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AUSTRALIAN MINES LIMITED
BIRECTORS' REPORT

The Directors present their report together with the financial report of Australion Mines Limited {“the
Company” or “Australian Mines’] and its controlled entities {“the consolidated entity”] for the year ended
30 June 2006 and the auditor's report therson.

1. DIRECTORS

The Directors of the Company at any fime during or since the end of the financial year are:

Neil Warburton — Non-Execulive Chairman appointed 13 Octlober 2005, director since 22 April 2003
Associafe Mining Engineering - WASM, FIAMM

Neil Warburton, is g qualified mining engineer with more than 26 years experience in the devslopment
and mining of gold and nickel projects in Australia.

He has held executive and board positions with a number of Australian resource companies and is
currently Western Australian General Manager of Operations for Barminco Lid.

Mr Warburfon is a Member of the Australasian Institute of Mining and Metallurgy.
APPOINTMENTS

Mick Elias — Non-Execufive Direcfor appoinfed 1 July 2005

BSc{Hons) FAusiMM CPGeo

Mick Hlias, has over 24 vears of extensive, infernational experience in all aspects of nickel resocurce
development in both laterites and sulphides, from project generation and evaluation, exploration
planning and management, development studies, open cut and underground mine geclogy,
resource/reserve estimation, and resource economics.

He previously held the positions of Chief Geologist - WA Nicke! Operations and Chief Geclogist - Nickel
Resource Development at WMC Resources Ltd. Mr Blias holds a Bachetor of Sclence {Honours) in
Geology from the University of Melbourne. Mr Elias is g director of Mercator Gold plc and Broemore
Resources plc.

Breff Young - Executive Director appoinfed 17 Ociober 2005, Chief Operafing Officer/Company
Secrefary since T September 2004

CA BComm

Brett Young, is a Chartered Accountant and holds a Bachelor of Commerce Degree from UWA. He
has more than 20 years commercial and financial experience in resource based companies.

Mr Young has held senior management positions with major resource companies

including Commercial Manager for Pasminco Century Zinc in the starf up phase, KCGM, Newcrest
and WMC. He has experience in commercial evaluation of projects, company secretarial,
implementing corporate strofegies and developing information systems.
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RESIGNATIONS

Barry John Cahill - Monaging Director appeointed 31 May 2004 {appoinfed execufive director 10 May
2004). BEng (Mining) WASM.
Resigned 15 July 2005

Bary Cahill Is a highly experenced mining engineer with ¢ strong tfrack record in operational
management. He has more than 15 years experience in the management and operation of
number of mining projects in Austradia, including the Leinster Nickel Opercations, Forinum gold mine,
the Tarmoola gold project, Yilgarmn Star gold mine and the Mi Pleasant Gold Project. Mr Cahill was,
untit recently, the Executive Director - Operations for Perlyo Limited and was responsible for the
Broken Hill base metal operations.

Mr Cahilll is a member of the Australasian Institute of Mining and Mefallurgy.

Keith §. Liddell — Non-Executive Chairman appointed 2 June 2003 {aoppoinfed execulive direcfor 24 May
2001). BSc, MSc CP (Metaiiurgy) & CP {Management) (Ausfralia), C Eng (UK), Pr Eng (South Africa) FIE Aust,
FSAIMM, MIMM.

Resigned 13 Oclober 2005

Keith Liddell is an experienced metallurgical engineer ond resource company manager, having worked
exclusively in the minerals industry for 25 years. His fechnical expertise includes engineering of plant and
equipment, process development, project managemeni, ond risk planning. He has particulor
experience with the development of resource projects for platinum group metals, base metals, gold,
dicmonds ond industrial minerals. He holds a number of patents in his name.

Mr Liddell has extensive experience in the management of resource compaonies, including the
formulation and Implementation of corporate strategy, managing stokeholder relafionships, and in
arranging corporate project finance. He is the former Managing Director of Aquarius Platinum Limited, o
leading plofinum mining company that successfully developed the Kroonddl Platinum Mine in South
Afrdca under his direction, and is the former Executive Chairman of Sally Malay Mining Limited.

He is also Chairman of CopperCo Limited, Tianshan Goldfields Limited ond Mineral Securifies Limited. He
has also been a past director of Sally Malay Mining Limited.

2. COMPANY SECRETARY
The Company Secretary of the Company during the vear and at the end of the financial year ks:

Bretf Young - CA BComm, appointed T Seplember 2004
{see detalls above)

3. DIRECTORS’ MEETINGS

The number of Directors’ meetings lincluding meetings of committees of Directors] and number of
meetings ahtended by each of the Directors of the Company during the financial year is as follows:

Birector Board Meelings Remuneration Committee
Held Attended Held Attended

Neil Warburton 12 12 1 ]

Mick Flias 12 12 ] 1

Brett Young 12 12 1 ]

Barry Cohill Nil Nii Nil Nil

{resigned)

Keith Liddell 3 3 Nif Nil

resigned]



The Remuneration Committee is responsible for making recommendations to the Board on remuneration
policies and packages applicable to the Board members and senior executives of the Company. The
broad remuneration policy is to ensure the remuneration package properly reflects the person’s duties
and responsibllifies and level of performance and that remuneralion is competitive in attracting.
retaining and motivaling people of the highest quality.

4, PRINCIPAL ACTIVITIES

The principal aclivilies of the consclidated entity during the year comprised the mining of nickel ore

at the Blair Nickel Mine and exploration for nicket and gold in the surrounding tenements located
necr Kalgoorlie in Western Australia.

5. OPERATING AND FINANCIAL REVIEW

Company overview

Review of financial condition

The consolidated entity made a loss of $821,000 compared with a loss of $7.5 million for 2005.

A comparison of the company’s finoncial performance is included in the table below.

Financials 2006 2005
$'000 s $'000 s
Revenue from operating activifies 17.877 18,200
EBITDA before iImpairment losses 4,960 2,451
Depreciation and amortisation 4013 5,296
Net Loss (821} {7,461}
Cash in Bank 1.5907 882

Result of Operations.

The physical mining activity at the Blair Mine for the year is summarised in the table below.

Blair Mine Operating Statisics Ful y_eiauc:}r‘ggded
Ore Mined Tonnes 41,091
Contained Ni Mined Tonnes 1,440

Ore Treated Tonnes 41,33%
Grade % Ni 3.49%
Contained Ni Tonnes 1,444
Recovered Ni Tonnes 1,290
Nickel price {received) A%/ 9.58
Operaiing cash cost A$/lb 7.19

Total cost with capital development A$/b 8.72




Review of principal business

» The full year production was 41,339 dry fonnes af a grade of 3.49% Nickel for 1.444 conifained
Ni Tonnes.

» Quarterly production was guite consistent from quarter to quarter with the highlight being o
record quarterly grade of 4.48% Ni achieved in the June 06 guarter.

»  Mining focus continued fo be in the Blair Deeps and Area 57 regions of the mine however ore
was accessed on the WOIC surface, al approximately Y05mRL, for the first fime in the mine's
history. This provides an alfernative ore source of approximately 210 tonnes per verfical metre.

» |n addition a southerly extension of Areg 57 was discovered during the June 06 quarter with
mining development and this will be further explored In the September 06 quarter through
mining and exploratory driling.

» |n-ore decline development continued during the year with the decline approaching the
430mRL level af the end of June 06.

» The in-ore decline accessed ore horizons af 470mRL, 457mRLE, 460mRL, 448mRL, 445mRL and
438mRL during the financial year.

» Mining commenced o develop a bypass from the 480mRL to the 460mRL fo allow for
recovery of pilars sterilised by in-ore decline development between 4460 and 480 mRL. This
development will be completed in July 0é.

» Underground confractor Austrglion Coniract Mining Piy Lid {ACM} was commissioned in
August 2005 o develop the inore decline utilising a single boom jumbo. ACM were still on site
developing ot the end of June 2006.

» The FY cash costs were $7.19 per Ib Ni payoble and FY Kevenue received 9.58 per b Ni
payable

+» |nthe June 2005 guarter, the consolidated entity produced o record quarter of 474 fonnes of
nicke! at an average cash cost of A$4.92 per lb of Ni payable.

Blair Deeps Expansion

In June 2005 a decision was made to develop g smaller dimension in-ore decline to access ore
horizons below the 480mRL.

As ot the end of the financial year 2005-2004 this small sized development has accessed ore 1o d
depth of 438mRL, however, loader framming disiances for waste and ore are becoming prohibifive
and ground conditions in development in close proximity to the ore zones are worsening.

An added detraction for the in-ore decline concept is the sterilisglion of ore in decline floor and
crown pillars which can be ill-afforded considering the already relatively low fones per verlical metre
in the Blair Deeps.

Added to this are exiremely high nickel prices that have necessitated o review of operations and
especidlly the possibility of extending the large decline from the current suspended position to greater
depths to shorten framming distonces and improve the viability of continuing fo profitably mine the
Biair Deeps.

Additiondl ore from L01C and Area 57 higher in the mine, compliments the continuance of the Blair
Deeps ore zones and Improves the ongoing viability of the Blair Nickel Mine os o whole.



Coniinued exploration of these areas is planned for the 2004/2007 financict vear and will be pivotal to
the review and feasibility outcome.

Significant changes in the state of affairs

Significant changes in the state of affairs of the consclidated entity during the financial year were as
follows:

« In July 2005, the company completed an enfitements Issue on the basis of two shares for one in
the Company ot one cent per share. The issue raised $2.8m and resulfed in the issue of
289,852,264 additional shares in the Company.

» In September 2005 the Company seftled an outstanding debt of $1.2 milion with g cash payment
of $820,630 and the issue of 17.5 million shares in the Company.

« Australian Mines has enfered info a nicket JV with Pionear Nickel on fensments surounding the
Blair mine. Pioneer can earn a 51% interest in metals other than gold with initial expenditure of
$2.25m on nicke! exploration over 3 years.

¢ Australion Mines can then elect 1o either fund 49%, or within g further pericd of 3 vears, dilute
to 30% by Pioneer spending another $3m. The JV excludes the Blair mine and s extensions.
Australian Mines retains the gold rights on all tenements within the 1V arsa.

4. DIVIDENDS

No dividends were paid or declared by the Company during the year.

7. EVENTS SUBSEGUENT TO BALANCE DATE

There were no material events subsequent to bolance date.

8. LIKELY DEVELOPMENTS

At the date of this report, there have been developments in the coperations of the consolidated entity

that are fkely to be findlised within the next year. These include Blair Deeps expansion as mentioned
above.
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7. DIRECTORS' INTERESTS

The number of shares In the Company held during the fingncial yeor by each Director of Ausiralian
Mines Limited and other key management personnel of the parent entity and the consolidated entity,
including their personally-related parties, are as follows:

Recelved on

Held at T July Purchases and . Held af Held at 3¢
2005 Entiflements exercise of Sales resighation June 2604
opiions

Specified directors
N Warburton {i] 11,400,006 22,800,000 - - - 34,200,000
M Ehias - 1.000.000* - - - 1,000,000
8 Young - 4,184,294% - - - 4,184,294
8 Cahilt {i) 385,000 - - - {385.000) -
K § LiddeH (i) 13,100,500 26,201.0007 - {39.301, 500} - -
Specified executives
G tvans - - - - - -
£ Poole {i} - 1,050,000 - - - 1,050,000
C Winn (7] - - - - - -

{H The 34,200,000 shares In which Mr N Warburtor: has o relevant inferest are owned by Michionge Ply Lid, a company of which
My Warborion s a Director.

{ii} The 1,050,000 shares in which Mr E Pooie has o relevant interest are owned by g personaliy-related entfity, Ms A M Nabhm,

i} Mr B Cahifl resigned on 15 foly 2008, Mr K § Liddeil on 13 October 2005 and Mr C Winn on 21 December 2005,

These shares were acquired as g resolt of the 2 for 1 entitlernents issue Ausirglion Mines Umited completed In July 2005, Mr B

Young and Mr M Elias purchased thelr shares from g proportion of underwritten shares that wers not faken up through the

(=N

There have been no further movements in Directors’ share interests since the end of the financial year.



10. SHARE OPTIONS

The number of options over ordinary shares in the Company held during the financial yvear, by each
Director of Australian Mines Limited and other key management personne! of the parent entity and
the consolidated entily, including their personallyrelated parties, are as follows:

Held at 1 tuly Granted as Held af Held ot 30
2605 remuneration Exercised  Ofher changes® resignation June 2004
Specified directors
N Warburton 11,333,335 - - {11,333,3333}
M Elias - - - -
§ Young - - - -
8 Cahil i) 500000 - - - {500,000
K S Licdel 7.750.000 - - {7.750,000
Specified execuilves
G Evans {i] - 248,000 - - - 248000
£ Poole {ii} - 250,000 - - - 250000

C Winn (il - - - -

{i} These options lopsed on retirement, pursuant 1o the terms of issue.
i} Exercise price $0.02, expiry date 2 November 2009.
iy MrC Winn resigned on 21 Decemiber 2005,

* Other changes represent opticns that expired during the year.

No options have been granted since the end of the financial year.

Employee Option Plan

Persons eligible to porlicipate in the Australion Mines Employee Option Plan {‘Plan’) include
Directors {subject {o shareholder approval} and dll employees of the Company.

Options are granted under the plan for no consideration for a maximum period of 4 years and can
be exercised at any time between the dale the oplion is granted and the expiry date.

There are no pariicipating rights or eniittements inherent in the ¢options and holders will not be
entifled to paricipate in new issues of securities offered to shareholders of the Company during the
currency of the options. An optionholder is required fo exercise options in order 1o participate in any
new issue of securities offered to shareholders by the Company for subscription on a pro rata basis.

Options are only capoble of exercise if the daily volume weighted gverage sale price of shares on
the ASX exceeds the hurdle price {if any) for not less than 5 consecutive frading days and the
minimum service perod is also met. The minimum service period will be waived so as to not be
applicable in the event of a takeover offer or o merger of the Company.



Each oplion exercised will entifle the holder to one ordinary share in the capifal of the Company.

Where the employee ceases for any reason to be employed with the Company, dll unexercised
options autematically expire 14 days after the date of ceasing to be employed.

As g result of the plan, there are currently 498,000 unissued shares of the company under optlion.
The fair value of the options are estimatled ot the date of grant using the Black-Scholes madel. The
following table sets out the assumptions made in determining the falr value of the options granted.

Dividend vield 0.00%
Expected volatiity 40.00%
Risk-free interest rate 5.25%
Expected life of option {years) 0.5-4.00
Optlion exercise price $0.020
Share price at date of grant $0.025

Unissued shares under oplions

At the date of this report unissued ordinary shares of the compony under option are:
Expiry date Exercise price Number of shares

2 November 2009 $0.02 498,000

11. REMUNERATION REPORT
1.1 Overview of Remuneration Policies - audited

The broad remuneration policy is fo ensure that remuneration propery reflects the relevant person's
duties and responsibififies, and that the remunergtion is competitive in atfracting, retaining and
motivaling people of the highest quality. The Board believes that the best way to achieve this
objective is to provide kxecutive Directors and Executives with a remuneration package that reflects
the person’s responsibilifies, dufies and personal performance. An employee oplion scheme for key
Executives is in place.

The remuneration of Non-Execulive Directors is determined by the Board as a whale having regard to
the level of fees paid to Non-Fxecutive Directors by other companias of similar size in the industry.

The Board has established o Remuneration and Nomination Committee {(Remuneraglion Commitiee)
responsible for making recommendations to the Board on remuneration arrangements for Directors
and Executives of the Company {further detalls on the Remuneralion Committee can be found in the
Corporate Governance Statement on pages 59 fo 71).

11.2  Principles of compensation — audited
Remuneration of directors and executives is referred to as compensation as defined in AASB 124,
Compensation levels for key management personnel, and relevant key management personnel of

the consolidated entity are competitively set to atfract and retoin appropriately qualified and
experenced directors and executives.



Fixed compensation

Fixed compensation consists of base compensation as well as employer coniributions fo
superannuation funds. Compensation levels are reviewed annually through o process that considers
individual and overall performance of the Consolidated Entity.

Performance linked compensation

Performance linked compensation includes long-term incentives in the form of options that are able
to be issued under the Employee Option Scheme. During the financial year options were only issued
to Mr G Evans and Mr E Pocole under this Scheme.

