Black Economic
Empowerment fransaction, refer note 18,

fivi  Mr Danchin provided technical consulting on the geology and market development of the Company's South African diamond project
ag a director and shareholder of Peter Danchin Resources Consulant Ply Lid,

{oans

{uring the year Kimbertey Diamond Company NL, a company in which Messrs Simich and Danchin are directors, ianed $806,000 to the
Company on normat ferms and conditions including interest. The loan was repaid during the year.

NON-DIRECTOR RELATED PARTY DISCLOSURES

The classes of non-director related parties comprise only the controlling enfity of the Company and its whoily owned controlled entifies as
disclosed in note 19.

Transactions
A loan totaling $9,852,308 (2003; $8,743802) represents funds remitted to Namakwa Invesiment Holdings {SA) {Pty) Lid for the
acquisition of mining leases and fo mest exploration, evaluafion, development and administrafion costs in South Afica. The foan is

unsecured and inferest free,

A management fee of $388 854 (2003: $320,246} was charged to Namakwa Investment Holdings [SA) {Ply) Lid by the parent enfity for the
provision of management, administration and financial services by the parent entity,
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COMMITMENTS FOR EXPENDITURE

(2)

(b)

Mineral tenement leases
In order fo maintain current rights of tenure to
exploration fenements, the consolidated enfity s
required fo ouflay annusl prospecting fees. These
commitments are sublect fo re-negotiation upon expiry
of the prospecting permits. These commitments are not
provided for in the financial siatements and are payable:

Not later than 1 year

Later than 1 year bui not later than 2 years

Later than 2 years but not later than 5 years

The commitment for this expendiure reduces if the
tenements are relinquished by the consolidated enfity.

Capital expenditure commitments
Plant and eguipment

NOTES TO THE STATEMENTS OF CASH FLOWS

Refer to note 8 for the reconciliation of cash.

a)

(b)

Reconciliation of loss from ordinary activities to
net cash outflow from operating activities
L.oss from ordinary aclivities
Adjusted for;
Non-cash items
Shares issued in fieu of services
Shares issued in lieu of inferest
Amounts sef aside for provisions
Provision for non-recovery of ioan to subsidiary
Loans written-off
Management fee
Depreciation
Financing / invesfing ifems
L.oss on sale of non current asset
Changes in operating assels and {iabilities
{Increasel/decreass in inventories
{Increasel/decraase in receivables
increased{decrease) in creditors

NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 June 2004

Consolidated Parent Enfity
2004 2003 2004 2003
$ $ 3 $

7,963
6,863
273

6144
5,822

17,557 12,066

234,164

(1,613,688)

143,000

(101,792}
443,767

(956,957) (1513 ,568) (056,957}

- 143,000
12,391 -
35,320

- 12,361
5,308 -
- 554,728
5,545
(320,246}
3317

- 1,100,266
5,545 -
388,854)

4,208

7116 3317

37,683
1,801

43,394
247032

44 420
81,485

9,540
3,403

Net cash oufflow from operating acfivities

(1,106,596

601,967 [742,115) (584,317)

Hon-cash investing and financing activities

R Linneli was issued 550,000 ordinary fully paid shares with a fair value of $143,000 during the year as consideration for consultancy
sesvices provided, refer note 20{e).

27



L]

. .
» » -~
P ’.. o Namakwa Diamond Company
-
) NOTES TG AND FORMING PART OF THE FINANCIAL STATEMENTS
FoRr THE FINANCIAL YEAR ENDED 30 JUnE 2004
24 FINANCIAL INSTRUMENTS

(a) Interest rate

The consolidated enfity's exposure o interest rate risk and the weighted average interest rate is sef out below:

Nor-
2004 Weightad Floating inferast
Nofe Average Inferest  Inferest Rals Fixed Rate beating Total
% & $ § b

Financial assets

Cash G 483 3,555,711 - 3,565,711

Recsivabies 10 - 770,821 770,821
Total financial assets 3,555,711 770,821 4,326,532
Financial {iabilities

Payables 13 - 428,960 428,960

Provisions 14 - 94 740 94 740

Other lishijisies 18 - 4517 981 4,517 961
Total finencial Habilities - 5541711 5541711

Non-
2003 Weighted Floating inferest
Nofe Average Inferest  Inferest Rals Fixed Rate bearing Totaf
% 4 $ $ $

Financial assets

Cash G 8.54 474,080 442 474,572

Receivables 10 - 79,158 79,158
Total financial assets 479,080 79,848 558,728
Financial {iabilities

Payables 13 - 560,165 560,165

Provisions 14 - 56,214 56,214
Total finencial Habilities - 518,378 518,378

{b) Net fair values

Racognised financial assels and labilities
The financial asseis and liabilities induded in curent asseis and cusrent liabilitles approximate net fair value.

