DIRECTORS REPORT

The directors present this annual financtal report of Southern Gold Limited for the financial year
ended 30 June 2005, in order to comply with the provisions of the Corporations Act 2001, the
directors report as follows:

Principat Activities

The principal continuing activity of the consolidated entity is the exploration for gold, copper,
uranium, nickel, and other economic mineral deposits.

Financial Results
The net result of aperations for the yvear was a loss after income tax of $195,033 (2004:$38,439)

Dividends

No dividends were paid or declared since the start of the financial year, and the directors do not
recommend the payment of dividends in respect of the financial year.

Review of Operations
During the vear the consolidated entity carried out exploration on its tenements and applied for or

acquired additional tenements with the objective of identifying gold, copper, nickel, uranium and
other economic mineral deposits.

Changes in State of Affairs

During the financial year there was no significant change in the state of affairs of the consolidated
entity other than that referred to in the financial statements or notes thereto.

Subsequent Events

There has not been any matter or circumstance, other than that referred to in the financial
statements or notes thereto, that has arisen since the end of the financial year that has
significantly affected, or may significantly affect, the operations of the consolidated entity, the
resulis of those operations, or the state of affairs of the consolidated entity in future financial
years.

Environmental Developments

The consolidated entity carries out exploration activities on its properties in South Australia. No
mining activily has been conducted by the consolidated entily on its properties.

The consolidated entity’s exploration operations are subject to environmentat regulations under
the various laws of South Australla and the Commonwealth. While its exploration activities to date
have had a low level of environmental impact, the consolidated entity has adopted a best practice
approach in satisfaction of the requiations of relevant government authorities.

Future Developments

Disclosure of information regarding Hkely developments in the operations of the consolidated
entity in future financial years and the expected results of those operations is likely to result in
unreasonable prejudice to the consolidated entity. Accordingly, this information has not been
disciosed in this report.
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Options
At the date of this report, the unissued ordinary shares of Southern Gold Limited under option are
as foliows

Grant Date Date of Expiry Exercise Price Number under Option
2.1.2004 31.12.2007 0.20 2,500,000
20.1.2004 31.12.2007 0.20 250,600
30.1.2004 31.12.2007 0.20 450,000
10.2.2004 31.12.2007 0.20 739,500
2.1.3004 31.12.2007 0.20 250,600
10.3.2004 31.12.2007 0.20 400,000
16.11.2004 31.12.2007 0.20 3,078,900
31.3.2008 31.3.2008 0.20 150,000
20.4.2005 31.3.2007 0.20 9,990,003
20.4.2005 31.3.2007 0.20 1,500,000
1.6.2005 1.6.2008 0.20 380,000
19,658,403

Directors
The names and detaits of the directors of the company during or since the end of the financial
year are:

Ric Horn {Chalrman} - Director since 2004
Formerly managing director of Magnesium International (formerly Pima Mining), Ric’'s foresight
generated the Magnesium International project.

Ric joined as MD of Pima Mining in 1896 afier successfully leading South Australian Exploration
Initlative (SAED as director of Mineral Resources for Mines and Energy SA (MESA). Ric joined the
South Austratian Mines Depariment after a successful period with Emperor Mines in Fijl and &
rnumber of gold and other mining projects in the Oceania Region. Ric has been a key figure in the
South Australian Exploration Mining industry for many vears and has the reputation for innovative
verntures and delivering success for stakeholders. Ric is a2 Fellow of the AusiMM and a Certified
Practising Geologist.

Stephen Biggins (Managing Director} - Director since 2004
Stephen has accumutated broad experience as a geologist in mineral exploration, development
and mining throughout Australia over the past 15 years. He has also applied his MBA to the
management of exploration, resource definition and feasibility studies.

Stephen joined Pima Mining in the mid 1990's as an exploration geologist, supervising various
explaration projects in Gold and Base Metals on the Gawler Craton. Prior to this, he spent 3
years with Mines and Energy SA (MESA) as an exploration geophysicist during the South
Australian Exploration Initiative {SAEI). As a mineral gecphysicist, Stephen has also worked with
BHP {Irorr Duke) and Hamersiey Iron {Tom Price) in near-mine and in-pit iron ore exploration.

John Anderson {Non-Executive Director} - Director since 2004

John is a Brishane-based geologist and exploration manager of 26 years experience with
Aberfoyle and MIM, most recently as General Manager — Exploration Australia for MIM
Exploration Pty Ltd.

John has explored in all Australian jurisdictions and for most commodities with an emphasis on
the major base metal/gold mining centres of the Proterozoic including Broken Hill, Moust
isa/Emest Henry and the Gawler Craton. He has considerable experience with generative and
brownfields exploration for both large and small resources using a variety of conceptual, empirical
and high technology targeting techniques.
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John led teams in the discoveries of the Angas zinc resource, the major portion of the Menninnie
Dam zinc deposit, the White Damn gold copper deposit and several mineral sands deposits in the
Murray Basin. He is former President of the South Australian Chamber of Mines and Energy.

Mike McDonald {Non-Executive Director) - Director since 2004

Mike is a lawyer and partner in specialist resources law firm McDonald Steed. Mike has over 25
years experience working within the resources sector, having been in-house counsel for the Bell
Group and Delhi Petroleum prior to founding McDonald Stead in 1988,

Mike has specialised in providing start up and operation services to mining and infrastructure
projects in South Australia and elsewhere and has extensive experience in native title matters.
He has negotiated various exploration and production agreements including recently for the
Beverley Uranium Mine, the Magnesium International magnesium prolect and the Dominion
Challenger Mine. Mike was nominated by the Austratian Legal Businesses’ Legal “Who's Who' in
2003 as one of Australia’s leading practitioners in energy & resources.

Mick Billing {Non-Executive Director / Company Secretary} - Director since 2004

Mick is a qualified associate of the Australian Society of Certified Practicing Accountants with in
axcess of 25 vears of mining industry expetience in company secretarial and chief financiat officer
roles. Me has had experience with debt and equity raising and project evaluation and feasibility
studies in Australia and overseas.

He is & director of Australasia Gold Limited and company secretary and an alternate director of
Flinders Diamonds Limited.

Femuneration Report {sudited)

This report describes the remuneration arrangerments in place for directors and executives of
Southers Gold Limited

The names of the directors of the company during or since the end of the financial year are: CM
Horn, 8 R Biggins, 4 A Anderson, MM McDonald, and M R Billing.

Directors’ Shareholdings (audited)

The following table sets out each director’s relevant interest in shares in the consolidated entity as
at the date of this report

Directors Shares Gptions
Direct Indirect Direct Indirect
C M Horn 1,650,000 420,500 575,000 130,000
S R Biggins 1,500,000 1,845,000 500,000 547,500
J A Anderson 2,583,000 69,000 746,500 34,500
M M McDonaid 1,714,320 240,000 807,160 120,000
M R Billing 1,500,000 315,000 500,000 187,500

The above fable includes shares held by “director-related entities” which include immediate
refatives of directors.

Remuneration Policy {audited}

The remuneration policy s designed to align director and executive objectives with shareholder
and husiness objectives by providing a fixed remuneration package to non executive directors and
time based remuneration to executive directors. The board of Southern Gold believes the policy
to be appropriate and effective in atfracting and retaining the best directors and executives to
manage and direct the economic entity.
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All remuneration paid to directors and executives is valued at the cost to the consolidated entity
and expensed. Directors have not recelved share options as part of remuneration packages. Any
options acquired have been purchased on market or as part of the acquisition of shares.

The board policy is to remunerate non-executive directors at market rates for comparable
companies for time, commitment and responsibiliies. The board determines payments o the
non-executive directors and reviews thelr remuneration annually, based upon market practice,
duties, and, accountability. Independent external advice is sought when required. The maximum
aggregate of fees that can be paid to non-executive directors Is subject to approvat by
shareholders {currently $200,000). Current board policy is not to seek an increase in the
aggregate of directors’ fees untit the discovery of economic resources. Fees for non-executive
directors are not Hinked to the performance of the econormic entily.

