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Southern Gold Limited - Consolidated Entity

Directors’ Report

The directors present their report of Southern Gaidited (the Company) and its controlled entities
(consolidated group or group) for the financialryeaded 30 June 2011.

Principal Activities

The principal continuing activity of the group inetyear was the exploration for gold, copper, rljcke
and other economic mineral deposits.

Financial Results

The net result of operations for the group forybar was a loss after income tax of $1,855,318(0201
$1,232,405).

Dividends

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

Review of Operations

The fiscal year ending June 2011 has been a parlicipositive period for companies in the gold
sector, with the gold price hitting significant higin the latter part of the year. For SoutherndGbis
coincided with the announcement of its upgradedécatdd and inferred Cannon gold resource of 94,000
0zs @ 3.3 g/t Au at the Cannon gold deposit.

Western Australia — Bulong South Gold Project

During the reporting period, Southern Gold contohde build on the discovery momentum and the
announcement of the Cannon gold resource upgrattestandout results from the December infill and
extensional RC drill program at the Cannon prosp8old results including 22m @ 10.05g/t, 11m @
9.75g/t, 5m @ 12.26g/t and 4m @ 15.73g/t reinforeeGbmpany’s conviction that the Bulong terrain
has been underexplored for gold. This view wasfiresgd by the expansion of Southern Gold's
tenement holding through a Heads of Agreement Wélon Resources Limited and the addition of the
Clinker Hill tenements, all contiguous with the Buog Project area. Further regional exploration
programs will be undertaken to discover and detméather gold mineralisation.

The Bulong South gold project is located 30km scadht of Kalgoorlie. With positive results for the
year, close proximity to Kalgoorlie infrastructuaad processing facilities and continued strengtthef
gold price in 2011, Southern Gold remains enthusiedut the developing exploration story of the
Bulong South gold project.

Cambodia — Gold and Base Metal Projects

Field work started at the Company’'s Cambodian gtsjas the wet season came to a close in November
2010. Follow-up drilling commenced where work eariin the year discovered high grade gold at the
Kratie South project. Funded by Japanese governmarihg organisation JOGMEC (Japan Oil, Gas
and Metals National Corporation) two diamond hdhegl intersected the targeted high grade gold
mineralised veins. Drilling was conducted at bdté Kratie South project and the Memot projects with
positive gold results from each area. These regutisated that Southern Gold has again succegsfull
intercepted targeted mineralisation zones at tlai&K6South and Memot projects.

In April 2011, JOGMEC completed Stage 3 having sted US$3.03M over 3 years to earn a 51%
interest in the 2 tenements covered by the Kratiglgjoint venture agreement. Having withdrawn from
the Kratie North project without earning an equigabterest (after meeting its minimum commitmeht o
US$500,000) JOGMEC's focus looks to the follow-uprkv program at Kratie South. As an active
investor in Cambodia, Southern Gold regards JOGME@&n important strategic partner.

South Australia — Challenger Gold Project

Southern Gold, as manager and holder of 51% ofytthe rights in the Challenger Joint Venture with
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Kingsgate Consolidated Limited, is currently priising and assessing more than 30 gold anomalies
within the 2,960krh tenement package. The exploration footprint sumisuthe million ounce
Challenger gold mine. It is Southern Gold's objestio bring these targets to drill ready statusitfor
2011/12 work program.

New South Wales — Devil's Elbow Copper project

In January 2011, a Heads of Agreement (“HOA") wigmed with IMX Resources Limited whereby
IMX would explore exploration licence EL6653, whilibs southeast of Parkes and covers a number of
manganese prospects and the historic Eurow-Vycbpper mine. Under the terms of the HOA, IMX
committed to spend $100,000 to drill test priorthrgets prior to making a decision on further
expenditure to earn a 51% joint venture intereshil®Vrock chip samples indicate that the targeted
manganese mineral is present in potentially econgmaides, their extent and nature did not meet BMX’
exploration parameters, and hence IMX elected todsaw from the HOA. Southern Gold will assess
this new data in conjunction with previous data aray look to conduct follow up drill testing.

Corporate

September 2010 saw the commencement of the Congpareyy Managing Director, Ms Nanette
Anderson, and a renewed round of capital raisinghvtesulted in the strengthening of Southern Gold’
cash position.

A total of $3M was raised through a placement thais completed in December 2010, with
approximately 44 million new shares issued to sstifited and institutional investors. A further2pd.
was raised through a shareholder share purchaeegpleng confidence to long term and sequential
staging of intensive exploration programs both irs#halia and Cambodia.

The information in this report concerning Australian exploration has been compiled by Peter Hill (BSc) as an
employee of Southern Gold and who is a member of the Australian Institute of Geoscientists and is bound by
and follows the Institute’s codes and recommended practices. As a Competent Person, as defined in the 2004
Edition of the ‘Australasian Code for Reporting of Exploration Results, Mineral Resources and Ore Reserve.” —
he has a minimum of 5 years relevant experience in the style of mineralisation and types of activities being
reported and has given written consent to the above report in the form and context in which it appears..

Changes in State of Affairs

During the financial year there was no significehénge in the state of affairs of the Group othant
that referred to in the financial statements oeadhereto.

Events Subsequent to Balance Date

There has not arisen in the interval any mattersimumstances, since the end of the financial year
which significantly affected or could affect the evations of the Company, the results of those
operations, or the state of the Company in futesry.

Likely Developments

Further information about likely developments ire thperations of the Company and the expected
results of those operations in future years haseeh included in this report because disclosuthef
information would be likely to result in unreasoleprejudice to the Company.

Environmental Regulation and Performance Statement

The Company’s operations are subject to signifieantironmental regulations under Commonwealth,
South Australian, Western Australian and NSW legjish in relation to discharge of hazardous waste
and materials arsing from any mining activities aedelopment conducted by the Company on any of
its tenements. The Company is also in compliangh all Cambodian environmental regulations. To
date the Company has only carried out explorataiviies and there have been no known breaches of
any environmental obligations.
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Options

At the date of this report, the unissued ordindrgres of Southern Gold Limited under option are as
follows:

Grant Date of Fair Value at Exercise Number
Date Expiry Grant Date ($) Price ($) under Option
8.12.2006 7.12.2011 0.254 0.315 250,000
19.02.2007 7.02.2012 0.231 0.50 500,000
7.05.2007 7.02.2012 0.467 0.50 500,000
22.10.2007 21.10.2012 0.310 0.35 50,000
26.02.2008 28.11.2012 0.132 0.75 500,000
26.08.2008 25.05.2013 0.109 0.20 100,000
30.09.2008 30.09.2013 0.096 0.15 300,000
30.09.2008 30.09.2013 0.093 0.15 300,000
29.06.2009 29.06.2012 0.080 0.15 1,500,000
30.06.2009 30.06.2014 0.098 0.30 150,000
23.10.2009 23.10.2014 0.096 0.15 250,000
30.10.2009 30.10.2013 0.082 0.15 500,000
1.12.2010 1.12.2014 0.040 0.105 500,000
1.12.2010 1.12.2015 0.044 0.105 1,000,000
6,400,000

Option holders do not have any rights to parti@pat any issues of shares or other interests in the
Company or any other entity.

There have been no unissued shares or interesés aption of any controlled entity within the Group
during or since reporting date.

For details of options issued to Directors and Eges as remuneration, refer to the Remuneration
Report.

During the year ended 30 June 2011, no ordinargeshaf Southern Gold Limited were issued on the
exercise of options granted. No further shares baes issued since year end.

Directors

The Directors of the Company at any time during fihancial year are as set out below. Details of
Directors’ qualifications, experience and speaalonsibilities are as follows:

Greg Boulton AM
B.A (Accounting), FCA, FCPA, FAICD (Non-Executiveaman)

Greg has extensive commercial experience spanmagad years as CEO and Non-Executive Director
for many Private and Public companies. He has beogurience in capital raisings, acquisitions and
commercial negotiations and is a Fellow of theifat of Chartered Accountants, CPA Australia and
the Australian Institute of Company Directors.

Greg is currently Chairman of Paragon Equity Limjten Adelaide based private equity firm and
Deputy Chairman of ASX listed K&S Corporation Limit He is also on the board of the Statewide
Superannuation Trust.

Greg currently has 1,520,588 shares and 500,006nspto acquire further shares in Southern Gold
Limited.
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Nanette Anderson
B Sc(Hons) Geol , MAusIMM (Managing Director) — apypted 23 September 2010

Nanette has over 15 years experience in the etgorand mining industry. As a geologist she has
experience exploring and developing gold, diamond laase metal projects throughout Australia and
South East Asia.

Moving into the corporate side of business, Nanedie successfully undertaken capital raisings gptoj
acquisitions and joint venture negotiations. Sha imember of the Australian Institute of Company
Directors, the Australian Institute of Mining anceMllurgy and the Geological Society of Australia.

Nanette is also a Non-Executive Director of Jaduiaerals Limited.

Nanette currently has 180,000 shares and 1,00@p06ns to acquire further shares in Southern Gold
Limited.

Mick Billing
B Bus, CPA, MAICD (Executive Director)

Mick is an accountant with in excess of 30 yearsofing industry experience in company secretarial,
senior commercial, and chief financial officer wlacluding lengthy periods with Bougainville Coppe
Ltd and WMC Resources Ltd. He has had experiernittecmrporate governance issues, debt and equity
raising, and project evaluation and feasibilitydéts in Australia and overseas, and consults tangber

of companies in these fields.

Mick is also Executive Chairman of AIM listed Thiglining PLC. He previously has acted as Chairman
of ASX listed Western Desert Resources Limited asac Non-Executive Director of Australasia Gold
Limited.

Mick currently has 2,176,649 shares and 500,00®ptto acquire further shares in Southern Gold
Limited.

David Turvey
B Sc(Hons) Geol, MAusIMM (Non-Executive Director)

David is a geologist with over 27 years experieinche Australian and Asian mining industries where
he has driven business development and corporaté Bfivities in precious metals, bulk commodities
and industrial minerals. His experiences includddihng key management roles and consulting
assignments in minerals exploration, technical wetémg, project development and commercial
evaluation of mineral asset investments.

David is currently a Non-Executive Director of ASisted Lawson Gold Limited and is a former
Managing Director of FerrAus Limited.

David currently has 732,588 shares and 500,00@mptio acquire further shares in Southern Gold
Limited.

Stephen Biggins
BSc (Hons) Geol, MBA, MAusIMM (Managing Directoryesigned 2 July 2010)

Stephen is a founding Managing Director of South&wid and prior to this accumulated broad
experience as a geologist in mineral explorati@vetbpment and mining throughout Australia over the
previous 15 years.

Stephen previously has acted as a Non-Executivecir of ASX listed Southern Uranium Limited.