Unrecognised financial assets and fiabilifies

{c}

(d)

There are no unrecognised financial assels and financial lizbilifies at balance date.

Credit risk exposures
Credit risk represenis the loss that would be incurred if counterparties fall to perdorm as contracied.

The consolidated entity's maximum exposures to credit risk at balance date in relation fo each class of recognised financial asset is the
carrying amount of those assets, net of any provision for doubfful debis, as indicated in Note 24(a).

The consolidated entify minimises credit risk by holding cash in reputable banks and purchasing from approved suppliers.
Foreign exchange risk exposure

The consolidated enfily is exposed to variations in the South African Rand whilst the Comparny continues fo fund its controlled eniifies. The
Company does not use derivatives fo hedge this risk.

At 30 June 2004 the following amounts are denominated in South African Rand that have not been hedged:

Cash $788,761
Current receivables 3175079
Current payables $764 780

The Company is exposed to vatiations in the American dollar when it selis diamonds.
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TRANSITION TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

For reporting perinds beginning on or after 1 January 2605, reporting entities must comply with international Financial Reporting Standards
{IFRS] as issued by the Australian Accounting Standards Board, Namakwa Diamond Company NL will adopt 1FRS for the first ime when
preparing ifs half-year report for the six months ending 31 December 2008.

Namakwa Diamond Company NL will manage the fransition to FRS, i preparation for half-year reporting on 31 December 2005, by a
three-step process:

1 Assessment and planning phase
The assessment and planning phase aims o produce a high level overview of the impacts of conversion fo IFRS reporting on
existing accounting and reporting policies and procedures, systems and processes, business sfructures and staff,

2 Design phase
The design phase aims to formulate the changes required to existing accounting policies and procedures and systems and
processes in order fo manage the {ransition to IFRS.

3 Implementation phase
The implementation phase will include implementation of idenfified changes fo accounting and business procedures,
processes and sysiems and operational training for staff. It will enable the Company fo generate the required disclosures of
AASE 1 as it progresses through ifs fransition to IERS.

The Company has not commenced ifs conversion process. This financial report has been prepared in accordance with Australian
accounfing standards and other financial reporting requirements {Australian GAAP). The differences betwsen Australian GAAP and RS
identified to date as potentially having a significant effect on the consolidated entity's financial performance and financial posiion are
sumnmarised below. The summary should not be taken as an exhaustive list of all the differences between Ausiralian GAAR and IFRS. No
attept has been made fo identify sl disclosure, presenfation or classification differences that would affect the manner in which
fransactions or events are presenied.

The consolidated enfity has nof quantified the sffects of the differences discussed below. Accordingly, there can be no assurances that the
consciidated financial pedormance and financial position as disclosed in this financial report would not be significantly different if
determined in accordance with FRS.

Requlatory bodies that promulgate Australian GAAP and IFRS have ongoing projects that could affect the differences between Australian
GAAP and IFRS described below and the impact of these differences relafive o the consolidated entify's financial repords in the future. The
potential impacts on the consolidated entify’s financial performance and financial position of the adoption of RS, including system
upgrades and other implementation costs that may be incurred, have not been quantified as at the fransition date of 1 July 2004 due iothe
short ime frame between finalisation of the IFRS standards and the date of preparing this report. The impact on fulure years wilt depend
on the particular circumstances prevailing in those years.

The key potential implications of the conversion to IFRS on the consolidated entity are as follows:

«  Financial instrumenis must be recognised in the sfatement of financlal position and all derivatives and most financial assels
must be carried at fair value.

« income tax will be calculated based on the "balance sheef’ approach, which will result in more deferred {ax assels and
liabilifies and, as tax sffects follow the underlying fransaction, some tax effects will be recognised in equity.

«  The treatment of exploration expenditure under RS s uncertain. However, it is possible that exploration expenditure may
need 1o be written off,

= impairment of assets will be determined on a discounted basis, with sirict tests for determining whether goodwill and cash
generating units have been impaired.

*«  The preseni value of tolal estimated rehabilitation provisions must be provided in full with a comesponding asset. The
provision is increased annually for the impact of discounting and the assel is amortised.

