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are described under Business s
L L e Board, Lwant to recognise the sigaificant T

- contributions of our team ju the last year In o

. particutar | would like to thank Peter Newton

cal development. We do not .'.and Mark Okeby, who stepped down from '

- the Board this year, for their supporf ata. L

elves ag bullding simply a mining .

y, but rather creating a company that - - eritical period in the company’s development. ]

pply a significant portion of glebal - -

. __-_"gm_ grateful to David Davidson for accepting a e

and for metals that are vital to key " " - reappobriment to the Board in August,

nologies in the automotive and electronic -

dustries. We will do this by establishing a

reliable parinership with major international

chemical companies as a clear alternative to .. e
" Nicholasg Curtis

the non transparent Chinese supply system. .
Executive Chairman -

We believe that consumers will continue

to demand more environmentally friendiy

and energy efficient products in the future.

As the applications outhined in this annual

report dermonstrate many of the applications
supporting these basic social trends, such as
the hybrid vehicle, require Rare Earths in order

o operate.

The achievements over the iast year, including
the significant capital raising, enable us to
proceed with confidence and urgency on the

development of our business.

Having been entrusted by shareholders with
the necessary capital, we look forward to
defivering on this trust by creating a globally
significant position in an industry vital to

future technological developments.
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Jacoh Klein E

Diractor - Non Execut
Appointed an independen

Company, Jake joined the Boa

04, He is also President and ChieTE
Officer of Sine Gold Limited and Presid
Australia China Business Council NSW. |ake

has over 15 years experience in senior finance

and managerial positions. He brings invaiuasble

knowledge of management of operations in China
gained through his role as Chiefl Executive Officer

of Sina Gold Limited.



L7% million In

funding received for

davelopment of
the Mt Weld Rare
Farths project

milfion of
Socesn Securities Pty
0 manage the placement
underwriting facility from RAB
ire Convertible Note placement.

> underwriting facility from RAB allowed the
campany to continue with the development

of the Rare Earths project without delay,

and represented a significant portion of

the funding required for the Mt Weld Rare

Earths project.

Convertible

atipen paid quarterly in arrears;
1 conversion price into.Lynas Fully |

id Ordinary Shares;

4. Listing the Convertible Notes cm._tl‘ie -
Singapore Stock Exchaﬁge‘.j' e

The capital raisings were confirmed when_ -

Lynas obtained shareholder approval ’r’o;_tﬁe .

issue of the notes and shares al a shareholder L

treeting held in August 2006, As a E_e:s__t,;l_ﬁthﬁ.__

company has a strong register with excellent

institutional support.

Restructure of Ashton
Contingent Debt

Lynas and Ashton entered into negotiations

to restructure the Ashton Contingent Debi
and Royalty obligations in Decemnber 2005, .
A new agreement which restructured these

obligations was signed in April 2006.

The key terms of the restructure were thal

Lyras assumied an oblgation to pay Ashton :
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. :_The sales represent greater than 30% by

i én.a_ﬁ?@.u.n_t_equ_iua_lém to the Contingent Debt . ~in the Government's intention to control - o i

;'-_:on a schedule of payments over the next three '_-_value of the planned 10,500 tonnes Rare. . ard restructure the industey, The National L

U years, mcludmg a $3 million paymenton .. o Earths oxide annual production from M . -.___.De_v__el_epmerlt Reform Commission {NDRC}

--_-_.Slghmg of the agreement, or payment in full . .'.._':_'we_ld; Lirecher terms._which are satisfactory from _-: - and the Ministry of Commerce {MofCom) have .

. o the occurrence of  capital raising for the -~ Lynas’ perspective, Due to the close-knit " “also reduced the tonnage in the existing export. " -

. development of the Mt Weld tenements, - -_nature of the Rare Earths community and the '-”'quoia system and have restrlcled the iradmg_ PR

- tight market conditions, the speific terms . o

" Inreturtr for Lynas agreeing t_o_and'.co_mp]ying R CET

-of the Agreement and custorer details are. '

N Mth this payment schedule, Ashton . . "Fo.l_lcwing the_tighrenlng of export.quotas .. .

'-commerctal -inconfidence, The Heads of

- suspended #s claw back rights and the - . _:"'_Lyn_a_s_ resubmitted to MolCom our formal.

‘hgreement enab!ed Lynas to secure the o .
- Royalty obligations, These rights termmated T - application for exemption from export quotas -
. Royalty obiig )34 "o, funding required for pm;ecl deueiopmemt As._ o pplication: IPLen 1o eXport 4
' “on the basis that Lynas’ raw material will be

) letel fual fih N
- tompletely on tu E._P-?Xf“?f‘}.?_ i :..e - att the financial year end the. Suppiy Agreemeni

Cimported into China from Australia, ..

.. Contingent Debt, -
T is progressmgweii

which Lynas believes to be consistent with .
WTO guidelines, o

The effect .c_)__f_tﬁis_ agreement, and tlﬁe__ig;_itia!

- Rewew of Site Selection FRRER

. _"-_$3 tillier payment, provided additional time. '.

:Over the last year it became apparent that

* . for Lynas to develop the Mt Weld Rare Earths The company determined at that time Et\;v 5. -
0! ¥l p the Mt W e bants L ‘E}‘J_E. cost base of the Chinese Rare Earths i pany & Fed 8 L {lme i was
- project, This reduced risk of returning halfof . ! : ! :
. - - -producers has increased quite substantially,

“prudent o Jnvestigate pote ntial sites outsid g
. the tenement to Ashton, and also removed'an .

'.'__Qf_China for the progessing plant; to both. o

“The cost of power, reagents and ingreasesin.

" mitigate the risk of being subjected to export -

”"'--mdexed Ro alt oblz ation: of$12 7 m:Elton . . -
e yary g T - dabowr costs have contriblted to the increase

- . ) ) . L quota requirements and to Investigate the
" The oulstahdmg debt ofappmximately $5. 5 ‘in operating costs for the Chinese industry, : LRVEstE S

. . Lo potential of improving project sconomies |
however the increase has Jargely been driven. .. ROLEIRA OTHIP & projact & T

by avoiding the escalating cost steuctures,

- mlii_!_ori payable by Lynas to Ashton was Paad

in Auglist 2006 upon the successfuf capital, by Chinese Government policy.
TR : ' T e e, - i China whilst gaining access to more.

raising discussed above, Full payment ofthe o

- .- -The first Indications of this trend occurred favourabie tax environments avaﬂab!e in _' )
- debt rgrmoved Ashton 's rsghtte glaw back half ' ' -

in 2005 with the removal of the VAT export . O al_t_e_matl_v_e_ countries, o

. rebate in Rare Earths, This trend has commued

... it should be noted that the Chinese design

. B Customer Supp[y Agreement ___hls Yyear g% the Chmese Govemment has . S
o - and procurement work can be redirected to
The signing of a Heads of Agreement in. . N _'._ln_tmdy;e;i_pehcaes_ W".".‘F_i? are gaforcing - S T TR
R , : L -alternative sites,
- February 2006 for supply 1o a global consumer © environmental campijance._an.d requiring - . e LT

. ‘Chingse Rare Earths plants to invest capatai

: “of Rare Earths was 4 key milestone in the e _
' . '__'and mcrease opera‘clng cosis to meet

~ development of the Mt Weld Rare Earthg -

'pm'er_‘i The project was reviewed by the

o reqwred standards

custormer and received positive oldromes. fmm o oo .
; _The imposition ofmmmg prcductlon quoias .
. both a technical and comparative industry . 5
by the Chinese Government to achieve a .

- -cost perspective, resulting in Lynas_securmg R 23% decrease | in Chinese Pmduct:on i 2006

""-.a cornerstone cusiomer for the Mt Weld Rare g
- : -mmpared to the produstion tonnages of

. Earth g o
- a.rt g prc.qect '-2005 was wewed by Lynas asa watershed e




The RED Business Model




UPSTREAM "UPSTREAM

' ._'Ra_fé Earths Cracking and
Initial Separation

Weld concentrate will be processed

e built plant focated alongside
ator. This plant will produce

te Rare Earths products for further
n that are free from impurities and
te for use by Rare Earths separation
s_fo_r.tﬁe__manufacture of individual Rare

arths compounds.

The mature cracking and initial separation

‘progess employs sulfuric add treatment of
Mt Weld concentrate and solvent extraction

__"pr_ocesse_s to_pmduce__the interrediate Rare

._..:_'_E_arths products, The sulfuric adid treatment

process has undergone pilot plant testing to

. 'specifically understand materials handling and

“-waste gas treatrnent issues,

DOWRSTREAM

4

Separation into Individual
Rare Earths

The intermediate Rare Earths products are
further separated into individual Rare Earths
oxides of various purities for their individual or
combined commercial use utilising standard

sofvent extraction technology

Lynas has signed a Heads of Agreement with
a major processor of Rare Earths with several
separation plants that could undertake toll

separation through strategic aliiance, thereby
establishing an integrated supply chain from
mine through to separated oxides that will be

marketed under the Lynas RED® brand.

Given the current shortage of material
from Thina, Lynas s actively examining
ocpportunities to maximise market penetration

of the desired market through this

strategic afliance.




.__';ndependem '{echm.:ai Review . '.OPERATIONS AUSTRAL:A
: “Ag part ofthe due diligence process necessary '.._'_'_"'Tenements

Operational Review

~Extensions of term for Mt Weld Mining Leases,
- M38/58 and M38/59 were approved by the
Western Australian Department of Industey atjtc_i =

for successful capital raising, the Board -

. appointed Behre Dolbear Australia {BDA’} o,

“conduct an independent techaical review on

: --the Mt’ Weid Rare Earlhs pro;ect

" Resources, for a second 21 year period ungil

.'2026. All previous approvals and conditifms

----.The Dparations.team hosted representatives ..
: ) Lon the ieases remam va%;d forthe new. term

frorns financial broker firm Arbuthnot Securities |

- and technicat due diligence experts from BDA . "Mine ?iannmg

; " during visits 10 both Wastern Australia and '_ "-_thh alt major. aspects ngmme Reserves

» 'Chma ’rbr pro;ect apprassai and tachmcai review, _'--__"_'_and.sthedu}es_ completed, activity was -

~directed towards detailed planning fof.mirae .

L BDA wstteci the Mt Weld site, the Zibo Czty ST
., . establishment, mciudmg & review of mine ..
- plant site, the Chinese Destgn institutes | . 0

. grade control strategy, Adtest, grade comml

':p_repa_r_i_ﬁg the detailed plant designs, and the

"d_r_tEE_mg progeam conducted from the ‘.Su.r__face L

relgvard ransport rowtes and infrastruciure

prior o overburden mining has the potential

faciiities in bai‘h Wﬁstem Australia and Chsna, : o
- : ko halve the cost of grade control and may

_ The. SﬁOPE Of\"mf‘k OfBDA’S ’-ed’m"—&l TEVIEW 1\ save several weeks in the lead up o first ore

-.”"d”de‘ﬁ -production. This program including resource - -

- grade modelling is schedaled for com__g_:ie_t;iog’:.__:"

h ars independeﬁt assessment of the technicai .

ﬁ_'aspects ofihe pro;eci as currentiy def‘ried .

- A. preparation of & summary repot and . . -___':_'_Qih_e.r planning matters involved approvals.”

~for construction of the haul road from the mine -

. 1isk assessment of the geology, drill. ..

““and sample data, resource and reserve ~and fogistics planning for yoad and rail ranspory '

- of Rure Earths ore fo the Port of Esperance,

E -_'estimatas proposed mining plans emd

. mining operations, metallurgical testwork,

) "3_f_"'M§_r.ting Proposal .

-, plannied process flowsheet, plant des;g_.n o Docurmentation for a statutory Mining L.

and proposed processing operations, :F?r.opp_sg_i for Rare Earths mining at Mt Weld

-.'infrastructure and envimnmerzta! issues .-."was prograssively compiled, The Mining . 7.

 review ofthe capztai anci aperaimg cosi = . Proposal Is the detailed technical description ™

“ofthe mining operation fo be subrmnitted

L _:estz matas ] .
- T e T a the Western Australion Department of L7

'.A f h R 1 S .
O rawew i t € pmposed are Earlhs p odacis - Industry and Resources for approvai prier to

A re.we_w_r of environmental proposais . “commencerment of minir
-:'OPERATIONS CHINA

m preparation for the next stage of deveiopment :

".B_DA raised no significant technical issues

S -'d_u_ring this review, A copy of their report is.

“avallable to shareholders upon request,

: ‘in China, ﬁ:he company relocated its China




ansgerent core of the operational team

' _'_runmng the plant after construction,

" Engineering D_esi.gn. o : S
_"__"F_oiquir;g ar intensive selection process, two
.' '.I::experienced, wel qualified Chinese Design

T Instittes were appointed for the basic and detaiied

- enginae_ring design oﬂhe. processing piants‘

"--._'iﬁsta‘tuie of Shandong {SDM} for the )
- metallurgical plant and general site .
-.'-'.:mfrasirutture, and the Eastern Ching _
‘Engingering Science and Technoiogy Co

'-{ECEC} for 1he crackmg separaimﬂ piant

Conszstent with normal practice in Chma, 1he

' .pr.a«_;_o_qst_ructmn enginesring design process
" follows g sequential path with well defined phases;
.:Pmcess_Design Package, Basic Engineering

- Deszgn and De‘la;!ed Engineering Design.

--__'-_T_he process design package for the cracking
and separation plant was completed by a team
of tynas and AMEC personnel in Shanghal.
The Basic Engineering Design is underway and
following a review Detailed Engineering Design

will commence.