Company Secretary
The following person held the position of Compamgi®tary at the end of the financial year:

Nick Harding
B.A (Acc),Grad Dip (Acc), Grad Dip (Applied Finapc&rad Dip (Corp Governance), FCPA, F Fin, ACIS
(Company Secretary)

Nick is an accountant with over 25 years experieincéhe resources industry. He has held senior
financial roles at various times with WMC Resourdamited, Normandy Mining Limited and
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Newmont Australia Limited and currently consultsatmumber of exploration companies in providing
financial and company secretarial services.
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Southern Gold Limited - Consolidated Entity
Remuneration Report (audited)

Remuneration Policy (audited)

The remuneration policy is designed to align Keynisigement Personnel objectives with shareholder
and business objectives by providing a fixed rematien package to Non-executive Directors and time
based remuneration to Executive Directors. The @aHr Southern Gold believes the policy to be
appropriate and effective in attracting and retajnihe best Directors and Executives to manage and
direct the Group, as well as create goal congrubateeen Directors, Executives and shareholders.

The Company’s policy for determining the nature angbunts of emoluments of board members and
other Key Management Personnel of the Companyfisllasvs:

The Company’s Constitution specifies that the tatabunt of remuneration of Non-Executive Directors
shall be fixed from time to time by a general magtiThe current maximum aggregate remuneration of
Non-executive Directors has been set at $300,00@rpeaum. Directors may apportion any amount up to
this maximum amount amongst the Non-executive Borscas they determine. Directors are also
entitled to be paid reasonable travelling, acconatiod and other expenses incurred in performing the
duties as Directors. The remuneration of the Mamgadpirector is determined by the Non-executive
Directors and approved by the Board as part oteéh@s and conditions of her employment which are
subject to review from time to time. The remunenmatof other executive officers and employees is
determined by the Managing Director subject toapproval of the Board.

Non-executive Director remuneration is by way @dand statutory superannuation contributions. Non-
executive Directors do not participate in schemesighed for remuneration of executives and are not
provided with retirement benefits other than sakagrifice and statutory superannuation.

The Company’s remuneration structure is based amuraber of factors including the particular
experience and performance of the individual in tmgekey objectives of the Company. The Board is
responsible for assessing relevant employment rhadwitions and achieving the overall, long term
objective of maximising shareholder benefits, tigfothe retention of high quality personnel.

The Company has a performance bonus scheme in folattee Managing Director which provides for
the payment of a cash bonus to her on the achieweofeagreed milestones during the year as
determined by the Board.

The Company also has an Employee Share Optiondplaroved by shareholders that enables the Board
to offer eligible employees options to acquire pedy fully paid shares in the Company. Under the
terms of the Plan, options to acquire ordinaryyfplhid shares may be offered to the Company’skadigi
employees at no cost unless otherwise determinethdyBoard in accordance with the terms and
conditions of the Plan. The objective of the Pkamoi align the interests of employees and sharetwld
by providing employees of the Company with the oppaty to participate in the equity of the
Company as an incentive to achieve greater suecebsgprofitability for the Company and to maximise
the long term performance of the Company.

The employment conditions of the Managing Direcigg formalised in a contract of employment. The
base salary as set out in the employment contmackviewed annually. The Managing Director's
contract may be terminated at any time by mutuedegent. The Company may terminate the contract
without notice in instances of serious misconduct.

Mr Harding is not employed by the Company. His Emw are provided in his capacity as a consultant
to act as Chief Financial Officer and Company Sacyeof Southern Gold.

Performance-based Remuneration (audited)

The Group currently has no performance based reratime component built into Non-executive

Director packages. The Managing Director has ireduéh her remuneration package an incentive
payment based on a percentage of fixed remuneratmmditional upon the achievement of certain
performance criteria being met. The maximum peagnbdf fixed remuneration for the current financial
year is 25%. The performance conditions, or KeydPerance Indicators (KPI's) are set by the Board,
and may vary from year to year, but reflect thaficial and operating goals of Southern Gold Limited
The Board has set KPI measures, which must beazhia any individual KPI before an entitlement to
any payment for that KPIl. Current KPI's are in floem of share price performance, cost savings,
successful capital raisings and resource definition
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The Group has one Executive Director, and three-&l@tutive Directors. The Managing Director is
paid a salary, while Non-executive Directors ara hrectors’ fees. The Non-executive Directors do
not currently participate in any incentive scheme.

Remuneration packages contain the following kegnelgs:
Primary Benefits- salary/fees;

Post Employment Benefitssuperannuation
Shares issued on exercise of remuneration options (audited)
No shares were issued to Directors as a resulh®feikercise of remuneration options during the
financial year.
Directors’ interests in shares and options (audited)
Directors’ relevant interests in shares and optminhie Company are disclosed above and in Note 4 o
the Financial Report.

Options granted as remuneration (audited)

Details of options granted as remuneration to Directors in the year are as follows:

Directors Grant Date Number Value$ Exercise Valueper Amount % of total
Price option at paid / remuner ation
Grant payable by
Date recipient
D J Turvey 1 December 500,000 19,859 $0.105 $0.040 - 33%
2010
N M

1 December 1,000,000 44,439 $0.105 $0.044 - 18%
Anderson 2009

All options granted have vested and no options were exercised in the financial year.

Remuneration of Directors and Key Management Personnel (audited)

This report details the nature and amount of remaiiza for each Key Management Person of Southern
Gold Limited and for Executives receiving the higheemuneration.
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(a) Directors and Key Management Personnel

The names and positions held by Directors and Kapddement Personnel of the Group during or since
the end of the financial year are:

Directors Position

G C Boulton AM Chairman — Non-executive

N M Anderson Managing Director - Executive

M R Billing® Director — Non-executive

D J Turvey Director — Non-executive

S R Biggins Managing Director — Executive (to 2yJ2010)
Key Management Personnel Position
N J Harding Chief Financial Officer / Company Séarg
P W Hill Exploration Manager
G Thomas General Manager - Cambodia

1 N M Anderson commenced 23 September 2010

2 MR Billing acted as Executive Director from 2 July1® to 22 September 2010

(b) Directors’ remuneration

Performance
2011 Directors’ Salary and Cash Incentive Super
Primary Benefits Fees Leave Bonus Payments Contribution Options 1 Total
$ $ $ $ $ $ $
G C Boulton AM 80,000 - - - - - 80,000
N M Anderson - 179,251 14,000 - 15,874 44,439 X58,5
M R Billing 38,800 - - - 1,227 - 40,027
D J Turvey 36,387 - - - 3,613 19,859 59,859
S R Biggins - 4,408 - - - - 4,408
155,187 183,659 14,000 - 20,714 64,298 437,858
Performance
2010 Directors’ Salary and Incentive Super
Primary Benefits Fees Leave Cash Bonus Payments Contribution Options 2 Total
$ $ $ $ $ $ $
G C Boulton AM 80,004 - - - - 40,928 120,932
S R Biggins - 236,133 - - 35,420 81,856 353,409
M R Billing 36,400 - - - 3,600 - 40,000
D J Turvey 1,517 - - - 150 - 1,667
117,921 236,133 - - 39,170 122,784 516,008

! N Anderson was issued 1,000,000 options and D Tur@8y080 options at an exercise price of 10.5 cents i
December 2010, expiring on 1 December 2014 and 1 Deere®®15 respectively.

% G Boulton and S Biggins were issued 500,000 and)]Q00 options respectively at an exercise pricesotents
in October 2009, expiring on 30 October 2013.

A cash performance bonus was paid to Ms Andersdngithe 2011 financial year for achievement of
certain milestones as agreed by the Board undeehmineration package.
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The Directors conclude that there are no otherwgikass requiring disclosure other than those listed
above.

(©)

(d)

(e)

Service agreements
Remuneration and other items of employment folMla@aging Director, Ms Nanette Anderson, are
formalised in a service agreement agreed to bBtdad. The major provisions are as follows:

¢« Ms Anderson agreed to provide her services farag of 3 years with an option to extend at
the expiration date.

» Remuneration of $230,000 per annum plus 9% supeeadiam contributions and provision of a
fully serviced motor vehicle.

* Termination without notice in the event that Ms &rgbn

= s guilty of serious or wilful misconduct
= fails to remedy a breach of the Agreement withird&gs of receipt of notice to do so

« Termination without cause by either party with gnevision of three calendar months’ notice.

The Company entered into a service agreement witeraity associated with Mr Boulton on 19
February 2008 to provide services over and abowelhiies as Chairman on an as needs basis at a
daily rate of $1,000 covering his term as a Noncatge Director of the Company.

The Company entered into a service agreement witeraity associated with Mr Billing on 24
April 2005 to provide services over and above hied as a Non-executive Director on an as needs
basis at a daily rate of $1,000 covering his tesra &lon-executive Director of the Company.

Director related entities

During the year to 30 June 2011 the Company paisudtng fees totalling $15,373 to a Director
related entity of Mr Turvey and $17,750 to a Dicgctelated entity of Mr Billing for services
provided beyond their duties as Non-executive Dinec

Information of amounts paid to director relateditesd is set out in note 14 to the financial
statements.

Key Management Personnel Remuneration

Salary and Cash Super
2011 Leave Bonus Contribution Options 2 Total
Primary Benefits $ $ $ $ $
N J Harding 2 - - -
P W Hill 174,748 - 26,212 - 200,960
G Thomas 223,464 - 20,112 - 243,576
398,212 - 46,324 - 444,536
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2010 Salary and Cash Super
Primary Benefits Leave Bonus Contribution Options 2 Total
$ $ $ $ $
N J Harding 2 - - - -
P W Hill 161,192 24,179 185,371
G Thomas 167,436 15,069 24,066 206,571
328,628 39,248 24,066 391,942

! Mr Harding was appointed Chief Financial Officer DApril 2008 and Compangecretary from
19 February 2009. Mr Harding is not employed by @mmpany. His services are provided in his
capacity as a consultant to act as Chief Finai@iiter and Company Secretary of Southern Gold
Limited. Mr Harding was paid $95,200 (2010: $152 437

2 Mr Thomas was issued 250,000 options at an exepeise of 15 cents in October 2009, expiring
on 23 October 2014.

() Post employment/retirement and termination benefits

There were no post employment retirement and textioin benefits paid or payable to Directors or
Key Management Personnel.

Meetings of Directors

The Company held 14 meetings of Directors (inclgdiommittees of Directors) during the financial
year. Attendances by each Director during the yesie as follows:

Director Meetings Audit Committee Meetings

Number of Board
Meetings Eligible

Number of Board
Meetings Attended

Number of Board
Meetings Eligible

Number of Board
Meetings Attended

to Attend to Attend
G C Boulton AM 12 12 2 2
N M Anderson 9 9 1 1
M R Billing 12 12 2 2
D J Turvey 12 12

Non-audit services

The Board of Directors is satisfied that the prmrisof the non-audit services is compatible witk th
general standard of independence for auditors iegby the Corporations Act 2001. The directors are
satisfied that the provision of non audit serviess set out below, did not compromise the audit
independence requirement of the Corporations A@LZ0r the following reasons.

« All non-audit services have been reviewed by tharBdo ensure they do not adversely affect
the integrity and objectivity of the auditor.

¢ The nature of the services provided do not compserthe general principle relating to auditor
independence as set out in the APES 110 Code afsHtir Professional Accountants set by the
Accounting Professional and Ethical Standards Board
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The following fees for non-audit services were fizagtable to the external auditors during the year
ended 30 June 2011:

$
Preparation of Income Tax returns 10,940
Provision of tax advice 9,745

Indemnification and insurance of officers

Indemnification

The Company is required to indemnify the Directarsl other officers of the Group against any
liabilities incurred by the Directors and officeifsat may arise from their position as Directors and
officers of the Group. No costs were incurred dyitime year pursuant to this indemnity.