Performance Based Remuneration {audited)

The consolidated entity currently has no performance based remuneration component built into
director and executive remuneration packages.

The consolidated entity has one executive director, and four non-execulive directors. The
managing director Is paid a salary, while non-executive directors are pald directors’ fees. The
directors do not currently participate In any incentive scheme. Directors’ option holdings are
disclosed under Directors’ Shareholdings above.

Remuneration packages contain the following key elements
a) Primary benefits — salaryfees;
By Post employmant benegfits — superannuation
The following table discloses the remuneration of its directors of the consolidated entity.

Primary Post I-Employrnent
Salary & Fees Superannuation Total
2005 $ $ $
C M Horn 64,868 1,032 65,900
S R Biggins 181,333 2,391 183,724
J4 A Anderson 91,806 619 92,425
M W McDonald 261,771 619 262,390
M R Bitling 50,625 750 51,3758
2003 Total 650,403 5411 655,814
Primary Post Employment
Salary & Fees Superannuation Total
2004 3 $ $
C M Horn 5,000 - 5,000
$ R Biggins 32,232 - 32,232
J A Anderson 9,500 - 9,500
M W MeDonald 5,000 - 5,000
M R Billing 5,000 - 5,000
Total 56,732 - 56,732

Details of shares and options issued to Directors during the year ended 30 June 2005 are
disciosed in Notes to the Financial Statements {Note 18 — Related Party Transactions).
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Remuneration Objectives — Executive Officers and Senior Management {audited)

To achieve its oblectives of discovery of economic resources in a cost effective manner, Southern
Gold aims to attract and retain a skilled senior management team focussed upon contributing to
that objective. To do this the Board has established a ptinciple of offering competitive
remuneration packages.

Service Agreement — Managing Director (audited)

Remuneration and other items of employment for the Managing Director, Mr Stephen Biggins, are
formalised in a service agreement formalised by the Board. The major provisions are as follows:

+ Mr Biggins agrees to provide his services for 2years commencing from 3 days after the
Company listed on the Australian Stock Exchange on 21 April 2005,

+ Remuneration of $140,000 per annum plus statutory superannuation contributions.
+  Termination without notice in the event that Mr Biggins

» s guilty of serious or wilful misconduct

» fails to remedy a breach of the Agreement within 14 days of receipt of notice to do so
+ Termination without cause by either party with the provision of 6 calendar months notice.

Service Agreement — Non executive directors (audited)

The Company entered into service agreements with entities associated with each non-executive
director from 24 April 2005, with a term covering thelr term as direciors, according to the
constitution of the Company. Detalls of the current service agreements are set out below:

Director Associated Entity Terms

Hornet Resource Assessment .
C M Horn Services Ply Ltd Daity rate of $900
J A Andersen Austrike Resources Pty Ltd Daily rate of $900
M R Billing MBB Trading Pty Lid Daity rate of $900

M W McDenald McDonald Steed McGrath Lawyers  Commercial Rates

Meetings of Directors

The number of meetings of the Company’s Board of Directors attended by each Director during
the year ended 30 June 2005 was:

Number of Number of Board

Board Meetings Meetings

Hedd Attended
C M Hom 13 8
3 R Biggins 13 13
J A Anderson 13 13
M W McDonald 13 13
M R Billing 13 13

Audit committee functions to 30™ June 2005 have been performed by the full board. Since
hatance date an audit committee comprising CM Horn {as chairman), J A Anderson, and M W
McDonald has been formed.

Non-audit services

The board of directors is satisfied that the provision of the non-audit services is compatible with
the general standard of independence for auditors imposed by the Corporations Act 2001, The
directors are satisfied that the provision of non audit services as set out below, did not
compromise the audi independence requirerment of the Corporations Act 2001 for the following
reasons.

+ Al non-audit services have been reviewed by the Board to ensure they do not impact the
impartiality and objectivity of the auditor.

» the nature of the services provided do not compromise the general principle relating to auditor
independence as set out in the instiiute of Chartered Accountants in Austratia and CPA
Australia’s Professional Standard F 1. Professional Independence
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The following fees for non-audit services were paid/payable to the external auditors during the
year ended 30 June 2005:

$

Due diligence investigations 3,000

Indemnification of Gfficers and Auditors

During the year the company arranged insurance cover and paid a premiurm for directors in
respect of iIndemnity against third party liability.

Signed at Adelaide this 30" day of September 2005 in accordance with a resolution of the
directors.

C M Horn
Director
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Grant Thornton &

Chartered Accountants and Busingss Advisers

AUDITOR'S INDEPENDENCE DECLARATION
TO THE DIRECTORS OF SOUTHERN GOLD LIMITED

In accordance with the requirernents of section 307C of the Corporations Act 2001, as lead
auditor for the audit of Southem Gold Limited for the period ended 30 June 2005, | deciare
that, to the best of my knowledge and belief, there have been;

(@) no confraventions of the auditor independence requirerments of the Corporations
Regulations 2001 in refation fo the audit; and

{b}  no contraventions of any applicable code of professional conduct in relation to the audit,

GRANT THORNTON

e AT T

fer
_Perth

Adelaide

Dated this  2¢0  dayof . 2005

level 1

&7 Greenhill Road

Wawille 54 5034

GPO Box 1270

Adelaide SA 5501

DK 275 Adelzide

T (08 8372 4666

F[08) 8372 6577

£ info@gtsa.com. g

Y oo, grantthornton.com. sy

A Bert Auslralisn Parinarship -
A Alarrber of Grant Thirston Association Inc.

The Australian Member of Grant Thornton nternational FAR/Sowthern Gold Indspendence Deg 05.00C



Statement of Financiat Performance for the Financial Year Ended 30 June 2005

Note Consolidated Company
2005 2004 2005 2004
$ 3 $ $
Revenue from ordinary activities 62,655 65,857 62,655 6,857
Exploration expense written off {30,913} - {30,913} -
Sataries and wages {37,387} - {37,387} -
Directors fees {31,990} - {31,890} -
Audit and accounting fees (9,500} {5,000} {5.,500) {5,000)
Legal expenses (2,140} {4,580} {2.140) {4,560)
insurance expenses {69,784} {15,124} {69,784) {19,124)
Other consulting expenses {41,850} {4.850) {41,850} {4,850)
Other sdministrative expenses (34,124} {11,762} {34,124} {11,762)
l_oss from ordinary activities before income (195,033) (38,439)  (195,033) (38,439)
ax expense
income tax expense relating to ordinary activities 3 - - “ -
Net Loss 15 {155,033) {38,439} ({1595,033) {38,439)
Total decrease in equity other than that
resulting from transactions with Owners as
Owners
Earnings Per Share
Basic {cents per share} — Loss 23 {0.95} {0.3}
Diluted {cents per share} —Loss 23 {0.70 {0.3)

The above Statement of Financial Performance shouid be read in conjunction with the accompanying notes.
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Statement of Financial Position as at 30 June 2005

CURRENT ASSETS
Cash
inferest Bearing Investments
Receivables
Other financiat assefs
TOTAL CURRENT ASSETS

NON-CURRENT ASSETS

Exploration and evaluation expenditure

Plant and eguipment
Receivable
TOTAL NON-CURRENT ASSETS

TOTALASSETS

CURRENT LIABILITIES

Payables
Frovisions
TOTAL CURRENT LIABILITIES

NON-CURRENT LIABILITIES
Provisions

TOTAL NON-CURRENT LIABILITIES

TOTAL LIABILITIES

NET ASSETS

EQUITY
Contributed equity
Accumulated losses

TOTAL EQUITY

Note Consolidated Company
2005 2004 2005 2004
3 $ $ $

351,965 168,412 351,855 168,412
2,500,000 - 2,500,000 -
5 112,556 21,444 112,556 21,444
6 24,678 189,285 24,678 189,285
2,989,189 389,151 2,988,189 389,161
7 586,658 199,619 245 187 58,950
B 12,344 - 12,344 -
9 - - 341,471 130,669
569,002 169,618 589,002 199,619
3,588,191 688,770 3,588,191 588,770
10 208,996 98,458 208,89% 98,459
11 2,043 - 2.043 -
212,042 98,458 212,042 98,459
12 664 - 664 N
664 - 664 -
212,708 98,458 212,708 98,459
3,375,485 480,311 3,375 485 460,311
14 3,608,857 528,750 3,608,957 528,750
15 (233,472} (38.439) (233,472} (38,438
3,375,485 480,311 3,375 485 460,311

The above Statement of Financial Position should be read in conjuncifon with the accompanying notes.
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Statement of Cash Flows for the Year Ended 30 June 2005

Cash flows relating to operating activities
interest received

Payments to suppliers and employees

Net operating cash flows (Note (a})

Cash flows relating to investing activities

Payments for mining tenements, exploration
and evaluation expenditure

Payments for plant and equipment

Net investing cash flows

Cash flows relating to financing activities

Proceeds from share issues
Payments for share issue costs

Net financing cash flows

Net increase/(decrease) in cash
Cash at beginning of financial year

Cash at end of financial year

Note {a): Reconciliation of net loss from ordinary activities
to net cash flow from ordinary activities.