Lynas appointed the Metallurgical Des&gn o

rocess Pilot Plant

it was run at the laboratories of 5G5S
field iy Perth, Western Australiz to collect
specific design information for the cracking
section of the process plant. The pilot plant
comprised principally of 2 4 metre rotary kiln
which was fitted with waste gas treatment
equipment, hydrometallurgical equipment
and process monitoring sensors. The plant
was fed with Mt Weld Rare Earths concentrate
which was subjected to the suifuric acid

bake process. A series of test campaigns

led up to a continuous operation producing
material suitable for the next stage of the total

processing operation.

The successful trials provided valuable

data specific to matertals handiing, waste

gas treatment, maintenance of continuous
operation and design data for optimisation of

the full scale plant.

" Project Management

. “The company continued to build a smalf

but strong owner’s team in China for the
...__..m_anagement of engineering, procurement and
"'.__"c_pnstructicn. Lynas is cutrently considering

- proposals from organisations in China that

can assist with procurement and construction
management and intends to make

appointments during the September guarter.

The execution of the project will be managed
by an ownet’s team comprised of Lynas
personnel and specialist international
consuitants with proven Chinese industry
experience to enhance the interface betweer
the owner's team and the Chinese design and

construction companies.

& favourable
independent technical
review on the B Weld
Bare Earths Project was
vorapleted by Behre
Eicdbear Australia

The company's philosophy is to utilise the
experience within the Chinese Rare Earths
industry and the benefits of the locally based
Chinese Design Institutes, whilst ensuring
transparent project controls enable the
owner's tearm to monitor and manage project
budget and scheduling. The Operations
team is engaged with major equipment
martufacturers and suppliers of key services

and reagents.

Environmental

Responsible environmental performance by
industry is a priority issue for State and Provincial
authorities in China, and Lynas is committed
to a high level of performance at its operations
desighed to mest both Chinese Government

ard Wortld Bank environmental standards.

The processing site water balance and water
treatment options were reviewed and refined

to opiimise water quality and conservation.

An independent water consultant reviewed
data for the integrated plant site in Shandong
and submitted a final proposal to Lynas for
the Shandong site water balance flowsheet.
This world class systemn reduces water
consumption and recycles water of high
quality for process use whilst discharging a
minimal volume of waste water at the required

discharge water quality standard.

iron Oxide Filler

Additinnal markets for the inorganic filler
co-product produced by the concentrator
were investigated to ensure sufficient market
demand can be secured. The companyis

in discussion with large volume customers
who manufacture cement and other

conistruction materials,




Main Applications
Driving Demand

'. -:_Hybrid Va_ﬁicies._ Rare .E_arths.a_re helping drive the auto industry into.a new greener era with B
: multiple applications within a hybrid vehicle, Hybrid vehicles cut fuel use by combining a .gasoii_z.':fg_.'--__
“enging, battery-powered electric motors and brakes that capture energy from stopping. These '
_____ s "_comporzeﬂts r.ei)' on Rare Earths; the baltery is a nickei—-:met:a! hydride unit (NIMH]), the metal
- hydride component is an alloy of Rare Earths; and the eiecinc motor, generaior and regeneratwe

. '-.brakmg syslems are depeadent o, Rara Earth magneis

'--Overaii a typical. hybrad vehicie contams approxrmaieiy Eskg of Rare. Earths, wzth over Izkg
- conta:_ne_d in the batteries, approximately 1.5kg in electric motors per vehicle, and the ._fem_gmde_r.t.n__
.'ct_her applications. :B__asse_d; on.a conservative forecast for hybrid sales by 2010 of Zmillion vehicles, -
" additional demand from this new application alone would add ~30,000 tonnes of Rare Earths )
"-.d_sema_r_td. A more aggressive forecast by Booz Allen Hamilion indicates hybrid vehicle sales could L
”-.reach 20%.of North American new car sales by 2010, or 4 million units, inwhich case the demand

"'Ifor Rare Earihs fmm hybrzd vehscies woufd excead 50 0{){} tcmnes in 2010

In addition to hybrid vehicles, NiMH batteries are also used for rechargeabie portab g equtpmenl .
---;'md alternatives to disposable single charge batteries used to power consumer electronics, . 77
~Lithium ion batteries are replacing NiMH batteries in some applications such as mobile phones |7
..:&_né..cpm puters, However issues exist concerning the safety of lithiam.jon batteries with regard .
_.to averheating and combustion, .as attesied by the recent recalt by Sony, Dell, Apple, Toshiba and
~Matsughita ol over six million laptop batteries, and combustton rzsks durmg tmpact mherent in : "

Ealhmm ion battery appi:catson in hybnd vehzcies

'{_:a;\aiytic Converters. Arz automotive catalytic converter {'awtocat’} transforms the prmary 1
- poliutants in engine exhaust gases into non-doxic compounds. Rare Earths play a critical rolein
... the chemicat reactions within an autocat and also enable the autocat ko run at high temperatures, -

~“They increase the effectiveness of the autocat and reduce the required amount and gost of

. platinum and other precious metals, .
.- Fluid Cr?acking Catalysts (FCC) used in the refining operation of crude oif are the major contribuor. o
“ta value-add in the refining process, The process enables the transformation of heavy molecules. :
: into lighter compounds that make up gasoline and other fuels such as gas, jet fuel and diesel. ..
N Rare Earths play a major role jn the catalysts used in modern petroleum refineries. Lanthanum and

" cetium serve to stabilise the structure and chemrstry ofthe hsgh surface area zeoiates L&sed as

. moie«:uiar ﬂters in the FCC pmr_ess

. _ o [ The market is driven by mf consumption and the quai:ty efozi being ref‘ned as. heawer mis and_ 3

“ o tars gre Increasingly used, the amount of FCC used per barrel of ofl will increase,




Displays Television, computer and other visual displays that use cathode ray tube {CRT), liquid
erystal display (LCD) or plasma display panels {PDP) technologies have multiple components that

use Rare Earths.

Phosphors that generate the colour red require the Rare Earths efernent ewropium, for which
there is no alternative. The introduction of plasma televisions saw the development of a new
biue europium phosphor that retains brightness ten times longer than previous blue phosphors.
Phosphors generating the colour green are doped with the Rare Easth element terbium. A
combination of these primary colour phosphors are used fo create the white ‘backiight’ used in

LCD sereens and the energy efficient “tri-phosphor light bulbs.

Cerium caide, through its unigue physical and chemical properties, has been the building block upon
which glass polishing has been based for over 40 years. 1t is a very efficient polishing compound
as it removes glass both by its chemical dissolution and by mechanical abrasion. Polishing powders

are used to polish cathode ray tubes, plasma display panels and liquid crystal display glass.

High purity cerium is added to the glass of CRTs, as a stabiliser to counteract browning of the glass
caused by cathode radiation. While CRT demand is expected to decrease slightly, they are expected

to remizin in demand, particularly in developing countries because they are less expensive.

Rare Earths are also added to a variety of other glass applications including; some flat glass
batch formulations as a decolouriser to counteract the colour caused by iron; as a UV blocker
in auto glass to reduce damage to interfors, to architectural glass to reduce airconditioning
energy consumption, and to optical glass resulyl

carneras, bincculars and micr

aturised




mand is dominated by catalysts,
the Rare Earths elements lanthanum
ared Rare Earth magnets, which

: m, prasecdymium, dysprosium
Whilst these two sectors are
ntinue to dominate demand

st few years, the highest growth is
ted for NiMH batteries in response to

growth in hybrid vehicles.

itiorial applications

Table 1.

ving sustained growth in Rare Barths Rare Earths Demand for Key Applications

derard of 3% to 10% per anhum. However
riew applications such as the hybrid vehicle Tonnes

par aniim
are expected to increase total demand growth
to over 10% annually or more than 150,000
mietric tonhes REO in 2010

Chart 1. Historical and Forecast Rare Earths Supply, Demand and Pricing

Source: BCT Resasrch, 2008, Lyras Corparation vage Growth fRite

carch, 206




Rare Earths Supply

The global production of Rare Earths in 2005
was estimated to be 103,000 metric tornes
REO. China currently supplies approximately
95% of the global Rare Earths market from

three Rare Earths producing regions:

A Bastrasite {a Rare Earths carbonate mineral}
from Baiyun Obo fron Ore mine focated

130k north of Baotow, Inner Mongelia

A Bastnasite mined by a group of small

ies at Mianning,

The |iangxi region has a combined capacity

of approximately 20,000 tonnes per annum of

heavy REQ; howevet, significant environmaental
concerns have forced the Chinese Government
to linit production to 7,000 tonnes per annam

in 2006 and beyond.

Many Chinese plants producing Rare
Earths carbomate, which is the most
important intermediate material for Rare
Earths oxide and metal production, were
forced to shutdown this vear following the
Chinese Government's implementation of
thelr stringent environmmental regulations.

dants have resumed

Rare Earthy prices
continued to cimb;
the guarterly average
price for the Mt Weld
composition increased
B3% over the st year

Chart 1 shows this tightening of supply in
conjunction with increased demand. High
growth applications have seen demand
outstrip supply for selected Rare Earths
elerrents such as those used in the permanent
magnet market {prasecdymium, neodymilam,
terbium and dysprosium) and has resulted in

the significant price increases showr in Chart 1.



Quarter Average Price Price change




THE MT WELD CARBONATITE 1S
WVE POLYMETALLIC
WITHIN THE "CROW N
CLUDING NIQBIUM,

HOST TO EXTENS
RESOURCES
DEPOSIT IN

TANTALUM, ZIRCONII

AND RARE EARTHS.

Crown Polymetallic Resource

Table 3. Polymetallic Mineral Rescurces for Coors and Crown Sectors, Mt Weld

Wit s rnillion tonnes, other f Fguru are percentages, Ta, 0, tantalum axide, Nb.O, niobiurm axide, T
vxide, PO, phosphate, ¥,0, yitria, .ﬂufn*;zd T;CJ utdmum_omd&

a

Ir: addition to the world class Rare Earths.

deposit, the Mt Weld catbonatite is.also host '.t’ne equwalant mobsum oxtde grade i 2.1%%.

to extensive polymetallic resources within the - .
pony! -+ The M Weld mobtum resource is potentmily

‘Crown Deposit includin nigbitm, tantai m, B
? g fiost u . the world's second largest when ranked by

.zsrcomum tttamum and Rare £ar1hs . ; et
N ~..contained niobium metal and compared fo the
: 'a_nu_mbe_r_ ofdn_i_i_mg programs have been -

tarpeted specifically at the Crown Polymetallic .

. Repostt, particutarly at assessment ofine .. 'A CBMM's Araxa depQSzi int Brazi, wtth
- 460 mitlion tonnes grading 2.5% Nb O
- suppiymg over 8{}% of the wortd

" niobiurn and tantalum resources, ‘A scoping -
study completed in 2005 envisages an.. .

" opervcut mine and a process route based on ..
o R mobzum market
.'-existing Chinese techniology to pmduce a suite. s

.A Mineracag Catalao de Goias Ltd 5 {Anglo

-'-afmetai compﬂunds and pmduds

__:Dr Phillip HeEEman of Hellman & Schcﬁeid .
Pty Ltd, Sydney, completed a JORC-compliant L :
7 ¥ L, Syoney, comp JORC-compli S averageoﬂ 34%;\3}305'3”5
“mutiti-metal geostatistical resource gstimation. e

study which resulted in Indicated and Inferred -

- Resources totalling 37.7 million tonnes, The. - ..‘_’__f_?‘.i.._“_“_‘;_i_‘_‘_”'.’ tonnes.at 0:65% Nb,O,.

- are composition is presented in the table sbove. . Titanium o -

~. The majority of the ore les between 30m and .

60m in depth swtabie far open ptt mmmg .

L _'--{”‘-’3"36 proportion of'..t_he_ _resoyrte__vaiue bies in the___ - .
.-_.niobium_ which kas an average grade of 1.07% - '-_an_d_ chemical processing and in sporting -

. '_ equipment, _nota_biy_gplf cEt;_bs.__Titani_pm

L Nb,O, (niobium oxide), Taking into account -

:_-t’ne credits for the other metals and by-products,

" resources of existing commerctal operations -

~ American ple) deposit in .Brazzi_tp:ta_l_h_r_:_g_ e

- Teanium metal and Thferroalloy products are
- used in the aerospaceindustry, for specialised .

" process equipraent in power engineering -

AL v

UM, TITANTUM,
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aeraspace industry, power generation and

chemical processing industries.

Rare Earths and Scandium
The dit Weld Crown Polymetallic deposit also
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:_'-:Egnthanides, which could ultimately contribute
_-.-_.L'Q?'!S'tderabb value. Also present is scandium
.\_n\;_hich Is used in high strength aluminium

Catloys,
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o . - L Given thie slze of the resource and the
- 'appmxzmately 18 million Tonnesatan s e
L - eronomic and technical strength of the
. cte .écop‘t._ng study, the next step for the Crown
A Naobec tne's Canadian undergmund deposai_ “Polymetallic deposit is commencement of

“progess testwork and an ensuing feasibility

K co_mme_:a_qe._ prior to the _e»m_j of 2006.
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Your directors submit their report for the year ended 30 fune 2006

DIRECTORS

The names and details of the company’s directors in office during the financial year and until the date of this report are as follows.
Directors were in office far this entive period unless otherwise stated.