Consequences of peformance on shareholder wealth

In considering the Consalidated Enfity's performance and benefits for sharehoider wedith, the
Remuneration Commiftee take into account profitability, share price movements and tolal
production of the Consolidated Entity when setting the total amount of any bonuses.

Service confracis

Execulive Director

The Company has entered into a service agreement coniract with Executive Director, Mr Brelt Young
who Is employed on a salary of $187,000 plus $% superannuation.

The Company had a service agreement coniract with Executive Director, Mr Barry Cahill, who
subsequently resigned from the Company on 15" July 2005.

Contracts of employment may be lerminated by the Company forthwith if the Execulive Direclor
{amongst other items) breaches duties connecled with the performance of services; commits an act
of bankruptcy; engages in misconduct; is of il health or unsound mind. Under such circumstances the
Company will pay an amount equadl to the aggregate of unpaid salary, annudl leave and long
service leave accrued o the dafe of termination. If an Executive Direclor elects to terminafe the
confract, witten notice will be provided to the Company.

The Company provides insurance for Executive Directors for any liability arising from statute or
common law and public indemnity insurance in respect of sharehoider or third party actions.

The Remuneration Commitiee undertakes 1o review Directors’ remuneration on an annual basis to
fake into account changes o the cost of living and changes in the scope of the Directors' roles and
responsibilities. If warranted the Remuneration Commitiee may approve bonus payments up to @
reasonable limit for exceptional performance.

Execulive Cfficers

The Company has entered into employment contracts with Executive Officers,

Mr G Evans as Operation Monager has a salary of $193,000 plus 9% superannuation.

Mr | Poole as Chief Geologist has a salary of $140,000 plus 9% superannuation.

The confracts are for an unlimited term and may be terminated with four weeks written notice. Mr C
Winn resigned on 21 December 2005.

10



Non-Executive Directors

Total remuneration for alt Non-Executive Directors, is not 1o exceed $200,000 per annum and are set
with reference 1o fees paid to other Non-Executive Directors of comparable companies. Directors’
base fees are presenily $41,000 per annum. The Non-Executive Chairman receives o fee of $80,000
DEer annum.

The Chairperson and Non-bExecutive Directors do not recelve performance related remuneration.
Directors’ fees cover all main board aclivities and membership of committess.

birectors’ and execulive officers’ remuneration
Details of the nature and amount of each major element of the remuneration of each Director of the

Company and the executive officers of the Company and the consolidated entity receiving the
highest remuneration are:

Directors Directars’ Executive Super- Termination Opfions insurance Total
fees salaries annuation and lssued Premiums
contibution kRetirement {A)
benefit
5 5 3 5 5 S 3

Non-executive
Mr N Warborion 2004 56,250 - - - - 5,200 41,450

20045 18,750 - - - - 4,500 23,250
Mr K S Liddellfi 2006 - - - - - - -

20045 26,250 - - - - 4,500 30,750
hr M Elias {ii} 2004 37,500 - - - - 5,200 42,700
hr A W Falrweather (i} 2006 - - - - - - -

2005 18,750 - - - - 4,500 23,250
Executive
My B J Cahill fiv]{A) 2004 - 18,490 798 - - - 19,288

20045 - 225,46% 18,277 - 20,750 4,500 268,976
My B Yoong {v) 2004 - 157,473 14,945 - - 5,200 177.638
Total compensation: 2004 93,750 175,963 15763 - - 15,600 K HEI
Directors 2005 43,750 225,469 18.277 - 20,750 18,000 344,246

il MrK S Liddel resignad 13 October 2005.

iy Mr Eligs was appointed 1 July 2005,

i Mr A W Folrweather resigned 28 Apsil 2005,

{ivi Fayment for Mr Cohil's services as Managing Direcior commenced in uly 2004 and hea resigned on 15 July 2005
{A] 500,000 ophions issued to Mr B Cahil lapsed as ot 15 Tuly 2005 pursuant to the ferms of issue.

iv]  Mr 8 Young was appointed 17 October 2005,
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Salary Super- Termination Options Insurance Total

annuation and Issued Premiums
confributions Retfirement {A)
benefit
3 5 $ 3 5 5
Execulive Officers
Mr B Young (i 20045 109,345 7,84} - - 4,500 123,686
M C Winn (i 2006 23,174 7959 - - 2,600 103,733
20045 V777 5,975 - - 4,500 B3,252
Mr G Evans i} {A) 2006 75,600 &,804 - 2,398 2,600 BY 402
Mr E Poole {A) 2006 115,141 11.884 - 2,417 5,200 134,642
2005 74,664 7.688 - - - B2.352
fotal compensation 2004 283,915 26,647 - 4815 10,400 325777
Execufive Officers 2005 255786 24,504 - - 9,000 289.290

{i} Mr B Young appoinied Executive Director on 17 October 2005
{iy Mr C Winn resigned on 21 Decemier 2005
{i) pr G Evans was appointed 2 March 2008

[A] The estimaled value disclosed above is calculated at the daote of grant using o Black-Scholes
model. further details of aptions granted during the year are set cut under “Options” above. This
vaiue has been ascericined using the following inpuis and assumptions:

*« ¢« share price of 2.5 cents being the sale price of ordinary shares on 30 June 2006 being the
date of valuafion;
option exercise price of 2 cenis;
a risk free rate of 5.25%;
a volatiility factor of 40% which has been determined with reference to the historical frading of
the Company's shares on ASX; and

« an expiry date of 2 November 2009.

Other director related transactions with the Compoany or its controlled entities

The compuany has paid Fairweather & Lemonis, o firm associated with Mr T Fairweather {a Non-
Executive Director with the Company from 12 June 2001 1o 28 April 2005) $28,675 {2005: $22,049) for
legal services in relation to the Company’s business operations in the reporting period.

There were no other related party transactions for the yeor.

12 CORPORATE GOVERNANCE

The Company's corporaie governance policies and praciices are setf out in pages 59 1o 71.

13 ENVIRONMENTAL REGULATIONS

The Company has conducted mining and exploration activities on mineral tenements. The right to
conduct these activities is granted, sublect to environmental conditions and requirements. The
Company cims to ensure a high standard of environmental care is achieved and, as a minimum, fo
comply with relevant environmental reguiations.

14. FINANCIAL REPORTING

The Directors and the Chief Operating Cfficer have declared, in writing o the Board that the

Company’s financid reports are founded on @ sound system of risk management and internal
compiliance and confrol which implements the policies adopted by the Board.
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15. INDEMNIFICATION AND INSURANCE OF OFFICERS AND AUDITORS
indemnification

The Company has entered into Director and Officer Protection Deeds [Deed) with eqch Director and
the Company Secretary [officers). Under the Deed, the Company indemnifies the officers to the
maoximum exten! permilted by law and the Constitulion against legal proceedings, damage, loss,
iability, cost, charge, expense, cutgoing or payment {including legdd expenses on a solicitor/client
basis} suffered, paid or incurred by the officers in connection with the officers being an officer of the
Company, the employment of the officer with the Company or a bregch by the Company of s
obligations under the Deed.

Also pursuant to the Deed, the Company must insure the officers against liability and provide access
to all board papers relevant to defending any claim brought against the officers in their capacity as
officers of the Company.

The Company has paid insurance premiuoms during the yvear of $24,000 in respect of lability for any
current and future Directors, Company Secrefary, executives and employess of the Company.

16. NON-AUDIT SERVICES

During the year KPMG, the consolidated entity’s auditor, did not perform any services other than their
statutory audits.

In the event that non-gudit services are provided by KPMG, the board has established certain
procedures 1o ensure that the provision of non-audit services are compatible with, and do not
compromise, the aguditor independence requirements of the Corporations Act 2001, These
procedures include:

« Non-audit services will be subject 10 the corporate governance procedures adopted by the
Company and will be reviewed by the gudit committee to ensure they do not impact the integrity
and objectivity of the auditor; and

« ensuring non-audit servicas do nof involve reviewing or guditing the guditor's own work, acling in
a management or decision making capacity for the Company, acting as on advocate for the
Company or jointly sharing risks and rewards.

17. LEAD AUDITCR’'S INDEPENDENCE DECLARATION

The lead auditor’s independence declaration is setf out on page 15 and forms part of this Directors’
Report for the year ended 30 June 2006.



18. ROUNDING OFF

The Company is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and in
accordance with that Class Order, amounts in the financial report and directors’ report have been
rounded off to the nearest thousand dollars, unless otherwise stated.

This report is made with o resolution of the Directors

Bretft Young
Director
Doted: 29 September 2006
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e

Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

To: the directors of Australian Mines Limited

[ declare that, to the best of my knowledge and belief, in relation to the audit for the financial
year ended 30 June 2006 there have been:

(i) no contraventions of the auditor independence requirements as set out in the
Corporations Act 2001 in relation to the audit; and

(i) no contraventions of any applicable code of professional conduct in relation to the audit.

kmg

KPMG

TR Hart
Partner

Perth
29 September 2066

KPRG, 2n Australian gartaershis, i pan of tha KPME Intsrmatisns|
natwork. KPRAG Intemaionel is 2 Swiss cooperative.



AUSTRALIAN MINES LIMITED

INCOME STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

Consolidated The Company
Notes 2006 20058 2006 2005
000 000 $S000 S000
Revenue 2 17877 18,200 - -

Cost of product sold

Stte operating cosfs {10.832} {13,706} - -
Royaities {824} (971} - -
Depreciation and amortisation 4 {6,013 {5,296} {41} -
Change in ore stocks 35 76 - -
Totdl cost of product sold [(17.704} {19.897] {41} -
Gross profit / [loss) 173 {1,697} {41} -
Financial income 3,7 114 44 1,281 1,061

Financial Expenses:
Interest expense 7 {197} {35} {3} -
Corporate overheads and

indirect expenses (913) (1.157] (897) (1.217)

Impaiment losses:

- Mine properties - {3,382} - -

- Infercompany receivables 4 - - {2.000} {2,000}

-Investment in conirolied entity 4 - - - {4,184}

- Exploragtion expenses 4 - {1,234) - {1.234)
Loss before income tax expense (821} {7 461} {1.660) {7.57 4}
Income tax expense 8 - - - -
Net ioss for the period 22 {821} {7,461} [1.660} {7.57 4}
Basic foss per shore {cents) 9 {0.18) [5.15]

The consolidated entity’s potential ordinary shares are not dilutive and accordingly diluted earmings
per share are the same as basic eamings per share.

These income statements are to be read in conjunction with the accompanying notes.
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AUSTRALIAN MINES LIMITED

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 30 JUNE 2006

Consolidated

Opening balance at T July 2005
Employee Option Reserve

Loss for the yeor

Shares issued during the vear

Transaction costs from issue of
shares
Transfer from option premium reserve

Closing balance at 30 June 2006

Consolidoted

Opening balance at 1 July 2004
Loss for the yeor
Shares issued during the vegr

Transaction costs from issue of
shares
Closing balance at 30 June 2005

Issued Retained En{;plf?g:e Total
capital eqrnings rer:erve equity
000 3000 $000 5000
17.870 (15,726} 1,246 3,390
- - 5 5
- (821} - {821}
3,358 - - 3,358
{206} - - {206}
- 1,246 (1,246 -
21,022 (15,301} 5 5,726
lssued Reldined En(;plft;::e Total
capital eqrnings rer:erve equity
000 3000 $000 5000
17,866 {8,265} 1,246 10,847
- {7,461} - {7.461}
38 - - 38
{34} - - [34)
17.870 (15,726} 1,246 3,390

17



CURRENT ASSETS

Cuash assets
Receivables

Inventory

TOTAL CURRENT ASSETS

NON CURRENT ASSETS
Receivables

Exptoration ond evaluation
expendiiure
Property, plant and eguipment

TOTAL NON CURRENT ASSETS
TOTAL ASSETS

CURRENT LIABILITIES
Payables

Interest bearing liabilities
Derivative financial instruments
Employee benefits

TOTAL CURRENT LIABILITIES

NON-CURRENT LIABILITIES
Interest bearing liabilities

Provisions

TOTAL LIABILITIES

NET ASSETS

EQUITY
Coniributed equity

Employee opfion reserve
Accumulated losses
TOTAL EGUITY

AUSTRALIAN MINES LIMITED

BALANCE SHEETS

AS AT 30 JUNE 2006

Consolidated The Company
Notes 2006 2005 20046 2005
5000 $000 5000 5000
10 1,907 8582 17 37
H 6,150 3.144 - -
12 193 158 - -
8,250 4,186 17 37
1 - - 4858 3,606
14 3911 2,991 42 30
15 1.344 3.396 23 62
5,255 6,387 4,923 3.698
13,505 10,573 4,940 3.735
14 2,888 3,707 100 128
17 2,222 2.278 6 284
18 1,823 73 - -
19 330 193 40 4]
7,263 6,251 146 453
17 303 792 - 5
20 213 140 - -
516 932 - 5
7779 7.183 146 458
5,726 3,390 4,774 3.277
21 21,022 17.870 21,022 17,8780
21 5 1,246 5 1,246
22 {15,301} {15,726} {16,253} {15,839
5,726 3,390 4,774 3.277

These balance sheels are to be read in conjunction with the gccompanying notes.
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AUSTRALIAN MINES LIMITED

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 30 JUNE 2006

CASH FLOWS FROM OPERATING

ACTIVITIES

Cash receipts from operations

Cash payments in the course of opergtions
Interest received

Borrowing costs

Net cash provided / (used) in operating
activities

CASH FLOWS FROM INVESTING ACTIVITIES
Payments for exploration, evaluction and
development

Payments for property, plant and equipment
Proceeds from sale of plant and equipment
Net cash used in investing activilies

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issue of shares
Transaction costs from issue of shares
Repayments of loans fo controlled entity
Proceeds from loans

Repayments of loans

Finance lease payments

Net cash provided / (used) by financing
activities

Net increase /{decrease) in cash held
Cash at the beginning of the financial
year

Cash at the end of the financial yeor

Notes

27

14
15

21
21

10

Consciidated

The Company

2006 2005 2004 2005
$000 5000 $000 $000
17,519 14,601 - -
(14,086 (14,319} (850} (241)
64 49 29 11
[197] (35} {3) -
3,300 2,296 (824} {230)
{920) (999 {12} {93}
{3,170} (2,941} (n (71)
- 4] - -
{4,090} {3,899} {13} (164}
3,358 - 3,358 -
[206) (34} {206} (34}

- - {2,053} {1,509}

46 1,462 - 277
(277} - {277} B
{1,126} (696 {5) {5)
1.815 732 817 (1,271}
1,025 (871 {20} (1,665}
882 1.753 37 1,702
1,907 882 17 37

The statement of cash flows are to be read in conjunclion with the gccompanying notes.
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AUSTRALIAN MINES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

SIGNIFICANT ACCOUNTING POLICIES

Australian Mines Limited [the 'Company'} is a company domiciled in Australia. The consclidated
financial report of the Company for the financial year ended 30 June 2006 comprise the Compuany
and its subsidicries [fogether referred 1o os the ‘consolidated entity') and the consolidated entity’s
interest in jointly controlled entities.

The financial report was authorised for issue by the directors on 29 September 2006.

(a)

(b)

Statement of compliance

The financial report s o general purpose financial report which has been prepared in accordance
with Australion Accounting Standards {'AASRs'] adopted by the Australion Accounting Standards
Boord {"AASE"} and the Corporations Act 2001, nternational Financicl Reporting Standards {11FRSs’)
form the basis of Austrolian Accounting Standards ('AASBs') adopted by the AASB, and for the
purpose of tis report are colled Australion equivalents 1o IFRS {AIFRS) to distinguish from previous
Australion GAAP.

This is the consclidated entity’s first financial report prepared in accordonce with Australian
Accounting Standards, being AIFRS and AASB 1 First-Time Adoption of Ausiralion Eguivalents to
International Financial Reporting Standards has been applied. Financial statements of Australion
Mines until 30 June 2005 had been prepared In accordance with previous Australian Generally
Accepted Accounting Principles {“AGAAP"}. AGAAP differs in cerfain raspects from AIFRS. When
preparing Australian Mines 2006 financial statements, management has amended certain
accounting, valuation and consclidation methods applied in the AGAAP financial statements to
comply with AIFRS. With the exception of financial instruments, the comparative figures In respect of
2005 were restated to reflect these adjustments. The consolidated entity has taken the exemption
available under AASR 1 to only apply AASB 132 Financiat Instruments: Disclosure and Presentation
and AASR 139 Financial Instruments: Recognition and Measurement from 1 July 2005.