Loss from ordinary activities after related
income tax

Depreciation

Exploration written off

{increase) decrease in receivables
{increase) decrease in prepayments
increase/{decrease)} in payables

increasef{decrease) in provisions

Net operating cash flows

Inflows/(Qutflows)

Consolidated Company
2005 2004 2005 2004
3 $ $ $
62,655 6,857 62,655 6,857
(122,083)  {184,511) {122,083) (184,511
(59,428}  {177.664) (59,428} (177.654)
(323,758)  {203,334) {323,755) (203,334)
{(13,48%) - {13.481) -
(337,236)  {203,334) (337,236} (203,334)
4,315,781 548,400 4,315,781 549,400
(1,235,574 - {1,235,574) -
3,080,207 548,400 3,080,207 549,400
2,683,543 168,412 2,683,643 168,412
168,412 - 168,412 -
2,851,858 168,412 2,851,855 168,412
(195,033)  {38,439) {195,033) (38,439)
1,137 - 1,137 -
30,813 - 30,813 -
(81,112) - {91,112} -
174,617 - 174,817 -
17,343 {139,215) 17,343 (139,215}
2,707 - 2707 -
(59,428) (177.854) (59.428) (177.654)

The above Statement of Cash Flows should be read in conjunction with the accompanying nofes.
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Notes to the Financial Statements for the Financial Year Ended 30 June 2005
1. SUMMARY OF ACCOUNTING POLICIES

General System of Accounting Underlying the Financial Report

This financial report is a general purpose financial report which has been prepared in accordance with
the Corporations Act 2001, Accounting Standards and Urgent issues Group Consensus Views, and
complies with other requirements of the law.

The finarncial report has been prepared on the basis of historical cost and except where stated, does not
take into account changing money values or cusrent valuations of non-current assets. Cost is based on
the fair values of the consideration given in exchange for assets.

Significant Accounting Policies
Accourding policies are selected and appliad in & manner which ensures that the resuitant financial

information satisties the concepts of relevarice and reliability, thereby ensuring thal the substarice of the
underlying transactions and other events is reported.

The followirig significant accounting policias have been adopted in the preparation of the finaricial report:

{a} Exploration, evaluation and development expenditure
Exploration, evaluation and development expenditure in relation to separate areas of interest, for which
rights of tenure are current, are capitalised in the year in which they are incurred and are carried at cost.

The cost of acquisition of an area of interest and exploration expenditure will be carried forward as an
asset in the statement of financial position where:

{i} it is expected that the expenditure will be recovered through the successful development and
exploitation of an area of interest or by its sale; or

{ii} exploration activities are continuing in an area and activities have not yet reached a stags which
permits a reasonable estimate of the existence or otherwise of economically recoverable ore reserves.,

Should an area of interest be abandoned, the expenditure will be written off in the year in which the
decision is made.

Where there has been a decision to proceed with developmeni, the accumulated expenditure will be
amortised over the life of the associated reserves ornice mining operations hiave commenced.

Amounts received during the exploration, evaluation or development phases which are in the nature of
reimbursement or recoupment of previously incurred costs are offset against such costs.

{b} Acquisition of Assets

Assets acquired are recognised at the cost of acquisition, being the purchase corisideration determined
as at the date of acquisition plus costs incidental to the acquisition.

Iri the event that settlement of all or part of the cash consideration given in the acquisition of ani asset is
deferred, the fair value of the purchase consideration is determined by discounting the amounts payabie
ini the future to their present value as at the date of acquisition.

{e} Recoverable Amount

Where the carrying vatues of non-current asseis exceed their recoverable amount the assets are written
down to the recoverable amount. In determining the recoverable amournt of nori-current assets, the
expected net cash flows have not been discounted to their present value.

{d} Bepreciation

Plarit and equipment are depreciated at rates based upon their usefd lives. Depreciation is calculated
on a straight lirie basis so as to write off the net cost of each asset over the expected useful life. The
estimated useful fives of plant and equipment used in the calculation of depreciation are 3 to 5 years.

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

Class of Fixed Asssls Depreciation Rate
Computer Equipment 25%
Computer Software 40%
Furnifure & Fixtures 20%
Office Equipment 20-40%

{e} Ihcome Tax

Tax effect accouriting procedures are followed whereby the income tax is matched with the accounting
results {after allowing for permanent differences). The future income tax bensfit relating to incomse tax
losses and timing differences is nol carried forward as an asset uriless the benefit is virtually cerlain of
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)

{g)

{h

{i}

{)

(k)

{1

being realised (refer to Note 3).

Bluring the financial year the directors elected that the company and all its wholly-owned Australian
resident enfilies would join & tax consolidation group. As a result, all income tax experises, revenues,
assels and liabilities of the members of the tax consoclidated group are recognised in the financial

statements of the parent entity.

Dlue to the existence of a tax sharing agreement between the entities in the fax consolidation group, the
iricoms tax expensefrevenue of the parent entity includes the tax contribution amounts paid or payable
between the parent entity and subsidiary entity made in accordance with the areement. Further
information about the tax sharing agreement is detatled in note 3 to the financial statements.

The currernit and deferred tax assets and liabilities of the parent entity are riot reduced by any amounis
owing from or fo the subsidiary entity in accordance with the tax sharing agreement as these amounis
are recognised as intercompany receivablies and payables.

Receivables

Trade receivables and other receivables are recorded at amounts due less any allowance for doubifut
debis.

Accounts payable

Trade and other payables are recognised when the consolidated entity becomes cbiliged to make future
payments resulting from the purchase of goods and services.

Employee Benefits

Frovision is made for benefits accruing to employeses in respect of wages and salaries, annuat leave,
and lornig service leave when it is probable that settlement will be required and they are capabie of being
measured refiably.

Frovisions made in respect of wages and salaries, annual leave, and long service leave, expecied fo be
settled within 12 mornths are measured at their nominal vatues using the remuneration rate expected to
apply at the time of setflement.

Provisions

Provisions are recognised when the consolidated entity has a present obligation, the fulure sacrifice of
ecoriomic benefits is probabie, and the amount of the provision can be measured refiably.

Revenue Recognition
Disposal of Assels

Reverniue from the disposal of assels is recognised when the consolidated entity has passed conirot of
the asset to the buyer.

Rendering of Services

Reveriue from a contract to provide services is recognised by refererice to the stage of compistion of
the contract.

Joint Ventures

The consclidated entity's proportionate interests in the assets, liabilities and expenses of joint ventures
have been incorporated in the finarncial statements under the appropriate headings. Details of the
consolidated entity's joint venture interests are shown in Note 15.

Principles of Consolidation

The consolidated financiat statements are prepared by combining the financial statements of all the
entities that comprise the consolidated entily, being the company (the parent entity) and its controlled
entities as defined in Accouriting Standard AASE 1024 'Consclidated Accounts'. Consistent accounting
policies are employed in the preparation and presentation of the consolidated financial statements.