Names, qualifications, experience and special responsibilities

Nicholas Curtis, B.A. {Hons} (Executive Chairman}

My Curtis is the Executive Chairman of the company; he is the Chaisman of St Vincent and Mater Heaith Sydney Lirnited; and a
Director of Carvan institute of Medical Research. His background is in resousces bariking and fnancing based on more than 20 years
as a professional in the futures, commodities and stoddroking industries. Curing the past three years the only other listed company
divectorship held by Mr Curtis was ir Sino Cold Limited until November 2005,

jacob Kiein, BCom {Hons} ACA, DipFinmarkets {Sec Inst}

My Kiein joined the Board on 25 August 2004, He hag over 15 years experience in senior finance and managerial positions in both
Sauth Africa and Austraiia. He ioined Macquarie Bank in 1591 and in 1995, as an associate director st Macquarie, he participated in
the formation of Asia Resource Capital Limited, a joint venlure between Macquarie Bank and CNNC. From 1996 to |une 2000 he
worked for Sino Mining International. Mr Klein is CEO of Sino Geld Limited and president of the Australia China Business Councit
NEW Branch. During the past three years the only other listed company directorship held by My Klein was in Sino Gold Limited.

David Davidson

My Davidson is 2 Non-executive Director of the Camnpany and ariginally joined the Board on 28 March zooz. He resigned from the
Baard ar: 18 August 2005 and was re-appointed as a director on & Decermber zoon. My Davidson has had a distinguished career with
IC1 and Dufant. An Australian, he has lived and worked in Europe and North America and held a number of senior executive roles
with global responsibilities. He is a former director of 1C1 America Inc. Since returning to Aastralia, My Davidson has been providing
executive and corporate advice an organisation developraent and strategy. Daring the past three years Mr Davidson has not held any
ather fisted company directorships.

Peter Newton

My Mewton was a stockbroker for 25 years il 1954. Since then he hag been a sighificant participant in the Australian resource
industry as an investor and & director of a number of listed companies. In recent years he hag been the Chairman of both Hilt
5o timited and Abelle Limited. He is presently Chairman of Bhzestone Tin Limited and a director of Metals Exploration: Limited.
My Newton resigned from the Board on & Decernber 2005,

Mark Okeby, LLM

My Cheby has considerable experience in the resources industey both as a Solicitor and as a director of listed companies. in recent
years hie has been an executive director of Hill o Limited and Abelle Limited. He is presently a director of Bluestone Tin Limited and
Metals Exploration Limited. Mr Okeby resigned from the Board on § December zoor,

COMPANY SECRETARY

vo Polovineo PNA

My Polovinea has been the Company Secretary for Lynas Corporation Limited for the past 5 years. He has spent over 20 years
in seniar management roles in the resource sector including over 15 years as company secretary of a number of listed public
companies.
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fnterests in the shares and options of the company and related bodies corporate

&g at the date of this repart, the interests of the directors ity the shares and aptions of Lynas Corporation Limited were:

Options

Cwver Ordinary

Ordinary shares Shares

Nicholas Curiis 23,656,478 7,000,000
facob Klein 1,580,580

David Davidson £35,000 300,000

FARNINGS PER SHARE

Cents

Basic loss per share (1.86)

Ciiuted [oss per share (1.86)

DIVIDENDS

Nea dividend has been recommended or recornmended since the end of the previous financial year,

CORPORATE INFORMATION

Corporate structure

Lyras Corporation Limited is a company fimited by shares that is incorporated and dowmiciled in Australia. tynas Corporation Limited
has prepared a consolidated financial report incorporating the entities that it controlled during the financial year, which are outlined

in the following iHustration of the group’s corporate structure:

100%
T

Nature of operations and principal activities
The principal activities duging the year of entities within the consolidated entity continued to be:
Exploration and developrment of Rare Earths deposits;

Exploration for other mineral resources.

Employees

The consolidated entity employed 15 employees as at 30 June 2006 {2005 16 employees).
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REVIEW AND RESULTS OF OPERATIONS

Group Ovetview

During the year to 30 June 2006 the company issued 2 further 13,563,329 shares following a share placement, exercise of unfisted
aptions, employee options and corvertible notes.

Groug

2005

Operating Resuilts for the Year 3
Rewvenue 12,115,
Loss before depreciation and interest and write down {r,947,306)
Depreciation and interest {462,983}
Write down in asset carrying value (7,766,074}
Loss from operations before incorme tax {14,176,363)

[reome bax EXPENSE

Met loss .. {4,502,067) {14,176,363)

Performance indicators

Management and the Board monitor the group's overall performance, from its implementation of the mission staternent and
strategic plan through to the performance of the company against operating olans and financial budgets.

The Board, together with rmanagerment, have identified key performance indicators {KPIs) that are used to maniter performance.
Management rmonitar KPs on a regdar basis. Directors receive the KPls for review prior to each board meeting allowing all directors
to actively monitor the group's performance.

Review of Operating Activities

Rare Earths

The activities of the past financial year have been directed toward the implementation of the RED model and developraent of the Mt
Weld Project. The Lynas China office was relocated from Beijing to Shandong, dose to the proposed plant, to prepare for the next
stage of development.

Chinese design institutes were engaged 1o assist with completion of the Pracess Design Package for the Rare Earths processing
olant, and are currently engaged with the next stage of engineering design which is the 8asic Engineering Design. A pilot plant

test for the cracking section of the process plant was successfully completed. Behre Dolbear Australia completed an independent
technical review of the Mt Weld Rare Earths oroject, with no significant technical issaes raised.

Commercial discussions were carried out throughout the year aimed at secuting long-term supply contracts. In February 2006 a
Heads of Agreement was signed with Rhodia Electronics and Catalysis for the supply of rare earths to Rhodia. Substantial ground
has been covered in advancing final documentation following on from the Heads of Agreement.

Financing of the project was a major part of this years work, A UK institution was introduced to the register in the second quarter,
and subsequently $75 million funding was secured for development of the Mt Weld Rare Easths project, which was approved by
sharehalders at the 4 Avgust Extraordinary General Meeting. In addition the Ashton Mining (WA) Pry Limited contingent debt faciity
was restructured and after year end this debt was repaid.

Rare Metals

The engineering scoping study for the globafly significant poly-metallic resource, referred to ag the 'Crown Deposit’, which iz separate
and ir addition to the Mt Weld Rare Earths resource, was reviewed during the year. The conceptual process flow sheet and end
marketable praducts were improved.

Review of Financial Condition

Capital Structure

Al the start of the period the Company had 232,261,565 shares on issue. During the period 13,363,329 shares were issued following
a share placernent, exercise of unlisted options, employee options and convertible notes. At the end of the period there were
245,824,524 ordinary shares and 38,236,640 unlisted options over ordinary shares on issue.

At the end of the period there were also 100 corvertible notes outstanding which, if converted would add up 1o a further 26,315,789
ordinary shares to give a total of up 1o 310,377,353 ordinary shares or a fidlly difuted basis.
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Cash from Operations

Cash inflows from operating activities for the current year of $779,704 [zoot: $611,360) represent interest received on funds at barl,
and rentals received for surplus premises.

Cash outflows frarm operating activities of $5,39.4,844 substantially reflect the operating costs involved in finalising the feasibility
study and advancing developrment of the Mt Weld Praject. The prior year operating cash outfiows were $6,252,404.

tiquidity and Funding

The group has an unsecured fiability for 35 million asseciated with outstanding canvertible notes as at 30 June 2006 if such notes
are nat converted by their maturity date {Novemnber 2006]. Subsequent 1o 30 June 2006 the group raised a total of 375 million in
funding through a convertible note issue of $31 million and a share placement of 340 million. The group therefore has sufficient
funds to finance its operations for the next finandial year and to proceed with development of the mining and concentration
aperations,

Risk Management

The group takes a prosctive approach to risk management. The Board is responsible for ensuring that risks, and also opportunities,
are identified on a timely basis and than the group's objectives and activities are alighed with the risks and opportunities identified by
the Board.

The group believes that # s crudal for Board members to be a part of this process, and as sach has established a Safety, Heaith,
Environment & Community (SHEC) Committee which manages the risks of the company and the interface with the community in
which it operates,

The Board has 2 number of mechanisms in place to ensure that management’s objectives and activities are aligned with the risks
identified by the Board.

Statement of Compliance

The reportis based an the guidelines in The Group 100 Incorporated publication Guide to the Review of Operations and Financial
Candition.

SHONIFICANT CHANGES tN THE STATE OF AFFAIRS
Other than the issue of shares during the financial year and the capital raising completed in Algust 2006 there were ro significant
changes in the state of affairs of the company.

SIGNAFICANT EVENTS AFTER THE BALANCE DATE

{a) Following approval by shareholders on 4 August 2006 the company completed a capital raising totalling 375 million on 11 August
2006.
The cagital raising comprised s $40 rmillion share placement a8 3091 per share and a $37 million convertible notes issue. The
commercial terms of the convertible notes include:
Five year term
B.25% coupan interest paid quarterly in arrears
40 cent conversion price ta Lynas fully paid ordinary shares
(by Following completion of the capital raising stated above:
{8 the residual lability owing to Ashton was fully repaid on 15 August 2006, The final amount paid to Ashton at completior was
$5,727,200 - refer to note 1.

i1} the outstanding 100 convertible notes were redeemed at their face vahie of 35,000,000 on 21 Algust 2006,

LIKELY DEVELOPMENTS AND EXPECTED RESULTS

Subsequenit to 30 June 2006 the group raised a total of $75 million in funding through a convertible note issue of 335 million and a
share placement of $40 million. The group therefore has sufficient funds to finance its operations for the next financial year and to
praceed with development of the Mt Weld project.
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SHARE OPTIONS

Unissued shares

Ag at year end the Compary had on issue the following aptions to acquire ordinary fully paid shares:

Description Number Expiry date Exercise price
Incentive Plan options 7,700,000 30 Mavernber 2006 $o.2n
Urilisted options 2,033,326 31 December 2006 $o.20
Urilisted options 1,000,000 30 Novermber 2006 $o.20
Incentive Plan aptions 300,000 26 Novernber 2007 %030
Urilisted options 7,500,000 30 Novernber 2007 %030
Urilisted options 7,733,314 31 Decernber 2007 $o.20
Incentive Plan aptions 1,270,000 30 une 2008 %030
tnilisted options 4,800,000 165 Januaty 2009 %037

Cption holders do not have any right, by virtue of the option, 1o participate in any share issue of the company or any related body
corparate of in the interest issue of any other registered scheme.

Shares issued as a resuit of the exercise of options

During the fnancial year, the following aptions were exercised:
1,733,320 unlisted aptions at an exercise price of $0.20 each;
30,000 employees options at an exercise price of $o.235 each; and

2,000,000 brlisted aptions at an exercise price of 3o.20 each.

INDEMNIFICATION AND INSURANCE OF DIRECTORS AND OFFICERS

During or since the financial year, the company hag paid premiurms in respect of a contract insuring alf the directors of Lynag
Corporation Lid against costs incurred in defending oroceedings for conduct involving:

{a) awilful breach of duty; or

(b} a contravention of sections 182 or 183 of the Corporations Act 2001,

as permitted by section 1948 of the Corporations Act 2001

The total armount of insurance contract premiums paid was $123.457. This amount is not included as part of the directors
rernuneration in note 2g.

ENVIRONMENTAL REGULATION AND PERFORMANCE

The cansolidated entity is baund by the requirements of the relevant enviranmental protection suthortities for the management and
rehabilitation of tenements owned or oreviously owned by the group. Tenements are being maintained and rehabifitated folowing
these guidelines. There have been no known breaches of ary of these conditions.

REMUNERATION REPORT

The reruneration report is et out under the following main headings:
Rermuneration policy

Details of rermuneration

Service agreernents

Conom o

Share-based cormpensation
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A. Remuneration Policy (Audited)

Philosophy

It is the company's objective to provide maximum stakeholder benefit from the retention of a high quality board and executive team
by remunerating directors and key executives fairly and appropriately with reference to relevant employment market conditions. To
assist in achieving this abjective, the Remusneration Cormmitfee finks the nature and amaunt of executive directars™ and officers’
ermoluments ta the campany’s financial and operational performance. The expected outcomes of the remuneration structure are:

& Retention and Motivation of key executives;

b, Attraction of guality management of the company; and

¢ Performance incentives which allow executives to share the revards of the success of Lynas Corporation Limited.

For details on the amount of remuneration and all monetary and non-monetary components for each of the non-directar executives
during the year and for all directors, refer to Table 1 of this report. |n relation to the payment of bonuses, aptions and other incentive
payments, discretion is exercised by the Board, having regard to the overall performance of tynas Corporation Limited and the
performance of the individisal during the period.

There 1s no scherne ta provide retirement benefits, other than statutary superannuation, o non-executive directors.

Remuneration committee

The Board is responsible for determining and reviewing compensation arrangements for the directors themselves and the chief
executive officer and the executive team. The Board has established a remuneration committee, comprising the non-executive
directors. Members of the remuneration commitiee throughout the year were:

U Bavidsan {c)

| Kiein

Remuneration structure

In accardance with best practice corporate governance, the structure of non-executive director and senior manager remunesation is
separate and distinet.,

Non-executive director remuneration

Objective

The Board seeks to set aggregate remuneration at a level which provides the company with the shility to attract and retain directors
aof the highest calibre, whilst incurring a cost which ig acceptable to shareholders.

Structure

The Censtitution and the ASK Listing Rules specify that the aggregate remuneration of non-executive divecters shall be determined

from time to time by a general meeting. An amount not exceeding the amount determined is then divided between the directors ag
agreed.

The armount of aggregate remuneration: sought ta be approved by shareholders and the manner in which it is apportioned amoengst

directors is reviewed annually The Board considers advice where requived from external consultants as well as the fees paid 1o non-
executive directors of comparable companies when undertaking the annual review process.

Ezch director receives a fee for being a director of the company. No additional fee is paid for board committees on which a director
sits.

Non-executive directors have long been encouraged by the Board to hold shares in the campany (purchased by the director on
market). 1t is considered good governance for directors to have a stake in the company whose board he or she sits. The non-
executive directars of the company can participate in the Erecutive and Employee Ooption Plan.