An explanation of how the fransition to AIFRS has offected the reportfed financial position, financial
performance and cash flows of the consolidated entity and the Compuany is provided in note 33.

Basis of preparation
The financial report is presented in Australian dollars. The entity has elecied o sarly adopt the following
accounting stondards and amendmaents:

«  AASB 119 Emplovee Benefifs {December 2004)

¢« AASE 2004-3 Amendments fo Austrafian Accouniing Standards (December 2004} amending
AASB 1 First-fime Adoption of Ausfrafian Fquivalents to infernafional Financial Reporfing
Standards {July 2004], AASB 101 Presenfation of Financial Statemenis and AASB 124 Relaied
Parfy Disclosures

¢ AASB 2005-1 Amendments fo Austrafian Accounting Standards (May 2005} amending AASE 139
Financiaf instruments: Recognifion and Measurement

¢ AASB 2005-3 Amendments fo Austfrafion Accounting Standards (June 2005} amending AASE 119
Empfoyee Benefiis {either July or December 2004}



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

AASE 2005-4 Amendments fo Austrafian Accounting Standards [lune 2005} amending AASE 139
Financial instruments: Recognifion and Measurement, AASE 1 First-time Adoption of Ausirafian
Egquivaients to Infernafionat Financial Reporting Standards {July 2004), AASB 1023 General
insurance Confracis and AASR 1038 Uife Insurance Confracts

AASE 2005-5 Amendments fo Austrafiaon Accounting Standards {June 2005} amending AASE |
First-fime Adoption of Ausfrafian Fquivalents o infernationa! Financial Reporting Standards {July
2004}, and AASB 139 Financidl Insfruments: Recognifion and Measurement

AASE 2005-6 Amendments fo Austrafian Accounting Standards [January 2004} amending AASB
3 Business Combinations

AASE 2004-1 Amendments fo Austrafian Accounting Standards {January 2004} amending AASB
121 The Effects of Changes in Foreign Exchange Rates {July 2004}

UIG 4 Defermining whether an Arrangement contains o Lease

UIG & Rights to Inferests arfsing from Decommissioning, Resforation and Environmental
Rehabifitation Funds

UIG 7 Applying the Resfafement Approach under AASB 129 Financiafl Reporting in
Hyperinflationary Fconomies

UIG 8 Scope of AASR 2.

issued standards not early adopted

The foliowing standards and amendmenis were available for early adoption but have not been
applied by the consolidated entity in these financial statements:

AASB 7 Financial insfruments: Disciosure {August 2005} replacing the presentation
requirements of financial insiruments in AASB 132. AASB 7 is applicable for annudl
reporting periods beginning on or after 1 January 2007

AASE 2005-9 Amendments fo Australian Accounting Standards {September 2005) requires
that liobilities arising from the issue of financial guorantee contracts are recognised in the
bolance sheet. AASB 2005-9 s applicable for annuagl reporiing periods beginning on or affer |
January 2006

AASB 2005-10 Amendments fo Australion Accounting Sfandards (Seplember 2008] makes
consegueniial amendments 1o AASB 132 Financial Instruments: Disclosures gnd Preseniation,
AASR 101 Preseniation of Financial Statfements, AASR 114 Segment Reportfing, AASB 117
teases, AASB 133 Farnings per Share, AASB 139 Financial Instruments: Recognition and
Measurement, AASB 1 First-fime Adopfion of Austrafian Equivalents fo Internafional Financial
Reporting Standards, AASB 4 Insurance Coniracts, AASE 1023 General Insurance Confracts
and AASB 1038 Life Insurance Contracts, arising from the release of AASB 7. AASB 2005-101s
applicable for annuai reporting periods beginning on or after 1 January 2007.

The consofidated entity plons 1o adopt AASB 7, AASB 2005-9 and AASB 2005-10 in the 2007 finoncidl

yedar.

The initial opplication of AASB 7 and AASR 2005-10 is not expected 1o have an impact on the financial
results of the Company and the consolidated entity as the standard and the amendment are
concerned only with disclosures.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

The initiol opplication of AASR 2005-% could have an impact on the financial resulis of the Company
and the consolidated entity as the amendment could result in liabiities being recognised for financial
guaranies confracts that have been provided by the Company and the consolidated entity.
However, the guaniification of the impact is not known or reasonably estimable in the curent
financial year as an exercise to quaniify the financial impoct has not been undertaken by the
Company and the consolidated entity to daote.

The financial report is prepared on the historical cost basis except that the following assets and
fabilities ore stated at their foir value: derivative financial instruments, financial insfruments held for
frading and financial instruments classified as available-for-sale.

The Company is of o kind referred 1o in ASIC Class Order 987100 dated 10 July 1998 {updaied by CO
057641 effective 28 July 2005 and CC 04/51 effective 31 January 2004) and in accordance with that
Ciass Order, amounts in the financial report and Directors’ Report have been rounded off to the
nearest thoysand dollors, unless otherwise stated.

The financial report hos been prepared on the basis of historical cost except that cerfain assets and
fobiiitles are stated at fair value such as derivative financiol instruments.

The preparation of o financial report in conformity with Australion Accounting Standaords requires
management fo make judgements, estimates and assumptions that affect the opplication of
policies and reported amounis of assets and ligbilities, income and expenses. The estimates ond
associated assumplions are based on historical experience and various other factors thot are
believed to be reasonabla under the circumstances, the results of which form the basis of making the
iudgements about carrying values of assets and liobilities that are not readily apparent from other
sources. Actual results may differ from these estimaies. These accouniing policies have been
consistently applied by each eniity in the consclidated entity.

The estimates and underlving assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period, orin the period of the revision and future periods if the revision affects both
current and fuiure periods.

Judgemenis made by management in the applicotion of Australion Accounting Standards that hove
a significant effect on the financial report and estiimates with a significant risk of material adjustment
in the next year are discussed in note {u}.

The accouniing policies set out below hove been applied consistently to all periods presented in the
consolidated financial report and in preparing an opening AIFRS balance shaet af 1 July 2004 for the
purposes of the transition to Australian Accounting Standards —AIFRS.

The accounting policies have been appiied consistently by all entities in the consclidated entity.

Basis of consolidation

li}  Subsidiaries
Subsidiaries are entities controlled by the Company. Control exils when the Company has the
power, directly or indirectly, to govem the financial and operatling policies of an entity so as to
obtain benefits from its aclivities. In assessing control, potential voting rights that presently are
exercisable or convertible are taken infc account. The financial statements of subsidiares are
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

included in the consclidoted financial statemenis from the date that conirol commenceas until
the date that control ceases.

investments in subsidiaries are carmed at thelr cost of acquisition in the Company's financial
statements.

Joint ventures
Joint ventures are those entities over whose activities the consolidated entity has joint control,
established by coniroctual agreement.

Jointly controlled entities

In the consoiidated financial statements, investments in jointly conirolled entities, including
partnerships, are accounted for using equily accounting principles. Invesiments in joint venture
entities are canled at the lower of the equity accounted amount and recoverable amount.

The consolidated entity's share of the jointly controlied entity’s net profit orloss is recognised
in the consolidated statement of financicl performance from the date joint control
commenced uniil the date joint control ceases. Other movements in reserves are recognied
direcily in the consclidated reserves. h the Company’s financial statements, investments in
joint veniure entifies are caed of cost.

Jointly controlled operations and assets

The interest of the Company and of the consclidated entity Iin unincorporated joint ventures and
jolntly controlled assets are brought to account by recognising in its financial statements the assets
it controls, the labiiities that it incuss, the expenses it incurs and its share of income that it eamns
from the sale of goods or services by the joint veniure.

Transactions eliminated on consolidation
intragroup balances and any unreglised gains and losses or income and expenses arising from
intragroup transactions, are eliminated in preparing the consolidated financial statements.

Unreclised gains orising from transachions with associates and joinily conirolled entifies are
eliminated to the extent of the consolidated entity’s interest in the entity with adjustmentis
made to the ‘Investment in associates' and '‘Share of associates net profit’ accounts.

Unredlised losses are elfiminated in the same way as unrealised gains, but only to the extent that there
is no evidence of impairment. Gains and losses are recognised as the conlrbuted assets are
consumed or soid by the gssociates and jointly controlied entities or, if not consumed or sold by the
associate or joinily controfied eniity, when the consclidated entity’s interest in such entities is
disposed of.

Foreign cumrency
Foreign currency fransactions

Transactions in foreign currencies ore translated ot the foreign exchange rate ruling at the date of the

fransaction. Monetary assets and liabilities denominated in foreign curencles at the balance sheet date are

fransiated 1o Ausiralian dolicrs of the foreign exchonge rate ruling at that dote. Foreign exchangs
differences arlsing on fransiation are recognised in the income statement. Non-menetary assels and
fiabilitiss that are measured in terms of historicat cost in o foreign curency are transigted using the
exchange rate ot the date of the transaction. Non-monetary assets and liabilities denominated in foreign

currencies that are stated at fair value are ranstated to Australian dollars at foreign exchange rates ruling at

the dates the fair value was determined.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

Derivative financial instfruments

Current accouniing policy

The consolidated entity uses derivative financial instruments to hedge s exposure to foreign
exchange risks arising from operating, financing and Investing gctivities. In accordance with its
tracisury policy, the consolidated entity does not hold or issue derivative financial instruments for
trading purposes. However, derivatives that do not qudlify for hedge accounting are accounted for
as trading instruments.

Derivative financidl instruments are recognised initiclly of fair value. Subseguent to inlfial recogrition,
derivative financial instruments are stated at fair value. The gain or loss on remeasurement 1o fair
value is recognised immediately in profit or loss. However, where darivatives qualify for hedge
accounting, recognition of any resultant goin or loss depends on the nature of the item being hedged
[s@e accounting policy f].

Comparative period policy

The consolidated enfity is exposed to changes in inferest rates, foreign exchange rates and
commodity prices from its activities. The consolidated entily uses the following derivative financial
instfruments to hedge thess risks: forward foreign exchange controcts and futures commodity price
contracts. Derivative financial instruments are not held for speculative purposes.

The guantitative effect of the change in accounting policy is set out in note 33.

Hedging

Current accounting policy

On entering into a hedging relationship, the consolidated entily formally designates and documents
the hedge relationship and the risk management objective and strategy for undericking the hedge.
The documeniction includes identification of the hedging instrument, the hedged item or transaction,
the nature of the risk being hedged and how the entity will assess the hedging insirument’s
sffectiveneass in offsetting the exposure fo changes in the hedged lem's fair value or cash flows
attributable to the hedged risk. Such hedges are expected o be highly effeclive in ochieving
offsetting changes in falr value or cash flows and are ossessed on an ongoing basis to determine that
they actually have been highly effective throughout the financicl reporting periods for which they
are designated.

Derivative financidl instruments for the year ended 30 June 2006 did not qualify for hedge
accouniing.

(i Cash flow hedges
Where o derivative financial instrument is designated as o hedge of the variability in cash
flows of a recognised asset or liability, or o highly probable forecasted transaction, the
sffective part of any gain or loss on the derivative financial instrument Is recognised directly in
squity. When the forecasted transaction subsequently results in the recognition of o non-
financial asset or non-fingnciatligbllity, or the forecast transaction for o non-financial asset or
non-financial kability becomes a firm commitment for which fair value hedge accounting is
applied, the associated cumuiative gain or foss is removed from eguity and included in the
initial cost or other camrying amount of the non-financial asset or liability. If o hedge of o
forecasted ransgction subsequently results in the recognition of g financial asset or a financial
liability, the associated gains and losses that were recognised direclly in equity are reclassified
into profit or loss in the same period or periods during which the asset acquired or kability
assumed affects profit or ioss [i.e. when interest income or expense s recognised).
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For cash flow hedges, other than those described above, the associoted cumulotive goin or loss is
removed from equity ond recognised in the income statement in the same pericd or periods during
which the hedged forecast fransaction affecis profit or loss. The ineffective port of any gain orloss is
recognised immediatsely in the income statement.

When o hedging instrument expires or is sold, terminated or exercised, or the entity revokes
designation of the hedge relationship, but the hedged forecast transaction s still expected to
occur, the cumulative gain or loss at that point remains in equily and s recognised In accordance
with the above poficy when the transaction occurs. i the hedged transaction is no longer
expected to taoke place, the cumuiative unrealised gain or loss recognised in equity is recognised
immediately in the income statement.

Hedge of monetary assets and licbilities

Where o derivative financial instrument is used to hedge economicaly the foreign exchange
exposure of a recognised monetary asset or ligbility, no hedge cccounting Is oppled and any gain
or loss on the hedging insfrument is recognised in the income statement.

Comparitive period policy

Cash Flow hedges

Transactions are designated as a hedge of the anticipated specific purchase or sale of goods or
services, purchase of qualifying assets, or an anticipoted inferest fransaction, only when they are
expected 1o reduce exposure to the risks being hedged. These fronsactions are designated
prospectively so that | is clear when an anticipated fransaction has or has not occurred and it s
probable the anticipated transaction will occur as designated.

Gains or losses on the hedge arising up o the date of the anticipoted fransaction, together with
any costs or gains arising af the time of enfering into the hedge, ore deferred and included in the
measurement of the anticipated transaction when the fransaction has occurred s designated.
Any gains of losses on the hedge fransaction ofter that date are included in the income statement.

The net amount receivable or pavable under forward foreign exchange confracts and the
associated deferred goins or losses are recorded in the balance sheet from the date of inception of
the hedge fransaction. When recognised, the net receivables or payables are revaiued using the
foreign currency rates current at reporting dote.

The net amounts receivable or payable under currency, forward rate agreements and futures
contracts and the associated deferred gains or losses are not recorded in the balonce sheet untll
the hedge fransaction occurs. When recognised the net receivabies or payables ore revalued
using the interest or commodity rates curent ot reporting dote.

Option premiums are recorded in ‘other assets’ when poid and included in the measurement of
the transaction when it occurs. When the anficipoted fransaction is no longer expected to occur
as designated, the deferred gains or losses relating to the hedged fransaction are recognised
immediately in the ihcome statement.

Where o hedge fransaction is terminated early and the anticipated transaction is stilf expected to
occur as designated, the deferred gains or losses that arose on the hedge prior to its termination
continue 10 be defered and are included in the measurement of the purchase or soie of interest
transaction when it occurs. Where a hedge transaction is termingted early because the

antficipated fransaction is no longer expected fo cccur s designated, deferred gains and losses
that arose on the hedge prior to its temination are included in the income statement for the period.
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Whare g hedge is redesignated as @ hedgs of another tfransaction, gains or fosses arising o the
hedge pricr fo is redesignation are only deferred where the origingl anticipated fransaction is
still expected fo occur as designated. Any gains or losses relafing 1o the hedge instrument are
included in the income statemeant for the period.

Gains of tossas that arise prior to and upon the maturdly of transactions entered inlo under
hedge rollover strategies are deferred ond included in the measurement of the hedged
anticipated fransaction if the fransaction s still expecied to occur as designated. i the
anficipated fransaction is no longer expected 1o occur as designated, the gains or losses are
recognised immadiately in the income statemeant.

(g) Properly, piant and equipment

(i

(i)

Owned assets

tems of properly, plant and eguipment are stoted at cost or desmed cost less accumuiated
depreciolion {see below] and impairment losses (see accounting policy ). The cost of self-
constructed assels includes the cost of materdals, direct labour, the intich sstimate, where relevant, of
the costs of dismantling and removing the items and restoring the site on which they are located,
and an gppropriate proporfion of preduction overheads.

Certain items of property, plant and equipment that had been revaiued to foir value on or prior o ]
July 2004, the date of transition 1o Australian Accounting Standards - AIFRSs, are measured on the
basis of deemed cost, being the revalued amount ot the date of that revaluation.

Mining property and development assets include costs fransferred from exploration and evaoluation
assets once tschnical feasibility ond commercial viablity of an area of interest are demonstrable and
subsequent cosis to develop the mine 1o the production phase.

Where parfs of an item of property, plant and equipment have diffsrent useful fives, they are
accounted for as separate items of property, plant and sguipment.