The corisolidated financial statemenis include the information and results of each controlied entity from
the date on which the comparny obtains control and until such fime as the company ceases fo control
such entity.

In preparing the consolidated financial statements, all intercompany balances and fransactions and
unreatised profits arising within the consolidated entity are eliminated in full.
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{m)

3.

investments

Investments in controlled entities are recorded at cost. Other investments are recorded at cost.
Interest revenue is recognised on a time proportionate basis that takes into account the effective yield

on the financial asset.

1LOS8S FROM ORDINARY ACTIVITIES

Loss from ordinary activities included the following
items of revenue and expense:

a.} Operating Revenue
Interest recelvedireceivable
Other Income

b.} Expenses
Depreciation of plant and equipment
Exploration write-offs

INCOME TAX

a.} The prima facie income tax expense on pre-
tax accounting loss reconciles 1o the income
tax attributable to operating loss as follows:

Loss from ordinary activities

Income fax benefit calculated at 30% of
operating loss
Tax sffect of capital raising costs

Income tax adjusted for temporary
differences

Timing differences and tax iosses not
brought to account

Income fax atiributable to loss from ordinary
activities

b) Future ncome tax benefits not brought fo
account, the benefits of which will only be
realised if the conditions for deductibility set
out in Note 1{e} occur
Timing differences

Operating Losses

Consclidated Company
20058 2004 2005 2004
$ $ $ $

62,655 6,857 62,655 6,857
62,655 6,857 62,655 6,857
1,137 - 1137 -
30,813 - 30,813 -
195,033 38,439 196,033 38,439
58,510 11.632 58,610 11,632
75,374 - 75374 -
133,884 - 133,884 -
(133,884) {11,532} {133,884} {11,532
75,374 - 75,374 -
70,042 11.632 70,042 11,632
145414 11.632 145,414 11,632

The taxation benefits of tax losses and timing differences not broughit to account will only be obtained if:

assessable income is derived of a nature and of amount sufficient to enable the benefit from the

deductions to be realised;

conditions for deductibility imposed by the {aw are complied with; and

no changes in tax legislation adversely affect the realisation of the benefit from the deductions.

Page 13



10

11.

12

CASH ASSETS

Waestpac Banking Corporation Cheque Account
Westpac Banking Corporation Deposit Account
Westpac Banking Corporation Bank Bills

CURRENT ASSETS — RECEIVABLES
Non Trade Accounts Receivable

OTHER FINANCIAL ASSETS
Prepayments
Exploration tenement bond

MINING TENEMENTS, EXPLORATION AND EVALUATION EXPENDITURE

Costs brought forward
Expenditure incurred during the year

Expendifure written off

PLANT AND EQUIPMENT
Plant and equipment at cost
Less: Accumuiated depreciation

Movement schedule for plant and equipment
Opening written down value

Additions

Disposals

Depreciation

Closing written down value

NON-CURRENT RECEIVABLES
Amount dus from contfrofled entity
Allowance for doubtul debt

CURRENT LIABILITIES — PAYABLES
Trade payables and accruals

CURRENT LIABILITIES — PROVISIONS
Employee entittements

NON-CURRENT LIABILITIES —~ PROVISIONS
Employee entittements

Consolidated Company
2005 2004 2005 2004
5 5 $ 5
29,986 168,412 28,086 168,412
321,868 - 321,869 -
2,506,000 - 2,560,000 -
2,851,955 168,412 2,851,855 168,412
112,556 21.444 112,556 21,444
112,556 21,444 112,556 21,444
14,678 189,285 14,678 189,285
16,000 10,000 10,000 10,600
24,678 198,285 24,878 199,265
189,619 - 68,850 .
417,952 188,619 207,180 68,950
{30,913} - (30,913) -
£86,658 188,619 245,187 68,950
13,481 - 13,481 -
{1,137} - (1,137} -
12,344 - 12,344 -
13.481 - 13,481 -
{1,137} - (1,137} -
12,344 - 12,344 -
- - 341,471 136,669
- - 341,471 136,669
209,998 898,459 208,599 98,459
2,043 - 2,043 -
664 - 664 -
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13.

14.

a)

b)

EMPLOYEE ENTITLEMENTS

The aggregate employee entittement lability
recognised in and included in the financial
statements is as follows

Provision for employee entilements

Current (Note 11}
MNon-Current {Note 12}

MNumber of employees at end of year

CONTRIBUTED EQUITY
(Ordinary Shares

issued share capital:
41,181,805 fully paid ordinary shares
{2004: 12,528,000)

Movement in issued shares for the yearn

Balance at beginning of financial year
issued at 0.1 cents

issued at 10 cents

tssued pursuant to the PG

issuad as consideration to unrelated party
for 1PO support

issued as consideration for project
acquisition

Costs associated with the issue of shares

Balance at end of financial year

Consolidated

Company

2005 24004 2005 2004
3 L] L] 5
2,043 2,043 -
664 664 -
2,707 2,707 -
Mo, Ma. No. No.
6 - 4] -
L] 5 L] 5
3,808,957 338,539
2005 2004
No. $ No. %
12,829,000 528,750 “ -
7,500,000 7.500
3,157,800 315,780 5,428,000 h41,800
20,000,008 4,000,001 - -
95,000 - - -
5,000,000 - - -
- {1,235,574} - {20.650)
41,181,808 3,608,857 12,828,000 528,750

Fully paid shares carry one vote per share and carry the right to dividends

Options on Issug

20,293,403 options fo acguire ordinary
shares (@ $0.20/share {2004: 5,214,500}
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Unissued ordiriary shares of Southern Gold Limited under option as at 30 June 2005 are as follows

Grant Date Date of Expiry Exercise Price Nummber under Option
2.1.2004 31.12.2007 0.20 2,560,000
20.1.2004 31.12.2007 0.20 250,000
30.1.2004 31.12.2007 0.20 450,000
10.2.2004 31.12.2007 0.20 1,364,500
2.1.3004 31.12.2007 0.20 250,000
10.3.2004 31.12.2007 0.20 460,000
10.11.2004 31.12.2007 0.20 3,078,800
31.3.2005 31.3.2008 0.20 150,000
20.4.2005 31.3.2007 0.20 10,000,003
20.4.2005 31.3.2007 0.20 1,660,000
1.8.2006 1.6.2008 0.20 350,000
20,293,403

Since balance dale 635,000 options to acquire ordinary shiares have been exercised.

15. ACCUMULATED LOSSES

Consolidated Company
2005 2004 2005 2004
$ $ $ $
Balance at beginning of financial year 38,438 - 38,439 -
Net loss 195,033 38,438 195,033 38,439
Balance st end of financial year 233,472 38,439 233,472 38,439

18. DIRECTORS AND EXECUTIVES REMUNERATION

The consolidated entity has applied the exemption under Corporations Amendments Regulations 2005
which exempts listed companies from providing remuneration disclosures in relation to their specified
Directors and specified Exscutives in thelr annual financial reporis by Accounting Standard AASE 1046
Director and Executive Disclosures by Disclosing Entities. These remuneration disclosures are provided
in the “Remuneration Report” of the Director's Report and designated as "Audited”.

17. REMUNERATION OF AUDITORS
Consolidated Company
2005 2004 2005 2004
$ $ % $
Auditing the financial report 15,000 5,000 16,000 5,000
(Other services 3,000 - 3,006 -
18,000 5,006 18,000 5,006
18. RELATED PARTY DISCLOSURES

a) Equity Interests in related parties
Equity Interests in controiied gntities

Details of the percentage of ordinary shares held in conirolied entities are disclosed in Note 24 to the
financial statements

Equity Interests in joint ventures

Details of interests in joint ventures are disclosed in Note 18 to the financial statemenis

b} Transactigns within wholly owned group
The wholly owned group includes:
v The ullimate parent entity in the w holly-owned group and;
v The wholly-owned controlied entity
The gltimate parent entity in the wholly-owned group is Southern Gold Limited
Amounts receivable from the controlled entity are disclosed in Note § fo the financial statements.