Senior manager and executive director remuneration

Objective

The carspany aims ta reward executives with a level and mix of rerauneration commensurate with their position and responsibilities

within the company and so as to:

i reward executives for company, business unit and individual performance against targets set by reference to approgriate
henchmarks;

ii. align the interests of executives with those of shareholders;

ifi. finl reweard with the strategic goals and performance of the company; and

iv. ensure total remuneration is competitive by market standards,
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Structure

In determining the leved and make-up of executive rernuneration, the Remuneration Committee may engage external consisdtants ag
requited to provide independent advice detailing market levels of reruneration for comparable executive roles.

Remuneration consists of the following key elements:
Fived remuneration
Variable rermuneration
Shott Term Incentive (ST and
Long Term incentive ("LTI7)
The proportion of fxed and variable remuneration is decided by the Remuneration Commitiee afler cansideration of the oversl|
petformance of the campany and the individual. The remuneration is nat necessarily linked to specific performance targets. The
retmuneration of the key management personrel for the year ending 30 |une 2006 14 detaded below.
B. Details of remuneration {Audited}

The key mznagement personnel of Lynas Corporation Limited and of the Croup are the Board of Directors and the following other
key personnel of the company and Group.

M Vaisey — General Manager/Operations & Techrical Services

M Jarmes — Ceneral Manager/Corporate and Business Developmert

H Wang — President/ China Operations {ceased to be an employee on 30 September 2001)
| Polovines - Commpany Secretary

Amounts of remuneration paid

Table 1
Share-based
2006 Shori-term employee benefits Post- employee benefits payment
Non
Casgh safary Cash maongtary Super- | Retirement
Name and fees bonus Other benefits | annuation benefits Options Total
Execuitive director
M Curtis 333,829 - - E15 R.504 - 14,667 354,658
Non-exectitive directors
] Klein 45,872 - - - 4,128 - - XeNalere!
[ Davidson 25,795 - - - 2,322 - 1,500 26,617
P Newton 22,936 - - - 2,064 - - 25,000
M Ckeby 25,000 - - - - - - 25,000
Sub total non-executive
directors 119,603 . . . 3,514 . 1,500 | 129,617
Other Key personnel
M James 230,352 - 730 - 21,542 - 11167 272,741
W Vaisey 223,432 - 6,028 - 20,107 - 3,667 203,214
H Wang 28,213 - 870 - 4,645 - 11,000 62,606
| Polovires - - - - - - #%1,833 1,833
Total 944,407 . 25,508 655 60,312 . 43,834 | 1,074,716
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Post- empioyee Share-Based
2045 Shori-term employee benefits benefits payment
Non
Cash satary Cash maonetaty Super- | Retirement
Name and fees bonus Other benefits | annuation benefits Options Total
Executive director
M Custig 366,572 - - - 33,028 - 14,667 414,667
Non-executive directors
| Klein 38,908 - - - 2,650 - - 41,595
O Davidson 00,000 - - - - - 1,500 51,500
B Davidson 22,102 - - - 8,017 - - 30,135
P Mewion 27,563 - - - 2,480 - - 30,043
W Okeby 30,043 - - - - - - 30,043
Sub total non —executive
directors 168,613 . . . 13,207 . 1,500 | 183,320
Other Key personnel
W arnes 221,560 - - - 19,040 - 11,667 253,167
M Vaisey 221,560 - - - 19,040 - 3,667 245,167
H Warg 120,414 - 43,750 - 10,836 - 1,000 186,000
| Polovines - - - - - - w1833 1,833
Total 1,099,119 . 43,750 . 96,951 . 44,334 | 1,284,154

*  liing away from home aflowonce

W sgrvices provided by Sive Gold Limited - refer note 29

C. Service agreements

It is the Rernuneration Committee's policy that employment agreements shall only be entered into with the Chief Executive Officer
and with no other executives.

The comgany entered inte an agreement {“Employment Agreement”) dated 2 August 2001 with Mr N Curtis for the provision of My
Curtis’ services as Chief Executive Officer on reasonable commerdial terms and conditions. The current ermployment agreement with
My Curtis expires on 31 July 2008

The Company enterad into an agreement (“Employment Agreement") dated 2 August 2001 with Mr O Waryg for the provision of Mr
Wang's services as a Vice President on reasonable commercial tesms and conditions.

D. Share-based compensation

Options granted as part of remuneration for the year needed 30 |une 2006

There were no options granted dusing the period and no options vested during the pedod.

Fair value of options:

The fair value of each aption is estimated on the date of grant using a Black & Scholes valuation madel with the following weighted
average assumptions for grants made on 30 Novernber 2001, 30 Movernber 2002 and 30 June 2003:

30 November 2003 30 November 2062 30 june 2083
Dividend yield M M Mt
Expected volatility 7% 30% 6O
Historical volatility T7% 30% B0
Risk-free interest rate 4. 87% h.4% 4.7%
Life of option L yEars 5 years 5 years

Na dividends have been paid in the past and hence it is not appropriate to estimate future possible dividends in the calculations. The
life af the aptions is based on a5 year expiry fram date of issue and therefare nat necessarily indicative of exercize pasterns that may
acedr. The expected volatility reflects the assumption that the historical volatility is indicative of future trends, which may also not
necessarily be the actual outeome.
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The resudting weighted average fair values per option for those options vesting aftes 1 july zoor are:

Number of options Grant date Vesting date Weighted average fair value
7,730,000 30 Novernber zom 30 Movember 2006 fo.o22
300,000 30 Movernber 2002 30 Movemnber 2007 So.015
1,270,000 30 June 2003 30 June 2008 $o.ob7

DIRECTORS' MEETINGS

The number of meetings of directors (induding meetings of committees of directors) held during the year and the number of
meetings attended by each director were as follows:

Meetings of Commitiees

Safety, Health,

Directors’ Nomination and Envirgnment
Meetings Audit Remuneration & Community
MNumber of meetings held: 5 2 1 1
Numtber of meetings atiended:
M Curtis 5 2 1
s Davidson 5 - 1 1
| Kleir 5 2 1
P Newton (resigned 8 Decernber 2007} i
M Okeby (resigned & December 2005) } }

Committee membership

As at the date of this repant, the carnpany had an Audit Cormmittee, a Nomination and Remauneration Committee and a Safety,
Health, Ervironment and Comimunity (“SHEC™) Commiitee of the baard of directors.

Members acting on the committees of the board during the year were:

Audit Momination and Remuneration Safety, Health, Environment & Commaunity
) Kledrs e} G Davidson (¢ . Dravidson (¢
Nt | Kiein M. Curtis

M Okeby (resigned 8 December 2005)

fe) Designates the chairman of the commitiee

TAX CONSOLIDATION

Effective 1 July 200z, for the purposes of income taxation, Lynas Corporation Lirnited and its 100% owned subsidiaries have forrmed
a tax consolidated group. Members of the group have entered into a tax sharing arrangerment in order to allocate Income tax expense
to the wholly-owned subsidiaries on a pro-rata basis. In addition the agreement provides for the allocation of income tax liabilities
between the entities should the head entity default on its tax payment abligations.

CORPORATE GOVERNANCE

In recogrising the need for the highest standards of corporate behaviour and accountability, the directors of Lynas Corparation
Limited seek to ensure appropriate and effective corporate goverrance. The comparny’s corporate governance staternent is contained
in the following section of this annwal report.




Directors’ Report
30 JUNE 2006

AUDITOR'S INDEPENDENCE DECLARATION

We have obtained the following independence declaration frarm our auditors, Ernst & Young:

EFRrMNST & YOUNG

# Tal O 39448 5555
Fax 67 2924 54
[

Adgsdralia

PO Box 2446
Syihiy NSV 200

Auditor’s Independence Declaration to the Directors of Lynas Coerporation

Limited

In relation to our audit of the financial report of Lynas Corporation Limited for the financial year
ended 30 June 2006, to the best of my knowledge and belief, there have been no contraventions of
the auditor independence requirements of the Corporations Act 2001 or any applicable code of

professional conduct,

T M

Emst & Young

1

Michael Elliot
Partner
12 September 2006

Signed in accordance with a resolution of the directors,

J AL C—

N Curtis | Klein

Executive Chairrman

Sydriey

12 September 2006

[irecior

w

o—
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The Board of Directors of Lynas Corporation Limited is responsible for the corporate governance of the consolidated entity. The
Baard guides and monitars the business and affairs of Lynas Corporation Limited on behalf of the shareholders by whom they are
elected and 1o whom they are accountable,

Lyras Corporation Limited’s corporate governance principles and policies are therefore strictured with reference to the Corporate
Governance Council’s best practice recommendations, which are as follows:
Principle 1. Lay solid foundations for management and oversight
Principle 2. Structure the board o add value
Principle 3. Promote ethical and responzible decision making
Principle 4. Safeguard integrity in financial reporting
Principle n. Make tirmely and balanced disclosure
Principle 6. Respect the rights of shareholders
Principle 7. Recognise and manage risk
Principle 8. Encourage enhanced performance
Principle 5. Remunesate fairly and responsibly

Brinciple 10. Recognise the legitimate interests of stakeholders

independence

Corporate Governance Council Recommendation 2.1 requires a majotity of the board to be independent directors. 1n addition,
Recommendation 2.2 requires the chairperson of the comgpany to be independent. The Corparate Governance Council defines
independence as beinyg free from any business or other relationship that could materially interfere with — or could reasonably be
perceived to materially interfere with — the exercise of unfettered and independent judgement.

In accordance with the definition of independence above, and the materiality thresholds set, David Davidson and |ake Klein are
viewed ag indeperident Directors of Lynas Corporation Limited. Whilst having had assodations with the Compary in the past, the
Board does not view this as interfering with the exercise of unfettered and independent judgernent.

MNick Curtis is the Executive Chairman of the Compary. Althaugh he has a 6% shareholding in the Company the Board does not
view this ag interfering with the exercise of unfettered and independent judgement. The composition of the Board and the nature
and present state of the company’s business activities preciudes the Company frarm havirg both a Chairman and a Chief Executive
Officer,

There are procedures in place, agreed by the Board, to enable directors, in furtherance of their duties, to seek independent
orafessional advice at the campany’s expense.

The term in office held by exch director in office at the date of this report is as follows:

Name Term in office
M Crtis g years

) Klein 2 years

[ Cravidsar 7 months =

“ My Davidsost was previcusly a director of the Company from March 2002 writil August 2005, He rejoined the Board in December 2005.

Far additional details regarding board appointments, please refer to our website.

Nomination and Remuneration Commillee

Recommendation 2.4 reguires listed entities Lo establish a norsination committes. During the year ended 30 |ure 2006, Lynas
Corporation Limited operated a joint nomination and remuneration carrmittee. The duties and responsibilities typically delegated to
such a cormmittee are expressly included in the beard's awn charter as being the responsibility of the full Board. The Board does not
believe that any marked efficiencies or enhancements would be achieved by the creation of a separate nomination committee.

The Board is responsible for determining and reviewing compensation arrangements for the directors thernselves and the chief
executive officer and the executive tearn. The Board has established, as a single unit, 2 nomination and remuneration committes,
comprising two non-executive directors,

Mernbers of this comrmities during the year were:
[y Gavidsan {} -appointed 8 December 2005
) Kleirs

M Cleby (resigned 8 Decernber 2005)
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Remuneration
It is the company's objective to provide rmaximum stakeholder benefit from the retention of a high quality board and executive team
by remunerating directors and key executives fairly and appropriately with reference to relevant employment market conditions. To
assist in achieving this objective, the Remuneration Committee links the nature and amaunt of executive directors’ and officers’
ernoluments ta the company’s financial and operational performance. The expected outcomes of the rermuneration structure are:

Retention and mativation of key executives;

Attraction of guality management o the company; and

Fedormanee incentives which allow executives 1o share the revards of the success of tynas Corporation Limited.
For details on the amount of remuneration and all menetasy and non-monetary components for each of the non-director executives
during the year and far all directors, refer to Table 1 of the Directors’ Report. In relation to the payment of bonuses, options and other
incentive payments, discretion is exercised by the Board, having regard to the overalt performance of tynas Corporation Limited and
the performance of the individual during the period.

There is no scheme ta provide retirement benefits, other than statutory superannuation, 1o not-executive directors.

Audit Committee

The Board has established ar audit comrmitee, which operates under a charter approved by the Board. It is the Board's responsibility
to ensure that an effective internal contrad framework exists within the entity. This includes internal contrals to deal with both the
effectiveness and efficiency of significant business processes, the safeguarding of assets, the maintenance of proper accounting
records, and the reliability of financial information as well as non-financial considerations sach s the benchmarking of operational
key perfarrmance indicators. The Board has delegated the responsibility for the establishment and maintenance of a framewaork of
internal control and ethical standards for the management of the conselidated entity to the audit committee,

The camymittee also provides the Board with additional assurance regarding the reliability of financial information for inclision in the
financial reposts.

The members of the audit cormmittee disring the year were:

) Kleirs (e}

N Curtis

0 Davidson {appointed & Decernber 2005}

M Okeby (resigned & Decernber 2005)

Performance

The performance of the Board and key executives is reviewed regudarly against both measurable and qualitative indicators, During the
reporting period, the nomination committee canducted two performance evaluations which invalved an agsessment of each Board
mermber's and key executive's performance against specific and measurable qualitative and quantitative performance criteria. The
performance criteria against which directors and executives are assessed are aligned with the financial and non-finandial objectives of
Lyras Corporation Limited. Directors whose performance is consistently unsatisfactory may be asked to retire.