The Group has entered into deeds of indemnity wgtth Director whereby, to the extent permitted by
the Corporations Act 2001, the Group agreed tornmidfy each Director against loss and liability a&s a
officer of the Group, including all liability in dending any relevant proceedings.

Insurance Premiums
Since the end of the previous year the Group hakipsurance premiums in respect of Directors’ and
Officers’ liability and legal expenses’ insuranantracts.

The terms of the policies prohibit disclosure ofaile of the amount of insurance cover, the nature
thereof and the premium paid.

Proceedings on behalf of the Company

No person has applied to the Court for leave togoproceedings on behalf of the Group or to inteeve

in any proceedings to which the Company is a pfartyhe purpose of taking responsibility on betudlf

the Company for all or part of those proceedings Group was not a party to any such proceedings
during the year.

Auditor of the Company

The auditor of the Group for the financial year vi@&ant Thornton South Australian Partnership.

Auditor’s Independence Declaration

The auditor's independence declaration as regliyeskction 307C of the Corporations Act 2001 far th
year ended 30 June 2011 is set out immediatelgviillg the end of the Directors’ report.

Dated at Adelaide, this 22nd day of September 2011

The report of Directors, incorporating the RemutieraReport is signed in accordance with a resotfuti
of the Board of Directors:

ol TR

N M Anderson G CBoultonA M
Managing Director Chairman
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o Grant Thornton

Level 1,

67 Greenhill Rd
Wayville SA 5034
GPO Box 1270
Adelaide SA 5001

T 61883726666

F 61883726677

E info.sa@au.gt.com

W www.grantthornton.com.au

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

In accordance with the requirements of section 307C of the Corporations Act 2001, as lead
auditor for the audit of Southern Gold Limited for the year ended 30 June 2011, I declare
that, to the best of my knowledge and belief, there have been:

a no contraventions of the auditor independence requirements of the Corporations Act
2001 in relation to the audit; and

b no contraventions of any applicable code of professional conduct in relation to the
audit.

i/ ' -1

Chreunat | LaomntOn

GRANT THORNTON SOUTH AUSTRALIAN PARTNERSHIP
Chartered Accountants

Adelaide, 22 September 2011

Grant Thornton South Australian Partnership ABN 27 244 906 724
a subsidiary or related entity of Grant Thornton Australia Ltd ABN 41 127 556 389

Grant Thornton Australia Limited is a member firm within Grant Thornton International Ltd. Grant Thornton International Ltd and the member firms are not a worldwide partnership. Grant Thornton Australia Limited, together
with its subsidiaries and related entities, delivers its services independently in Australia.

Liability limited by a scheme approved under Professional Standards Legislation
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Statement of Comprehensive Income for the

Year ended 30 June 2011
Consolidated
2011 2010
Note
$ $
Revenue from ordinary activities 2 339,944 324,164
Net gain on sale of investment in associate 22 - 2,141,698
Exploration expenditure written off (621,338) (1,484,607)
Salaries and wages (469,211) (658,652)
Directors fees (155,049) (117,921)
Shareholder relations (97,599) (123,434)
Other consulting expenses (343,712) (373,798)
Other administrative expenses 2 (581,994) (639,285)
Depreciation (53,955) (51,621)
Share based payments (64,298) (146,849)
Loss before income tax expense (2,047,212) (1,130,305)
Income tax expense 3 191,894 (102,100)
Loss for the year (1,855,318) (1,232,405)
Other comprehensive income
Exchange differences on translation of foreign controlled entity (890,621) 111,871
Total comprehensive income for the year (2,745,939) (1,120,534)
Earnings Per Share
Basic (cents per share) - Loss 20 (0.86) (0.76)
Diluted (cents per share) - Loss 20 (0.86) (0.76)

The above Consolidated Statement of Comprehensieenke should be read in conjunction with the

accompanying notes.
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Statement of Financial Position as at 30 June 2011

Consolidated

2011 2010
Note 0 s s

CURRENT ASSETS

Cash and cash equivalents 5 2,934,003 3,131,787

Trade and other receivables 6 705,110 651,495

Other assets 7 71,786 107,493
TOTAL CURRENT ASSETS 3,710,899 3,890,775
NON-CURRENT ASSETS

Other assets 7 110,232 156,326

Exploration and evaluation expenditure 8 14,296,175 12,960,332

Plant and equipment 9 93,991 141,827
TOTAL NON-CURRENT ASSETS 14,500,398 13,258,485
TOTAL ASSETS 18,211,297 17,149,260
CURRENT LIABILITIES

Trade and other payables 10 413,074 660,670

Provision for employee benefits 11 32,009 22,546
TOTAL CURRENT LIABILITIES 445,083 683,216
NON-CURRENT LIABILITIES

Provision for employee benefits 11 23,894 20,805
TOTAL NON-CURRENT LIABILITIES 23,894 20,805
TOTAL LIABILITIES 468,977 704,021
NET ASSETS 17,742,320 16,445,239
EQUITY

Issued capital 12 28,999,356 25,020,634

Reserves 1,244,461 2,070,784

Retained losses (12,501,497) (10,646,179)
TOTAL EQUITY 17,742,320 16,445,239

The above Consolidated Statement of Financial RPosghould be read in conjunction with the
accompanying notes.
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Statement of Changes in Equity for the Year ended 30 June 2011

Balance at 1 July 2009

Total comprehensive income

Transfer share of associate’s share-based
payments to accumulated losses

Fair value of options issued to employees

Issue of Share Capital (net of transaction
costs)

Balance at 30 June 2010

Total comprehensive income

Fair value of options issued to employees

Issue of Share Capital (net of transaction
costs)

Balance at 30 June 2011

Foreign Currency

Retained Share-Based Translation
Issued Capital Losses Payment Reserve Reserve Total
$ $ $ $ $
20,258,866 (9,446,417) 1,720,382 124,325 12,657,156
- (1,232,405) - 111,871 (1,120,534)
- 32,643 (32,643) - -

- - 146,849 - 146,849
4,761,768 - - - 4,761,768
25,020,634 (10,646,179) 1,834,588 236,196 16,445,23

- (1,855,318) - (890,621) (2,745,939)
- - 64,298 - 64,298
3,978,722 - - - 3,978,722
28,999,356 (12,501,497) 1,898,886 (654,425) 173042,

The above Consolidated Statement of Changes irtyEsfupuld be read in conjunction with the

accompanying notes.
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Statement of Cash Flows for the year ended 30 June 2011

Consolidated

2011 201
Note Y s g g

Cash flows relating to operating activities

Interest received 175,467 71,928

Payments to suppliers and employees (1,779,513) (2,265,508)
Net operating cash outflows (Note (a)) (1,604,046) (2,193,580)
Cash flows relating to investing activities

Payments for exploration and evaluation assets (3,645,723) (5,123,986)

Reimbursed from co-venturers 1,197,624 1,369,829

Proceeds from sale of investments - 2,475,000

Payments for plant and equipment (26,891) (57,425)
Net investing cash outflows (2,474,990) (1,336,582)
Cash flows relating to financing activities

Proceeds from share issues 4,194,601 5,041,092

Payments for share issue costs (313,349) (340,332)
Net financing cash inflows 3,881,252 4,700,760
Net (decrease)/increase in cash (197,784) 1,170,598
Cash at beginning of financial year 5 3,131,787 1,961,189
Cash at end of financial year 5 2,934,003 3,131,787
Note (a): Reconciliation of net loss from ordinary activities
to net cash flow from ordinary activities.

Loss from ordinary activities after related income tax (1,855,318) (1,232,405)

Non-cash flows in profit

Share based remuneration 64,298 146,849

Gain on sale of investment - (2,141,698)

Depreciation 53,955 51,621

Unrealised foreign exchange (243,385) 120,107

Tax effect of capital raising expenses 97,470 102,100

Exploration written off 621,338 1,486,071

hanges in nd liabiliti

(Increase) decrease in receivables (295,513) (162,969)

(Increase) decrease in prepayments 81,801 83,920

Increase/(decrease) in payables (141,244) (651,837)

Increase/(decrease) in provisions 12,552 4,661

Net operating cash flows (1,604,046) (2,193,580)

The above Consolidated Statement of Cash Flowdaheuwread in conjunction with the accompanying
notes.
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Notes to the Financial Statements for the
Financial Year Ended 30 June 2011

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

This financial report includes the consolidateafioial statements and notes of Southern Gold Lémite
and controlled entities (‘Consolidated Group’ oro@p’).

Basis of Preparation

The financial report is a general purpose finanoéglort that has been prepared in accordance with
Australian Accounting Standards, Australian Account Interpretations, other authoritative
pronouncements of the Australian Accounting Stashsl&oard (AASB) and the Corporations Act 2001.

The financial report covers the consolidated grofiouthern Gold Limited, a listed public company
incorporated and domiciled in Australia.

Australian Accounting Standards set out accourpioigcies that the AASB has concluded would result
in a financial report containing relevant and tfaka information about transactions, events and
conditions to which they apply. Compliance with &afian Accounting Standards ensures compliance
with International Financial Reporting Standards.

The following is a summary of the material accougtpolicies adopted by the Consolidated Group in
the preparation of the financial report. The actimgnpolicies have been consistently applied, wles
otherwise stated.

These financial statements have been prepared ancanals basis and are based on the historical cos
convention where applicable, by the measuremefatiravalue of selected non current assets, findncia
assets and financial liabilities.

The accounting policies set out below have beesistantly applied to all years presented.

Third statement of financial position
Two comparative periods are presented for thers&ieof financial position when the Group:
i.  Applies an accounting policy retrospectively,
ii. Makes a retrospective restatement of items iririemntial statements, or
iii. Reclassifies items in the financial statements

The Group has determined that only one comparagviod for the statement of financial position was
required for the current reporting period as thgliaption of the new accounting standards haverttad
material impact on the previously presented prinfergncial statements that were presented in thoe pr
year financial statements.

New and revised accounting standards

The Group has adopted the following revisions amgradments to AASB’s issued by the Australian
Accounting Standards Board and IFRS issued byrtesriational Accounting Standards Board, which
are relevant to and effective for the Group’s fitiahstatements for the annual period beginningly J
2010:

¢ Further Amendments to Australian Accounting Staddararising from the Annual
Improvements Project- AASB 2009-5

¢ Improvements to IFRSs- AASB 2010-03.

The adoption of new and revised Accounting Starslaftective for the financial statements for the
annual period beginning 1 July 2010 did not haweagerial impact on the Group’s financial statements
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a. Principles of Consolidation

A controlled entity is any entity Southern Gold liied has the power to control the financial
and operating policies of so as to obtain ben&fiis its activities. A list of controlled entities
is contained in Note 21 to the financial statemefliscontrolled entities have a June financial
year-end.