During the financial year Southern Gold Limited provided accounting and administrative services at no
cost to the controlied entily and the advancement of interest fres loans.
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c) Dirgctors’ Equity Holdings
Fully paid ordinary shares issued by Southern Gold Limited

Balance Net Balance Be;:z:'{ljce
Directors 1704 Changes 30605 Nominaily

Number. Number Number Number
C M Homn 1,500,000 150,000 | 1,650,000 420,500
5 R Biggine 1,500,000 - | 1,500,060 1,845,000
J A Anderson 1,500,000 1,093,000 | 2,583,000 68,000
M W McDonald 1,500,000 214,320 | 1,714,320 240,000
M R Billing 1,500,000 - | 1,500,060 315,000

Options to acquire fully paid ordinary shares issued by Southern Gold Limited at 20 cents per share

Balance Net Balance B&;:Z?dce
Directors 1704 Changes 30605 Nominally

Number. Number Number Number
C M Homn 560,000 75,000 575,000 132,000
5 R Biggine 560,000 - 500,000 547,500
Jd A Anderson 560,000 248,500 746,500 34,500
M W McDonald 560,000 107,160  607.160 120,160
M R Billing 560,000 {1 500000 157,500

The above tables include shares held by "director-related entities” which include immediate relatives of
directors.

18. JOINT VENTURES
The consotidated entity had interests in unincorporated joint veniures at 30 June 2005 as follows:
Percentage Percentage
Interest 20058  Interest 2004

aj Chalienger West Joint Venture — Paleochannst uranium exploration 160% 100%

b} Tallaringa Joint Venture — Paleochannel uranium exploration 8% 0%

cj Southern Gawler Arc Joint Venture — iron Oxide Copper Gold 100% 100%
Uranium exploration

d) Yarlbringfa Joint Venture — lron Oxide Copper Gold Uranium 160% 100%
exploration

e) Yaribrinda South Joint Venture — lron Oxide Copper Gold 30% 0%
Uranium exploration

Notes:

{a} Under the terms of an agreement between Challenger West Holdinigs Pty Lid, CMH Resources Pty Ltd
and Hindmarsh Resources Limited (HMR}), HMR may earn a 51% inlerest in paleocharnne! aranium
resources in tenements EL3080, £13097, and £1.3308 by funding $250,000 in exploration activities in
each tenement, a total of $750,000. Subseguently HMR may earn a further 29% interest by funding an
additional $250,000 in exploration activities in each tenement. At 30 June 2005 HMR had spent a total of
$755 (2004 NIL)

{b} Under the terms of an agreement betwsen the consolidated entity and Mindmarsh Resources Limited
{HMRY}, the consolidated entity may earn a 30% interast in paleochanne! uranium resources in tenement
applications ELA9E/05, and ELA199/05 by funding $400,000 in exploralion activities. At 30 June 2005
the consolidated entity had spent a total of NIL {2004; NIL)

{c} Under the terms of an agreement between Gawler Arc Holdings Pty Ltd and Hindmarsh Resources
Limited {(HMR)}, HMR may earn a 25% interest in tenement EL3158 by funding $250,000 in exploration
activities. Subsequently HMR may earn a further 18% interest by funiding an additional $250,000 in
exploration activities. At 30 June 2005 MMR had spent a total of $ 1,532 {2004; NIL)

{d} Under the terms of an agreement betwsen the consotidated entity and Hindmarsh Resources Limited
{HMR), HMR may earn a 25% interest in tenemerit EL3284 by funiding $250,000 in exploration activities.
Subsequently HMR may earn a further 10% interest by funding an additional $250,000 in exploration
activities. Af 30 June 2005 HMR had spent a total of § 164 (2004; NIL}
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{e} Under the terms of an agreement between the consolidated entity and Mr 1an Garsed, the Consolidated
entity has acquired a 35% interest in teniement ELB130. The Consolidated entity may increase this
interest fo 70% by funding $300,000 in exploration activities, over a three year period. Af 30 June 2005
the consolidated entity had spent a folal of $3,146 {2004, NiL)

20. COMMITMENTS FOR EXPENDITURE AND CONTINGENT LIABILITIES

{a) Exploration Expenditure Commitmentis
The consolidated entity has certain obligations to perform exploration work and expend minimum
amounts of money on such works on mineral exploration tenemeris.

These obligations wilt vary from fime fo time, subject to statutory approvat. The terms of current and
future joint ventures, the grant or refinguishment of licences and changss to licence areas at renewat or
expiry, will alter the expenditure commitments of the consolidated entity.

Total expendilure commitments at balance date in respect of minimum expenditure requirements riot
provided for in the financial statemenits are approximatetly:

2005 2004
$ $
Not later than one year: 736,000 536,000
Later than one year but not later than fwo years: 738,000 -
Later than two years but not later tharni five years: 310,000 -

{b} Service Agreements

Service agreements between the consolidated entity and non-executive directors are disclosed in the
Remuneration Report of the Directors Report

{c} Native Title
Native Titte claims have been made with respect fo tenemenits in South Australia in which Scuthern Gold
Limited has interesis. The consolidated entity is unable fo determine the prospects for success or

otherwise of the claims and, in any event, whsther or not and to what extent the claims may significantly
affect the consclidated entity or its projecis.

{d) Office Rental

The consolidated entity has entered into a rental agreement to occupy its principle office at a cost of
$28,000 per annium, expiring on 19" June 2007

21. FINANCIAL INSTRUMENTS
{a) Forward Foreign Currency Contracts

As at 30 June 2005 the consolidated entity does not have any outsianding forward foreign cusrency
contracts.

{b} Forward Interest Rate Contracts
As at 30 June 2005 the Consolidated entity does not have any outstanding forward interest rate cornfracts.
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{c} Interest Rate Risk

The following table details the exposure fo interest rate risk at the reporting date. All other financial assels
and liabiities are non-<interest bearing.

Average Variable Less than
Interest Rate |Interest Rate 1 Year 1105 Years Total
L] $ $

2408

Cash 5.45% - 2,851,865 - 2,851,985
Total - 2,851,985 - 2,851,955
2404

Cash 4.65% - 168,412 - 158,412
Total - 168,412 - 158,412

{d} Credit Risk

Credit risk refers 1o the risk that a counter party will defaulf on its contractual obligations resuliing in financial
toss to the consolidated entity. The consolidated entity has adopted the policy of only dealing with credit
worthy counterparties.

The consclidated entity does not have any significant credit risk exposure to any single counterparty or group
of counterparties having similar characteristics.

The carrying valus of financial assets recorded in the financial statemerits, net of any provision for losses,
represents the consolidated entity's maximum exposure to credit risk.

{e} Net Fair value

The carrying amount of financial assets and financial fiabilities recorded in the financial statements
represents their respective net fair values, determined in accordance with the accounting policies disdosed
in Note 1 to the financial statemernits.

22, SEGMENT INFORMATION
The consclidated entity operates in the mineral exploration industry in Austratia.

23. EARNINGS PER SHARE
Consolidated
2005 2004
Cents per  Cents per
share share
Basic earnings per share — loss {0.95} {0.3)
Diluted earnings per share — loss {070} {0.3}
Basic and Dilutive karnings per share
The earnings and weighied average number of ordinary shares used in
the calculation of basic and diluted earnings per share are as follows:
3 §
Earnings {195,033} {38,438}
Earnings used in the calculation of basic and diluted earnings per shars
agree direcily to net loss in the statement of financial performance.
No. No.
Weighted average number of ordinary shares 20,618,763 12,829,000

The number of ordinary shares used in the calculation of diluted earnings per share is the same as the
riumber used in the calculation of basic earninigs per share, as options are rniot considered dilutive.
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24, CONTROLLED ENTITY

Country of
Name of Entity Incorporation  Ownership Interest
2005 2004
% Yo
Parent Entity
Southern Gold Limited Australia
Controlled Entities
Challenger Wast Holdings Pty Limited  Australia 100% 100%
CMH Resources Pty Limited Australia 100% 100%
Gawler Arc Holdings Pty Limited Australia 100% 100%

25, REGISTERED OFFICE AND PRINCIPLE OFFICE

The registered office of the Comparny and its conirolled entities is;

262-268 Pirie Street, ADELAIDE, SA, 5000

The principle place of business of the Company and its controlled ertities is;
58 North Terrace, KENT TOWN, SA, 5067

26. ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING
STANDARDS

Australia has been preparing for the introduction of Interniational Finiancial Reporting Standards (IFRS)
eftactive for reporting periods commericing from 1 January 2005. The Australian Accounting Standards
Board {(AASB) has adopted IFRS and has issued Australian equivalents fo IERS, hereafter referred to as
AIFRS. The Urgent issues Group has issued interpretations equivalent to International Accounting Standards
Board interpretations criginated by the International Financial Reporting interpretations Committee or the
former Standing Interpretations Commitiee.