Safety, Health, Environment and Community (SHEC) Committee
The Company has a SHEC Committee, principal abjective of which is Lo receive repornts and consalt with management to monitor
and review, on behalf of the Board, the due compliance of the company with laws, regulations and policies relating to the following:
workpiace health and safety
envitonmental matters and
community relationships.
The key activities of the Committee are:
ensuring appropriate policies are in place and regulardy reviewing those policies
ensuring that appropriate systems are implemented to monitor and measore compliance with the enacted policies
and the malntenance of the adherence to these systems
repatting to the Board ar its deliberations and recommending approptiate courses of action as necessary.
The members of the SHEC commitiee dusing the year were:
0 Davidsan {c}
N Curtis



Income Statement
30 JUNE 2006

YEAR ENDED 30 JUNE 2006 Consolidated Lynas Corporation Limited
2006 2005 2006 2005

Notes % % . 3

REVENUE FROM CONTINUING OPERATIONS 3 775,704 612,115 612,115

EXPENSES FROM CONTHNUGING ACTIVITIES o el

Depreciation expense 4 : '-".'_._'_..{_105}037} [122,560) '_"(1_05,037}_ {122,565}

Barrowing costs expense PR -._'__(__5_97,_?_73) : {340.418) I.'...":".-_.(_SO7=773}- {340,238}

Sataries and employee benefits expense E-:I_('l_,_576_,1_3_9}_.' {2,47,338) ;.- -_..:--..(1,.565_,_171} . (2,473,338}

Write down of investment in listed campany S . {1.:43,752) L (1,143,192}

Impairment of deferred exploration, evaleation and

developrment costs (7,766.074)

Provision against receivable from subsidiary Gl e LT (7,766,074}

Other expenises from ordinary activities 4 '(.3,092,816} {2.944,891) '{3,067,051} {2,550,791}

LOSS BEFORE INCOME TAX EXPENSE (4502061} (14176363)  (4,472.819)  (14,182,263)

NCOME TAX EXPENSE A — -

NET LOSS ATTRIBUTABLE TO MEMBERS OF LYNAS R SN

CORPORATION LIMITED {4.502,061} (14,176,363) {4,472 851G} 14,182,263}

Basic lass per share (cents per share) 26 ”'_“.'(_1._86}. (6.22) 883 622

Cifited loss per share {cents per shase! 26 {1.36} (6.22) 85} h.22}




Balance Sheet
30 JUNE 20066

AT 30 JUNE 2006 Consolidated Lynas Corporation Limited
2008 2005 - 2006 2005
Notes % % 3 3
CURRENT ASSETS R el
Cash and cash equivalents 21fb) .__'7_,1_85,57_2___' 7.240,438 7,240,424
Trade and ather receivables -._2665,94;_: 164,000 164,000
Other financial assets el 6,526,828 6,526,828
Prepayrments 19,569 13,599
TOTAL CURRENT ASSETS 13,950,860

NON-CURRENT ASSETS

6445273 13,95085

L 430,420

Prepayrnents 10

Receivables 11 -_15{324,092___' A543,700
Other financial assets 120 e T é_:'_'.'.2,9_2___5,__49_1___' 2,525,491
Property, plant and equipment LT :-.:".'jéqg,__igz._'_ 308,068 - 214242 308,008
Ueferred exploration, evaluation & developrment costs 14 a 1.7,319,788 Rooo000 530,823 30,827
TOTAL NON-CURRENT ASSETS 18,453,400 8308098 19424978 8,308,112

TOTAL ASSETS ) 25,672,523 22,258,063 ”25,870,251 22,258,663
CURRENT LIABILITIES L Rt

Trade and ather payables H .j _"'..'_5{36_;,485 261,068 ;'..._'_'_'.:6,_258,_3]1___ ' 261,068
Interest bearing fiabilities 16{a) :.'.._4,947,48_2 179,071 .3._.__4,947,482._.._ 175,071
Provisions 7o .227,957 204151 227,957 204,153
TOTAL CURRENT HIABILITIES

1,437,924 644.320

31,433,550 644,320

NON-CURRENT LIABILITIES

Interest bearing fiabilities 165{b) Y RLO00,000 L 5,000,000
Provisions 1w 220,335 ' 352,265 £20,335 . 352,268
TOTAL NON-CURRENT LIABILITIES 220335 5352265 220,335 5,352,265
TOTAL LIABILITIES 658,259 509658 11,653,885 5,655,585
MNET ASSETS ) '14,314,364 16,262,378 14,215,356 16,262,378

Parent entity interest
lssued capital
Convertible notes — equity component
Accurnulated losses

Reserves

1953840034 51713869
532,468,

40,274,202} (35.511,217)

20 216,154 £g,726

T3.840,034 1 51.713,869
".532,468
(40244850} (3551217

88714 56,726

TOTAL EQUITY

”14,314,364 16,262,378

) 14,216,356 16,262,378




Statement of Changes in Equity
30 JUNE 2006

Convertible Notes Accumulated L o
YEAR ENDED 30 JUNE 2006 issued capital Equily Componant | losses . - Reserves | Totat
CONSOLIDATED $ $ $ 3 $
ALT July 2004 48563,869 (21.334.854) . 29863 27258878
Loss for the yeay . . 476363 - (14,175,363}
Total expanss for the yer e : T ; 2176.561]
Conversion of Canvertible Motes 2,750,000 L ' EREE 2,750,000
Exercise of options AQO,000 AC0,000
Cost of share based payments 24,863
At 34 june 2005 013,869 0 . {35.5%%,217] 5G, 725 16,262,378
Adaption of 8858 132 & 135 Lo 532,468 fpEvongy T . 271,454
At T July 2005 013869 12,468 357722310 5G,725 16,533,812
Curreney translation differences S - S 127,449 137,440
Total income for the year recognised - .Z .......... SR
directly in equity - - - 127,440 127,440
oo for the period — : o ; eoz.060
Total incomef{expense] for the year - . (4502061 127,440 {a374,621}
Exercise of options 754,160 e R L 754,165
Allotment of new shares 1,372,000 1,372,000
Cost of share based payments 28,088
At 38 Juna 2008 03,840,034 532,468 (40274.292) 236,154 ' 14,314,364
commany e
ALT July 2004 48,963,869 (21.328.954) . 729863 27,264.778
Loss for the perod - . (482,269 - (14,182,263
Total expansa for the yer e : TR E— “ PYRTIp
Conversion of Canvertible Motes 2,750,000 T . L 2,750,000
Exercise of options AQO,000 AC0,000
Cost of share based payments - . 20,863
At 34 june 2005 sin3869 . {35,5:4,217) ) 5G, 725 16,262,378
Adoption of AASB 132 &3 532,468 tow) 271,454
At T July 2005 5713869 12,468 72231 5G,725 16,533,812
Toms for the period e : b “ o)
Total expanss for the year e : S it
Exercise of aptions 746y L o ' - 754,165
Allotment of new shares 1,372,000 1,372,000
Cost of share based payments 28,088

At 38 Juna 2008 53,840,034 12,468 (40,244,850) 85714 14,216,366




Cash Flow Statement
30 JUNE 2006

YEAR ENDED 30 JUNE 2006 Consolidated Lynas Corporation Limited
206 2005 2006 2005
Notes 3 $ 3 3
CASH FLOWS FROM OPERATING ACTIVITIES Tl R
Receipts from rental s __'_158,542._: 95,290 152,890 45,260
Payments to suppliers and employees .{4,94]!]_42)_ {6,033.709) - j.{4,958,5_c:}8}_ {5,882 688
Inierest received '._.._._.'..5_321,1_62.._. 536,070 f-'.._..__h."..ﬁ_zo,523 516,070
Borrowings costs {453,102) {218,790} o {453,102} [218,790)
NET CASH FLOWS USED IN OPERATING ACTIVITIES  21(a)  (4.615740)  (5.641130)  (4638.397)  {5,490.118)
CASH FLOWS FROM INVESTING ACTIVITIES o S
Proceeds fram sale of investment in listed company -'_::.6,526,8__2.8 . _'j_.f_:,52{_5,8_28
Puschase of property, plant and equipment 1A .:'_'-:_"._'_{715,48_3)_ [66.950) - ('2__5,533}_ 66,950)
Proceeds from sale of property, plant and equipment SR . 3,810 S 3,810
Security bonds releasedf{paid) 152,161 R 162,161
Advances to subsidiary carmpany e (3,000,000} {153,022)
Payments for explaration and developrment '{3,377,706] ”(.2,037,750}
NET CASH FLOWS FROM/{USED IN) INVESTING T e
ACTIVITIES 2,434,10G 124,021 1,462,545 [22,001)
CASH FLOWS FROM FINANCING ACTIVITIES ST T
Proceeds from issues of ordinary shares 19 2,126_,1_65 ; 3,150,000 ._2,3_2_6,1_65__. 3,150,000
Repayment of borrowings : f27m00000 (2,750,000)
NET CASH FLOWS FROM FINANCING ACTIVITIES 2,326,165 400,000 2126165 400,000
NET DECREASEINCASHHELD (54,366) 5128 {1,049,487) [5,112.119)
Add opening cash brought forward -:'--'.._7,240_,438. 12,352,556 f-'-..._7,_24grgz4 12,352,543
CLOSING CASH CARRIED FORWARD bl 785572 7240438 6,100,957 7,240,424




Notes to Financial Statements
30 JUNE 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

{a} Basis of accounting

The financial report of Lynas Corporation Limited for the year ended 30 |une 2006 was asthotized for issue in accordance with a
resolution af the directars on 12 September 2006,

The financial report is a general-purpose financial report, which has been prepared in accordance with the requirements of the
Corporations Act 2001 and applicable Australian Equivalents to Internationsl Financial Reporting Standards (AIFRS). Other
mandatory professional reporting requirements (Urgent Issues Group Consensus YViews) have also been cornplied with, including
Urgent lssues Group Consensus Views,

Compliance with IFRS

Compliance with AIFRS ensures that the consolidated financial statements and notes of Lynas Corporation Limited comply with
International Financial Reporting Standards (IFRS).

Application of AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting Standards

These financial staterments are the first Lynas Corporation Limited financial staterments to be prepared in accordance with AIFRS.
AASE T fisst-time Adoption of Australian Equivalents to Internationat Finandal Reporting Standards has been applied in preparing
these financial statements.

Financial staternents of Lynas Corporation Limited untdl 3o |une 2005 had been prepared in accordance with previous Australian
Generally Accepted Accounting Principles (ACAAP). AGAAP differs in certain respects frarm AIFRES. When preparing Lynas
Corporation Limited 2006 financial staterments, management has amended certain accounting, valuation and consolidation methods
applied in the AGAAP financial statements 1o comply with AIFRS. With the exception of financial instruments, the comparative
figures in respect of 2oor were restated to reflect these adjustments. The group hag taken the exemption avallable under AASB 1 to
orly apply AASE 132 and AASE 139 from 1 July 2o0os.

Reconciiations and descriptions of the effect of transition from previous AGAAF to AIFRS an the Group's equity and its net incorme
are given in note 2.

Historical cost convention

The financial report has been prepared in accordance with the historical cost convention.

Critical accounting estimates

The preparation of financial statements in conformity with AIFES requives the use of certain critical accounting estimates. It also
requires rmanagement to exercise its judgerment in the process of applying the Croup’s accounting policies. The areas involving a
higher degree of judgement or complexity, or areas where assumptions and estimates are significant Lo the financial staterments, are
related 1o impairment, These are disclased in note 1(h).




Notes to Financial Statements

30 JUNE 2006

1. SUMMARY OF SEGNIFICANT ACCOUNTING POLICIES {continued)

b} Changes in accounting policies

Australian Accounting Standards and UIG interpretations that have recently beer amended and are effective from 1 |anuary 2006 are

outlined in the table below.

Standards (AASE Y,
& AASE 13g)

of UG Interpretation

4. Cansequential
amendments made to
AASE 139 due 1o the issue
of UIG Interpretation 5.

beginning on or
after 1 lanuary
2006

accounting policies or
relate ta transactions that
the Croup has not entered
into and therefore there
has been o impact.