Subsidiaries are all those entities (including sdquurpose entities) over which the Group has
the power to govern the financial and operatingicpes, generally accompanying a
shareholding of more than half of the voting righthe existence and effect of potential voting
rights that are currently exercisable or convestiife considered when assessing whether the
Group controls another entity. The purchase metifagccounting is used to account for the
acquisition of subsidiaries.

All inter-company balances and transactions betweetities in the Consolidated Group,
including any unrealised profits or losses, havenbeliminated on consolidation. Accounting
policies of subsidiaries have been changed wheressary to ensure consistencies with those
policies applied by the Parent Entity.

Subsidiaries are fully consolidated from the dateadich control is transferred to the Group.
They are de-consolidated from the date that contates.

Where controlled entities have entered or left @@solidated Group during the year, their
operating results have been included/excluded fiteendate control was obtained or until the
date control ceased.

Accounting policies of subsidiaries are consisteittt those adopted by the Parent Entity.

b. Income Tax

The income tax expense (benefit) for the year caaprcurrent income tax expense/(income)
and deferred income tax (income).

Current income tax expense charged to the profibss is the tax payable on taxable income
calculated using applicable income tax rates edeaatteeporting date.

Deferred income tax expense reflects movementsfierckd tax asset and deferred tax liability
balances during the year as well as unused tagdoss

Current and deferred income tax (expense)/berefithiarged or credited directly to equity
instead of the profit and loss when the tax reladégems that are credited or charged directly to
equity.

Deferred tax is accounted for using the balancetsleility method in respect of temporary

differences arising between the tax bases of aaseltdiabilities and their carrying amounts in

the financial statements. No deferred income tdkhei recognised from the initial recognition

of an asset or liability, excluding a business coration, where there is no effect on accounting
or taxable profit or loss.

Deferred tax is calculated at the tax rates thaeapected to apply to the period when the asset
is realised or liability is settled. Deferred tax dredited in the statement of comprehensive
income except where it relates to items that magrbedited directly to equity, in which case the
deferred tax is adjusted directly against equity.

Deferred income tax assets are recognised to tieatethat it is probable that future tax profits
will be available against which deductible tempypmdifferences can be utilised.

The amount of benefits brought to account or whiwty be realised in the future is based on
the assumption that no adverse change will occumaome taxation legislation and the
anticipation that the Consolidated Group will derigufficient future assessable income to
enable the benefit to be realised and comply vhighdonditions of deductibility imposed by the
law.
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b. Income Tax (Continued)

Southern Gold Limited and its wholly-owned Austaalisubsidiaries have formed an income
tax consolidated group under the tax consolidatiime. Each entity in the group recognises
its own current and deferred tax liabilities, exXciep any deferred tax liabilities resulting from
unused tax losses and tax credits, which are imatedgliassumed by the parent entity. The
current tax liability of each group entity is thembsequently assumed by the parent entity. The
group notified the Australian Tax Office that itchBormed an income tax consolidated group to
apply from 1 July 2006. The tax consolidated grdwgs entered a tax sharing agreement
whereby each company in the group contributesedrtbome tax payable in proportion to their
contribution to the net profit before tax of tha& tansolidated group.

C. Plant and Equipment

Each class of plant and equipment is carried at @o$air value less, where applicable, any
accumulated depreciation and impairment losses.

Plant and equipment

Plant and equipment are measured on the cost baBmee carrying amount of plant and
equipment is reviewed annually by directors to emstiis not in excess of the recoverable
amount from these assets. The recoverable amoasséessed on the basis of the expected net
cash flows that will be received from the assetigplwyment and subsequent disposal. The
expected net cash flows have been discounted itopilesent values in determining recoverable
amounts.

Depreciation

The depreciable amount of all fixed assets inclgdinilding and capitalised lease assets, but
excluding freehold land, is depreciated on a ditdige basis over their useful lives to the
Consolidated Group commencing from the time theetass held ready for use. Leasehold
improvements are depreciated over the shortertioéreihe unexpired period of the lease or the
estimated useful lives of the improvements.

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

Plant and equipment 5-33%

The assets’ residual values and useful lives aveewed, and adjusted if appropriate, at
reporting date. An asset’s carrying amount is temitdown immediately to its recoverable
amount if the asset’s carrying amount is greatan its estimated recoverable amount.

Gains and losses on disposals are determined byarorg proceeds with the carrying amount.
These gains and losses are included in the stateshenmprehensive income. When revalued
assets are sold, amounts included in the revaluatiserve relating to that asset are transferred
to retained earnings.

d. Exploration and Evaluation Expenditure

Exploration and evaluation and expenditure incuriedaccumulated in respect of each
identifiable area of interest. These costs are ealyied forward to the extent that they are
expected to be recouped through the successfulogewent of the area or where activities in
the area have not yet reached a stage that pemais®nable assessment of the existence of
economically recoverable reserves.

Accumulated costs in relation to an abandoned areavritten off in full against profit in the
year in which the decision to abandon the areaaidem

A regular review is undertaken of each area ofré@#eto determine the appropriateness of
continuing to carry forward costs in relation tattlrea of interest.

Costs of site restoration are provided over the 6f the facility from when exploration
commences and are included in the costs of thgt sta
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d. Exploration and Evaluation Expenditure (Continued)

Any changes in the estimates for the costs areuated on a prospective basis. In determining
the costs of site restoration, there is uncertaigparding the nature and extent of the restoration
due to community expectations and future legishatidccordingly the costs have been
determined on the basis that the restoration wilkbmpleted within one year of abandoning the
site.

e. Financial Instruments

Initial recognition and measurement

Financial assets and liabilities are recognisednithe entity becomes a party to the provisions
to the instrument. For financial assets this isiwjent to the date that the Company commits
itself to either the purchase or sale of the asset.

Financial instruments are initially measured at ¥aiue plus transaction costs, except where the
instrument is classified ‘at fair value through tefit or loss’, in which case the costs are
expensed to the profit and loss immediately.

Classification and subsequent measurement

Financial instruments are subsequently measureithatr of fair value, amortised cost using the
interest rate method or cost. Fair value represtr@samount for which an asset could be
exchanged, or a liability settled, between knowésdde willing parties. Where available,

guoted prices, in an active market are used taméte fair value.

The Group does not designate any interests indiabgis, associates or joint venture entities as
being subject to the requirements of accountingdsteds specifically applicable to financial
instruments,

i. Loans and receivables

Loans and receivables are non-derivative finanasslets with fixed or determinable
payments that are not quoted in an active markea@ stated at amortised cost using
the effective interest rate method.

ii. Financial liabilities
Non-derivative financial liabilities are subsequgmeasured at amortised cost.

Impairment

At each reporting date, the Group assesses whittbier is objective evidence that a financial
instrument has been impaired.

f. Impairment of Non Financial Assets

At each reporting date, the group reviews the aagrywalues of its tangible and intangible
assets to determine whether there is any indicafianthose assets have been impaired. If such
an indication exists, the recoverable amount ofabget, being the higher of the asset’'s fair
value less costs to sell and value in use, is coadp® the asset’s carrying value. Any excess of
the asset's carrying value over its recoverable warhas expensed to the statement of
comprehensive income.

g. Leases

Lease payments for operating leases, where suladitamdl the risks and benefits remain with
the lessor, are charged as expenses in the paniadsch they are incurred.
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h. Investments in Associates

Investments in associate companies are recognistitkifinancial statements by applying the
equity method of accounting. The equity methodaaioainting recognised the Group’s share of
post-acquisition reserves of its associates.

Where there has been a change recognised diractigni associate’s equity, the Group
recognises its share of any changes and disclbiseis tthe statement of recognised income and
expense. The reporting dates of the associateshen@roup are identical and the associates
accounting policies conform to those used by theu@rfor like transactions and events in
similar circumstances.

i. Interests in Joint Ventures

The Consolidated Group’s share of the assetsliliabj revenue and expenses of joint venture
operations are included in the appropriate itenth@fconsolidated financial statements. Details
of the Consolidated Group’s interests are showodd 15.

j- Employee Benefits

Provision is made for the company’s liability fomployee benefits arising from services
rendered by employees to balance date. Employesfitsetihat are expected to be settled within
one year have been measured at the amounts expgedbedpaid when the liability is settled,
plus related on-costs. Employee benefits payalde than one year have been measured at the
present value of the estimated future cash outfltwbe made for those benefits. The cash
flows are discounted using market yields on natiggaernment bonds with terms to maturity
that match the expected timing of cash flows.

In determining the liability, consideration is givedo employee wage increases and the
probability that the employee may satisfy vestieguirements. Those cash flows are discounted
using market yields on national government bondth ieérms to maturity that match the
expected timing of cash flows.

Share based payments

The Company has an Employee Share Option Plan wdmaptoyees may be provided with
options to acquire shares in the Company. Thevlire of the options are measured at grant
date and recognised as an expense over the vemtigd with a corresponding increase in
equity. The fair value of options is ascertainethgighe Black-Scholes pricing model which
incorporates all market vesting conditions.

k. Provisions

Provisions are recognised when the Group has & ¢eganstructive obligation, as a result of
past events, for which it is probable that an owtflof economic benefits will result and that
outflow can be reliably measured.

l. Cash and Cash Equivalents

Cash and cash equivalents include cash on handsitepeld at call with banks, other short-
term highly liquid investments with original maties of three months or less, and bank
overdrafts.

m. Revenue

Interest revenue is recognised on a proportionalsbiaking into account the interest rates
applicable to the financial assets. Revenue froenrémdering of a service is recognised upon
the delivery of the service to the customers.

All revenue is stated net of the amount of goodkservices tax (GST).
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n. Goods and Services Tax (GST)

Revenues, expenses and assets are recognised tiet afnount of GST, except where the
amount of GST incurred is not recoverable from thestralian Tax Office. In these
circumstances the GST is recognised as part afdseof acquisition of the asset or as part of
an item of the expense. Receivables and payabléseirstatement of financial position are
shown inclusive of GST. The net amount of GST vecable from, or payable to, the
Australian Taxation Office is included as a currasget or liability in the financial position.

Cash flows are presented in the statement of daels fon a gross basis, except for the GST
component of investing and financing activitiesjetthare disclosed as operating cash flows.

0. Government Grants

Government grants are recognised at fair value aviteere is reasonable assurance that the
grant will be received and all grant conditionslwi2 met. Grants relating to expense items are
recognised as income over the periods necessaryatoh the grant to the costs they are

compensating. Grants relating to assets are ctethtaleferred income at fair value and are

credited to income over the expected useful lifehefasset on a straight-line basis.

p- Trade and other payables

Trade and other payables represent the liabilitgtanding at the end of the reporting period for
goods and services received by the group duringpé¢hied which remains unpaid. The balance
is recognised as a current liability with the anmtobeing normally paid within 30 days of
recognition of the liability.

q. Comparative Figures

When required by Accounting Standards, comparditixees have been adjusted to conform to
changes in presentation for the current finanealy

r. Critical Accounting Estimates and Judgments

The Directors evaluate estimates and judgmentgpocated into the financial report based on

historical knowledge and best available currenbrimfation. Estimates assume a reasonable
expectation of future events and are based onrduimends and economic data, obtained both
externally and within the Group.