The adoption of AIERS by the consolidated entity will first be reflected in the financial statements for the hailf
year eriding 31 December 2005 and the year ending 30 June 2006, On first time adoption of AIFRS,
comparatives in financial statements are required to be restated o reflect the application of AFRS {o the
comparative period. The majority of AIFRS fransitionat adjustments will be made retrospectively against
opening retained earnings at 1 July 2004,

The Consolidated entity has been assessing the significanice of these changes and preparing for their
implementation. The Audit Commiltee is overseeing and managing the consotidated entity's fransition fo
AERS. The impact of the alternative treatments and elections under AASB1: First Time Adoption of
Austratian Equivalents to Internationat Financial Reporting Standards has been considered where applicable.

The directors are of the opinion that the key material differences in the consolidated entity's accounting
policies on conversion o AIFRS and the financial effect of the differenices where known, are as follows.
However, users of financial statements should note that the amounis disclosed represent the Consolidated
entity's best estimates as at the date of preparing the 20085 financial report and could change from these
estimates if there are any amendments or additional standards to the cusrent AIFRS or interprefation of the
AIRES requirements chianges from the ongoing work of the Consolidated entity and Audit Commitiee.
Consequently, until the consolidated entity prepares ifs first full finandal statements under AIFRS, the
possibility exists that the following disclosures may need o be adjusted.

On fransition to AIFRS, the estimated financial effect on the consolidated entily's reported net profit and
equity as at 30 June 2005 is disclosed below. No impacts are expected in relation o the consolidated entity's
statement of cash flows. As noted above, the amounts disclosed in this summary represent the consolidated
entity's best estimates as at the date of preparing the 2005 financial report and may differ from actuals
reported under AIFRS.

{a} impairment of Assets
The consolidated entity currently determines the recoverable amount of an asset on the basis of
unidiscounted net cash flows that will be received from the asset’'s use and subsequent disposal. In
terms of pending AASE 136 Impairment of Assets, the recoverable amount will be determined as the
higher of fair value less costs to sell and value in use. Under AASB136: impairment of Assets, the
recoverable amount of an asset is determinied as the higher of fair value less costs to sell and value in
use. In determining value in use, projected future cash flows are discounted using a risk adjusted pre-tax

Page 20



{b)

{c}

discount rate and impairment is assessed for the individual asset. 1t is likely that this change in
accouritinig policy will lead to impairments being recognised more often than under the existing policy.

The consolidated entity has tested all assets for impairment as at 1 July 2005 and no assets have been
assessed as impaired.

income Tax

Currently, the consolidated entity adopts the liability method of tax effect accounting whereby the income
tax expense is based on the accounting profit adjusted for any permanent differerices. Timing
differerices are currently brought to accourit as either a provis ion for deferred income tax or future
income tax benefit. Future income tax benefits are only brought to account where realisation of the asset
is assured beyond reasonable doubl. Fulure income tax benefits relating to tax losses are only brought
to account when their realisation is virtually certain. The tax effects of capital losses are not recorded
uriless realisation is virtually certain.

Under AASB112: Income Taxes, the consoclidated entity will be required fo adopt a balance sheet
approach under which temporary differences are identified for each asset and liability rather than the
effects of the timing and permanent differences beiwesan taxable and accounting profit. The standard
requires the recognition of temporary differerices when it is probable that the consolidated entity will
generate sufficient taxable profils in the same period as the reversal of the deductible temporary
difference or taxation toss or in the periods into which a tax loss arising from the deferred tax asset can
be carried back or forward. At the date of this report, the directors consider that the consolidated entity
wotild not meet this condition.

AASE 112 required the recognition of temporary differerices asscciated with revenues and expenses
taken directly fo the equity. The effect of recognition of IPQ costs directly deducted from share capital is
to increase share capital by $376,867 and increas e accumulated losses by $376,867. The adjustment

to accumulated losses is reflective of the Directors opinion that the criteria for recognition of such assets
has not been mat.

Exploration and Evaluation Expenditure

Thie Consclidated entity currently accumulates exploration, evaluation and development costs in respect
of each separate area of interest. Explorationi and evaluation costs are carried forward where right of
tenure of the area of interest is current and they are expectad to be recouped through sale or successful
developmerit and exploitation of the area of interest, or, where exploralion and evaluation activities in the
area of interest have not yet reached a stage that permils reasonable assessment of the existence of
econiomicaily recoverable reserves. Development costs related to an area of interest are carried forward
to the extent that they are expected to be recouped eith er through sale or successiui exploitation of the
area of interest. A regular review is underiaken of each area of interest to determine the appropriateness
of continuing 1o carry forward costs in relation to that area of interest. When an area of interestis
abanidoned or the directors decide that it is not commercial, any accumulated costs in respect of that
area are written off ini the financial period the decision is made.

AASE 6 was issued in December 2004 to facilitate the infroduction of Australian equivalents fo IFRS in
respect of the treatment of exploration expenditures. At the date of this report there was stili no
comprehensive international accounting standard covering extractive industries and AASE 6 provided no
real guidarice other than alfowing to “grandfather” previous accounting policies adopted for the exiractive
industries. The new AASE 6 retains the Area of Inferest approach as contained in AASB 1022,

in light of these chariges, the Board initiated a review of the consotlidated entity's accourting poticy for
exploration and evaluation expenditure and as a resuli, slected to adopt the following key policies
keeping strictly in line with AASE 6:

+ The conisolidated entity will continue to use the Area of interest Method to define its Exploration
and Evaluation expenditure, further defining areas to geological systems;

«  Only expenditures which fail within the definition of £xploration and Evaluation activities will be
atlowed to be capitalised;
tnitial recognition will only be permitied on the bass of historical costs; and

« All Exploration and Evaluation expernditure will be capitalised until a "frigger event” occurs that
will enact impairment fasting. A trigger event could involve a series of drill hiotes returmning nio or
sub-economic mineralisation, the relinquishment of an area of interest, a significant farm-out of
an area of interest or any similar type event. Orice a trigger event occurs, the consolidated
entity will complete a full assessment of the recoverable value of the area of interest, which
may result in a write downi of the carrying value of the area of interest.

in the fransition to AASB 6, the consolidated entity compteied Impairment Testing on all its Exploration
and Evaluation expenditure previously capitalised which resulted in rio write downs.
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Directors’ Declaration

The Directors declare that:

1. The atitached financial statements and notes, and the additional disclosures included
in the Remuneration Report of the Director's Report designated as "audited”, are in
accordance with the Corporations Act 2001, and:

a. comply with accounting standards and the Corporations Regulations 2001; and

b give a true and fair view of the consolidated entities’ financial position as at 30
June 2005 and of its performance for the year ended on that date.

2. The declarations required by Section 295A of the Corporations Act 2001 have been
obtained from the Managing Director and Company Secretary; and

3. In the directors’ apinion, there are reasonable grounds 1o believe that the company
will be able to pay its debts as and when they becomne due and payable.