Application
date of impact on Group Application
Reference Tite Summary standard accounting policies date
AASB 2004-3 | Amendments Arendment to AASE 11g For annual These requirernerts 1 fahuary
to Australian to incarporate changes to reparting are consistent with 2006
Accounting {FRS in connection with periods the Group's existing
Standards (AASE the ‘corridor approach’ to | beginning on or | accounting policies or
139 account for moverments in | after 1 jJanuary | relate to transactions that
actuarial gains and losses 2006 the Group has not entered
for defined benefit slans. inte and therefore there
has been no impact.
AASB 2045-1 | Amendiments Arendment to AASE 135 fo | For annual These requirernerts 1 fahuary
to Australian aliow the foreign currency | reporting are consistent with 2006
Accounting risk of a highly probable periods the Croup's existing
Standards (AASE intra-group forecast beginning on or | accounting policies or
139] transaction to qualify ag after 1 fanuary | relate to transactions that
the hedged item in cartain | 2006 the Croup has not entered
circumstances, into and therefore there
has been no impact.
AASB 2045-4 | Amendiments Arendments refate 1o the | For annual These requirements 1 jatuary
to Australian restriction on designating reparting are consistent with 2006
Accounting financial instruments at fair | periods the Group's existing
Standards (AASE value through profit and beginning on or | accounting policies or
135, AASE 132, loss. after 1 fanuary | relate to transactions that
AASE 3, AASE 023 2006 the Group has not entered
& AASB 138 into and therefore there
has been no impact.
AASB 2045-5 | Amendiments Consequential For annual These requirernerts 1 fahuary
to Australian amendments made to reparting are consistent with 2006
Accounting AASE 1 due to the fssue pericds the Croup's existing




Notes to Financial Statements

30 JUNE 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

{(b) Changes in accounting policies {continued}

Application
date of impact on Group Application
Reference Title Summary standard accounting policles date
AASB 2005-6 | Amendmernts The definition of For annual These requirernents 1 january
to Australian ‘contribution by swners’ reparting are consistent with 2006
Accounting is rernoved znd the AASE periods the Croup's existing
Standards (AASB 1] | 3 scope exclugion for beginning on or | accounting policies or
business combinations after 1 janary | relate to transactions that
irvolving entities or 2006 the Group has not entered
businesses under cormmon into and therefore there
cortrol is adopted. has been no impact.
AASB 2005-9 | Amendments Amendments to all four For annual Impact has not yet been 1 january
to Australian standards providing reporting agsessed 2006
Accounting guidance as ta which periods
Standards AASE 4, | standard spplies to beginning on or
AASB 1023, AASE financial guarantee after 1 fanwary
135 & AASE 132] contracts unider certain 2006
clreumstances,
AASB 2006-1 | Amendments The amendment clarifies For annual These requirernents 1 iaruary
to Australian the requirerments relating reparting are consistent with 2006
Accounting te an entity’s investment periods the Croup's existing
Standards AASE irt foreigh operations beginning on or | accounting policies or
123} and zssists the financial after 1 fanuary | relate to transactions that
reporting of entities with 2006 the Croup has not entered
investments in operations into and therefore there
that have a different has been no impact.
furctional currency.
uic 4 Determining Specifies criteria for For annual These requirernents 1 fanary
whether an determining whether reporting are consistent with 2006
Arrangerment an arrangement 15, or periods the Group's existing
containg a Lease containg, a lease beginning on or | accounting policies or
after 1 fanuary | relate to transactions that
2006 the Croup has not entered
into and therefore there
has been no impact.
UG s Rights to Addresses accounting For annaal These requirernents 1 january
Interests in for the rights to interests reporting are consistent with 2006
Decomitnissioning, | in decommissioning, periods the Group's existing

Restoration and
Envirantrertal
Rehabilitation
Furds

restaration and
environmental
rehabilitation funds and for
additional contributions to
such a fund.

beginning on or
after 1 fanwary
20006

accounting policies or
relate to transactions that
the Croup has not entered
into and therefore there
has been no impact.




Notes to Financial Statements
30 JUNE 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

(b} Changes in accounting policies {continued}

and Bresentation, AASE 101 Presentation of
Financial Staterments, AASB 114 Segment
Heporting, AASE 117 Leases, AASB 133
Eamings per Share, AASB 139 Financial
instriments: Recoghition and Measurement,
AASE 3 First

of AASE 7 relating to financial instrumest
disclosures.

Application
Reference Affected Standard {s) Summary date
2005-10 AASE 132 Financial instruments: Disclosure These amendments stise from the release For annual

reparting
periods
beginning
on o after 1
farmary 2007

AASE 7 Financial Instruments: Disclosures

The Standard reqaires disclosare of:

- the significance of financial instruments for an
entity's financial position and performance; and
- gualitative and guantitative information

about exposure to risks arising frorm financial
irstrurments, including spedfied minirmum
diselosures about credit visk, quidity risk and
marlet risk.

For ahnual
reparting
periods
beginning
on ot after
farwiary 2007

UIG 8 Seope of AASE 2

Clarifies that the scope of AASB 2 deals with
transactions in which an entity cannot identify
specifically some or all of the goads or services
received as consideration for the share-based
payment insiriament

For annual
reporting
periods
beginning on
or after 1 May
2006

UG g Reassessment of Embedded Derivatives

Requires an embedded derivative that has been
combined with a nan-derivative to be separated
from the host cortract and accounted for as a
dervative i certain circmstances.

For ahnual
reparting
periods
beginning on
or after 1 June
2006

{c) Principles of consolidation

The cansolidated financial staterments are those of the consolidated entity, comprising Lynas Corporation Limited (the parent
company) and alf entities that Lynas Corporation Limited controlled from time to time during the year and at reporting date.

Information frorn the financial statements of subsidiaries is included fram the date the parent compary obtains control until such
tirme as control ceases. Where there is [ogs of contral of o subsidiary, the consolidated financial staternents include the resuits for the
part of the reporting period during which the parent carnpany has control.

Subsidiary acquisitions are accounted for using the purchase method of accounting.

The financial statements of subsidiasies are prepared for the same reporting period as the parent company, using consisterdt
accounting policies. Adjustments are made to bring info line any dissimilar sccounting policies that may exist.

All intercampany balances and transactions, incuding unrealised profits arising from intra-group transactions, have been elirminated
in full. Unrealised losses are eliminated unless costs canmot be recovered,

{d} Foreign currencies

Transiation of foreign currency transactions
Both the functioral and presentation currency of Lynas Corporation Limited and its Australian subsidiaries is Avstralian doflars {$).
The functional currency of the China operations of Lynas Chemet dustralia Pty Ltd is Benmimbi Yuan (“RMB™).

Transactions in fareign currencies of entities within the consolidated entity are converted to local currency at the rate of exchange
ruling at the date of the transaction.

Foreign currency monetary iterns that are outstanding at the reporting date Jother than monetary iferns arising under foreign current
contracts where the exchange rate for that monetary item is fised in the contract] are translated vsing the spot rate at the end of the

financial year.

All resulting exchange differences arising on settlement or re-statement are recagnised as revenues and expenses for the financial year,

~ MNonmonetary items measared a fair value in a foreign currency are translated using the exchange rates at the date when the faiy
- value was determined. The functional currency of the overseas subsidiary s Renmimbi Yuarn (*RMB").




Notes to Financial Statements
30 JUNE 2006

1. SUMMARY OF SICNIFICANT ACCOUNTING POLICIES {continued)

As at the reporting date the assets and liabilities of these overseas subsidiasies are translated into the presentation currency of
Lyras Corporation Limited at the rate of exchange ruling at the balance sheet date and the income staterments are transiated st the
weighted average exchange rates for the pedod. The exchange differences arising on the retranslation are taker: directly to a separate
component of equity.

On disposat of & foreign entity, the deferred cumulative amount recognised in equity relating to that particular foreign operatiorn is
recoghised in the income statement,

{e} Cash and cash equivalents
Cash on hand and in banks and short-term deposits are stated at nominal value.

Far the purposes of the Cash Flow Staterments, cash incdludes cash on hand and in banks, and money market investments with an
original maturity date of three months or less, net of outstanding bank overdrafts.

{f} Receivables

Receivables from related parties are recognised and carvied at amortised cost. An estimate for doubtful debts is made when
collection of the full amount is no longer probable. Bad delbyts are written off when identified.

Funds on depasit are measured at naminal value,

{g} investments and other financial assets

2006

Interests in fisted securities are initially recognised at cost. At each balance sheet date they are adjusted to fair value with any charges
ih value recoghnised direct to equity. Dividend income is recoghnised in the statement of financial pedformance when received.
Investiments in controlled entities are carried at the lower of cost and recoverable amount.

2005
Interests in fisted and urlisted securities are carded at the lower of cost and recoverable amount and dividend income i recognised
in the income statement when received.

Investrments in controlied entities are carried at the lower of cost and recoverable amount.

th) Impairment of assets

At each reporting date, the Group assesses whether there is any indication that an asset may be impaired. Where an indicator of
impairment exists, the Group makes a formal estimate of recoverable amount. Where the carrying amount of an asset exceeds its
recoverable amount the asset is considered impaired and is writter down Lo its recoverable amount,

Recoverable amount is the greater of fair value less costs to sell and value in use. It is determined for an individual asset, unless
the agsel's value in use cannot be estimated to be close to its fair value less costs to self and it does not generate cash inflows that
are largely independent of those from other assets or groups of assets, in which case, the recoverable amount is determined for the
cash-generating unit to which the asset belongs.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pretax discount rate that
reflects current market assessments of the time value of money and the risks specific to the agset.

An assessment is also made at each reporting date as to whether there is any indication that previously recognised impairment
losses rmay no longer exist or may have decreased. If such indication exists, the recoverable amount is estimated,

A previously recognised impairment [oss is reversed only if there hag been a change in the estimates used to determine the asset’s
recoverable amount since the [ast impairment loss was recognised. If that is the case the carrying amount of the ssset is increased
to its recoverable amount. That increased amount cannot exeeed the carrying amount that would have been determined, net of
depreciation, had no impairment foss been recognised for the asset in prior years. Such reversal is recognised in profit or loss
uriless the asset is carried at revalued amaunt, in which case the reversal is treated as a revaluation increase, After such a reversal
the deprecistion charge is adjusted in future periods to allocate the asset’s revised carrying armount, less any residual value, on a
systematic basis over its remaining useful life.

{i} Property, plant and eguipment

Cost

All classes of property, plant and equipment are initially measured at cost less accumulated deprediation and any impairment
charges.

Depreciation

Depreciation is provided an a straight-line basis on ali property, plant and equipment.




Notes to Financial Statements
30 JUNE 2006

1. SUMMARY OF SEGNIFICANT ACCOUNTING POLICIES {continued)

2006 2005
Major depreciation periods are: .
Leasehold improvements: The lease ferm The lease term
Plant and equiprment: 5 yeass, 5 years

— furniture & fittings

{i} Leases

Leases are classified at their inception ag either operating or finance leases based on the economic substance of the agreement so as
to reflect the risks and benefits incidental to ownership,

Operaling feases

The minimutm lease payments of operating leases, where the lessor effectively retaing substantially all of the risks and benefits of
awnership of the leased itern, are recognised as an expense on a straight-line basis.

The lease incentive fiability in relation to the non-cancellable operating lease is being rediced on an imputed interest basis over the
lease term at the interest rate implicit in the [ease.

Contingent rentals are recognised as an expense in the financial year in which they are incurred.

{k} Exploration, evaluation, development and restoration cosis

Exploration and evaluation costs

Costs arising from exploration and evaluation activities are carried forward provided such costs are expected 1o be recouped through
successiul development, or by sale, or where exploration and evaluation activities have not, at reporting date, reached 2 stage o
allow a reasonable assessiment regarding the existence of economically recoverable reserves.

Costs cartied forward in respect of an area of interest that s abandoned are written off in the year in which the decision to abandan
is made.

Development costs

Cevelopment costs are expensed as incurred, except where future benefits are expected, beyond any reasonable doubt, to exceed
those costs. Where development costs are deferred such costs are amortised over future periods on a basis related to expected
futare benefits. Unamortised costs are reviewed at each reporting date to determine the amount (if ary) that is no longer recoverable
and any amount identified is vritten off,

Arnortisation
Costs on productive arsas are amartised over the [fe of the area of interest to which such costs relate on the production outpat basis.

Expenditure carried fonward

Significant iterns of carsy forward expenditure having a benefit or relationship to rmore than one period are written off over the
petiads to whick such benefit refates,

Restoration costs

Restaration costs are provided for when exploration and evaluation activities give rise Lo the need for restoration. The costs

inciude obligations refating to reclamation, waste site dosure, plant dosure, platform removal and other costs associated with the
restoration of the site. These estimates of the restoration obligations are based on anticipated technology and legal requirements and
future costs. Any changes in the estimates are adjusted o a prospective basis. In deterrmining the restoration cbligations, the entity
has assumed no significant changes will cecur in the relevant Federal and State legislation in relation to restoration of such mines in
the fiture.

{) Trade and other payables

Liabilities far trade creditors and other armounts are carried at cost which is the fair value of the consideration to be paid in the future
far goods and services received, whether or not bifled to the consolidated entity.

Payables to refated parties are recognised at the principal amount. Interest, when charged by the lender, is recognised ag an expense
oty an accrual basis.

Deferred cash settlements are carried at the present value of the outstanding consideration payable on the acquisition of an asset
discounted at prevailing cormmercial borrowing rates.

Liabilties for trade creditors amounts represent liabilities far goods and services provided to the Company priar to the end of the
financial year and which are unpaid. The amounts are unsecsred and are usually paid within 30 days of recognitior.

{m} interest-bearing liabifities

30 fune 2005

The campany has applied the exemptions from applying AASB132 and 139 to comparatives and as such for comparatives afl loans
o are measured at the principal amount. Interest Is recognised as an expense as it acerues.




Notes to Financial Statements
30 JUNE 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

30 fune 2006

The camponent of the convertible notes that exhibits characteristics of a liability is recognised as a lability in the balance sheet, net
of issue cosls,

O the issue of the canvertible notes, the fair value of the liability component is determined using & market rate for an eguivalent
aot-convertible bond and this amount is carried 23 a long-term lisbility on the amartised cost basis until extinguished on conversion
of redernption. The increase in the lability dae to the passage of time, is recognised as a finance cost.

The remainder of the proceeds iz sllocated to the conversion option that is recognised and indluded in shareholders’ equity, net of
issue costs. The value of the conversion option is rot changed in subsequent years.

{n) Provisions

Provisions are recognised when the economic ertity has a legal, equitable or constructive obligation to make a future sacrifice
of economic benefits to other entities as a result of past transactions or other past events, it s probable that & future sacrifice of
economic benefits will be required and a relisble estimate can be made of the amount of the obligation.

A provision for dividends s not recogrised as a lability unless the dividends are dedared, determined or publicly recornmended on
ot before the reporting date.

If the effect of the time value of maney is material, provisions are discounted using a current pre-tax rate that reflects the risks
specific to the Habilty. When discounting is used, the increase in the provision due to the passage of time is recognised as a
borrowing cost.

{o} issued capita
lssued and paid up capital is recognised at the fair value of the consideration received by the company.

Any trangaction costs arising on the issue of ordinary shares are recognised directly in equity as a reduction of the share proceeds
received.

{p) Revenue recognition

Revenue is recognised to the extent that it is probable that the econamic benefits will flow to the entity and the revenue can be
realizably measured. The following specific recognition critesia must also be met before reventie is recognised:

Sale of goods
Revenue received from the sale or disposal of products, material or services during the exploration, evaluation ar development
shases of operations is offset against deferred expenditure in respect of the area of interest or mineral resouree concemed.