Key Judgments — Impairment of Exploration and Evaluation Assets

The Group assesses impairment at each reportieghya¢valuating conditions specific to the
Group that may lead to impairment of exploratiod awaluation assets. Where an impairment
trigger exists, the recoverable amount of the dssigtermined.

The Group capitalises expenditure relating to ergtion and evaluation where it is considered
likely to be recoverable or where the activitiesvdhanot reached a stage which permits a
reasonable assessment of the existence of resévirds.there are certain areas of interest from
which no reserves have been extracted, the Diecaoe of the continued belief that such
expenditure should not be written off since fedigjbistudies in such areas have not yet
concluded.
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S. Earnings per share

Basic earnings per share

Basic earnings per share is calculated by dividiregprofit attributable to equity holders of the
company, excluding any costs of servicing equityeotthan ordinary shares, by the weighted
average number of ordinary shares outstanding gluhie financial year, adjusted for bonus
elements in ordinary shares during the year.

Diluted earnings per share

Diluted earnings per share adjusts the figures useéde determination of basic earnings per
share to take into account the after income tascefind other financing costs associated with
dilutive potential ordinary shares and the weiglgedrage number of additional ordinary shares
that would have been outstanding assuming the csioveof all dilutive potential ordinary
shares.

t. Accounting standards not yet effective

The AASB has issued new and amended accountinglast@s and interpretations that have
mandatory application dates for future reportingiqukss. The Company has decided against
early adoption of these standards. A discussidhade future requirements and their impact on
the Group follows:

The accounting standards that have not been edolyted for the year ended 30 June 2011, but
will be applicable to Southern Gold Limited in fudureporting periods, are detailed below.
Apart form these standards, we have considered atteunting standards that will be
applicable in future periods, however they haventmmsidered insignificant to Southern Gold
Limited.

(a) Consolidated Financial Statements

IFRS 10: “Consolidated Financial Statements” wagésl by the IASB in May 2011 and
replaces both the existing IAS27: “Consolidated 8egarate Financial Statements” and SIC
12: “Consolidation — Special Purpose Entities”. Tieev standard revises the definition of
control and related application guidance so thghgle control model can be applied to all
entities. This standard will apply to Southern Glolehited from 1 July 2013 and it is believed
these will be insignificant impact for Southern Gaimited.

(b) Joint Arrangements

IFRS 11: “Joint Arrangements” was also issued leyl&SB in May 2011 and provides for a
more realistic reflection of joint arrangementsfbgussing on the rights and obligations of the
arrangement, rather than its legal form. The stahdddresses inconsistencies in the reporting
of joint arrangements by requiring a single mettmdccount for interests in jointly controlled
entities. This standard is applicable from 1 Jl§2 with early adoption permitted.
Management is assessing the impact on Southernl@uited but at this stage it is believed
there will be insiginifcant impact on the company.

(c) Disclosure of Interests in Other Entities

IFRS 12: “Disclosure of Interests in other Entitie&s issued by the IASB in May 2011 and is
a new and comprehensive standard on disclosur@eetgnts for all forms of interests in other
entities, including subsidiaries, joint arrangerseassociates, special purpose vehicles and
other off balance sheet vehicles. This standaagiicable from 1 July 2013 and management
is currently assessing the impacts of the standdrath will be limited to disclosure impacts
only. There have also been consequential amendimelfS 28 “Investment in Associates” as
a result of the above new standard. These amendmenapplicable from 1 July 2013 and at
this stage it is believed that there will be no @atipon the company.

Page 24



Southern Gold Limited - Consolidated Entity

(d) Fair Value Measurement

IFRS 13: “Fair Value Measurement was issued byAlSB in May 2011 and provides a
precise definition of a fair value, is a single x@uof fair value measurement and prescribes
disclosure requirements for use across IFRS’s.régeirements do not extend the use of fair
value accounting, but provide guidance on howadith be applied where its use is already
required or permitted by other standards within$-Rhe standard will apply to Southern Gold
Limited from 1 July 2013 and at this stage it iidved there will be no impact on the company.

(e) Other

In addition to the above recently issued accourgtagdards that are applicable in future years,
we note the following new accounting standards énatapplicable in future years:

» AASB 124: “Related Party Disclosures”;

* AASB 2009-12: “Amendments to Australian AccountiBgandards”;

* AASB 2010-4 “Further Amendments to Australian Aceting Standards arising from
the Annual Improvements Project”;

* AASB 2010-5 “Amendments to Australian Accountingu@tards”;

* AASB 2010-8 “Amendments to Australian Accountingu@lards — Deferred Tax:
Recovery of Underlying Assets™: and

 AASB 2011-4 “Amendments to Australian Accountingi®lards to Remove
Individual Key Management Personnel Disclosure Reqents”.

We do not expect these accounting standards taialtémpact our financial results upon
adoption.

u. Parent Entity

The financial information of the parent entity ufitern Gold Limited, disclosed at note 23, has
been prepared on the same basis, using the samenéing policies as the consolidated
financial statements.

V. Impact of the Carbon Tax Legislation

On 10 July 2011, the Commonwealth Government arcexdithe “Securing a Clean Energy
Future — the Australian Government’s Climate ChaPlga”. Whilst the announcement
provides further details of the framework for al@ar pricing mechanism, uncertainties
continue to exist on the impact of any carbon pganechanism on the Group as legislation
must be voted on and passed by both Houses oamait. In addition, as the Group will not
fall within the “Top 500 Australian Polluters”, tlmpact of the carbon scheme will be through
indirect effects of increased prices on many prtidndnputs and general business expenses as
suppliers subject to the carbon pricing mechanisaikely to pass on their carbon price burden
to their customers in the form of increased pri€agectors expect that this will not have a
significant impact upon the operation costs withia business, and therefore will not have an
impact upon the valuation of assets and/or goimgem of the business.

The financial report was authorised for issue am23eptember 2011 by the Board of Directors.
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2. LOSS FROM ORDINARY ACTIVITIES

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

a.) Operating Revenue
Interest received/receivable
Net gain on sale of investment in associate

Other Income

b.) Other Administrative Expenses
Office rent

3. INCOME TAX EXPENSE

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

Loss from ordinary activities

Income tax benefit calculated at 30% of operating loss
Tax effect of capital raising costs

Share-based payments expensed during the year
Research and development tax concession

Timing differences and tax losses not brought to account
Income tax attributable to loss from ordinary activities

b) Deferred tax assets not brought to account, the benefits of
which will only be realised if the conditions for deductibility
set out in Note 1(b) occur

Operating Losses
c) Income tax losses

Total deferred tax asset arising from carried forward tax
losses not recognised as meeting probable criteria

Tax Losses at 30%

2011 2010
$ $
134,074 144,585
- 2,141,698
205,870 179,579
339,944 2,465,862
152,651 148,289
(2,047,212) (1,130,305)
(614,164) (339,091)
97,470 102,100
19,289 44,055
(202,488) -
507,999 295,036
(191,894) 102,100
507,999 295,036
4,419,893 2,950,004

The taxation benefits of tax losses and timingedé@hces not brought to account will only be obtaiifie

i assessable income is derived of a nature and ofistnsuifficient to enable the

benefit from the deductions to be realised;

ii. conditions for deductibility imposed by the law a@mplied with; and

iii. no changes in tax legislation adversely affectrdadisation of the benefit from

the deductions.
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4. INTERESTS OF KEY MANAGEMENT PERSONNEL

Refer to the Remuneration Report contained in tledrs’ Report for details of the remuneration
paid or payable to each member of the group’s kayagement personnel for the year ended 30 June
2011. The totals of remuneration paid to key mamege personnel during the year are as follows:

2011 2010

$ $
Short term employee benefits 751,855 682,682
Post employment benefits 66,241 78,418
Share-based payments 64,298 146,850
882,394 907,950

Mr Harding is not employed by the company and plesihis services as a consultant. Mr Harding was
paid $95,200 (2010: $152,437).

(@) The names and positions held of the group’srkapagement personnel in office at any time
during the financial year are:

Directors Position
G C Boulton AM Chairman — Non-executive
N M Anderson Managing Director - Executive
M R Billing? Director — Non-executive
D J Turvey Director — Non-executive
S R Biggins Managing Director — Executive (to 2 July 2010)
Key Management Personnel Position
N J Harding Chief Financial Officer / Company Secretary
P W Hill Exploration Manager
G Thomas General Manager Cambodia

1 N M Anderson commenced 23 September 2010
2 M R Billing acted as Executive Director from 2 J2§10 to 22 September 2010

Key management personnel remuneration paid or j@ayas been included in the Remuneration Report
of the Directors Report for the year ended 30 R,

(b) The number of ordinary shares held by Key Mgmaent Personnel in Southern Gold Limited
during the financial year is as follows:

Issued on
30 June 2011 beEinminE of remunoration  options during _ during the . Balance at end
year during the year year year3 of year
G C Boulton AM 900,000 - - 620,588 1,520,588
N M Andersont - - - 180,000 180,000
M R Billing 1,856,061 - - 320,588 2,176,649
D J Turvey - - - 732,588 732,588
S R Biggins2 3,757,727 - - - 3,757,727
N J Harding - - - 111,529 111,529
P W Hill - - - - -
G Thomas - - - - -
6,513,788 - - 1,965,293 8,479,081
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30 June 2010

G C Boulton AM
S R Biggins

M R Billing

D J Turvey

N J Harding

P W Hill

G Thomas

Issued on
Balance at Granted as exercise of Other changes
beginning of remuneration options during during the Balance at end
year during the year year year3 of year

650,000 - - 250,000 900,000
3,757,727 - - - 3,757,727
1,976,061 - - (120,000) 1,856,061
6,383,788 - - 130,000 6,513,788

1N M Anderson commenced 23 September 2010
2SR Biggins resigned 2 July 2010
®purchases of shares on market or through take sipanés by Directors under the December 2010 ghachase plan

(c) The number of options over ordinary shares bglkey Management Personnel in Southern Gold
Limited during the year is as follows:
Balance at Granted as Exercised Other changes
30 June 2011 beginning of remuneration during the during the Balance at end Vested during  Vested and

year during the year year yearl of year the year exercisable
G C Boulton AM 500,000 - - 500,000 - 500,000
N M Anderson - 1,000,000 - 1,000,000 1,000,000 1,000,000
S R Biggins 2,500,000 - (2,500,000) - - -
M R Billing 500,000 - - 500,000 - 500,000
D J Turvey - 500,000 - 500,000 500,000 500,000
N J Harding 350,000 - - 350,000 - 350,000
P W Hill 550,000 - - 550,000 - 550,000
G Thomas 250,000 - - 250,000 - 250,000

4,650,000 1,500,000 (2,500,000) 3,650,000 1,9W0,0 3,650,000

Balance at Granted as Exercised
30 June 2010 beginning of remuneration during the  Other changes Balance at end Vested during Vested and

year during the year year during the year of year the year exercisable
G C Boulton AM - 500,000 - 500,000 500,000 500,000
S R Biggins 1,500,000 1,000,000 2,500,000 1,000,000 2,5m0,0
M R Billing 500,000 - - 500,000 - 500,000
D J Turvey - - - - - -
N J Harding 350,000 - - 350,000 - 350,000
P W Hill 550,000 - - 550,000 - 550,000
G Thomas - 250,000 - 250,000 250,000 250,000

2,900,000 1,750,000 4,650,000 1,750,000 4,680,0

! The options lapsed on resignation as a Directthe@Tompany
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(d) Other Key Management Personnel Transactions

There have been no other transactions involvingtgdnstruments other than those described in
the tables above. For details of other transactiotiskey management personnel, refer to Note 14
Related Parties. For details of payables to Keyadament Personnel, refer to Note 10 Trade and
Other Payables.