Leased assets

Leases in terms of which the consolidated entify assumes substantially oll the risks and rewards of
ownership ore classified as finance leases. The owner-occupied property acquired by way of
finance isose is stated at an amount egual o the lower of its fair volue ond the present value of the
mirimum lease payments at inception of the lease, i8ss accumuiated depreciation (see below] and
impairment 10sses (see accounting policy 1), The propsriy heid under finance leases and leased out
under operating lease is classified as investment property and stated af fair value. Lease payments
are accounted for as described in accounting policy (1), Property held under operating leases that
would otherwise meet the definition of investment property may be classified as investment
property on a property-by-property basis.

Subsequent costs

The consolidated enfity recognises in the canying amount of an ifem of property, plant and
equipment the cost of replacing part of such an item when that cost is incurred if |t is probable
that the future economic beneflts embodied within the item will flow to the consclidated entity
and the cost of the item can be meosured reliably. Al other costs are recognised in the income
statement as an expense as incurred.
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{ivl Depreciation
With the exception of freehold land and mining property and development assets, depreciation is
charged to the income statement on o straight-ine basis over the estimaied useful lives of each
part of an em of property, piant and scuipment. Land is not deprecicled. Mining property and
development assets are depreciated on a units of production basis over the life of the
economically recoverable reserves.

The estimated useiut lives in the current and comparative periods are as follows:

+  buildings 2 yeaors
«  plant and eguipment 2 years
+  leosed plant and eqguipment 3 years
+  mine property and development expenditure
Production phaose (recovered nickel tones) 1,311 {2005: 1.371}

The residudt valus, the useful life and the depreciation method applied to an asset are
regssessed at least annually.

(h} Exploration and evaluation assels

(i}

Exploration and evaluation costs, including the costs of acquiring licences. are copitalised as exploration
and evaluation assets on an area of interest basis. Costs incurred before the consolidated entity has
obtained the tegal rights to explore an area are recognised in the income statement.

Exploration and evaluation assets are only recognised if the rights of the area of inferest are current and

elther

fi} the expenditures are expected io be recouped through successful development and exploiiation
of the area of iInferest; or

fi}  activities in the area of interest have not af the reporting date, reached a stage which
permils g reasonable assessment of the existence or other wise of economically recoverabie
raserves and active and significant operations in, or in relation to, the area of interest are continuing.

Exploration and evaluation assels are assessed for impairment if {i) sufficlent data exists to determine
technicai feasibility and commercial viability, and {if] focts and circumstances suggest that the canying
amount exceeds the recoverable amount {see iImpairment, accounting policy {}). For the purposes of
impairment testing. exploration and evalugtion assets are dllocated to cash-generating units to which
the exploration activity relates. The cosh generating unit shall net be larger than the area of interest.

Once the technical feasibilly ond commercial vigbility of the extraction of mineral resources in an area of
interest are demonstrable, exploration and evoluation assets aftrbutable to that area of interest ore first
tested for impairment and then reclossified from exploration and evaluation assets to mining property and
development assets within property. plant and eguipment.

Trade and other receivables
Other trade and other receivabies
Trade and other receivables are stated at their amortised cost less impairment losses [see accounting

oolicy {1j).
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Inveniories
inventories ore stated at the lower of cost and net realisable volue. Net reclisable valus is the estimated
selling price in the ordinary course of business, less the estimated costs of completion and seling expenses.

The cost of mining nventories is determined using a weighted average basks. Cost includss direct material,
overburden removal, mining, processing, labour, related transportation costs to the point of sale. mine
rehabilifation costs incured in the exiraction process and other fixed and variable overhead costs direclly
related to mining activities.

The cost of other inventores is based on the first-in first-out principle ond includes expenditure incurred in
gcquinng the inventories and bringing them fo their existing location and condition. in the case of
manufaciured inventories and work in progress, cost Includes an appropriate share of overheads based
on normal operafing capaciy.

Cash and cash equivalents

Cash and cash equivalenis comprise cash balances, shert term bills and call deposits. Bank overdrafts that
afe repayable on demand and form an infegral part of the consclidated entity’s cash management are
included as a componeni of cash and cash equivalents for the purpose of the statement of cash flows.

Impairment

The canying amounts of the consolidated entity's assets, inventories {ses accounting policy i} and deferred
tax assets {see accounting policy si, are reviewed af sach balance sheet date to determine whether
there is aony indication of impairment. f any such indication exists, the asset’s recoverable amount is
estimated {see accounting policy i{i}).

An impdairment loss is recognised whenever the camrying amount of an asset or its cash-generating unit
exceeds its recoverable amount. Impairment losses are recognised in the income statement, unless
an asset has previously been revalued, in which case the impairment toss Is recognised as g reversal
to the extent of that previous revalualion with any excess recognised through profit or loss.

Impairment losses recognised in respect of cash-generating units are allocated first io reduce the
carrying amount of any goodwil allocated fo cash-generaling units {group of units) and then, fo
reduce the carrying amount of the other assets in the unit [group of unils} on a pro rata basis.

When o decline In the fair value of an ovailable-for-sale financial asset has been recognised directly in
equity and there is objective evidence that the asset is impaired, the cumulalive loss that had beean
recognised directly in equity is recognised in profit or loss even though the financiol asset has not
been derecognised. The amount of the cumulative loss thot is recognised in profit or loss is the
difference between the ccguisition cost and curent fair value, less any impairment loss on that
financiol asset previously recognised in profit or loss.

(il  Calculation of recoverable amount
The recovergble omount of the consclidated entity's investments in held-to-maturity securities and
receivables cared af amonised cost is calcuiated as the present volue of estimated future
cash flows, discounted gt the original effective interest rate lLe. the effective inferest rate
compuied at inliial recognition of thess financial assels). Receivables with a short duration
are not discounted.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

Impalrment of receivables is not recognised until objective evidence is available that a loss event
has occurred. Significant receivables are individually assessed for impairment. impairment
testing of significant recelvables that are not assessed as impaired individually s performed by
placing them into portiolics of significant receivables with similar risk profiles and undertaking a
collective assessment of impairment. Non-significant recelvables are not individually assessed.
insteqd, impairment testing is performed by plocing non-significont receivables in portiolios of
simitar risk profiles, based on objective evidence from historical experience adjusted for any
effects of condiiions existing of each balance sheet dole.

The recovergbile omount of other assets is the greater of their fair volue less costs to sel and vaiue
in use. In gssessing volue In use, the estimated future cash flows are discounted to their present
valug using a pre-tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset. For an asset that does not generate largely
independent cash inflows, the recoverable amount is determined for the cash-generating unit
to which the asset belongs.

Reversals of impairment

Impairment losses, other than in respect of goodwill, are reversed when there is an indication that
the impairment loss may no longer exist and there has been a change in the estimate used 1o
determine the recoverable amount.

An impdairment loss in respect of goodwill is not reversed.

An impairment toss inrespect of ¢ hetd-to-maturity securily or receivable carried at amortised
cost is reversed if the subsequent increase in recoverable amount can be related objectively fo
an event occurring after the impairment loss was recognised.

Animpaiment loss in respect of an investment in an eguity Insirument classified as avaliable for sale
is not reversed through profit or loss. if the fair value of a debt instrument classified as available-for-
sale increoses and the increase can be obijectively reloted fo an event occuring offer the
impairment loss was recognised in profit or loss, the Impairment loss shall be reversed, with the
amount of the reversal recognised In profit or loss.

Animpairment loss is reversed only to the exdent that the asset’s canrying amount doss not
sxceed the canying amount that would have been determined, net of depreciation or
amoriisation, if no impairment loss had been recognised.

Derecognition of financial assets and liabilities

Current accounting policy

A financial asset (or, where qpplicoble, a parf of o finoncial assef or part of a group of similar

financial assets) is derecognised when:

+ the rights fo receive cash flows from the asset have expired

+ the consoclidated entity retains the right to receive cash flows from the asset, but has
assumed an obligation to pay them in full without matericl delay to a third party; or

+ the consolidated entity has fransferred its rights fo receive cash flows from the asset and
either {a} has fransferred substantially oll the risks and rewards of the asset, or (b} has neither
transferred nor retained substanticlly olf the risks ond rewards of the asset, but has
fransferred control of the asset.

A financial liability is derecognised when the obligation under the liabliity is discharged,
cancelied or expired. When an existing financial liobility is replaced by another from the same
lender on substanticlly different terms, or the terms of an existing liability are subsiantially
modified, such an exchange or madification is treated as o derecognition of the original
ligbility and the recognition of a new liability. The difference in the respeciive camrying amounts
is recognised in profit and loss.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

Comparalive period policy

A financial asset wos derecognised when the confraciual right fo receive or exchange cash
no longer existed. A financial liabiiity was derecognised when the confroctual obligation to
deliver or exchange cash no longer existed.

(m} Interest-bearing borrowings

Current accounting policy

Interest-bearing borowings are recognised indfially ot falr value less attributable ransaction costs.
Subseguent to initicl recognition, interest-bearing borowings are stoted at amortised cost with any
difference betwsen cost and redemption volue being recognised in the income statement over the
period of the borrowings on an effective interest basis.

(n)

Comparative period policy
Bank loans are recegnised at thelr principal amount, sublect to set-off arrangements. Interest expense is
accrued at the confracted rate ond included in note 23 Financial insfruments.

Employee benefits

(i

{Hi)

Long-term service benefits

The consolidated entity's net obligation in respect of long-term service benefits, other than
detfined benefif superannuation funds, is the omount of fulure benefit that emplovess have
sarmned in retumn for thelr service in the current and prior periods. The obligation is calculated
using expected future increases in wage and salary rates including related on-costs and
expecied sefflement dales, and is discounted using the rates atfached o the Commonwedaith
Government bonds ot the balance sheet date which have maturity dates gpproximating to
the terms of the consolidated entity’s obligations.

Wages, salaries, annudl leave, sick leave and non-monetary benefits

Liabiities for employee beneflts for wages, salaries, annual leave and sick leave that are
sxpected 1o be settied within 12 months of the reporiing date represent present obligations
resulting from employess’ services provided o reporting date, are calculated af undiscounted
amounts based on remuneration wage and salary rates that the consolidated entity expects fo
pay as at reporting date including reloted on-cosis, such as workers compensation insurance
and payroll fox.

Share-based payment fransactions

The share option programme gllows consolidated entity employaes 1o acquire shargs of the
Company. The foir value of options granted is recognised as an employes expense with g
corresponding increqse In equity. The fair volue is measured of grant date and spread over the
period during which the employees become unconditionally entifled 1o the options. The fair
value of the options gronted is measured using a binomial option-pricing model, taking into
account the terms and conditions upon which the options were granted. The amount
recognised as on expense s adjusted to reflect the actual number of share options that vest
excapt where forfetture is only due to share prices not achieving the threshold for vesting.

Defined contribution superannuation funds

Obligations for contributions fo defined contribution superannuation funds are recognised as
an expense in the income statement as incurred.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

{o} Provisions
A provision is recognised in the balance sheet when the consolidated entity has a present legol or
consiructive obligation os a result of o past gvent, and it is proboble thot an outfiow of gconomic
benefits will be required to settie the obligation. Provisions are determined by discounting the
expected fulure cash flows at a pre-tax rate that reflects current maorket assessments of the time
volue of money and, where appropriate, the risks specific to the fiability.

(i

Mine rehabllifation

Provisions are made for the esiimated cost of rehabifitation reloting to areas disfurbed during
the mine's operation up to reporting date but not vet rehabllitated. Provision has been made in
full for ol disturbed areas of the reporiing date based on curent estimates of costs to
rehabilitate such areas, discounted to thel present value based on expected fulure cashflows.
The estimated cost of rehabiiitation includes the current cost of recontouring, fopsolling and
revegetation employing legislctive requirements. Changaes in estimates are dealt with on o
prospective basis as they arise.

Significant uncertainty exists as to the amount of rehabilitation obligations which will be

incurred due fo the impact of changes in environmenial legislation. The amount of the

provision relating to rehabllitation of mine infrastructure and dismantling obligations is
recognised at the commencement of the mining project and/or consiruction of the assets
where @ legal or constructive obligation exists af that fime. The provision is recognised os a non-
curent llability with a corresponding asset included in mining property and development assets.

At each reporting date the rehabliitation iabillity is re-measured In iing with changes in discount
rates, and Himing of amaount of the costs 1o be Incured. Chonges in the liability relating 1o
rehabilitation of mine infrastructure and dismantling obligations are added fo or deducted from
the related asset, other thon the unwinding of the discount which is recognised as a finance
costin the income statement as it occurs.

if the change in the llability resulls in a decrease in the lability that exceeds the camying
amount of the asset, the assel is wiitten-down to nit and the excess is recognised immediately in
the income statement. If the change in the liabllity resulis in an addition to the cost of the asset,
the recoverabllity of the new canying amouni is considered. Where therg is an indication thaot
the new carrying amount is not fully recoverable, an impairment test is performed with the
write-down recognised in the income statement in the pericd in which it occurs,

The amount of the provision relating to rehabllitation of environmental disfurbance caused by
on-going production and extraction activities is recognised in the income statement as
incurred. Changes in the liability are charged to the income statement as rehabilitation
expense, other than the unwinding of the discount which is recognised as a finance cosh.

(p) Trade and cother payables
Trade and other payables are stated af thelr amortised cost.
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Revenue

Goods sold

Revenue from the sale of nickel bearing ore is recognised in the income statement when the
significant risks and rewards of ownership have been fransferred 1o the buyer. No revenue is
recognised if there are significant uncertainties regarding recovery of the consideration due, the
costs incurred or to be incurred cannot be measured reliably, there is a risk of returmn of goods or there
is continuing managemen! involvement with the goods.

Expenses
Operatling lease payments

Payments made under operating legses are recognised in the income statement on a straight-ing
buasis over the term of the lease. Lewse incentives received ore recognised in the Income statement
as an integral part of the total lease expense and spread over the lease term.

Finance lease paymenis

A lease gsset and o lease Hability egual to the present value of the minimum lease paymenis are
recorded at the inception of the lease.

Lease fabilities ore reduced by repayments of principal. The interest components of the lsase
pavments are expensad. Conlingent rentfals are expensed as incured.

Net financing costs

Net financing caosts comprise interest payable on borrowings calculated using the effective interest
method, dividends on redeemable preference shares, inferest receivable on funds invested, dividend
income, forelgn exchange gains and losses, and gains and losses on hedging instruments that are
recognised in the income statement {see accounting policy f}. Borrowing costs are expensed as
incurred and included In net financing costs.

Interest income is recognised in the income statement os it accrues, using the effective interest
method. Dividend income is recognised in the income statement on the date the entity's right to
recetve payments is established which in the case of guoted securities is ex-dividend dale. The
interast expense componeni of finance lease payments is recognised in the income stotemeant
using the effective interest method.

Income tax

Income tax on the profit or toss for the year comprises curment and deferred tax. ihcoms tox ks recognised
in the income statement except fo the extent thot it relates to items recognised directly in equity. in
which case i Is recognised in equity.

Current tax is the expected tox poycble on the taxable income for the year, using tax rates enacted
or substantively enacted ot the bolance sheet date, and any adjustment to tax payable in respect
of previous years.

Deferred tax Is provided using the balance sheet liobility method, providing for temporary differences
between the canrying omounis of assets and liabilities for financiol reporting purposes and the
amounis used for faxation purposes. The following temporary differences are not provided for: Initial
recognition of goodwill, the inifial recognition of assets or liabilities that affect neither accounting nor
taxable profit, and differences relating fo investments in subsidiaries {o the extent that they will
probably not reverse in the foresesable future. The amount of deferred tax provided is based on the
expacted manner of reglisation of settlement of the carrying amount of assels and liabifitles, using tox
rates enacted or substantively enacted at the balance sheet date.
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A deferred tax asset is recognised only to the extent thot it Is probable that future taxable profifs will
be available against which the asset can be utllised. Delered tax assets are reduced o the extent
that it s no longer probable that the related tax benefit will be realised.

Addiional income taxes that arise from the distribution of dividends are recognised of the same time
as the Habillity to pay the reloted dividend.

Tax consolidation

The Company and its wholly-owned Australion resident entities have formed o tax-consclidated
group with effect from 9 April 2004 ond are therefore faxed os a single entity from that date. The
head entity within the fox-consolidated group is Australian Mines Limited.

Current tax expense/income, deferred tax liabilities ond deferred tox assets arlsing from

temporary differences of the members of the fax-consclidated group are recognised in the
separate financiol statements of the members of the tax-consolidated group using the ‘separate
taxpayer within group’ approach by reference 1o the carmrying amounts of assets and abliifies in the
separcte financial staiements of each entity and the tax values applying under fax consclidation.