Interest — Recagnised using the effective interest rate method.
Rent — Control of the right to receive the rent payment.

Rendering of services - Control of the right to receive the payment

{q} Share-based payment transactions

The Graup provides benefits to employees (including directors) of the Group in the form of share-based payment transactions,
whereby emnployees render services in exchange for shares or rights over shares {(‘equity-settled transactions'). The Executive and
Empioyee Option Plan {EOPY are in place 1o provide these benefits. Options granted under this vest over a three year perod and
have no attacking market or performance conditions.

The cost of these equity-settied transactions with employees is measured by reference to the fair value at the date at which they are
granted. The fair vaiue is determined by an external valuer using a binomial model,

The curnulative expense recognised for eguity-settled transactions at each reporting date until vesting date reflects {i} the extent to
whichs the vesting period has expired and {ii} the number of awards that, in the opinion of the directors of the Croup, wiil ultimately wvest.
This apinion is formed based on the best available information at balance date. Mo adjustment is made for the likelihood of market
pedormance conditions being met as the effect of these conditions is included in the determination of fair value at grant date.

The income statement charge or credit for a period represents the movement in cumudative expense recognised at the beginning and
end of that period.

Mo expense is recoghised for awards that do not altimately vest, except for awards where vesting is conditional upon 2 market
condition,

Where the terms of an equity-settled avward are medified, s a minimum sn expense is recognised as if the terms had not been
modified. In addition, an expense is recognised for any increase in the valie of the trangaction as a result of the modification, as
measUred st the date of modification. Where an equity-settled award is cancelled, itis treated ag i it had vested on the date of
canceflation, and any expense not et recognised for the award is recognised immediately. However, if a riew award is substituted for
the cancelled award, and designated as a replacement award on the date that it is granted, the cancelled and new award are treated
as if they were a modification of the original award, as described in the previous paragragh.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

The dilutive effect, if ary, of outstanding options is reflected as additional share dilition in the comptatation of earnings per share.

{r) Taxes

Incorne faxes
Tax-effect accounting is applied using the balance sheet method where deferred income tax is provided on all termporary differences
at the balance sheet date between the tax bases of assets and liabilities and their carrying amounts for financdial reporting purposes.

The carrying amount of deferred income tax assets i< reviewed st each balance sheet date and reduced to the extent that it is no
longer probable that sufficent tazable profit will be available to allow all or part of the deferred income tax asset to be vtilised.

Linrecognised deferred income tax assets are reassessed at each balance sheet date and are recognised to the extent that it has
become probable that future taxable profit will allow the deferred tax asset to be recoverad.

Deferred income tax assets and liabilities are measured at the tax rates that sre expected to apply to the year when the asset is realised
ar the liability is settled, based on tax rates (and tax faws) that have been enacted or substantively eracted st the balance sheet date,

Deferred tax assets and deferred tax liabilfties are offset only if a legally enforceable right exists to set off current tax assets against
current tax labilities and the deferred tax assets and Babilities relate 1o the same taxable entity and the same taxation authority

Gouods and Services Toax (G5T)
RevenLes, expenses and assets are recoghizsed net of the amount of GST except:

Where the CST included on a purchase of goods and services is not recoverable from the taxation authotity, in which case the
GST is recognized as part of the cost of scquisition of the asset or as part of the expense tem as applicable; and
Receivables and payables are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is inchuded as part of receivables or payables in the
balance sheet.

Cash flows are included in the cash flow staterment on 2 gross basis and the GST component of cash flows arising from investing
and financing activities, which is recoverable from, or payable to, the taxation authority, are dlassified as operating cash flows.

Commitments and contingencies are disclosed ret of the amount of GST recoverable from, or payable to, the taxation authority.

{s) Employee benefits

Provision is made for employee benefits accumulated as a result of employees rendering services 1p to the reporting date. These
benefits include wages and salasies, annual feave, sick leave and long service leave.

Liabilities arising in respect of wages and salaries, annual leave, sick leave and any other employee benefits expected to be settled
within bwelve months of the reporting date are measared at their nominal amounts based on remuneration rates which are expected
to be paid when the lability is settled. All other employee benefit liabilities are measured at the present value of the estimated future
cash outflow to be made in resect of services provided by employees up to the reporting date. in determining the present value
af future cash cutfiows, the market yield as at the reporting date on national government bonds, which have terms to maturity
approximating the terrms of the related lability, are used.
Employee benefits expenses and revenues ariging in respect of the following categories:

Wages and salasies, non-monetary benefits, annual leave, long service leave, sicl leave and other leave benefits; and

Other types of employee benefits are recognised against profits on a net basig in their respective categories.

{t} Earnings per share
Basic £8% is calculated as net profit attributable to members, adjusted to exclude costs of servicing equity (other than dividends) and
preference share dividends, divided by the weighted average number of ordinary shares, adjusted for any bonus element.
Ditisted EPS is calculsted as net profit attributable to memnbers, adjusted for:
Costs of servicing equity (other than dividends) and preference share dividends;
The after tax effect of dividends and interest associated with dilutive potential ordinary shares that have been recognised as
expenses; and
Other non-discretionary changes in revenues or expenses duting the period that would result from the dilution of potential
ordinary shares;

Divided by the weighted average aumber of ordinary shares and dilutive potential ordinasy shares, adiusted for any bonus element.

{u) Borrowing Costs

Barrowing costs are recoghised as expenses in the period in which they are incurred, except where they are incladed in the costs of

gualifying assets. A gualifying asset is an agset that necessarily takes a substartial period of time to get ready for its intended use or

sate. The capitalisation rate used to determine the amount of borrowing costs to be capitalised is the weighted average interest rate
~. applicable to the entity's outstanding borrowings during the perdod.
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Consolidated Lynas Corporation Limited
390 June | jaly 30 june tiuly
2065 2004 2605 20064
3 5 S 3
2 IMPACT OF ADCPTION OF AIERS
{a} Reconciliation of total equity as presented under
AGAAP to that under AIFRS
Total equity under AGAAP 16,262,378 27,208,828 16,262,378 27,264,778
Adjustment to equity:
Cash of share based payments (2G.863] {2g,863) {29,863) (26,863]
Equity value of share based payments 26,863 20,863 25,863 2¢,863
Total equity under AIFRS 16,262,378 27,258,878 16,262,378 27,264,778
Consolidated Parent Entity
2005 2005
{b} Reconciliation of profit after under AGAAP to that under AIFRS $ $
Loss after tax as previausly reported 14,348,500} (14.152,400]
Recognition of share based payments {25,863} i26,863)
Profit after tax under AIFRS (14,176,363 (14,182,2673)

Share based payment costs are charged 1o the income statement under AASE 2 “share based payments™, but not under ACAAP.

Consolidated Parent Entity

2005 2005

{c) Other differences $ $
Revenue as previously reparted 515,170 Eg,170
Proceeds from disposal of property plant and equipment (3.810 {3,810
Profit disposal of property plant and equipment 755 755
612,115 632,115

Previously under AGAAP revenue inchided proceeds on sale of property and equipment whereas AIFRS anly include profit on sale as
revenue,

(4} There are no material differences between the cash fow staterment presented under AIFRS and previous AGAAP

{e} The company has applied the exermnption under AASE 1 “First-time adaption of AIFRS" which permits the application of AASB 2
“Share-based payments” to equity instrisments granted only after 7 November 2002,
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Consolidated Lynas Corporation Limited
2006, 2005 2006 2005
3 3 5 5

3. REVENUE
Revenues from continuing operations
Sales revenue

Cther revere

Rent 93,289 gn,289
Interest — ather persans feorporations $16,070 016,070
Income fram outsourcng

Profit fromn disposal of property, plant and equipment ' 756 ) . 756
Total other revenies 774,052 Glamg 612,115
Total revenues 7 775,704 12,115 612,115
4. EXPENSES AND LOSSES/(GAINS)

{a} Expenses

Depreciation of non-current assets

Leasehold improvements 27,G50 27,050
Plant and equipment 9515 95,515
Total depreciation of non-cursent assels 122566 105,037 122,565
Borrowing costs expensed NN

Interest expense 320418 .507,773 340418
Total borrowing costs expensed 320418 507,773 340,438
Other expenses o .ﬁ_

Office expenses 424,973 _. [ '.362,%}3@_ 429,073
Operating lease rental 346,747 _:_'.-_:"235,949_:_" 146,747
Travel and accommodation 139,149 : :":_.'364,__701 ._: 136,089
Consulting 1066137 _.3,__093_,(_}_89 g8t,050
Marketing and market research 7.683 S '.'119,0_91 7,683
Conference 8322 . 8322
Accounting and tax consulting s 50,500 50,500
Audit and accounting fees - auditors i 3.5_{_3_,__1 &1 50,478 50,478
Legal conzulting 1.4.;1_9,377 398,174 358,174
Share registry and stock listing fees L -'48,}___7_3 47,734 47,734
lenerment costs _. :.:.:."5_5,_1_25 ' 33,918 33,918
Provision for diminution in subsidiaries T 116,147
Cther o '292,768 uborb .273,522 136,076
Total other expenses .”.3,092,816 . 2,944,861 ..“.3.067,052 2,650,791
Share based ermplovee benefits _"_-.'_2__8,9_88___' 26,363 .. 28,988 29,863

Superanniiation contributions 100,000 213,229 100,004 213,229
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Consolidated Lynas Corporation Limited
L2008 2005 2006 2005

! 3 3 5
4. EXPENSES AND LOSSES/ (CAINS) B
{b} Losses/(gains)
Met loss/(gain) on dispesal of property, plant and

equipment {756) (756
Write down of investment in fisted company 1,343,192 1,143,192
Impairment of deferred exploration evaluation and
developrment costs 7,766,074
Provision for doubtful debt — subsidiay . Lo . 7,766,074
Totaltosses 14,882 Roo850 14,382 gg08 o
The prima facie tax, using tax rates applicable in the
countsy of operation, on loss differs from the income tax
pravided in the financial statements as follows: R o
Prirna facie tax benefit on loss from ordinary activities -:'--'.__._(1,350,6}8} ._ (4.252,908) - .--.__.(';_,3_41_,7_86}__ (4,254,679}
Deferred tax asset not brought to account o i,350,638 4,252,609 o .(1,341,786} 4,254,679
Income tax expense attributable to ordinasy activites . -
Net future income tax benefit not brought to account . L
due to doubt over future realisation
Dreferred tax asset in respect of oLl
Carry forward incorne 8,387,422 -.__'12,_1_17,2_{3{}___.. 887,424
Carry forward capital loss 635,481 978439 £35,487
Other Itermns 66925 1.34,488 166,525

“”13,230,193 8,589,830 .”13,230,193 3,680,830
Deferred income tax liability in respect of SRR e

Deferred explaration, evahuation and developraent IRTEEC e
COsts e (sm3160) . {z.400,000) f-~.._(2_,_777,407} _ (156,247}

Other Iterns  (30677) (1399 (3067) (43,913}

| (548837)  (2.443,93)  (2.508,084) {203,160}

. 8,081,356 6,545,917 10,322,106 ) 2,786,670

{Less) unrecognised tax losses .(8,081,356} {6,545,017) ) 10,322,700} {8 786,670}
Total -

Tax consolidation

Lyrias Corporation Lid and its 100% owned subsidiaries have formed a tax consolidated group. Members of the group have enterad
into a tax sharing arrangement in order o allocate income tax expense to the wholly-owned subsidiaries on a pro-rata basis. in
addition the agreement provides for the allocation of incorne tax liabilities between the entities should the head entity default o its tax
payment obligations. At the balance date, the possibility of default is remote. The head entity of the tax consolidated group is Lynas
Corporation Lid.
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o, DIVIDENDS PAID
Ordinary Shares

Mo dividend has been recommended or dedlared since the end of the previous financial year

Consolidated Lynas Corporation Limited

008 2005 2008 2005

3 3 5 $
7. TRADE AND OTHER RECEIVABLES L T

{CURRENT)

Security bonds 164,000 _ 164,000
Other receivables _"_'_45!_63(2)__ .'
GSTtaxreceivable — laggeg - .I

164,000 164,000

Trade and other receivables are non-interest bearing and
are generally on ho-day terms

8 OTHER FINANCIAL ASSETS {CIURRENT)

Listed shares at market value 6,526,828 6,526,828
.............. P 626,508

9. PREPAYMENTS (CURRENTY | UL B

Prepaid project costs 7 67,600 w599 4,068 . 13,599
...... 67,609 0,559 4,958 15,599

10. PREPAYMENTS (NON-CURRENT) RO

Ueferred share issie costs ' ”"430,;@20 ”'430,420
— 430,420 ...... o

11. TRADE AND OTHER RECEIVABLES el

(NON-CURRENT)

Related party receivables R U

Controlled entities -:'-23_,090,(;)76._' 12,308,774

Less provision for dovbtful debts .(7,766,074} (7,766,074}
.............. S e

For terms and conditions relating to related party receivables refer to note 30
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Consolidated Lynas Corporation Limited
L2006 2005 2006 2005

12. OTHER FINANCIAL ASSETS
(NON-CURRENT]

investments at cost comprise:

Shares

Interest in subsidiaries

Less provision for diminution ) . . {119,148) 116,148}

Total investments - - .”2.925:49? 2,025,401

Percentage of equity interest held

Name Country of incorporation by the consolidated entity investment
2008 2005 | 2006 2005
% % 3 $
M1 Weld Rare Earths Pty Ltd Australia oo 5 i} 5
M1 Weld Holdings Ltd Australia 100 '...._"'3__,944,63_3_ : 3,044,631
Mt Weld Mining Pty Lid Australia 160 !
Lyras Transales Py ttd Australia 100 1
Lyr:as Chernet Australia Pry Ltd Australia 100 100 1
................. '“'3,044,639 . -
Consolidated Lynas Corporation Limited
2006, 2005 2006 2005
$ $ 3 L3
13. PROPERTY, PLANT AND EQUIPMENT S S
tand
Al cost -
Leasehold Improvernents e
Al cost 131,004 131,064 131,064
Accumidated amortisation (375550 {77,068) {37,535}
93509 _. 5,956 53.509
Furniture & Fittings Ll RO
AL cost e ag7.287 448,966 -'.._'.__'_"_47_5,499 448,566
feeumidated depreciation {715,253} 2343770 @5,253) (234,377}
..... 52000 . 2555 "”"'160,246 -
Total property, plant and equipment Q03,12 308098 214,242 308,068
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Consolidated Lynas Corporation Limited
2006, 2005 2006 2005

3 3 5 5

13. PROPERTY, PLANT AND EQUIPMENT
- continued

{a} Reconciliations

Reconcifistions of the carrying amounts of property, plant
and equipment at the beginning and end of the current
finanicial year.