2011 2010

5. CASH AND CASH EQUIVALENTS
Cash at bank and in hand 434,003 1,131,787
Westpac Banking Corporation Term Deposit

2,500,000 2,000,000
- Interest rate of 5.9% (2010: 6.8%)

2,934,003 3,131,787

6. TRADE AND OTHER RECEIVABLES

Trade and other receivables 422,202 578,838

Interest receivable 31,264 72,657

Research and development tax concession receivable 251,644 -
705,110 651,495

Trade and other receivables are not considereddpastnd/or impaired (2010: nil)

7. OTHER ASSETS

Current

Prepayments 27,103 28,056

Exploration tenement performance bonds 20,000 60,000

Other assets 24,683 19,437
71,786 107,493

Non-Current

Exploration tenement performance bonds 110,232 156,326

8. EXPLORATION AND EVALUATION EXPENDITURE

Costs carried forward in respect of areas of interest:

Exploration and evaluation phase 14,296,175 12,960,332

The ultimate recoupment of costs carried forwardefgloration and

evaluation phase is dependent on the successfelafewent and

commercial exploitation or sale of respective areas

(i) Reconciliation

A reconciliation of the carrying amount of exploration and evaluation phase

expenditure is set out below:

Costs brought forward 12,960,332 10,641,436

Expenditure incurred during the year 3,662,184 5,299,555

Less: Expenditure recovered from co-venturer (1,078,539) (1,496,793)

Net foreign exchange differences - Cambodia (626,464) 2,205

Expenditure written off / impairment (621,338) (1,486,071)

14,296,175 12,960,332
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10.

PLANT AND EQUIPMENT

Plant and equipment at cost

Less: Accumulated depreciation

Opening written down value

Additions

Disposals and write offs

Net foreign currency exchange differences
Depreciation

Closing written down value

TRADE AND OTHER PAYABLES

Trade creditors

Sundry payables and accruals

Amounts payable to Directors and Key Management Personnel related

entities

2011 2010
$ $
298,987 305,963
(204,996) (164,136)
93,991 141,827
141,827 142,054
26,962 56,337
(71) -
(20,772) (4,943)
(53,955) (51,621)
93,991 141,827
238,214 177,506
153,130 403,846
21,730 79,318
413,074 660,670
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2011 2010
$ $
11. PROVISION FOR EMPLOYEE BENEFITS
The aggregate employee benefit liability recognised in and included in the
financial statements is as follows:
Provision for employee benefits
Current 32,009 22,546
Non-Current 23,894 20,805
55,903 43,351
Movement schedule for employee benefits
Opening balance 43,351 38,690
Additional provision 81,063 88,825
Benefits utilised or surrendered (68,511) (84,164)
Closing balance 55,903 43,351

The current provision portion relates to annual leave, while the non-current
portion relates to long service leave.

Provision for long service leave

A provision for long service leave has been recegpifor employee benefits. In calculating the
present value of future cash flows in respect nfjleervice leave, the probability of long service
leave being taken is based on historical data.réasurement and recognition criteria relating to
employee benefits have been included in Note hitoréport.
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2011 2010
$ $
12. ISSUED CAPITAL
(a) Ordinary Shares

Issued share capital: 28,999,356 25,020,634
242,375,463 fully paid ordinary shares
(2010: 180,690,173)
Movement in issued shares for the year: 2011 2010

No. $ No. $
Balance at beginning of financial year 180,690,173 25,020,634 140,690,173 20,258,866
Share placement at 12.5 cents 40,000,000 5,000,000
Share placement at 6.8 cents 44,200,000 3,005,600 - -
Share purchase plan at 6.8 cents 17,485,290 1,189,000 - -
Net costs associated with the issue of shares - (215,878) - (238,232)
Balance at end of financial year 242,375,463 28,999,356 180,690,173 25,020,634

(b)

Holders of ordinary shares are entitled to receivedends as declared from time to time
and are entitled to one vote per share at sharetsdlcheetings.

In the event of winding up of the Company ordinsinareholders rank after all creditors and
are fully entitled to any proceeds of liquidation.

Options on Issue
For information relating to share options issued&y Management Personnel during the
financial year, refer to Note 4.

At 30 June 2011, there were 6,400,000 (30 June:Z0Q&B0,000) unissued shares for which
the following options were outstanding:

Grant Date Date of Expiry Fg:rax::;':t:t Exercise Price Num(:);::nnder
8.12.2006 7.12.2011 0.254 0.315 250,000
19.2.2007 7.2.2012 0.231 0.50 500,000

7.5.2007 7.2.2012 0.467 0.50 500,000
22.10.2007 21.10.2012 0.310 0.35 50,000
26.2.2008 28.11.2012 0.132 0.75 500,000
26.8.2008 31.5.2013 0.109 0.20 100,000
30.9.2008 30.9.2013 0.096 0.15 300,000
30.9.2008 30.9.2013 0.093 0.15 300,000
29.6.2009 29.6.2012 0.08 0.15 1,500,000
30.6.2009 30.6.2014 0.098 0.30 150,000
23.10.2009 23.10.2014 0.096 0.15 250,000
30.10.2009 30.10.2013 0.082 0.15 500,000
1.12.2010 1.12.2014 0.040 0.105 500,000
1.12.2010 1.12.2015 0.044 0.105 1,000,000

6,400,000
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(c) Capital Management

Management effectively manages the capital of theu by assessing the financial risks
and adjusting the capital structure in responsehtnges in these risks and in the market.
The responses include the management of dividensglsareholders and share issues. There

have been no changes in the strategy adopted bggaarent to control the capital during
the year.

13. REMUNERATION OF AUDITORS

The auditor of Southern Gold Limited is Grant THom

2011 2010
$ $

Amounts received or due and receivable by Grant Thornton for:
ﬁtnhzrglrft?t;/rffvﬁg g:ot:; financial report of the entity and any 31,900 30,900
Taxation and other services 20,685 42,540
Amounts received or due and receivable by overseas related
practices of Grant Thornton for:
External audit 7,382 18,846
Taxation and other services - 4,534

59,967 96,820

14. RELATED PARTY AND KEY MANAGEMENT DISCLOSURES

The terms and conditions of the transactions betwekated parties are on normal commercial
terms and conditions no more favourable than tlaesdable to other parties unless otherwise
stated.

a) Equity Interests in related parties

Equity Interests in controlled entities

Details of the percentage of ordinary shares helcbntrolled entities are disclosed in Note
21 to the financial statements.

Equity Interests in joint ventures
Details of interests in joint ventures are disctbseNote 15 to the financial statements.

b) Transactions within wholly owned group
The wholly owned group includes:
= The ultimate parent entity in the wholly-owned grand,;
= The wholly-owned controlled entities.

The ultimate parent entity in the wholly-owned gvas Southern Gold Limited.

During the financial year Southern Gold Limited yided accounting and administrative
services at no cost to the controlled entitiesthrcadvancement of interest free loans.

¢) Transactions with directors and Key Management Personnel

The following comprises payments made to entitieshich Directors have an interest.

Page 33



Southern Gold Limited - Consolidated Entity

Director and Key

2011 2010
Management Related Party Transaction s $
Personnel
G C Boulton Payments to a Director related entity for consulting services 10.000
provided '
S R Biggins Payments to a Director related entity for consulting services 27 000
provided ’
M R Billing Payr.nents to a Director related entity for consulting services 17,750 4,050
provided
D J Turvey Payments to a Director related entity for consulting services 15.373
provided ' )
N J Harding Payments to a member of Key Management for financial and 95,200 152,437

15.

company secretarial services provided

d) Related party balances

Amounts receivable from and payable to Directord lkay Management Personnel and their
related entities at balance date arising from tiresesactions were as follows:

2011 2010
$ $
Current payables
Amounts payable to Directors and Key Management Personnel
related entities 21,730 79,318
21,730 79,318

There were no amounts receivable from relatedqsarti

JOINT VENTURES

The consolidated entity had interests in unincafent joint ventures at 30 June 2011 as

follows:
Percentage Percentage
Interest 2011 Interest 2010
(a) Challenger Area Joint Venture - Gold 51% 51%
(b) Kr:cltle North Joint Venture - JOGMEC, Cambodia - All 100% 64.7%
minerals
(c) Kr?cltie South Joint Venture - JOGMEC, Cambodia - All 49% 72 6%
minerals
(d) Heron Resources Joint Venture 0% 0%
(e) Heron Resources KNP Joint Venture 0% 0%
Notes

(a) Under the terms of the agreement with KingsgatesGlisated Ltd, Southern Gold
completed $2m expenditure by October 2009 to e&t?a JV interest in 7 ELs held by
Kingsgate Consolidated Ltd surrounding (but excigdlithe Challenger gold mine in
northern South Australia. The Joint Venture relately to gold.

(b) Under the terms of the agreement with JapkrG@&s Minerals National Corporation
(JOGMEC), JOGMEC can invest US$1.47 million ovelyears commencing April
2008 to earn a 51% interest in Phnum Khtong tenelikeatie North Project) in north
east Cambodia. JOGMEC has withdrawn from the jeémture with Southern Gold’s
interest reverting back to 100%.

(c) Under the terms of the agreement with JapanGa# Minerals National Corporation
(JOGMEC), JOGMEC can invest US$3.03 million overears commencing April 2008
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to earn a 51% interest in two adjoining tenemepteak Khlong and O’Kthung (Kratie
South Project) in north east Cambodia.

(d) Under the terms of the agreement with HeronoRe®s Limited, Southern Gold is

earning a 51% interest in 3 tenements east of Kaligoin Western Australia by
spending a total of $120,000 over 2 years to Septe@011.

(e) Under the terms of a Heads of Agreement wittoRi&kesources Limited, Southern Gold

has the right to earn up to 80% of the gold intsressociated with Heron’s Bulong
project. Southern Gold has an initial requiremerggend a minimum of $150,000 within
3 months from commencement and a further $350,0@0 the following 9 months to
earn a 60% interest. Heron can then elect to dnn&itheir ongoing 40% share of
expenditures or otherwise Southern Gold can saold fufurther $500,000 within the next
12 months to acquire an additional 20% of the gatlerests in the project area.

16. COMMITMENTS FOR EXPENDITURE AND CONTINGENT LIABILITIES

@)

(b)

(¢

(d)

Exploration Expenditure Commitments

The Group has certain obligations to perform exilon work and expend minimum
amounts of money on such works on mineral explonatgnements.

These obligations will vary from time to time, seitjj to statutory approval. The terms of
current and future joint ventures, the grant oincglishment of licences and changes to
licence areas at renewal or expiry, will alter éx@enditure commitments of the Group.