Any curent tax fiabilities {or assets) and deferred fax assets arising from unused tax 10sses

of the subsidiaries is assumed by the head entity in the tax-consclidated group and ore

recognised as amounts payable (receivable] to {from) other entities in the tax-consolidated group in
coniunciion with any tax funding omangemeni amounts {refer below). Any difference between
thase amounts is recognised by the Company as an equity coniribution or distribution.

The Compony recognises defered tox assets orsing from unused tax losses of the tax-
consolidated group to the extent that it is probable thot future toxable profits of the fax-
consolidated group will be available against which the asset can be utilised.

Any subseguent period adjustments to defered fox assets arising from unused tax losses as o result of
revised assessmenis of the probability of recoverability is recognised by the head entity only.

Natlure of fax funding arangements and tax sharing arrangementis

The head entily, in conjunction with other members of the fax-consolidated group, hos

entered into a tax funding arrangement which sets cut the funding obligations of members of the
tax-consclidated group inrespect of tox amounis. The tax funding arrangements require paymenis
to/from the head entity equal to the current tax liablliity [asset} assumed by the head entity and any
tax-doss deferred tax asset assumed by the head entity, resulting in the head entity recognising an
inter-entity recelvable (payable} equal in amount fo the fax llobillity {asset) assumed. The infer-entity
receivable {payable) are ot coll.

Coniributions to fund the current tax liabilifies are payable as per the tax funding arangement and
reflect the timing of the head entity's obligation to make payments for tax liabilifies o the relevant
tax quthorities.

The head entity in conjunction with other members of the tax-consolidated group, has glso enfered
into o tax sharing agreement. The tox sharing agreement provides for the determination of the
dllocation of income tox liabllities between the entifies should the head entity default on ifs tax
payment obligations. No amounts have been recognised in the financial statements in respect

of this agreement as payment of any amounts under the fax sharing agreement is considered
remote.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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Goods and services tax

Revenue, expenses and assels are recognised net of the amount of goods and services tax {GST),
except where the omount of GST incurred is not recoverable from the taxation authority. In thess
circumstances, the GSTis recognised as part of the cost of acquisition of the asset or as part of the
EXDENSE.

Receivables and payabiles gre stated with the amount of GS8T included. The net amount of GST
recoverable from, or pavable 10, the ATO isincluded as g current asset or liability in the balance
sheat.

Cash flows are included in the statement of cash flows on a gross basis. The GST components of
cash flows arising from investing and finoncing aclivities which are recoverable from, or payable fo,
the ATC are classified as operaling cash fiows,

Accounting estimates and judgements

Management discussed with the Board the development, selection and disclosure of the
consolidated entity’s critical accounting policies and estimates and the application of these policias
and estimates. The estimates and judgemenis that have a significant risk of causing a material
adjustment to the camying amounts of assets and liabilities within the next finoncial vear are discussed
below.

Key sources of estimation uncertainiy

Mote 18 contains detfagiled analysis about the foreign exchange exposure of the consolidoted entity
and risks in relation to foreign exchange movements.

Mine rehabiiitation and sife restoration provision

The consolidated enlity assesses ifs mine rehabiliiation provision of each balance date In
accordance with accounting policy {o}. Significant judgement is reqguired in determining the
proviston for mine rehabilitation. Factors that will affect this lability include, changes in technology
and price increases. When these factors change, such differences will impact the site rehabllifation
pravision and asset in the period in which they change.

Fair value of derivaiive instruments

The consolidaied entity assesses the fair value of its forelgn currency optlions aof ecch boiance date
in accordonce with accounting policy (e) and Note 23. Fair values hove been determined based
on market conditions existing of the fime of the cudit. These colcuiations require the use of
estimates and assumptions. When these assumptions change or become known in the future, such
differences will impact asset and liabllity carying vailues and the profit and loss in the period in
which they change or become known.

Units of production method of amortisation

The consolidated enfity amortises mine properiies in production on g units of production basis over
the economically recoverable tonnes. Significont judgement is required in assessing the available
reserves and resources under this method. Faciors that must be considered in determining reserves
and resources are the, product prices, foreign exchange rates, cost structuras and fulure
developments. When these factors change in the fulure, such differences will impact the cormrying
value of mine property assets.

Share Capital

Transaction costs of an equity transaction are accounted for as a deduction from equity, net of any
related ihcome tax benefit.
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FOR THE YEAR ENDED 30 JUNE 2006

Consolidated The Company

2004 2005 20046 2005

S000 000 $000 000
REVENUE
Revenue from nickel saies 20,527 17,964 - -
Revenue from copper sales 283 185 - -
Realised “setled” loss {1.092] {427} - -
Unredlised fair value movements {1,823 - - -
Exchange {loss)/gain [13} 476 - 3
Revenue from operating activifies 17877 18,200 - -
CGTHER INCOME
Management fees - - 1.200 1.050
Other 52 {5} 52 -
Total revenue from ordinary activifies 52 {5} 1.252 1.050
OTHER EXPENSES
Bepreciation and amortisation of:
Buildings 15 23 - -
Plant and eguipment 813 313 34 50
Plant and eguipment leased 1,459 986 7 7
Mine properties 3.726 3,974 - -

6013 5296 41 57
Impairment losses:
Capitalised exploration expenditure - 1,234 - 1,234
Intercompany toans {i} - - 2.000 2,000
Investment in controlled entity - - - 4,184
Mine properties - 3,222 - -
Buildings - 40 - -
Plant and eguipment - 120 - -

- 4,616 2.000 7.418

il The consolidated entity incurred impairment tosses in 2006 of $2 million on the
infercompany loan with subsidiary company to reflect the uncerfainty of realising the
amount recorded in the balance sheet.

Impairment losses in 2005 relate to the assessment of the recoverable amount of the
capitalised development costs relating fo the Blair Mine. Due 1o the uneconomic
performance the holding cost was adjusted to nil value. Further impairment was incurred
by the Company to reflect the lower recoverable amount by reducing the investment in
controfled entities. Finally the exploration and evaluation expenditure was impdaired fo
account for the divestment of West Musgrave.
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FERSONNEL EXPENSES
Wages and salaries
Other associagted personnel expense

Coniributions to superannuation
funds

Increase in liability for annual leave
Employee Option expenses

AUDITOR'S REMUNERATION
Audit services

Auditars of the company
KPMG Ausiralia:

- Audit and review of financial
reports

NET FNANCING COSTS
interest income

Financial income

Interest expense
Interest on finonce leases

Financial expenses

Net financing costs (income)

Consolidated The Company
2004 2005 2004 2005
3000 $000 3000 5000
3.213 2,441 355 4650
176 136 28 44
285 154 32 50
57 66 H {104
5 - 5 -
3.736 2,797 431 734

20046 2005 20046 2005

$ $ $ $
53,644 38,249 53.644 38.249
2004 2005 2004 2005
3000 5000 3000 5000
64 49 29 11
64 49 29 11
72 35 - -

125 - 3

197 35 3 -
133 {14} {26} {11}

36
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Consolidated The Company
2004 2005 2004 2005
3000 $000 3000 5000
8. INCOME TAX EXPENSE
Current tax expense/{benefit)
Current year {239} {2,230} [491) 2,264
Deferred fax expenses/ (benefit)
losses not recognised 239 2,230 491 {2,264)
Total income ax benefit /
expense in Income statement - - - -
Numerical reconciliation between
tax expense and pre-tax profit
Loss before tax [(821) {7,461} {1,640) {7.574)
lncome tax benefit using the domestic
corporate tox rate of {30%) {2005:30%) {244} {2.238} (498} {2,272
Increase in income 1ax expeanse due 1o:
Non-deductible expenses 7 8 7 8
[23%) {2,230} (491} {2,264}
Tax losses not brought o account 239 2,230 491 2,264

lncome tax expense - - - .

Unrecognised deferred tax assets and fiabilities
Deferred tax assets have not been recognised In respect of the following items:

Deductible temporary differences {185) {247} 14 12
Tax losses 5370 5,146 5.370 5.146
5.185 4,899 5.384 5.158

The deductible temporary differences and tax losses do not expire under the current tax legistation.
Deferred tax assets have been recognised in respect of these items because it is not probable that future
taxable profit will be available against which the consolidated entity can utllise the benefits from.

Unrecognised deferred tax assets and
{licbilities)

The balance comprises femporary
differences ahributable to:

Amounts recognised in profit or foss

Exploration {1,173} {897} {11} {8
Property plant and equipment 730 421 7 8
Borrowing costs 110 108 - -
Provisions 148 121 18 12
Tax losses 5,370 5,146 5,370 5,146
Net deferred tax assels and liabilities 5,185 4,899 5,384 5,158
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Consolidated The Compony

2004 2005 20046 2005

S000 000 $000 000
8. INCOME TAX EXPENSE (continued)
Movements in temporary differences
Opening balance at | July 2005 4 899 2775 5,158 3.973
Exploration (276 59 {4) 331
Property plant and equipment 309 1,145 - )
Borrowing costs 3 [34) - .
Provisions 26 AR [ 5
Tax losses 224 843 224 843
Closing balance at 30 June 20046 5185 4,899 5.384 5.158

Tax Consolidatfion

Effective as of ¢ April 2003, for the purposes of income taxation, Australian Mines Limited and
its 100% wholly owned subsidiary formed o tax consolidated group. Members of the group
have enfered info a tax sharing agreement in order 1o diocate income fax expense o the
wholly owned subsidiaries on a prorata basis. In addition, the agreement provides for the
agllocation of income tax liabilities between the entittes should the head entity default on ifs tax
payment obligations. Af the balonce date, there s no income tox liability. The head entity of
the tax consolidated group is Australian Mines Limited.

9. EARNINGS PER SHARE
Basic earnings {foss) per share {0.18) {5.15) - -

The calculation of basic earnings per share at 30 June 20046 was based on the loss
attributable 1o ordinary shareholders of $820,668 {2005: $7.460,582) and a weighted average
rumber of ordinary shares ocutstanding during the financial year ended 30 June 2006 of
434,448,217 (2005: 144,841,654}, calculated as follows:

Consolidated

2004 2005
5000 5000
Profit attibutable to ordinary shareholders
Loss for the period 821 7,461
Dividends paid - -
Lass aitributable fo ordinary shareholders 821 7,461
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EARNINGS PER SHARE (continued)

Consolidated

Weighted average number of ordinary shares 2004 2005
lssuad ordinary shares at T July 144,926,132 144,676,132
Effect of issue for payment of Duplex Hill South acquisition - 250,000
November 2004
Effect of 2 for 1 issue in July 2005 289,852,264 -
Effect of issue re: debt seftlement in Seplember 2005 19,780,000 -
lssued ordinary shares af 30 June 454,558,394 144,926,132
Weighted average number of ordinary shares of 30 June 434,448,217 144,841,654
Consolidated The Company
2004 2005 20046 2005
3000 $000 3000 5000
CASH AND CASH EGUIVALENTS
Bank balances 512 226 17 37
Cdall deposits 1.395 656 - -
Cash ond cash equivalents in the
statement of cash flows 1.907 882 17 37
TRADE AND OTHER RECEIVABLES
Current
Trade debtors 6.130 3,136 - -
Other debtors and prepayments o0 10 _ .
6,150 3,146 - -
Non current
Loan to controlled entity {i} - - 10,606 7.354
Provision for non-recovery - - {5,748) {3,748}
- - 4,858 3.606

i} The loan fo the conirolled entity is unsecured, interest free and repayable on demand.

INVENTORIES
Current
Ore stocks atf cost 193

158
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Consolidated The Company

2004 2005 2004 2005

3000 $000 3000 5000
INVESTMENTS
Non current
Investment in controlled entity
Blgir Nicke! Mine Pty Ltd - - 4,183 4,183
Provision for impairment - - {4,183} {4,183}
EXPLORATION AND EVALUATION ASSETS
Exploration and evaluation
Opening balonce 2,991 3,188 30 1.133
Exploration expenditure 920 1,037 12 131
Exploration impaired - (1.234} - {1,234}
Exploration costs canied forward 3911 2,991 A2 30

The ultimate recoupment of costs caried forward for mineral properties in the exploration and
evaluation phases is dependent on the successful development and commerciol exploitotion
or sale of the respeciive oreos.

PROPERTY, PLANT AND EQUIPMENT

Mine properties

Mine properties 14,848 12,070 - -
Impairment loss {3,222} {3,222} - -
Accumuiated amortisation (11,098] [7.372) - -
At recoverable amount 528 1,476 - -
Building

At cost 88 88 - -
Impairment foss {40} {40} - -
Accumulated depreciation {45} {30} - -
At recoverable amount 3 18 - -
Piant & equipment

At cost 1,629 1,022 127 126
Impairment [oss {120) {120} - -
Accumulated depreciation {1,259) {445) [108) {74
At recaovercble amount 250 457 1% 52
Leased plant & equipment

At cost 3,116 2,53% 18 7
Accumulated depreciation {2,553) [1,094) {14) {7}
Al recaverable amount 563 1,445 4 10
Total property, plant and

equipment 1.344 3,396 23 62
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Consolidated The Company
2004 2005 2004 2005
5000 5000 $000 5000

PROPERTY, PLANT AND EQUIPMENT (continued)

Reconciliations of the carrving amounts for each class of property, plont ond equipment are set
oul below:

Mine property and development

Opening balance 1.476 6,130 - -
Exploration costs fransferred - - - -
Development expenditure 2,778 2,542 - -
Amortisation {3,726} {3,974} - -
Impairment loss - {3,222} - -
Carrying amount at end of year 528 1,476 - -
Buildings

Carrying amount at beginning of

year 18 81 - -
Adciitions - - - -
Impairment loss - {40} - -
Depreciation {15} {23} - -
Carnying amount at end of year 3 18 - -

Plant and equipment
Carrying amount at beginning of

year 457 538 52 33
Addiitions 392 352 ] 69
Reclassificafions 214 - _ .
Impairment foss - {120} - -
Depreciation {813} {313} {34) {50]
Carrying amount at the end of

year 250 457 1% 52

Piant and equipment leased
Carrying amount at beginning of

year 1.445 1,053 10 -
Additions 791 1,426 - 17
Reclassitications [214) - - -
Disposais - {48} - -
Amortisation {1.459) {786) {7) {7)
Carnying amount at end of year 563 1,445 3 10
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16.

17.

{ii}

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

Consolidated The Company
2004 2005 2004 2005
3000 5000 3000 5000
TRADE AND OTHER PAYABLES
Current (unsecured)
Trade creditors and accruals 2 700 3,477 G4 120
Other creditors and agccoruals 188 230 é 8
2.888 3,707 100 128
INTEREST-BEARING LOANS AND BORROWINGS
Current liabilities
Bank joans secured (i) 1.253 1,184 . .
Loans unsecured - 277 - 277
Lease hagbilities {ii} QLG 817 é 7
2222 2,278 [ 284
Non current
Lease labilities 303 792 - 5
303 792 - 5

The consolidated entity has access to a facility fotalling US$2,000,000 {A$2,631,000} which provides
immediate cash against sales receivables and is secured against nickel receivables. As af 30 june
2006, the consolidated entity had drawn down US$951,520 (A$1,252.000) of the facility, leaving

US$H1,048,480 {AS1,379,000) unused in the event of fulure sales proceeds.

Finance lease liabilities

Finance lease liabilifies of the consolidated entity are payable as follows:

Consolidated

Minimum Interest Principal Minimum Interest Principal

lease lease

payments paymenis

2004 2006 2004 2005 2005 2005
Less than one year 1,033 &4 969 00 83 817
Between one and five 312 ? 303 873 81 792
vyears

1.345 73 1,272 1,773 144 1,609
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17.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

INTEREST-BEARING LOANS AND BORROWINGS (confinued)
(i1} Finance lease liabilities {confinued}

The Company

Minimum Interest Principal Minimum Interest Principal

lease lease

payments paymenis

2004 2006 2004 2005 2005 2005
Less than one year 6 - 6 8 ]
Beiween one and five - - - 5 - 5
vyears

6 - 6 13 1 12

DERIVATIVE FINANCIAL INSTRUMENTS

Foreign exchange risk

The consolidated entity enters info forward foreign exchange coniracts to hedge a proportion of
anticipated sales commitments denominated in US dollars expected in each month, subject to
Board approval fimits. The amount of antficipated fulure sales is forecast in light of curent
condifions in foreign markets, commitments from customers and experience. All sales from the
first of each month are designated as being hedged untit all hedge contracts are fully ulilised.