This declaration is made in accordance with a resolution of the Board of Directors

< M Horn
Chairman

Adeiaide, South Australia
30 September 2005
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A Member of Grant Thoraton Sssecision leo,

INDEPENDENT AUDIT REPORT
TO MEMBERS OF SOUTHERN GOLD LIBITED

Scope
The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statemert of financial
performance, statement of cash flows, accompanying notes to the financial statements, the
disclosures made by the Company in accordance with the Corporations Regulations 2001
as required by AASB 1046 "Directors and Executive Disclosures by Disclosing Entities” in
the "Remuneration Report" in the Diractors' Report designated as "Audited” and the
Directors’ Declaration for Southern Gold Limited (the Company) and Consolidated entities,
for the period ended 30 June 2005. The Consclidated entity comprises both the Company
and the entities it controlled during that vear,

The Directors of the Company are responsible for the preparation and true and fair
presantation of the financial 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.

Audit aporoach

We conducted an independent audit in order to express an opinian to the members of the
Company. Our audit was conducted in accordance with Australian Auditing and Assurance
Standards, In order to provide reasonable assurance as te whether the financial report is
free of material misstatement. The nature of an audit is influenced by factors such as the
use of professional judgment, sslective testing, the inherent limitations of internal control,
and the availability of persuasive rather than conclusive evidence. Thersfore, an audit
cannot guarantee that all material misstatements have been detected.

We perforrmed procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001, Acceunting Standards and
other mandatory financial reporting requiremeants in Australia, a view which is consistent
with our understanding of the Company’s and the Consolidated entity’s financial position,
and of thelr performance as represented by the resulis of their operations and cash flows.

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

& examining, on & 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
reparting when determining the nature and extent of our procedures, our audit was not
designed fo provide assurance on internal controls.

independence

in conducting our audit, we followed applicable independence requirements of Australian
professional ethical pronouncements and the Corporations Act 2001,

The Busstrabian Bember of Grant Thormon Iniernational



Grant Thornton

Audit opinion

In our epinion, the financial report of Southern Gold Limited including the remuneration
distlosures included in the Directors Report and designated audited are in accordance
with:

{a} the Corporations Act 2001, including:

i} giving a true and fair visw of the Southern Gold's and consclidated entity's
financial position as &t 30 June 2008, and of is performance for the period
ended on that date; and

i} complying with Accounting Standards in Australia and the Corporations
Regulations 2001, and

{3} other mandatory financial reporting requirements in Australia.

GRANT THORNTON
CHARTERED ACCOUNTANTS

Signed at Aebrd e e s F " dayof m%mfimjw 2005

FORAARISouhem Sold Bld 2008 do



SOUTHERN GOLD LIMITED

Shareholder Information

The shareholder information set out below was applicable as at 31 August 2005,

1. Substantial Equity Holders
Fully Paid Shares
Name Number Percentage
John Alexander Anderson 2,500,000 5.88%
2. Number of Shareholders
Number of Shareholders Class of Shares Voting Rights
738 GRD Fudl
3. Distribution of Equity Securities
Distribution of holdings: Number of Holders Ordinary Shares
1 - 1,600 3 2,797
1,001 - 5,600 68 264,308
5001 - 10,000 212 2,019,674
10,001 - 100,000 413 14,882,897
100,001 - and over 42 10,419,838
Holding tess than a marketable 14 25,087
parcel
4. Twenty Largest Shareholders
The names of the twenty largest holders of fully paid ordinary shares comprise:
Percentage
Name N;:mber of fssue?j
eld
Shares
Joehn Alexander Anderson 2,500,000 5.98
Thompson Drilling Company Pty Lid 2,050,000 4.90
Genex Resources Pty Lid 1,800,000 4.31
Michasal Walsh McDonaid 1,714,320 4.16
Cedric Murray Horn 1,575,000 3.77
Stephen Richard Biggins 1,500,000 3.50
Michael Robert Billing 1,500,000 3.59
Minexchange Pty Ltd 1,000,600 2.39
Anthony John Hosking — Hosking Family Account 625,000 1.49
Donald John Perkin 625,000 149
Minsk Pty Lid 526,000 1.26
Jennifer Maher 500,000 1.20
Midway Services Pty Ltd 500,009 1.20
Bradley Mulligan - Bradiey Mulligan Invest A/c 455,751 1.09
ANZ Nominees Limited — Cash Income Alc 401,200 0.96
Peter Bruce King 400,600 0.96
Christopher Joseph Gaughan 300,600 0.72
Bradiey Mulligan - Mulligan tnvest Afc 300,000 0.72
Bond Street Custodians Limited 283,500 0.68
MBB Trading Pty Lid 286,000 0.68

18,835,771 45.08
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SOUTHERN GOLD LIMITED

The names of the twenty largest holders of quoted 2007 options comprise:

31 March 2007

Name Number Held  Percentage
of Issued
Options
Hindmarsh Resources Lid 713,590 7.14
ANZ Nominees Limited — Cash Income Alc 485,000 4.65
JB Property Consutting Pty Ltd 250,000 2.50
Midway Services Pty Ltd 200,000 2.00
Genex Resources Pty Lid 175,000 1.75
Thompson Drilling Company Py Lid 150,000 1.50
Miss Cassandra Pickering 130,000 1.30
Anna Carina Pty Ltd 125,000 1.25
Ms Stacey Page 120,000 1.20
Gregory J Wood & Associates Pty Ltd 111,380 1.1
Mr Glent Schnitzerling 110,000 1.1G
Ms Abigail Laura Steed 107,500 1.08
MR Trevor Keith Browne 107,500 1.08
Focus Corporate Services Pty Ltd — Focus Super Fund Al 100,600 1.00
Ms Jane Ha 100,000 1.00
Mr Mark William Kurtz, Mrs Fiona Elizabeth Kurtz 100,000 1.00
Mr Weng Chew Lim 100,000 1.00
M & K Kordidas Pty Ltd Superannuation Alc 100,600 1.00
Mr Jye Page 100,000 1.00
Mrs Hitary Maureen Pluim 100,000 1.00
Mrs Margarita Javier Rodgers, Mr Stephen Wade Rodgers 100,600 1.00
3,564,870 35.66
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Corporate Governance Statement

In March 2003 the Australian Stock Excharige Corporate Governance Councit ("ASXCGC") released its best
practice recommendations based on ten core principles for corporate governance. These recommendations
were not intended fo be prescriptions 1o be followed by ail ASX listed companies, but rather guidelines
desigried to produce an efficiency, guality or integrity ouicome. The Corporate Governance Couricil has
recognised that a “one size fits ali” approach to Corporate Governance is not required. instead, it states
aspirations of best praciice for optimising corporate performance and accountability in the interests of
shareholders arnid the broader econiomy. A company may cornisider that a recommendation is not appropriate
to its particuiar circumstances and has flexibility to not adopt it and explain why.

Southern Gold Limited to date has rniot adopted the ASXCGC best practice recommernidations other than
those specifically identified and disclosed below because the Board believes that it cannot justify the
riecessary cost given the size and early stage of its life as a listed exploration company. However the Board
is committed to ensuring that appropriate Corporate Governance practices are in place for the proper
directiont and management of the Company.

This statement outlines the main Corporate Governance practices of the Company disclesed under the
principies outlined in the ASXCGC including those that comply with best practice that, uniess otherwise
disclosed, were in place during the whole of the finarnicial year ended 30 June 2005.

Principle 1: Lay solid foundations for management and oversight

Role of the Board
The Board is governied by the Corporations Act 2001, ASX listing rules and a formal constitution.

The Board's primary role is the protection and enhancement of sharehiotder valus.

The Board takes responstbility for the overall Corporate Governance of the Company including its strategic
direction, management goal sefting and monitoring, internal risk control, risk management and financial
reporfing.

Beoard processes and management

The Board has an established framework for the management of the company including a system of internal
coritrol, a business risk management process and appropriate ethical standards. To assist in the execution
of its responsibilities, the Board has an Audit Commiittee to deal with internal control, ethical standards and
finariciat reporting.

The Board appoints a Managing Director with responsibility for the day to day management of the Company
including managemerit of financial, phiysical, and human resources, developmerit and implementation of risk
management, internal control and regulatory compliance policies and procedures, recommerniding strategic
direction arnd planning for the operations of the business and the provision of relevant information to the
Board.