Total expenditure commitments at balance date gpaet of minimum expenditure
requirements not provided for in the financial sta¢nts are approximately:

2011 2010
$ $
Not later than one year: 858,820 929,980
Later than one year but not later than two years: 858,820 929,980
Later than two years but not later than five years: 2,576,460 2,789,940

Service Agreements

Service agreements between the Group and Non-éxeditrectors are disclosed in the
Remuneration Report of the Directors Report

Native Title

Native Title claims have been made with respectettements in South Australia in
which Southern Gold Limited has interests. The uprés unable to determine the
prospects for success or otherwise of the clainds ianany event, whether or not and to
what extent the claims may significantly affect Goup or its projects.

Office Rental

The consolidated entity has entered into a rempseanent to occupy its principle office
at a cost of $110,000 per annum plus GST, forra t#r5 years expiring on 2 December
2012.

2011 2010
$ $
Not later than one year: 126,622 121,752
Later than one year but not later than two years: 53,619 126,622
Later than two years but not later than five years: - 53,619

17. FINANCIAL INSTRUMENTS

@)

Financial Risk Management
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The Group’s financial instruments consist mainly defposits with banks, short-term
investments, accounts receivable and accounts |gayab

The totals for each category of financial instrutesemeasured in accordance with AASB
139 as detailed in the accounting policies to tliesacial statements, are as follows:

Financial Assets

Cash and cash equivalents

Loans and receivables

Financial Liabilities

Trade and other payables

(i)

(ii)

2011 2010
$ $
2,934,003 3,131,787
705,110 651,495
3,639,113 3,783,282
413,074 660,670
413,074 660,670

Treasury Risk Management

The Board of the Consolidated Group meets on alaedasis to analyse currency
and interest rate exposure and to evaluate treamarnyagement strategies in the
context of the most recent economic conditionsfaretasts.

Financial Risks

The main risks the Consolidated Group is exposedthtough its financial
instruments are liquidity risk, credit risk, anderest rate risk.

Liquidity risk
Liquidity risk arises from the possibility that th@&roup might encounter

difficulty in settling its debts or otherwise mewgiits obligations related to
financial liabilities.

The Consolidated Group manages liquidity risk bynitwsing forecast cash
flows.

Credit risk

Credit risk represents the loss that would be reisegl if counterparties failed
to perform as contracted.

The maximum exposure to credit risk, excluding\thkie of any collateral or
other security, at balance date to recognised fiahmssets, is the carrying
amount, net of any provisions for impairment ofsb@ssets, as disclosed in
the statement of financial position and notes &ofifiancial statements.

No receivables are considered past due and/orietpat balance date.

Sensitivity Analysis

The Company has not performed a sensitivity analgedating to its exposure
to price risk at balance date as a change in gitare by 10% is not considered
to have a material impact on profit and equity.
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17. FINANCIAL INSTRUMENTS (Continued)

(iii) Interest Rate Risk

The Consolidated Group’s exposure to interest ritle being the risk that a

financial instrument’s value will fluctuate as asu# of changes in market interest
rates, is contained in the following table whichails the exposure to interest rate
risk at the reporting date. All other financial eissand liabilities are non-interest

bearing.
. Floating

2011 IBI‘:::;: No;:::; r;st Total in:: ::st
Financial assets
Cash and deposits 2,933,909 94 2,934,003 5.64%
Receivables - 705,110 705,110 -
Less: Payables - (413,074) (413,074) -
Net financial assets 2,933,909 292,130 3,226,039

2010 Bearing  Bearing T intorestrate
Financial assets
Cash and deposits 3,131,589 198 3,131,787 5.29%
Receivables 651,495 651,495 -
Less: Payables (660,670) (660,670) -
Net financial assets 3,131,589 (8,977) 3,122,612

Interest rate risk is managed with a mixture oéfixand floating rate cash deposits. At
30 June 2011, 85% (2010: 64%) of group deposit§erd.

Sensitivity Analysis

The company has not performed a sensitivity analgsating to its exposure to interest
rate risk at balance date as a change in inteaitest by 2% is not considered to have a
material impact on profit and equity.

(iv) Net Fair Values

The carrying amount of financial assets and fir@ntabilities recorded in the
financial statements represents their respectivie faie values, determined in
accordance with the accounting policies disclosedNbte 1 to the financial

statements.
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18.

SHARE BASED PAYMENTS

Shares

No shares have been granted to Key Managementritelsas share-based payments during the
financial year.

Options

The Group has an ownership-based compensationfgri@mployees. In accordance with the
provisions of the Employee Share Option Plan, gaxaygd by shareholders at an Annual
General Meeting, Directors may issue options taclpase shares in the company to employees
at an issue price determined by the market pricerdinary shares at the time the option is
granted. No Directors participate in the Emplo$éare Option Plan.

In accordance with the terms of the Employee Stgoton Plan, options vest at grant date and
may be exercised at any time from the date of tisse to the date of their expiry. Share
options are not listed, carry no rights to dividemad no voting rights.

The following share based payment arrangements wengistence during the financial year:

Grant Exercise  Fair value at grant
Options - Series No. Date Expiry Date Price date

Employee Share Option Plan

December 20061 250,000 8.12.2006  7.12.2011 $0.315 $0.2540

October 2007+ 50,000 22.10.2007  21.10.2012 $0.35 $0.3095

June 20081 200,000 25.06.2008  25.03.2013 $0.19 $0.1309

August 20081 100,000 26.08.2008  25.05.2013 $0.20 $0.1091

September 20081 425,000 30.09.2008  30.09.2013 $0.15 $0.0962

September 20081 425,000 30.09.2008  30.09.2013 $0.15 $0.0934

June 20091 150,000 30.06.2009  30.06.2014 $0.30 $0.0975

October 20091 250,000 23.10.2009  23.10.2014 $0.15 $0.0963

Director Options

November 20062 1,000,000 19.02.2007  27.11.2011 $0.50 $0.2390

February 20083 1,000,000 26.02.2008  28.11.2012 $0.75 $0.1319

October 20094 1,500,000 30.10.2009  30.10.2013 $0.15 $0.0819

December 20105 500,000 1.12.2010 1.12.2014 $0.105 $0.0397

December 20106 1,000,000 1.12.2010 1.12.2015 $0.105 $0.0444

Options to third parties

February 20077 500,000 19.02.2007  7.02.2012 $0.50 $0.2307

May 20078 500,000 7.05.2007 7.02.2012 $0.50 $0.4670

June 20099 1,500,000 29.06.2009  29.06.2012 $0.15 $0.0802

1. In accordance with the Employee Share Option P#rgre options have been granted to
employees at various times at prices and termb@arsin the above table.

2. On 19 February 2007, 1,000,000 share options weasted to Mr S Biggins as approved by
shareholders at an AGM to take up ordinary shatemnaexercise price of $0.50 each. These
options were cancelled during the current finanggar on the resignation of Mr Biggins.

3. On 26 February 2008, 2,500,000 share optionse vgganted to directors as approved by

shareholders at an AGM to take up ordinary shares &xercise price of $0.75 each. 2,000,000 of
these options have subsequently lapsed, 500,0@8esé during the current financial year. The
options are exercisable on or before 28 Novemb#2 20

On 30 October 2009, 1,000,000 share options werted to Mr S Biggins and 500,000 share
options to Mr G Boulton AM as approved by sharebddat an AGM to take up ordinary shares at
an exercise price of $0.15. The 500,000 optionstgthto Mr Biggins were cancelled during the
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current financial year on his resignation. The @pdiare exercisable on or before 30 October 2013.

5. On 1 December 2012, 500,000 share options weaetegl to Mr D Turvey as approved by
shareholders at an AGM to take up ordinary shares &xercise price of $0.105. The options are
exercisable on or before 1 December 2014.

6. On 1 December 2012, 1,000,000 share options grareed to Ms N Anderson as approved by
shareholders at an AGM to take up ordinary shares &xercise price of $0.105. The options are
exercisable on or before 1 December 2015.

7. On 19 February 2007, 500,000 share options gremeted to Mr N Steel to take up ordinary shares
at an exercise price of $0.50 for the acquisitiba aumber of Cambodian tenements and services
rendered in acquiring the tenements. The optioa&xercisable on or before 7 February 2012.

8. On 7 May 2007, 500,000 share options were ghaotélr J Falting to take up ordinary shares at an
exercise price of $0.50 for the acquisition of anber of Cambodian tenements and services
rendered in acquiring the tenements. The optioa&xercisable on or before 7 February 2012.

9. On 29 June 2009, 1,500,000 were granted to #ty essociated with Hartleys brokers to take up
ordinary shares at an exercise price of $0.15dorices provided under a capital raising on behalf
of the Company. The options are exercisable orefarb 29 June 2012.

The weighted average fair value of options gradigihg the year was $0.0428 (2010: $0.084). These
values were calculated using the Black-Schole®ogiricing model applying the following inputs:

Grant Date Exercise Calculated Option Expir Risk free

Share Price Price volatility p piry interest rate
December 2010 $0.07 $0.105 86% 1/12/2014 4.75%
December 2010 $0.07 $0.105 86% 1/12/2015 4.75%

The options hold no voting or dividends rights ane unlisted.
Historical volatility has been the basis for detiing expected share price volatility as it is
assumed that this is indicative of future movements

The life of the options is based on the historeatrcise patterns, which may not eventuate in
the future.

Options granted to Key Management Personnel ai@lags:

Grant Date Number
December 2010 500,000
December 2010 1,000,000

The following reconciles the outstanding shareangtigranted under the Plan at the beginning
and end of the financial year:

Share Option Granted 2011 2010
Weighted Weighted
average average
Number of exercise price Number of exercise price
options $ options $
Balance at beginning of financial year 7,850,000 $0.403 8,520,000 $0.358
Granted during the financial year 1,500,000 $0.105 1,750,000 $0.15
Exercised during the financial year (i) - - - -
Cancelled during the financial year (2,950,000) ($0.373) (2,420,000) ($0.309)
Balance at end of the financial year (ii) 6,400,000 $0.253 7,850,000 $0.403

(i) Options exercised

No share options granted under the Plan were isgercuring the financial year
(2010: nil).
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(ii) Options outstanding at end of the financial year
The share options outstanding at the end of thendial year had an average

exercise price of $0.253 (2010: $0.403) and a weifjhaverage remaining
contractual life of 748 days (2010: 732 days).
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19.

OPERATING SEGMENTS
Segment I nformation
Identification of reportable segments

The consolidated entity has adopted AASB 8 Opegddiegments with effect from 1 July 2009.
AASB 8 requires operating segments to be identifiadthe basis of internal reports about
components of the consolidated entity that are laglyureviewed by the chief operating
decision maker in order to allocate resources @osttgment and to assess its performance. The
consolidated entity has identified its operatingrsents to be Australia and Cambodia based on
different geological regions and the similarityasisets within those regions. This is the basis on
which internal reports are provided to the BoardDakectors for assessing performance and
determining the allocation of resources within ¢basolidated entity.