The following fable sets out the gross value 1o be received under foreign currency coniracts, the
weighted average coniracied exchange rates and the setftlement pericds of ouistanding

confracts for the consolidated entity.

Ausfralian dolfar forward exchange contracts:

CONSOLIDATED
2004 2005 2004 2005
Weighted average rate S'000 $'000
Selt US Dofltars
Not later than one 7470 7735 6,576 2,559
year

The net deferred costs and exchange gains and losses on hedges of anticipated
foreign currency purchases and sales are recognised in the income statements and
the timing of their anficipated recognition as part of soles or purchases are:

CONSOLIDATED
Net gains/{fosses)

2004 2005
S'000 5’000
Not later than one year 42 i62)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FGR THE YEAR ENDED 30 JUNE 2006
18. DERIVATIVE FINANCIAL INSTRUMENTS (continued)
(b Commodity price risk
Forward Nicke! Sales
The consolidated entity enters into commeodity contracts 1o hedge commodity prices

on anticipated specific sole commitments of nickel. The contracts outstanding at year
end are:

CONSOLIDATED
Notional Principal

2006 2005
$'000 $'000
Hedging purchases
Not lagter than one year 6,576 2,952

The net deferred gains and losses on hedges of anficipated future commodity
purchase contracts are recognised in income statements and the fiming of their
anticibated recognition as part of sales are:

CONSOLIDATED
Net gains/{fosses)

2004 2005
5000 5000
Not later than one year {1,865} 4

Auskratian dollar nickel call options:

CONSOLIDATED

2006 2005
$'000 3'000
Sefl Nickel fonnes
Not later than one year - 1,900

The net deferred gains and losses on hedges of nickel call oplicns are recognised in the
income statements and the fiming of their anticipated recognition as part of sales are:

CONSOLIDATED
Net gains/{fosses)

2004 2005
$'000 5'000

Austradian doffar nickel calf options
Not later thon one yeor - i73]
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

Consolidated

The Company

2004 2005 2004 2005
3000 5000 3000 5000
19. EMPLOYEE BENEFITS
Current
Salares and wages accrued 50 - - -
Licdodity for annual leave 157 100 26 15
Licshility for sick leave 123 47 34 20
FBT payable - 26 - s
330 193 60 41

Share based payments

The Board has infrcduced the Australian Mines Limited Employee Cption Plan, an equity-based
employee option scheme, to promote continuity of employment and o provide addifional
incentive 10 increase shareholder wedalth. Fquity-based emplovee option schemes are provided as
options over ordinary shares of the Company and may be issued to directors, executives and
employees. Details of equity-based employee options issued o senior management and

employees are confained in section 10 of the Directors’ Report [page 7).

20. PROVISIONS
Current -

Non current
Mine rehabilitation:

Opening balonce 140 - - .

Additicons 73 140 . .

Closing balance 213 140 - -
21. CAPITAL AND RESERVES

issued and paid up capital

454,558,396 {2005: 144,926,132}

ordinary shares fully paid 21,022 17,870 21,022 17870
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21.

22.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

Consolidated The Company

2004 2005 2006 2005

3000 $000 3000 5000
CAPITAL AND RESERVES {continued)
Reconciliation of contributed equity
Balance at beginning of yvear 17.870 17,864 17,870 17,866
Acquisition of Duplex Hill South
250,000 ordinary shares gt 15 cents. - 38 - 38
2 for 1 entilements issue of shares ot
ong cent per share, 289,852,264
ordinary shares issued. 2,899 - 2,899 -
Allotted additional to prospectus,
2,280,000 ordinary shares issued 23 - 23 -
Debt setflement to mining coniractor
by issue of 17,500,000 ordinary sharas
at 2.48 cenis per share 436 - 436 -
Cost of capital raising {206} (341 {206} {34}
Balance ot end of year 21,022 17,870 21,022 17870
Cption Premium Reserves
Balance ot beginning of year 1,246 1,246 1,246 1.246
Employee option reserve 5 - 5 -
Transferred o equity {1,246 - {1,246 -
Balonce at end of year 5 1,246 5 1,246

The Employse Option Reserve represents the falr value of share options granted. The estimate
of fair value of the services received is based on the Black-Scholes model. The calculoted
value is based on parameters as set out in Note 10 in the Directors’ Report.

ACCUMULATED LOSSES

Balance af beginning of period (15,726) (8,265} [15,83%) {8,265}
Net loss for the year (821) (7,461} {1,640} {7.574)
Transfer from option premium
reserve 1,246 - 1.246 -
Accumulated losses of end of
period (15301 {15,726} [16,253] {15,839
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23. FINANCIAL INSTRUMENTS
Exposure o credl, interest rate and currency risks arises in the normal course of the consclidated
entity's business.
Credit risk
Management has a credit policy in place and the exposure to credit risk Is monitored on an
ongoing basis. Credit evaluations are performed on all customers requiring credit over a certain
amount. The consolidated entity does not require collateral in respect of financicl assets.
Transactions involving derivative financial instruments are with counterparties with whom the
cansolidated entity has g signed netling agreement as well as sound credit ratings. Given their
high credif ratings, management does not expect any counterparty 1o fall to meet its obligations.
At the balance sheet date there were no significant concentrations of credit risk. The maximum
exposure to credit risk is represented by the canying amount of each financial asset, including
derivative financial instruments, in the balance sheet.
interest rate risk
The consolidated entity does not have o policy in place to hedge interest rate risks.
interest rate risk exposures
The Company’'s exposure 1o interest rate risk and the effeclive weighted average interest rate
for classes of inancial assets and financial liabilities is set out below:
Weighted 6 months or 612 tto5 Non-
Note average less months yeds interest Total
interest bearing
rate $'000
$'000 $'000 5000 $'000
2006
Financiatl assets
Cash assets 10 510% 1.907 - - - 1,907
Receivables 11 - - - 6,150 6,150
1,907 - - 6,150 8,057
Financiat fabifities
Posyables 16 - - - 2,888 2,888
Loan Secured 17 591% 1,253 - - - 1,253
Lease liabllifies
{current) 17 8.70% - 969 - - 9469
Lease liabflities
{non-current} 17 8.77% - - 303 - 303
Derivative
financial
instruments 18 1,823 1,823
Employee benefit 19 - - - 330 330
Cther Provisions 20 - - - 213 213
1,253 969 303 5,254 7779

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

Weighted & months or 6-12 tto b Non-
Note average less months yeds interest Total
interest bearing
rate £'000
$'000 $'000 5000 $'000
2005
Financiatl assets
Cash assets 10 5.30% 8582 - - - 882
Recelvables 11 - - - 3.146 3,146
882 - - 3,144 4,028

Financiat fiabliifies
Payables 16 - - - 3,707 3,707
Loans secured 17 4.16% 1,184 - - - 1,184
Loans unsecured 17 - - - 277 277
Lease liabiifies
{current] 17 B.70% - 817 - - 817
Lease liabilities
{non-current} 17 8.77% - - 792 - 792
Employee benefits 19 - - - 193 193
Other provisions 20 - - - 140 140

1,184 817 792 4,317 7,110

Foreign currency risk
The consolidated entity is exposed to foreign currency risk on sales and borrowings that are denominated
in o currency other than the AUD. The currency giving rise to this risk is primarily U.S. Dollars.

Forecasted ransactions

The consolidated enfity classifies its forward exchonge confracts hedging forecasted transactions as cash
flow hedges and states them at falr value. The fair value of forward exchange contracts during the yeor
was adjusted against the profit and loss af that date.

Recognised assets and licbilities

Changes in the fair value of forward exchange contracts that economicdally hedge monetary assets and
abilities in foreign currencies and for which no hedge accounting is applied are recognised in the
income statement. Both the changes in fair value of the forward coniracts and the foreign exchange
gains and losses relating to the monetary ifems are recognised as part of revenue from operating
activities {see note 2).
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24.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

Consolidated The Company
2004 2005 2004 2005
3000 $000 3000 5000
CPERATING LEASES
Leases os lessee
Non-cancellable operaling lease
rentals are payable os follows:
Less than one year 45 58 65 58
65 58 65 58

The Company leases an office facility on a yearly lease basls, the lease expires May 2007.

25.

CAPITAL AND OTHER COMMITMENTS
Explotation expenditure
commitments

Within one year 868 1,246 868 450

In order to maintain curent dghis of tenure to exploration tenements, the consolidated entity is
required to perform minimum exploration work 1o meet the minimum expenditure requirements
specified by various State govermnments. These obligations are subject to renegotiation when
application for a mining lease is made and ot other fimes. These obligations are not provided for in
the financial report and are payabile as stated in the table gbove.

26.

27.

CONSOLIDATED ENTITEES

Couniry of incorporation Ownership interest
Parent entity 2006 2005
Australian Mines Limited
Subsidiary
Blair Nicke! Mine Proprietary
Limited Australia 100 100

RECONCILIATION OF CASH FLOWS FROM OPERATING ACTIVITIES

Cash fiows from operating

activities:

Net loss [(821) {7,461} {1,660} {7,574}
Add/{less) items classified as

investing/financing activilies:

Unrealised loss on derivative

financial instrument 1823 73 - -
Profit on sale of assets - 7 - -
Add back non cash expenses:

Depreciation and amoriisation 6013 5294 40 59
Management feas - - {1,200) -
Write downs to recoverable amour - 3,382 - -
Exploration expenditure written off - 1,234 - 1.234
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27.

28.

29.

30.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

Consolidated The Compony
2006 2005 2006 2005
S000 5000 000 5000

RECONCILIATION OF CASH FLOWS FROM OPERATING ACTIVITIES (continued)
Provision for intercompany

receivables - - 2.600 2.000
Investment in controlled entity

written off - - - 4,184
Opflion expense 5 - 5 -
Movement in operating assels and

licbiities:

{increasel/decrease in receivables {3,004} {1,293} - 20
{Increase}/decrease in inventories {35) 64 - -
Increase/{decrease] in payables [748) 4695 (7 {168
Increase/{decrease] in provisions

and employee benefits 87 299 - 15
Net cash {used in}/generated by

operating activities 3.300 2,296 [824) {230

SEGMENT INFORMATION

The Company operates predominantly in one industry segment, being mining and exploration
and in one geographical segment being Western Australia.

CONTINGENT LIABILITIES

The Company’s mining tenements cre subject fo native tifle applications. At this stage it Is nof
possible to quantify the impact {if any} that native file may have on the operations of the
Compaoany.

INTEREST IN JOINT VENTURES

During the yeor the Company relinquished ifs 51% interest in the joint veriure, Cavenagh Range
E69/1389 and £69/13%1 ond the Blackstorne Range £69/13%0 tenements.

Included in the assets of the consolidated and parent entity are the following tems, which
represent the consolidated and parent entities’ interest in the assels, employed in the joint
venture recorded in accordance with the accounting policies described in Note 1{b}.

Consolidated The Company
2004 2005 20046 2005
S000 5000 5000 5000
Nan-current assets
Exploration expenditure caried
forward in respect of the
following areas of interest - 30 - 30
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31.

32.

33.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

ECONOMIC DEPENDENCY

The Consolidated entity has g sale contract whereby 100% of life of mine nickel ore is
contracted for sale to BHP Billifon — WMC Resources Limited.

SUBSEQUENT EVENTS
There were no matericl events subsequent o balance date.

EXPLANATION OF TRANSITION TO AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS

For reporting periods beginning on or after 1 January 2005, the consolidated entity must comply
with Australian equivalents o International Financiol Reporting Standards {AIFRS) as issued by the
Australian Accounting Standaords Board.

The rules for the first Hime adoption of AIFRS are set out in AASB 1 First Time Adoption of Australian
Equivalents to Infernational Financial Reporting Standards. In general, AIFRS accounting policies
must be applied refrospectively to determine the opening AIFRS balance sheet as at fransition
date, being 1 July 2004, The standard cliows a numiber of exemptions to this general principle o
assist i the fransition to reporfing under AIFRS. The significant changes in accounting policies
adopted in fransitioning to AIFRS are provided in note 1. The financial impacts 1o the
consolidated entity of the fransition to AIFRS have been oullined in the preceding schedules.
Further information in relation to the adiustments outlined in these reconciliations are provided
below:

{fa} Restoration provision

Under Australion GAAP, provistons are made for mine rehabllitation and restoration on an
incremental basis during the course of the mine life. The provision is determined on an
undiscounted basis based on cument costs, current legal requirements and current technology.

if the change in the liability resulls in a decrease in the liability that exceeds the carrying amount
of the asset, the asset s written down to nil and the excess is recognised immediately in profit or
loss. if the change in the liabillity results in an addition o the cost of the assel, the recoverability
of the new carrying amount is considered. Where there Is an indication that the new carrving
amount is not fully recoverable an impairment test is performed.

The fransitional adjustments made at 1 July 2004 and 30 June 2005 in the consolidated entity as a
result of the above is an increase by $140,000 to the provision for rehabiiitation. The
carresponding adjustment has been made against opening retained eamings on the basis thot
the corresponding rehabilitation asset is impaired. The effects of discounting have been
excluded given the short mine life of the Blair nicke! mine.

(b} Financial insfruments / change in accounting policy
The Company has elected o fake gdvantage of the transition rules contained in AASB 1 o not

restate comparatives for AASBE 132 Financidl Instruments: Disclosure and Presentation, AASB 139
Financial instruments: Recognition and Measurement.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

The entity has followed Ausiralian GAAP in accounting for financial instruments within the scope
of AASB 132 and AASB 139 as described in Note | Stalement of significant accounting policies.

The impact of this change has had no moterial impact as at 1 July 2005, being the date of
transition for AASB 132 and AASE 139

{c} Share Based Payments

Under AIFRS the fair value of oplions granted must be recognised as an employee benefit
expense with o coresponding increase in equity. The fair value will be measured at grant date
taking into account market performance conditions only, and spread over the vesting period
during which the employees becomes unconditionally entitled o the aptions. The fair

vaiye of options granted will be meagsured using the binomial method, taking info account the
terms and conditions aftached to the options. The amount recognised as an expense will be
adjusted 1o reflect the actual number of oplions that vest except where forfelfure is due to
market related condifions.

No adiustment has been made for options granted before 7 November 2002 which have vested
before 1 January 2004. Options granted affer 7 November 2002 remaining unvested at 1 July

2004 have been recognised in the opening balance sheet through retoined eamings resufting in
a il impact on fransition.
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1. RECONCILIATION OF BALANCE SHEET REPORTED UNEER AGAAFP TO AJFRS

CURRENT ASSETS

Cash assetls
Receivables

inveniores

Total Current Assets
NON CURRENT ASSETS
Receivables

Other finoncial assets
Property, plont and
Exploration and evaluation
Tfotal Non Current Assefs
Totai Assets

CURRENT LIABILITEES
Foyables

inferest bearing iabilties
Provisions

Total Current Liabilities

Note

Consoiidated

Previous Eftect of
GAAP transition
to AIFRSs

30 June 2005

AlFRSs

882 - 882
3,144 - 3146
158 - 158
4,184 4,186
3,396 - 3,394
2991 - 2.991
4,387 6,387
10,573 10.573
3,707 - 3,707
2,278 - 2,278
266 - 266
6,251 6,251 |

The Company

Previous Effect of AlFRSs
GAAP transition
to AIFRSs
30 hlune 2005
37 - 37
37 37
3608 - 3.606
62 - 42
30 - 30
3,698 3,698
3,735 3,735
128 - 125
284 - 284
41 - 41
453 453




NON CURRENT LEABILITIES
inferest bearing iabilties
Provisions

Total Non Current Liabilities
Totai Liabilities

NEF ASSETS

EQUITY

Contributed equily
Heserve

Accumulated kosses

Total Equity

Consplidated

Pravious
GAAP

Note

792

s} 140

Effect of
transition
to AIFRSs

30 June 2005

AlFRSs

792

140

The Company

732

732

7.183

7. 183

3,390

3,390

17.870
1.244

o) {15,726}

17.870
1,244

{15,726

3,390

3,390

Previous AlFRSs
GAAP

30 June 2005

5 5

5 5

458 458

3,277 3,277

17.870 17.870

1,244 1,244

{15,339} {15839}

3,277 3,277
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2. RECONCILIATION OF INCOME STATEMENT REPORTED UNDER AGAAP TO AIFRS.