Principle 2: Structure the Board fo add value

Composition of the Board

The names of the directors of the Company and terms in office at the date of this Statement together with
their experience and expertise are set out in the Directors’ Report section of this report. The directors’ terms
in office are considered appropriate in view of the fact that the company tisted in April 2005.

The composition of the Board consists of five directors of whom four, including the Chairman, are non-
executives. Mr Horn's role as Chairman of the Board is separate from that of the managing Director, Mr
Biggins who is responsible for the day to day management of the Company and is in comptiance with the
ASXCGOC best practice recommendation that these roles not be exercised by the same individual.

The Comparny's constitution stipulated that the number of direclors must be at least three and no more than
ten. The Board may at any time appoint a director to fill a casual vacarncy. Directors appointed by the Board
are subject to election by shareholders at the following annual general meeting and thereafter directors
{other than the Managing Director) are subject to re-election at least every three years. The tenure for
executive directors is linked to their hotding of executive office.

Formal deeds have been entered info by the Company with directors whereby ail directors are entitled fo
take such legal advice as they require at any time, and from fime fo time, on any matter concerning or in

relation to their rights, duties, and obligatioris as directors in relation to the affairs of the Company.
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Principle 3: Promote ethical and responsible decision making

Ethical standards
The Company aims for a high standard of corporate governarice and ethical staridard by directors and

employees.

All directors are required to provide the Company with detatls of all securilies registered in the director's
riame or an entity in which the director has a retevant interest within the meaning of section 9 of the
Corpoerations Act 2001 and details of alt contracts, other than confracts to which the Company is a party to
which the director is a party or under which the director is entitled o a benefit, and that confer a right to call
for or deliver shares in the Company and the nature of the director’s interest under the contract.

Directors are required to disclose to the Board any material contract in which they may have an interest. In
accordance with section 195 of the Corporations Act 2001, a director having a material personal interest in
any matter to be dealt with by the Board, will not be preserit when that matier is considered by the Board and

will riot vote on that matter.

Trading in the Company’s Securities

Directors, officers and employees are not permitted fo trade in securities of the Company at any time whilst in
possession of price sensitive information not readily available to the market. Section 1043A of the
Corporations Act 2001 also prohibits the acquisition and disposal of securities where a person possesses
information that is not readily available and which may reasonably be expected to have a material effect on
the price of the securities if the information was generally available.

Principle 4: Safeguard integrity in financial reporting

Audit Committee

Southern Gold Limited was not a Company required by ASX Listing Ruie 12.7 to have an Audit Committee
during the year, althoughi it is a best practice recommendation of the ASXCGC. Notwithstanding the Listing
Rule requirement, Southern Gold has an Audit Committes to oversee the Company’s internal controls,
ethical standards, financial reporting, and external accounting and compliance procedures. The committee
currently consists of three non-executive Board directors, Messrs Horn, Anderson, and McDonald, and is
chaired by Mr Horn.

The main responsibilities of the audit commitiee are:

«  Monitor the integrity of the financial statemenis of the Company and review sigriificant financial reporting
charnges.

+  Review the Company’s interniat financial control system and, uniess expressly addressed by a separate
risk commitiee or by the Board itself, risk management systems.

. Make recommendations to the Board in relationi to the appointment of the external auditor and to
approve the remuneration and terms of engagement of the external auditor.

«  Monitor and review the external auditor's independerice, objectivity and effectiveness, faking into
consideration relevarnt professional and reguiatory requiremerits.

«  Dsvelop and implement policy on the engagement of the external auditor to supply non-audit services,
taking infc account relevant ethical guidance regarding the provision of non-audit services by the
external audit firm.

The Commitiee is fo mest al least twice a year, with further meelings on an as required basis. The
Committee has authority to investigate any activity within its ferms of reference or any matier specifically
requested by the Board. The Committee has unrestricted access to all records and staff of the Company
including Tult access to the external auditors. The Commitiee is authorised by the Board to obtain outside
tegal or other independerit professional advice as necessary 1o assist the Committee.

Principle 5: Make timely and balanced disclosure

Continuous Disclosure

The Company opserates under the continuous disclosure requirements of the ASX Listing Rules and ensures
that all information, apart from information which is confidential, and ASX has not formed the view that the
information has ceased 1o be confidential, which may be expected o affect the value of the Company's
securities or influence investment decisions is releas ed to the market in order that all investors have equal
and timely access to material information concerning the Company. This information is made publicly
available on the Company's website following retease to the ASX
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Principle 6: Respect the rights of shareholders

Communication with shareholders

The Beard aims to ensure that shareholders are informed of alt major developments affecting the Company's

state of affairs. In accordance with the ASXCGC best practice recommendationis, information is

communicated fo shareholders as follows:

« Thie annual financial report which includes relevant information about the operations of the Company
during the year, changes in the state of affairs of the entity and details of future developments, in
addition to other disclosures required by the Corporations Act 2001;

«  The half yearly financial report lodged with the Australian Stock Exchange and Australian Securities and
investments Commission and sent to all shareholders who request if;

+  Notifications relating to any proposed major changes in the Company which may impact ori share
ownership rights that are submitied to a vote of shareholders;

+  Notices of ali mestings of shareholders;

«  Publicly released documents including the full text of niotices of meetings and explanatory material
made available on the Company's internet web-site at www.scutherngold.com au ; and

+ Disclosure of the Company’s Corporate Governiarnice practices and commuriications strategy on the
interniet web-site.

The Board ericourages full participation of shareholders at the Annual General Meeting o ensure a high level
of accountability and identification with the Company’s strategy and goals. important issues are presented to
the sharehotders as single resolutions. The exdernal auditor of the Company is also invited 1o the Annual
General Meeting of shareholders and is avatlable to aniswer any gquestions concerning the conduct,
preparation and content of the auditor's report. Pursuant to Seclion 248K of the Corporafions Act 2001 the
external auditor is provided with a copy of the notice of meeting and related communications received by
shareholders.

Principle 7: Recognise and manage risk

Risk Assessment and Management

The Board recognises that there are inherent risks associated with the Company’s operations including
mineral exploration, environmental, title, native title, legal, and other operational risks. The Board
endeavours to mitigate such risks by continually reviewing the activities of the Company ini order to identify
key businiess and operationai risks and ensuring that they are appropriately assessed and managed.

Principle 8: Encourage enhanced performance

Performance Evaluation
The Board evaluates the performarice of the Managing Director on a regular basis and encourages
coritiriving professional development.

Principle 8: Remunerate fairly and responsibly

Remuneration Policy

The Company's Constitution specifies that the totat amount of remuneration of non-executive direciors shall
be fixed from time to time by a general meeting. The current maximum aggregate remuneration of non-
exscutive directors is set at $200,000 per annium. Directors may apportion any armount up to this maximum
amournt amongst the non- executive directors as they determine. Directors are aiso entitled to be paid
reasonable traveliing, accommodation and other expenses incurred in performing their duties as directors.
The remunseration of the Managing Director is determined by the Board as part of the terms and conditions of
hiis employment which are subject fo review from time fo time. The remurnieration of employees is determined
by the Managing Director subject o the approvat of the Board

Further details of directors’ anid executives/officers’ remuneration, superannuation and retiremert payments
are set out in the Directors’ Report.
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Principle 10: Recognise the legitimate interests of stakeholders

Code of Conduct

The Company requires all its directors and employees to abide by the highest standards of behaviour,
businiess ethics, and in accordance with the law. In discharging their duties, Directors of the Company are
required to:

*

*

*

*

*

*

*

Act in good faith and in the best interests of the Compary;

Exercise care and diligence that a reasonable persori in that role would exercise;

Exercise their powers in good faith for a proper purpose and in the best interests of the Compariy;
Not improperly use their position or information obtained through their position top gain a personal
advantage or for the advantiage of ancther person fo the detriment of the Company;

{isclose material personal interests and avoid actual or potential conflicts of interests;

Keep themselves informed of relevant Company matters;

Keep confidential the business of all directors meetings; and

Observe and support the Board's Corporate Governarnce practices and procedures.
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