«  Equity-based compensation in the form of shares and opfions will be recognised as expensas in the periods during which the
employee provides related services.

«  Changes in accounting policies wilt be recognised by restating comparatives rather than making current year adjustments
with note disclosure of prior year effects.
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) NOTES TC AND FORMING PART OF THE FINANCIAL STATEMENTS

FOR THE FINANCIAL YEAR ENDED 30 June 2004

26 SUBSEQUENT EVENTS
On 15 September 2004, the Company announced that i had commenced diamond produciion from Ifs mine operation on South Africa’s
west coast following completion of #s $1.5 million plant and faciliies upgrade and removal of overburden and topsoi for the first two mining
blocks.

Subsequen! to balance date 503,437 options have been exercised resulling in the issue of 503,437 fully paid ordinary shares for $98,187.
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» DiRECTORS' DECLARATION
FOR THE FINANCIAL YEAR ENDED 30 June 2004

in the opinion of the directors of Namakwa Diamond Company N
(&) the financial siatements and notes, set out on pages 10 to 30 are in accordance with the Corporations Act 2001, including:

it giving a frue and fair view of the financial posifion of the Company and consolidated entity as at 30 June 2004 and of their
pesformance, as represented by the results of their operations and their cash flows, for the year ended on that date; and

{i)  complying with the Accounting Sfandards and the Corporations Regutations, and

(b} there are reasonable grounds fo believe that the Company wili be able fo pay its debts as and when they become due and payable.

Dated at West Perth this 29th of September 2004.

Signed in accordance with a resoiution of the directors:

K M SIMICH
CHAIRMAN
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Independent avdit report to members of Namakws Diswond Company NL
Scope
Tha firancial report and divectors responsibilin

The financial repert comprises the steleanent of Goancial position, sistoment of Dnanvial
performancs, statemest of cash flows, accompanying notes to ’rin financial statements, and the
divectors’ declaration Tor both Namakws Diamaond Comparny NL {the “Company™}) and the
Censolidated Entity, for the vear ended 30 June 2004, The i_..o]..._doé.idawd ngity comprises both
the Company and the entities it conirolled during that vear.

The directors of the Company are responsible for the preparation and troe and fair preseniation

of the financial report in accordanes with the Corporations Aoy 2001, This includes

responsibility for the maintenance of adeguate sccounting records and internal conlrels thal are
designed to prevent and detect fraud and error, and for the aceomiing policies and scopunting
estimates inherent in the financial report.

Aweit approach

We conducted an independent audif in order to express an opindon 1 the members of te
Company. Our audit was conducted i aceordance with Anstralian Auditing Standards in order
to provide reasonable assurance as to whether the financial report s fTee of matorial
miisstarement, The nature of an audit is influenced by factors such us the use of profcssiona!
hudgement, seleotive tlesting, the inherent linitations of internal conwrel, and the avatlability of
nersuasive rather than conclusive evidenice. Therefore, an audit cannot guarantee that all matenal
misstateanents have been detectad,

We performed procedures (0 assess whethier in all material respects the fnancial report presents
fatrly, in accordance with the Corporations dof 2004, Australian Accounting Mandards and
other mandatory financial reporting requirements in Ausiralin, 2 view which is consistent with
cur understanding of the L-{ﬁmgj}dz‘iy 5 and the Consolidated Entity’s financial posiion, and of
their performance as represonded by the rosults of thelr nperations and cash Hows,

We formed oor auht opldon on the basis of these procedures, which mcluded:

& cxamining, on a test basis, information fo provide evidence supporting the amounts and
disclosures in the financial seport, and

@ assessing the approprizeness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the direciors.

While we considered the effectivenesy o management’s internal controls over financial

reporting when determining the nature and extent of our procedures, our andit was not designed
1o provide assurance on imternal conuols,

{ndependence

T conducting our sudit, we Tollowed app linahis independence requirements of Australian
professional ethical pronouncements and the Corporationy Aci 2001,
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Audit opinion
I our opindon, the fnancial report of Mameakws Digmond Company ML §s in accordance with:
ay  the Corporations Aot 2001, inctuding:

i giving a true and fair view of the Compuany’s and Consolidated Entity’y financial

posHion as at 30 June 2004 and of their performanee Tor the financial yvear ended o that

daler and

i, complying with Accounting Stndards n Australia and the Comporations Regulations
20601 and

by other mandatory professionsl reporting reguirements in Australia,

TR HART
Partner

Perth
3 Seprember 2004
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