Consolidated The Company
Previous  Effect of AlFRSs Frevious  Effect of AlFRSs
GAAP transition GAAF transition
to AlFRSs to AIFRSs
Note 30 June 2005 30 June 2005

{oss before income lax {7,461} - {7 461} {7.574} - {7 574}
income tax benefit - -
Loss for the period 17,461} (7,461} 17.574} {7,574}
3. RECONCILIATION OF CASH-FLOW UNDER AGAAP TO CASH-FLOW UNDER AIFRS

The adoption of AIFRS has not resulted in any material adjustments o the cash-flow statements for the period ended 30 June 2005.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2006

DIRECTORS' DECLARATION

1 In the opinton of the Directors of Australian Mines Limited {‘the Company'):

(o} the financial statements and notes and the remuneration disclosures that are contained in
the Remuneration report, section 11 of the Directors’ report, set oul on pages 2 1o 55, are
in accordance with the Corporations Act 2001, including:

fiy giving g true and fair view of the financial position of the Company and the
consolidated entity as at 30 June 2006 and of their performance, as represented by the
results of their operations and thelr cash flows, for the financict yeor ended on that
date; and

fi} complying with Australion Accounting Standards and the Corporations Regulations
2001; and

b} the remuneration disclosures that are contained in the Remuneration report, section 11 of
the Directors' report comply with Australian Accounting Standard AASB 124 Relgted FParty

Disclosures

{c] there are reasonable grounds to belileve that the Compony will be able to pay its debis as
and when they become due and payable.

2 The directors have been given the declaration required by Section 295A of the Corporations Act
2001 from the Chief Operating Officer tor the financial year ended 30 June 2006.

Daoted ot......... Perth...29 day of...... September....2006.

Signed in accordance with a resolution of the directors:

Brett Young
Director
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PN

Independent audit report to members of Australian Mines Limited
Scope
The financial report, remuneration disclosures and directors’ responsibility

The financial report comprises the income statements, statements of changes in equity, balance
sheets, statements of cash flows, accompanying notes 1o the financial statements, and the
directors’ declaration for both Australian Mines Limited (the “Company”) and Australian Mines
Limited and its Controlled Entities (the “Consolidated Entity™) for the year ended 30 June 2006,
The Consolidated Entity comprises both the Company and the entities it controlled during that
year.

As permitted by the Corporations Regulations 2001, the Company has disclosed information
about the remuneration of directors and exccutives (“remuneration disclosures™), required by
Australian Accounting Standard AASB 124 Related Party Disclosures, under the heading
“Remuneration report” in sections 11.1 and 11.2 of the directors’ report and not in the financial
report.

The directors of the Company are responsible for the preparation and true and fair presentation
of the financial report and the Remuneration report in accordance with the Corporations Act
2001, This includes responsibility for the maintenance of adequate accounting records and
internal controls that are designed to prevent and detect fraud and error, and for the accounting
policies and accounting estimates inherent in the financial report. The directors are also
responsible for preparing the relevant reconciling information regarding the adjustments required
under the Australian Accounting Standard AASB [ First-time Adoption of Australian
equivalents to International Financial Reporting Standards. The directors are also responsible
for the remuneration disclosures contained in the directors’ report.

Audit approach

We conducted an independent audit in order to express an opinion fo the members of the
Company. QOur audit was conducted in accordance with Australian Auditing Standards in order
to provide reasonable assurance as to whether the financial report is free of material
misstatement and the remuneration disclosures comply with AASB 124, The nature of an audit
is influenced by factors such as the use of professional judgement, selective testing, the imherent
limitations of internal control, and the availability of persuasive rather than conclusive evidence.
Therefore, an audit cannot guarantee that all material misstatementis have been detected.

We performed procedures to assess whether in all material respects the financial report presents
fairly, in accordance with the Corporations Act 2001, Australian Accounting Standards and
other mandatory financial reporting requirements in Australia, a view which is consistent with
our understanding of the Company’s and the Consolidated Entity’s financial position, and of
their performance as represented by the results of their operations and cash flows and whether
the remuneration disclosures comply with Australian Accounting Standard AASB 124,

We formed our audit opinion on the basis of these procedures, which included:

» examining, on a test basis, information to provide evidence supporting the amounts and
disclosures in the financial report, and

» assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial
reporting when determining the nature and extent of our procedures, our audit was not designed
to provide assurance on internal controls.

PRAE, an dqastralian pertnership, is pert of the KIPAMG Insesnationat
asbhwiork, KPRG idernational is & Swiss cocperative,




para

Audit opinion
In our opinion:

(1)  the financial report of Australian Mines Limited is in accordance with:

ay the Corporations Act 2001, including:

i) giving a true and fair view of the Company’s and Consolidated Entity’s
financial position as at 30 June 2006 and of their performance for the financial

year ended on that date; and;

i) complying with Australian Accounting Standards and the Corporations
Reguiations 2001: and

b)  other mandatory financial reporting requirements in Australia; and

{2) the remuneration disclosures that are contained in sections 11.1 and 11.2 of the
remuneration report in the directors’ report comply with Australian Accounting Standard

AASB 124 Relgted Party Disclosures.

v' o L4
T R Hart
Partner

Perth
29 September 2006 P



CORPCRATE GOVERNANCE STATEMENT 2005 - 2006
INTRODUCTION

Corporate Governance

The Ausiralian Stock Exchange {"ASX") Listing Rules {"Listing Rules”} require a listed entity to include in ifs
annuat report a statement on corporcte govermnance praclices disclosing the extent to which it has
followed the "best practice” corporate governance recommendations set by the ASX Corporgte
CGovernance Council. | the entity has not followed any of the recommenddations, # must identfify them
and give reasons why. If must stale the period during which the recommendations were foliowed. For this
purpose, Listing Rules Guidance Note A sets out the 10 essential corporate governance principles and
the applicable "best practice recommendations”.

The concept of “corporate governance” is the systems, policies and procedures under which an entity is
directed and managed. The benefits of good corporate governance are accouniability, systems of
cenfrol and the encouragement to create value.

There is no single mode! of good corporate govemnance. Corporalte governance will evolve as an entity’s
circumstances change and must be tallored to ifs circumstances.

Complicnce with ASX Listing Rule 4.10.3

Listing Rule 4.10.3 and Guidance Note 9A reflect ASX policy that i is "appropriate o focus on disciosure of
corporafe governance practices rather than prescribe adoption of o parficulor practice'. Therefore, an
entity’s obligation is fo highlight areas of departure from the recommendations: the "if nof, why nofg”
dpproach.

The Company's Approach

The Board and senior management of Australian Mines Limited {the "Company’} are committed to acting
responsibly, ethically and with high standards of integrity as the Company works o create shareholder
vadue. To achieve this goal, the Board has developed and adopted corporale governance practices
and policies that have been implemented throughout management and governance. This Corporate
Govermnance Stalement summurises these proclices as they have been adopised by the Company.

Adoption by the Board

The Board of the Company has reviewed and considered this Corporate Governance Statement and
has adopted . A Boord resolution to this effect has been passed.

This Statement and some specific corporate govermnance policies are available on the Company's
website.

Summary of Compliance

The Company has complied with 22 of the 28 corporagte governonce recommenddations. The non-
compliance with 6 of the recommendations relaies to the Board considering it appropriate for the
Company to not separately constitute an cudit commitiee and nomination committee ond the
Company further not having a majority of independent directors. The full Board deals with matiers that
would otherwise be dealt with by audit and nomination committees. The Board considers the make-up
of the Boord is appropriate given the Company's size ond operations. The effectiveness of the Board ks
achieved through knowledge ond expetience specific to the business and the industry in which i
operates.
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ESSENTIAL PRINCIPLES OF GOOD CORPORATE GOVERNANCE

Principle 1: Lay Solid Foundations for Maonagement and Oversight

"Recognise and publish the respective roles and responsibilities of the board and managemeni”
Recommendation 1.1: Formalise and disclose the functions reserved to the board and those delegated
o management.

The Board has adopied a formal statement of ifs roles, funclions and responsibilifies.

The Board's primary role is the oplimisation of Company performance and protection ond enhancement
of shareholder value. lIs funciions and rasponsibiliies include:

. setling policy and strategic direction and adopting a corporaie strategy;

. monitoring Company and management's performance against this strategy;

. overseeing conirol and accountabillity systems;

. identifying the principal risks and opporiunities of the Company’s business;

. ensuring appropriate risk management systems are established and reviewsd;

. ensuring there are sufficient resources to meet objectives and strategles;

. approving and monitoring finoncial reporting, capital management and compliance;
. appeointing senior management, monitoring  senior management's conduct ond

performance and overseeing remuneration, development and succession;

. adopting procedures to ensure the business of the Company s conducted in an
honesi, open and ethical manner consistent with Company volues;

. approving ol significant business transactions;
. gnsuring the Company meetfs its continuous disclosre obligafions and that ifs
shareholders have gvailable all information reasonably required to make informed

assessments of the Company's prospacts;

. overseeing the Company's commiiment 1o sustainable development, the environment,
health and safety of employees, coniractors, customers and the community;

. ensuring that the Board remains appropriately skiled to meet Company needs;
. reviewing and approving corporate governance systems; and
. delegating authority fo management where appropriate.

This statement is included on the Company's website, and s to be reviewed annudlly to ensure it remains
appropriate to the needs of the Company given is size, complexity and ownership structure and the skils
of directors and managers.

The Board is glso governed by the Company's Consfitution and #s various policies, as described
elsewhere in this Statement.

A strategic balance s maintained between the responsibilifies of the Boord, chief execulive officer, the
Company's chief operating officer ["COQ"}.
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The chief executive officer/Chief Operating Officer is accountable to the Board for management of the
Company and is subsidiaries within authority levels reviewed and aopproved by the Board each year, has
authority to approve capital expenditure within predetermined limits set out by the Board and is sublect
to the supervision of the Board. Materidl strategic and policy decisions are made by the Roard.

The chief executive officer/chief operating officer (who s also Company Secretary} is responsible for
maintaining financial control across the Company and s subsidiories.  This includes manogement
reporting to the Board, statutory accounting, auditing, taxation and insurance. Financial performance is
monitored against financial confrol guidelines.

The Board adopted its formal statement and s various policies in June 2005,

Principle 2: Siructure the Board fo Add Value

"Have a board of an effecfive composition size and commitment fo adequately discharge its
responsibilifies and dufies”

Recommendadfion 2.1: A maijority of the board should be independent direciors.

The Company currently has three directors, Nell Warburton, Mick Fias and Brett Young. Mr B Cahill and
Mr K S Liddell resigned as directors of the Company during the 2005 - 2006 year. Detdlls of these directors,
including their skills, experience and ferms of office are set out in the Company's annual report.

Mr Warburton although a non-executive director is an officer of or otherwise associated with substantial
shareholders {more than 5%} of the Company. Thereby in accordonce with guidelines adopied by the
Board he is not considered independent.

Mr Elias is considered o be an independent non-executive director whilst Mr Young is not considered
independent.

Of the 2 past directors Mr Cahill former Managing Director and Mr Lddell Chairman were not
independent.

The Board has adepied a materiality threshold relating 1o a director’s current or former association with a
supplier, professional adviser or consulfant fo the Company. From the Company's viewpoint, material is
more than 5% of the Company's tolal consolidated expenses for the relevant financial year. From the
director's viewpoint when assessing an association, matericl Is more than 5% of the tofal revenue of the
supplier, adviser or consultant as the case may be.

The substantial shareholders associated with Mr Warburion each own betweesn 5% and 10% of the shares
of the Company. The Board does not consider that this will hinder his independent decision making.

The Board considers the make-up of the Board is appropricte given the Company's size and operations.
The effectiveness of the Boord s achieved through knowledge and experience specific fo the business
and the industry in which it operaotes.

The Board has also gdopted procedures intended to ensure that independent decision making occurs.
Al directors gre entifled 1o seek independent professional advice, at the Company's cost, in carrying out
their duties, subject 1o the chairperson’s prior approval of the expenditure, which will not be unreasonably
withheld. Further, in accordance with the Corporgtions Act 2001 {Cth] and policies adopted by each
meaember of the Board is required 1o keep the Board advised on an ongoing basis of any potential conflict
of interest which may exist with the Company. If o conflict does exist, the director concerned must absent
themselves from any Board discussion in relation fo the relevant item and not vole upon such an ffem.
Non-execufive directors are also encouraged fo confer on a needs basis without management in
attendance.
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Recommendation 2.2: The chairperson should be an independent director.

The Company's chairperson, Neil Warburfon, is not an independent director, as set out above in relation
to best practice recommendation 2.1. However, due 1o his experence and experfise in the areas in
which the Company operates and as o company director, the Board considers that Mr Warburton is
highly appropriote 1o perform the role of chdlrperson.  This includes the lecdership of the Board,
organisation and conduct of ifs function and the briefing of direciors on board matfers. The Board is
confident thal he s able fo facilifate effeclive contributions from other direciors. The Board does not
consider that Mr Warburton's other directorships or chairmanships affect his ability to effectively perform
these functions for the Company.

Recommendadfion 2.3: The roles of the chairperson and chief executive officer should not be exercised by
the same individual.

The role of the Company's chairperson has been fulfiled by Nell Warburton, and the role of chief
executive officer was fulfilled by Barry Cahill unfil his resignation on 15" July 2005 and by Breft Young
thereafter. The division of responsibility between the Company's chalrperson and its chief executive
officer is set cut in the Statement of Board's Role. Functions and Responsibilities referred 1o in relation o
best practice recommendation 1.

Recommendoddion 2.4: The board should establish o nomination commitiee.

The Beard has not established o nomingtion committee as, due fo the Company's size and ifs operations,
the Boord considers o seporafely esfablished committee is not warranied and ifs functions and
responsibilities can be adequately and efficiently discharged by the Board os ¢ whole. The Board
assesses the experience, knowledge and experiise of potential directors before any oppointment s
made ond adheres o the principle of establishing o board comprising directors with g blend of siils,
expernence and atributes appropriate o the Company and its business. The main criferion for the
appointment of directors is an abillity o add value to the Company and its business. All directors
appointed by the Board are subject to election by shareholders at the following onnual general meeting
of the Company.

Recommendadfion 2.5 Provide the information indicated in the ASX Corporate Governance Councl's
Guide 1o Reporting on Principle 2.

The Company has complied with providing the relevant information in this Statement including the
procedure for the selection and appointment of new directors to the Board.

Principle 3: Promote Ethical and Responsible Becision- Making

"Acfively promote efthical and responsible decision making”

Recommendation 3.1; Fstablish a code of conduct o guide directors, the chief executive office {or
equivalent}, the chief operating officer {or equivalent} and any other key execufives as fo:

3.1.1 - the practices necessary to maintain confidence in the company's integrity

3.1.2 — the responsibifify and accounfability of individuafs for reporting and investigating reporfs of
unethical pracfices.

The Company adapted, in 2002, the Australian Institute of Company Director's Code of Conduct ["AICD
Code"} o set appropriaie standards of ethical and professional behaviour for its directors. In June 2005,
the Company cdopted a "Code of Conduct for Directors and Key Executives”, which affirmed the
Company's adoption of the AICD Code as appropriaiely setting the standards of ethical behaviour for
directors. The Board will review compliance with this Code of Conduct every 12 months.

The Company's Code of Conduct for Direclors and Key bxecutives prescribes standards including acting
honestly and in good foith, exercising powers for a proper purpose, using due care and diligence,
exercising independent judgment and avoiding a conflict of interest.

The Company has also adopted a "General Corporate Code of Conduct” {"General Code”) which details

the Company's commitment to appropriate corporate practices to ifs legitimate stakeholders ond sets
the standards expected of officers and employees in carrying out their duties.
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Recommendation 3.2: Disclose the policy concerning frading in company securifies by directors, officers
and employees.

The Company has in place a trading policy conceming frading in Company securities, g copy of which is
provided to all officers and employees of the Company.