The consolidated entity operates primarily in onsihess, namely the exploration of minerals.
Basis of accounting for purposes of reporting by operating segment

Accounting policies adopted

Unless stated otherwise, all amounts reported & Bbard of Directors, being the chief
operating decision maker with respect to operatggmnents, are determined in accordance with
accounting policies that are consistent to thosptdl in the annual financial statements of the
group.

Details of the performance of each of these opegategments for the financial years ended 30
June 2011 and 30 June 2010 are set out below:

2011 Australia Cambodia Consolidated

Revenue

Interest Income 134,074 - 134,074

Other Income 99,796 106,074 205,870
233,870 106,074 399,944

Expenditure (1,961,726) (425,430) (2,387,156)

Loss from Ordinary Activities before (1,727,856) (319,356) (2,047,212)

Income Tax

Income Tax Expense 191,894

Net Loss for Year (1,855,318)

Page 41



Southern Gold Limited - Consolidated Entity

19. OPERATING SEGMENTS (Continued)

2011

Inter-Segment

Australia Cambodia Total Eliminati Consolidated
imination

Assets and Liabilities
Segment Assets 14,007,918 4,203,379 18,211,297 - 18,211,297
Inter-Segment Assets 6,209,996 - 6,209,996 (6,209,996) -
Total Assets 20,217,914 4,203,379 24,421,293 (6,209,996) 1872971,
Segment Liabilities 368,957 100,020 468,977 - 468,977
Inter-Segment Liabilities - 6,209,996 6,209,996 (6,209,996) -
Total Liabilities 368,957 6,310,016 6,678,973 (6,209,996) 468,977
Net Assets 19,848,957 (2,106,637) 17,742,320 - 17,742,320
Segment asset increases
for the period
Plant & equipment 3,597 23,365 26,962 - 26,962
Exploration expenditure 1,502,168 2,160,016 3,662,184 - 3,662,184
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2010 Australia Cambodia Consolidated
Revenue
Interest Income 144,585 - 144,585
Net gain on sale of investment in
associate 2,141,698 - 2,141,698
Other Income 11,054 168,525 179,579
2,297,337 168,525 2,465,862
Expenditure (2,978,175) (617,992) (3,596,167)
Loss from Ordinary Activities before
Income Tax (680,838) (449,467) (1,130,305)
Income Tax Expense (102,100)
Net Loss for Year (1,232,405)
2010 Australia Cambodia Total In;r:r-slegrpent Consolidated
imination
Assets and Liabilities
Segment Assets 13,264,507 3,884,753 17,149,260 - 17,149,260
Inter-Segment Assets 4,570,738 - 4,570,738 (4,570,738) -
Total Assets 17,835,245 3,884,753 21,719,998 (4,570,738) 172649,
Segment Liabilities 493,346 210,675 704,021 - 704,021
Inter-Segment Liabilities - 4,570,738 4,570,738 (4,570,738) -
Total Liabilities 493,346 4,781,413 5,274,759 (4,570,738) 704,021
Net Assets 17,341,889 (896,660) 16,445,239 - 16,445,239
Segment asset increases
for the period
Plant & equipment 3,695 52,642 56,337 - 56,337
Exploration expenditure 2,316,753 2,982,802 5,299,555 - 5,299,555
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20. EARNINGS PER SHARE

2011 2010

Cents per share Cents per share
Basic earnings per share — loss (0.86) (0.76)
Diluted earnings per share — loss (0.86) (0.76)
Basic and Dilutive Earnings per share
The earnings and weighted average number of ordinary shares used in
the calculation of basic and diluted earnings per share are as follows:

$ $
Earnings (1,855,318) (1,232,405)
Earnings used in the calculation of basic and diluted earnings per share
agree directly to net loss in the statement of financial performance.
No. No.

Weighted average number of ordinary shares 215,497,928 161,734,009

The number of ordinary shares used in the calauladf diluted earnings per share is the same as the
number used in the calculation of basic earningspare, as options are not considered dilutive.

21. CONTROLLED ENTITIES CONSOLIDATED

Ownership Interest

. Country of 2011 2010
Name of Entity Incorporation % %
Parent Entity
Southern Gold Limited Australia

Controlled Entities

Challenger West Holdings Pty Ltd Australia 100% 100%
CMH Resources Pty Ltd Australia 100% 100%
Gawler Arc Holdings Pty Ltd Australia 100% 100%
Southern Mining Pty Ltd Australia 100% 100%
Inferus Resources Pty Ltd 1 Australia 100% 100%
Southern Gold Asia Pty Ltd Australia 100% 100%
New Southern Mining Pty Ltd Australia 100% 100%
Southern Gold Cambodia Pty Ltd 2 Cambodia 100% 100%

L All shares in Inferus Resources Pty Ltd are hel&bythern Mining Pty Ltd
2 All shares in Southern Gold Cambodia Pty Ltd add bg Southern Gold Asia Pty Ltd

22, FINANCIAL ASSETS

On 6 November 2009, the Group completed the sals 80.1% interest in Southern Uranium
Limited through a non-renounceable pro rata offesduthern Uranium shareholders at 5.5
cents per share, realising $2,475,000. Costs atedaiith the sale totalled $333,302 resulting
in a net gain from the sale of the investment q1.$2,698.

No transaction in financial assets was applicabkind the current year.
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23. SOUTHERN GOLD LIMITED COMPANY INFORMATION

2011 2010
$ $

Parent Entity
Assets
Current assets 3,256,031 3,378,782
Non-current assets 14,855,247 13,559,804
Total assets 18,111,278 16,938,586
Liabilities
Current liabilities 345,064 472,541
Non-current liabilities 23,894 20,805
Total liabilities 368,958 493,346
Equity
Issued capital 28,999,356 25,020,633
Retained earnings (13,155,922) (10,409,982)

15,843,434 14,610,651
Reserves
Share-based payments reserve 1,898,886 1,834,588
Total reserves 1,898,886 1,834,588
Financial Performance
Profit/(loss) for the year (2,745,940) (2,373,218)
Other comprehensive income - -
Total comprehensive income (2,745,940) (2,373,218)
Guarantees in relation to the debts of - -
subsidiaries
Contingent liabilities - -
Contractual commitments - exploration 330,420 329,580

24, EVENTS SUBSEQUENT TO BALANCE DATE

There has not arisen in the interval any mattersroumstances, since the end of the financial
year which significantly affected or could affelsetoperations of the Group, the results of those
operations, or the state of the Group in futuresiea
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25.

26.

RESERVES

Share options reserve — the share options reseo@ds items recognised as expenses on
valuation of employee share options.

Foreign currency translation reserve — the foreigmency translation reserve records exchange
differences arising on translation of a foreigntcolfed subsidiary.

REGISTERED OFFICE AND PRINCIPLE OFFICE

The registered and principle office of the Compangl its controlled entities is;
47 Tynte Street, NORTH ADELAIDE, SA, 5006
ABN 30 107 424 519
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Directors’ Declaration

The Directors of Southern Gold Limited declare that

a) the financial statements and notes, as set ouagesp32 to 64 are in accordance with the
Corporations Act 200land:

i.) give a true and fair view of the financial positias at 30 June 2011 and of the
performance for the year ended on that date o€thesolidated Group; and

ii.) comply with Accounting Standards; and

iii.) Southern Gold Limited complies with Internationatd&ncial Reporting Standards as
described in Note 1; and

b) the Chief Executive Officer and Chief Financial iogir have declared that:

i) The financial records of the Company for the firiahgear have been properly maintained
in accordance with s286 of the Corporations Act1200

i) The financial statements and notes for the findiyeiar comply with the Accounting
Standards; and

iii) The financial statements and notes for the findiyeiar give a true and fair view;

¢) inthe directors’ opinion, there are reasonableigds to believe that the Company will be able to
pay its debts as and when they become due andlpayab

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

Dated at Adelaide this 22nd day of September 2011.

Lot o R

N M Anderson G C Boulton AM
Managing Director Chairman
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Wayville SA 5034
GPO Box 1270
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T 61883726666

F 61883726677
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W www.grantthornton.com.au

INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF SOUTHERN GOLD LIMITED

Report on the financial report

We have audited the accompanying financial report of Southern Gold Limited (the
“Company”), which comprises the consolidated statement of financial position as at 30 June
2011, the consolidated statement of comprehensive income, consolidated statement of
changes in equity and consolidated statement of cash flows for the year then ended, notes
comprising a summary of significant accounting policies and other explanatory information
and the directors’ declaration of the consolidated entity comprising the Company and the
entities it controlled at the year’s end or from time to time during the financial year.

Directors responsibility for the financial report

The Directors of the Company are responsible for the preparation of the financial report
that gives a true and fair view of the financial report in accordance with Australian
Accounting Standards and the Corporations Act 2001. This responsibility includes such
internal controls as the Directors determine are necessary to enable the preparation of the
financial report to be free from material misstatement, whether due to fraud or error. The
Directors also state, in the notes to the financial report, in accordance with Accounting
Standard AASB 101 Presentation of Financial Statements, that compliance with the
Australian equivalents to International Financial Reporting Standards ensures that the
financial report, comprising the financial statements and notes, complies with International
Financial Reporting Standards.

Auditor’s responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We
conducted our audit in accordance with Australian Auditing Standards which require us to
comply with relevant ethical requirements relating to audit engagements and plan and
perform the audit to obtain reasonable assurance whether the financial report is free from
material misstatement.

Grant Thornton South Australian Partnership ABN 27 244 906 724
a subsidiary or related entity of Grant Thornton Australia Ltd ABN 41 127 556 389

Grant Thornton Australia Limited is a member firm within Grant Thornton International Ltd. Grant Thornton International Ltd and the member firms are not a worldwide partnership. Grant Thornton Australia Limited, together
with its subsidiaries and related entities, delivers its services independently in Australia.

Liability limited by a scheme approved under Professional Standards Legislation
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material misstatement of the financial
report, whether due to fraud or error.

In making those risk assessments, the auditor considers internal control relevant to the
Company’s preparation and fair presentation of the financial report in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by the Directors, as well as evaluating the overall presentation of
the financial report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

Independence
In conducting our audit, we have complied with the independence requirements of the
Corporations Act 2001.

Auditor’s opinion
In our opinion:

a the financial report of Southern Gold Limited is in accordance with the Corporations
Act 2001, including:

i giving a true and fair view of the consolidated entity’s financial position as at 30
June 2011 and of its performance for the year ended on that date; and

i complying with Australian Accounting Standards and the Corporations
Regulations 2001; and

b the financial report also complies with International Financial Reporting Standards as
disclosed in the notes to the financial statements.

Report on the remuneration report

We have audited the remuneration report included in the directors’ report for the year
ended 30 June 2011. The Directors of the Company are responsible for the preparation and
presentation of the remuneration report in accordance with section 300A of the
Corporations Act 2001. Our responsibility is to express an opinion on the remuneration
report, based on our audit conducted in accordance with Australian Auditing Standards.
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Auditor’s opinion on the remuneration report
In our opinion, the remuneration report of Southern Gold Limited for the year ended 30
June 2011, complies with section 300A of the Corporations Act 2001.
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GRANT THORNTON SOUTH AUSTRALIAN PARTNERSHIP
Chartered Accountants

Adelaide, 22 September 2011