The frading policy Impaoses ceriain restrictions on the Company’s officers and employees frading in the
Compuany's securities 1o prevent breaches of the insider trading provisions of the Corporations Act 2001
{Cth). The key aspects of the policy are thal:

. trading in Company securities and other fradeable financial products is only permitted
upon notification, in the case of employees, o the Company's chief executive officer,
chief operatfing officer or, in the case of officers, fo the Company's Chalrman. if the
Cholrman wishes to trade he must notify the Company's Managing Director. Trading is
only permifted for 2 weeks following nofification and confirmation of trading must be
provided to the chief executive officer or Chairman {as the case may bel;

. no frading Is permifted ot any time where an officer or employee Is in possession of
information which, if it was generally available, c reasonable person would expect to
have a material effect on the price or value of the security or product, or for a pericd
of 2 days following a public announcement by the Company in relation fo the motter
the subject of that information; and

. active dedling, being frading in a manner which involves frequent and regulaor frading,
in the Company's securities is not permitted.

The trading policy s provided to all the Compuany officers and employees and compliance with it is
reviewed at least annudlly. The Company's current frading policy was adopied in June 2005 but reflects
the position adopted under ifs previous frading policies.

The implementation of and compliagnce with the Company’s frading policy is dealt with in the procedures
and mechanisms set out in the Company's risk oversight and mancgement policy, set out below in
relation to best practice recommendation 7.1,

Recommendadfion 3.3: Provide the information indicated in the ASX Corporate Governance Councl's
Guide o Reporting on Principle 3.

The Company has complied with providing the relevant information including g summary of the
Company's "Code of Conduct for Directors and Key Executives” and ifs current frading policy.

Principle 4: Safeguard Integrity in Financial Repotrting

"Have a sfrucfure to independently verify and safeguard the integrity of the company's financiai
reporting”

Recommendation 4.1. Require the chiefl executive officer [or equivalent] and the chief financial officer
for equivgient] to state in writing fo the board that the company's financial reports present o frue and fair
view, in aft material respects, of the company's financial condifion and operational resulfs and are in
accordance with refevant accounting standards.

The Company's chief executive officer/chief operating officer//chief financial officer report in writing fo
the Board that the Company’s financidl statements for ecch half and full year present a frue and fair view
in all material respects, of the Company's financial condition and operational results and are in
accordance with accounting standards.

Recommendation 4.2: The board should establish an audit commiffes.
The Board has not established an audit committee s, due o the Company's size and ifs operations, the
Board considers an audit committee's funclions and responsibilities can be adequately and efficiently



discharged by the Board as a whole, ocperating in accordance with the Company's codes of conduct
and other mechanisms designed fo ensure independsent ludgment in decision making, as set out in
relation to best practice recommendation 2.

Recommendafion 4.3: Structure the oudit commiffee so that it consists of:

. onty non-execufive directors

. o majority of independent directors

. an independent chairperson, who is nof chairperson of the board
. at least three members.

As the Boord as a whole fulfils the functions and responsibitities of an gudit committee, the structure of the
audit committee is not met.

Recommendadiion 4.4: The audit commiftee should have a formal charter.

Although there is no seporate audit committee and hence no formal charter, in fulfilling the functlions and
responsibiliies of an audit commiftee, the Board considers and dealks with matters which would ordinarily
be affended fo by an aqudit committes, including:

. to recommend engagement and monitor performance of the external auditor;
. to review the effectiveness of management information and internal control;

. to review dll areas of significant financial risk and rsk management;

. to review significant fransactions not a normal part of the Company’s business;
. to review financial information and ASX reporting statements; and

. to monitor infernal conirols ond accounting compliance.

Recommendation 4.5. Provide the information indicated in the ASX Corporate Governance Council's
Guide o Reporfing on Principle 4.

As the Board as g whole fulfils the funclions and responsibilities of an audit commitiee, the names and
gudlifications of each of the members of the Board. and detglls of ottendonce ot Board meetings, are
set out in the Company's annual report.

The Board has not formalised any procedures for the selection and appointment of the Company's
external aquditor or rotation of exemal cudit engagement pariners, but reviews these matters on an
ongoing basis and implements changes as required.

The Booard has so far as i is applicable provided relevant informalion in this stalement.

Principle 5: Malke Timely and Balanced Disclosure

"Promofe Kmely and balanced disclosure of all maferial mafters concerning the company”
Recommenddfion 5.1: Establish written policies and procedures designed fo ensure compliance with ASX
Listing Rule disclosure requirements and fo ensure accountability af a senior management level for that
compliance.

The Company has in place g continyous disclosure policy, a copy of which is provided fo alt Company
officers ond employees who may from fime fo time be in the possession of undisclosed information that
may be material o the price or value of the Company's securities.
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In addition, ot each of its meetings, the Board discusses contfinuous disclosure issuaes as a sfanding tem
and alist of allrecent Company announcements is presented.

The continuous disclosure policy aims 1o ensure compliance with the Company's continuous disclosure
obligations undsr the Corporations Act 2001 {CHh) and Listing Rules. The aim of the policy is to:

. assess information and co-ordingte the fimely disclosure 1o the ASX or the seeking of
advice on the information;

. provide an audit frail of decisions regarding disclosure; and

. ensure officers and employvees of the Company understand the obligation to bring
relevant information to the attention of the chairperson.

The procedure adopted by the Company s essenticlly that any information which may need o be
disclosed must be brought fo the attention of the Chairman, who in consultation with the Board {where
practicable) and any other appropriate personnel will consider the information ond whether disclosure is
reguired and prepare an appropriagte announcement.

At least once in every 12 month period, the Board will review the Company's compliance with this
continuous disclosure policy and update it from fime to time, if necessary. This continuous disclosure
policy was adopted in June 2005 and reflects the position adopted under ifs previous confinuous
disclosure policies.

Recommendadfion 5.2. Provide the information indicated in the ASX Corporate Governance Councl's
Guide fo Reporting on Principle 5.
The Company has provided relevant information in this Statement upon the continuous disclosure policy.

Principle é; Respect the Rights of Shareholders

"Respect the rights of shareholders and facilifate the effective exarcise of those righis”

Recommendation 6.1: Design and disclose a communications sfrategy to promote effective
communication with shareholders and encourage effective participation at general meetings.

The Company has in place o communications policy, which reflects the Company's commitment {o
dedling fairly, fransparenily and prompily with shareholders, encouraging and facilifating active
participation at shareholder meetlings and dealing promptly with thelr enquiries. The policy focuses on the
disclosure of information.

The key aspects of the policy are:

. diligent compliance with the Company’s coniinuouys disclosure and trading policies o
keep shareholders informed of dll relevant information;

. prompt, fransparent complionce with statutory reporting and meeting obligations,
including sending reports and notices to shareholders by emdail;

. effective use of the Company's website, electronic communication and s share
registry to keep shareholders up to date and to deal with their enquires, including the
posting of Company announcements, company reporis, notices of meeting ond
explanatory statements on the Company's website; and

. compliance with applicable privacy requirements.

The communications policy was adopted in June 2005 and is 1o be reviewed annually.
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Recommendafion 6.2: Request the external auditor to affend the annual general meefing and be
avaifable to answer shareholder questions about the conduct of the audit and the preparation and
content of the aqudifors repord.

The Company's external auditor attends the Company's annual general meeting, and other meetings
where it is gppropriate fo do so.

Principle 7: Recognise and Manage Risk

"Esfablish a seund system of risk oversight and management and infernal conirol”

Recommendation 7.1: The board or approprigte commitfee should establish policies on risk oversight and
management.

The Company has in place a risk oversight and management policy, which sets out the Company's
systems for risk oversight, management and internat conirol. The key aspects of the policy are that:

. the Board oversees the establishment and implementation of risk management systems
and conirol framewaorks, and in the absence of a separate audit committes as set out
in relation o best pracfice recommendation 4.2, has the responsibility fo astablish,
implement and maintain these systems and frameworks; and

. the Company's senior management are delegated the tasks of management of
operational risk and the implementation of risk management strategies with the chief
execUlive officer and Chief Operating Officer/Chief Financial Officer having ulfimate
responsibility to the Board for the risk management and control framework.

The Board and reviews the Company's 1isk management systems and confrol frameworks, and the
effactiveness of thelr implementation, annudlly. The Board alse considers the management of risk af is
regular meetings. The Company's risk profile, which is assessed aond determined on the basis of the
Company's business in commercial mining and mineral exploration, is reviewed annually upon advice
from management including, where appropriate, as d result of regular interaction with management and
relevant staft from across the Company's business.

The Board or the Company's senior management may consult with the Company’s external accountants
onh external risk matfers as required.

The Company's risk management systems and confrol frameworks for identifying, assessing, monitoring
and managing its material risks, as established by the Board in conjunclion with management, include:

. the Board's ongoing monitoring of management and operational performancs;

. a comprehensive system of budgeting, forecasting and reporting to the Board;

. approval procedures for significant capital expenditure above threshold levels:

. regulcr Board review of all areas of significant financial risk and all significant

transactions not part of the Company's normal business activities;

. regular presentafions to the Roard by management on the management of risic

. comprehensive written policies in relation to specific business activities;

. comprehensive writien policies in relation to corporate governance issues;

. regular communication between directors on compliance and risk matters; and

. consultation and review processes between the Board and external accountants.
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The Company's risk oversight and management policy was adopted in June 2005,

Recommendadtion 7.2: The chief execufive officer for equivalent) and the chief financial officer {or
equivalent} to state fo the board in wrifing that:

7.2.1 —~ the stafement given in accordance with besf practice recommendation 4.1 {the infegrity of
financial statements} is founded on a sound system of risk management and internal compliance and
control which implements the policies adopted by the board

7.2.2 —~ the company's risk management and infernal compliance and control system is operating
efficiently and effecfively in ol material respects

The Company's chief executive officer and chief operating officer/chief financial officer together report
in writing to the Board that the statement given in accordance with best practice recommendation 4.1 s
founded on a socund system of risk management and internal compliance and conirol which implements
the policies adopied by the board and that the company’s risk management and internal complionce
and conftrol system is operating efficiently and effectively in all material respects.

Recommendadfion 7.3 Provide the information indicated in the ASX Corporate Governance Councl's
Guide fo Reporting on Principle 7.
The Company has provided relevant information in this Statement upon recognising ond managing risk.

Principle 8: Encourage Enhanced Performance

"Fairly review and acfively encourage enhanced board and management effeclfiveness”
Recommendadfion 8.1: Disclose the process for peirformance evaluation of the board, ifs commitfees and
individuaf directors, and key executives.

The Company has adopted self-evaluation processes to measure Board performance. The performance
of all directors is assessed through analysis, review and specific discussion by the Board of issues relafing to
individual directors’ attendance af and invelvement in Board meetings, inferaction with management,
performance of allocaled tasks and any other matiers identified by the Board or other directors. Any
significant issues idenfified are actioned by the Board on an ongoing basis. Evaluation of the Board's
Commitiees is conducted on a similar basis. Bue to the Board's assessment of the effectiveness of these
processes, the Board has not formalised qualitative performance indicators to measure director’s
performance.

The evaluation of key executives is carted out by the Board via ongoing monitoring of management
performance, based on management's reporting, inferaction and involvement with and to the Board
and Company performance, and the functioning of the Company's Remuneration Committee aond s
reporiing processes.

Principle ¥: Remunerate Fairly and Responsibly

"Ensure thaf the level and composition of remunerafion is sufficient ond reasonable and that its
refationship to corporate and individual performance is defined”

Recommendadfion 9.1. Provide disclosure in relation fo the company's remuneration policies to enable
investors to understand i} the costs and benefifs of those polficies and (i} the fink between remuneration
paid fo directors and key executives and corporate performance.

The Company's remuneration policies are value driven and reflected in the Charfer of the Remuneration

Commitiee. The essence of the Company's current remuneration policy s to competitively set
remuneration including incentives to executive directors and
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senior management, fo motivate key executives o pursue the long term growth and success of the
Company within an appropriate control framework and to demonstrate a clear relationship between
corporate {and key executive) performance aond remuneration.

The Company's current policies are as follows:

. the fixed remuneraglion of key execulives wil be reasonable and fair foking into
account level of responsibllity, the Company's legal and industrial obligations and
scate of the Company's business;

. to ensure performance and remuneration are approprictely linked, key executives will
be entiled to gppropricte equily based remuneration, including options linked fo
performance hurdles such as corporate performance (measured by matiers such as
the Company share price or other performance or production hurdies) and/for
minimum pertod of service;

. except in exceplional crcumstances, no termination payments will be agreed with key
executives other than a reasonable period of notice of termination as detailed in the
executive's employment contract;

. non-executive directors will be remunerated by cash benefits alone, will not be
provided with retrement benefils [except In exceptional circumstances) and
aggregate remuneration will not excesd the amount approved by shareholders
{currently $200,000); and

. all remuneration packages be reviewed by the Board annually or on an ongoing basis
i required in cccordance with relevant remuneration packages.

Further detalls of directors' remuneration during the 2005 - 2006 year are set out in the Company's
financial report.

Recommendation 9.2: The board should establish a remuneration commiffee.

A Remuneration Committee was established by the Board prior to the 2004 - 2005 year. A mgjority of the
members of the Committee are required to be non-executive directors ond the Committee is required to
be chaired by the non-executive Chairman.

The names of the members of the Remuneration Committee are Neil Warburfon, Mick Hias and Brett
Young. Thelr aftendance ot Remuneration Committes meetings during the 2005 - 2006 year is set outf in
the Company's annudl report.

During the 2005 — 2004 vear the Commiftee was chaired by Neil Warburton, the non-executive Chairman
due 1o his experience and experiise in the areas in which the Company operates and his non-executive
status, the Board considers that he is suitably skiled to perform the role of chair of the Remuneration
Commitiee. The Committee did not consist of a maiority of independent directors ds there is only one
independent director in the Board, as set out in relation o best practice recommendation 2.1.

The Remuneration Commitiee's Charter sets out its duties, which include:

. reviewing and recommending remuneration packages ond incentive policies for
execulive directors and senior managemsent;
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. reviewing and recommending the remuneration of non-executive direciors within the
aggregate imif set by shareholders;

. assisting the Board in evaluating the performance of the executive directors;

. reviewing succession ond career development plans for key executives;

. assisting the execulive directors to develop effective and innovative remunerction
arragngements;

. administer and be responsible for the Company's share oplion scheme, incentive

performance packages, superannuation entittements and retirement and termination
entiflements; and

. suparvise employment and human resources management policies.

Recommendation 9.3: Clearly distinguish the structure of non-executive diectors’ remuneration from that
of executives.

Non-executive directors will be remunerated by cash benefits glone, will not be provided with retirement
benefits (except in exceptional circumstances) and aggregate remuneration will not exceed the amount
approved by shareholders [currently $200,000}. Executive directors may be remunerated by both fixed
remuneration and equity performance based remuneration.

Recommendafion 9.4. Ensure that payment of eguity-based executive remuneration is made in
accordance with thresholds set in plans approved by shareholders.

The Company ensures that payment of equity-based executive remuneration is mode in accordance
with the share oplion scheme approved by shareholders on 24 November 2004.

Recommendadfion 9.5 Provide the information indicated in the ASX Corporate Governance Councl's
Guide o Reporting on Principle 9.

The Remuneration Committes's Charter is included on the Company's website. The Company has
provided relevant information in this Statement upon its remuneration policies.

Principle 10: Recognise the legitimate Interesis of Stakeholders

"Recognise legal and other obligafions fo oil legifimate stakeheclders”

Recommendation 10.1: Establish and disclose a code of conduct fo guide compliance with legal and
other obligations to legifimate stakeholders.

As set cut in relation to best practice recommendation 3.1, the Company has adopted a "Generdi
Corporate Code of Conduct” setting the standards expected of officers, employees and conlraciors in
carrying out their duties. Under the "General Corporate Code of Conduct”, officers and employees must,
in all aspects of Company operalions:

. act honestly, in good faith and in the best interests of the Compaony as o whole;
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. seek fo understand and comply with all applicable laws and Company policies {the
Company has comprehensive written policies covering environmental principles,
resource development on or near Aboriginal tand, health safety and the environment
ond environmental management and monitoring);

. endeavour fo avoid all forms of conflict of interest or divided loyalties;

. be professtonal, responsible and accountable;

. protect the Company's assets and ensure their efficient use;

. maintain  confidentiolity of non-public information except where disclosure is

authorised or legolly mandated; and

. dedt responsibly with the community ond specifically in all dedlings with fraditional
landowners.

The Board and management monitor implementation of the "General Corporate Code of Conduct”, and

any breaches of it are reported by employees or contractors fo their supervisor ond by manoagement or
directors to the Board or the Company's Chairman.
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