Land

Carrying armount at beginning

Additians

Leasehold improvements

Carrying amount at beginning 54,548 94,548
Additions L 26,01 26,00
Disposal fwritten off o 15,352}
Depreciation expense } [27,000) {27,080}
....... 53,996 93,509 93,509
Furniture & Fittings : e
Carrying amount at beginning 214,589 - 272,219 272,219
Additions : 481323 40,939 -0 40,539
Disposals L {3,054) {3,004}
Depreciation expense (B0, 876} (95515 {80,376} {or, 515}
""" 182,034 214,589 o '?60,246 214,589
Property, plant and equipment 303,192 308098 214,242 308,008
14. DEFERRED EXPLORATION, EVALUATION R G
AND DEVELOPMENT COSTS
Exploration, evaluation and development costs carried
forward in respect of mining areas of interest
Pre-production — exploration and evaliation phases s
Costs brought forward _:' _.'_E,OQO,QOO.__. 15,766,074 30,827
Expenditure incurred during the year -:'--'._.._.9,3_3_9,7.8.8 .
Reduction in carrying vaive f7.766.072) -
N 17,311,788 gooo000 530,823 30,823

The ultimate recoupment of casts carried forward for exploration and evaluation phases is dependent on the successful development
and commercial exploitation or sale of the respective mining areas. Amortisation of the costs carried forward for the development
phase is not being recognised pending the commencement of production.

The recoverable value estimation is based on fair value less costs to sell ag determined by management taking into consideration
future prospectivity of the mining areas that the deferred exploration and developraent costs are attached to.
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Consolidated Lynas Corporation Limited
2006, 2005 2006 2005
$ 3 3 3
15. TRADE AND OTHER PAYABLES v
(CURRENT) T
Trade creditors ¢ - :3:0.8,263_ 129,282 3_98.1261..__ 124,282
Other creditors (i) . 227,024 1816 _'_':'_2_22,550.._: 131,816
Acerual for payrment to Ashion (i) o '5,727,200 "'5,727,200
6,262,487 261,008 ””6,258,111 261,008
Terms ard conditions relating to the above financial instruments:
(it Trade creditors are non-interest bearing and are normally settled on 30 day terms.
{iiy Other creditors are non-interest bearing and have an average term of 30 days
{iif) This amount wag repaid after 30 une 2006 — refer details in note 21
Consolidated Lynas Corporation Limited
2008 2005 2006 2005
b4 3 . 3
16. INTEREST BEARING LIABILITIES - " '
Unsecured
{a} Current
Convertible nates — 100 notes at 350,000 sach
Accrded interest 179,071 176,071
4,947,482 170,071 4,947,482 179,071
{a} Non-current L L
Comvertible notes — 100 notes at $50,000 cach RLO00,000 5,000,000
.............. - oo 0000

Unsecured Borrowings

Terms and conditions relating to the above financial instruments

In Novernber 2003 the Company issued & total of zoo unsecured Convertible Notes of 350,000 each. The Convertible Notes have a

3-vear term and can be redeerned far cash, or converted info shares at the rate of:

Upon conversion within one vear after issue date 333,334 shares and 133,333 Options each to acquive one share at a price of
$o.z0 for ach $50,000 note, expiring three years after the fast day of the calendar year in which the Options are issued

Upon conversion after one year, but before two years after the Issue Uate, the Motehalder will receive 294,118 Shares and 18,824
optivns each to acguire one share at a price of 3020 per $10,000 note expiring three years after the last day of the calendar year

irt which the Optians are issued.

Upon conversion after two years after the lssue Date, but before the Maturity Date the Moteholder will receive 263,158 ordinary

shares for every Mote.

In previous years 100 unsecured convertible notes of 350,000 each {plus accamulated interest) were exercised for a total value of
$r,000,000 i equity. Accordingly at 30 |une 2006 only the 100 Convertible Motes remain outstanding. Subsequent to balance date

these were repaid {refer note 27).
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Consolidated Lynas Corporation Limited
2006, 2005 2006 2005
$ 3 3 3
17. PROVISIONS {CURRENT) e "
Employee benefits {refer note 23) 212,457 15g.829 154,820
Restoration, rehabilitation and closure (refer noten8) 15,500 44,322 15,500 44,322
""" 227,957 204,151 o 227,957 204,153
18, PROVISIONS (NON-CURRENT) R
Long service [eave ' ..:_.__;:_3_{_3_,335 172,018 .:..___._'_"_1_1_11}_]335 172,018
Restoration, rehabilitation and closure o .?T0,000 180,247 "'.330,000 180,247
""" 220,335 352265 220335 352,265

Provision for Restoration, Rehabilitation and Closure

Closure costs reflect the estimated amounts that wilf be incarred and the net exposure to future costs for the dosure of the Perth

Premmises.

Provision for restaration is recognised in relation to the mining activities for costs such as reclamation, waste site closure, plant
closure and other costs assodiated with the restoration of a mining site. Estimates of the restoration obligations are based on
anticipated techriology and legal requirements and future costs, which have been discounted to their present value. |n determining
the restoration provision, the entity has assemed ao significant changes will occur in the relevant Federal and State Legisiation in

relation to restoration of such mines in the future.

Consolidated Lynas Corporation Limited
2008 2005 2006 2005
3 $ $ $
Movements in provision for restoration, .
rehabilitation and closure R
Carrying arncunt at beginning i ..:_224,_569 253,818 253,818
Reduction i provisiah {96970} {11,524) (11,524}
Amounts utilised during the year .(2,099}. (17.725) (2,096 {17,725}
Careying amount atend 224569 224,569
19. {SSUED CAPITAL
lssued and paid up capital el e
Oredinary shares fully paid 33,84(}.034 01,713,865 53,840,034. £1,713,869
(53840034 51713869 53,840034 51713869
.......... oos 2006 2005 2005
Numberof. oo v Numberof
Movements in shares on issue shares Z shares %
Beginning of the financial year f'_2_3_2,2€:1,5_95_:. '__'__":_.51___,7_13,86_9 o 212,528,221 48,563,864
lssused during the yesr RS
issue of shares pursuant to exercige of canvertible notes - sl e 18,333,370 2,750,000
issue of shares pursuant to option conversion 3,763,329 _.':.754,;__65 . 1L400,000 400,000
aliotment of nevw sharess ) Q,SO0,000 """" 1,372,000
End of the financial year 245,824,924 o 51,840,034 . 232,261,555 53,713,865

*Omg lanvary 2o0f the company issued 800,000 shares at 3014 each raising 2 total of $1.372,000
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16, ISSUED CARITAL {continued)
Additional share capital

Subsequent to year end the shareholders have approved a placement totalling 340 million. See note 27 for further details.

Share Options At 30 june 2063 issued Exercised At 30 june 2006 Exercise Price Expiry
Incentive Plan aptions 7,730,000 (30,000) 7,700,000 $0.25 Moverrber 2006
Urilisted options 4,266,656 1,333,330} 2,933,326 $ozo December 2006
Urilisted options 3,000,000 {2,000,000) 1,000,000 $o.zo Moverrber 2006
Incentive plan options 300,000 300,000 $o30 Navernber 2007
Urilisted options 7 500,000 7,500,000 fos0 Mavernber 2007
Urilisted options 8,133,213 (399,599 7,733,314 foz20 Decernber 2007
Incentive Plan aptions 1,270,000 1,270,000 o3 urie 2008
tnilisted options 9,800,000 4,800,000 $oa7 fahliary 200G

32,199,969 9,800,000 {3.763.329)

38,236,640

At the end of the financial year there were 100 convestible notes outstanding. i these notes were fully exercised there would be up to

an additional 26,315,78g options over ordinary ghares on issue.

Terms and conditions of contributed equity

Ordinary shares

Ordinary shares have the right to receive dividends as declared and, in the event of winding up the company, to participate in the
oroceeds from the sale of all surplus assets in propartion to the number of and amounts paid up on shares held.

Ordinary shares entitle their holder fo one vote, either in person or by proxy, at a meeting of the company.

Options

Ogption holders do not have the right to receive dividends nor are they entitled to vote ot & meeting of the company

Consolidated Lynas Corporation Limited
2006 2005 2008 2005
3 3 . $
20. RESERVES R
Share-based payments reserve 38,71_4 £g,726 L8R Ta 53,726
Foreign currency translation reserve 27,440 -
...... '216,154 myy: — e y:

Share based payments reserve:

The share based payments reserve is used ta recard
the value of equity benefits provided to employees and
directors as part of their rerauneration,

Foreign currency transiation reserve:

The foreign currency transiation reserve is used to record
exchange differences arising from the translation of the
financial staternents of foreign subsidiaries.
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21, STATEMENT OF CASH FLOWS

{a} Reconciliation of the net loss after tax to the net

cash flows from operations
Net lass

Non-Cash fterns

Consolidated Lynas Corporation Limited
2008 2005 - 2006 2005
5 5

3 3

(4502,061  (14176,363)

C{g,472,616)

(14,182,263}

Gepreciation and Amortisation of non-current assets '-595,93] 122,565 122,565
Net [profit floss on disposal of property, plant ard L
equipment {756) (756
Cérninution in investment in subsidiaries 115,147
Reductian i carsying value of asset 7,766,074
Provision for doubtfuf debis — subsidiary 7,766,074
Devalvation of investment SRR 1,143,152 1,143,192
Share based employee remuneration 2_8_,988... 26,863 24,863
Changes in assets and fiabilities - k
(increasel Jdecrease in other assets (580472} - 16,883) {16,383}
{Decrease) fincrease in trade and other creditors o -ﬁ_9__4,68.c_:> ' {540,017) froz, 8438
(Decrease) fincrease in interest bearing liabilities o _ 121,628 121,628
(Decrease) fincrease in employee entitlernents e GeR (60,553 {60,503}
[Decrease) fincrease in rehabilitation provision t28,822} {29,249] .(28,822} {20,249}
Net cask: flow frarm operating activities ) (4,675,140} {r.641.139) '{4,638,192} (5,490,1:8}
{b} Reconcitiation of cash R
Cush bolance comprizes: .

Cash and cash equivalents o .7,185,572 . 7,240,438 7,240,424
{c) Financing facilities available SACRIERRAS
At reporting dute, the following financing facifities had been
negotioted and were available:
Total facilities B e

Convertible note facility - _."5,000,0_0_9_-_‘ 5,000,000 "..IS)O.QO_,O?(? : 5,000,000
Facifities used at reporting date - P

Convertible note facility i .5,000,000 RO00,000 .5,000,000 5,000,000
Faciifios urmsed atroporting doe — —
{d} Significant non-cash transactions
Conversion af convertible notes to ordinary shares 2,750,000 2,750,000

Acerual for payment to Ashton

) .5;7271200

) 5727200
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Consolidated Lynas Corporation Limited
2006 2005 oo 2006 2005

3 % 5 $
22, EXPENDITURE COMMITMENTS Lo

{a} Exploration commitments

not fater than one year _:'_.'_.ﬁ'..:.235=579._: 215,156

215156
later than o year and nol [ater than five years N 5G.000 . 130,153 130,153
later than five years 40,000 35,848 35,848
"""" 425,679 385157 425,679 385,157
{b} Lease commitments . .
not iater than one yeay 230,556 28ansh - 280556 280,556
later than one year and not (ater than five years 132 2G5 ' Rc2851 522,295 . Zo2,851
...... 802 B3 1,083,407 o B0z B 1,083,407
The sbove commitments relate to a lease for office AN BT
orefrises with an expiry date of 28 February 2009
23, EMPLOYEE BENEFITS AND
SUPERANNUATION COMMITMENTS
Employee Benefits
The aggregate employee benefit liability is comprised of: e
Accrued wages, salaries and on-costs '46_,754 69,416 60,416
Acerued anmual leave '_._._"__..1_]1,_8__29 wgf2g .".'..1:_11,379 155,829
Provision for long service leave i10,913 . 172,018 é10,913 172,018
""" 165,046 401,263 o .368,668 401,263

Superannyation Commitments

All ernployees are entitled to varying levels of benefits on retirement, disability or death. Employees contribute to the plans at various
percentages of their wages and salaries. Contributions by the consolidated entity of up to 6% of employee’s wages and salaries are
legally enforceable in Australia
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24. SHARE BASED PAYMENTS

Employee Option Plan

Ar employee option plan has been established whereby Lynas Corporation may, at the discretion of directors, grant options over the
ardinary shares of Lynas Corporation Limited to directors, executives and certain members of staff of the consolidated entity. The
options issued for nil consideration, are granted in accordance with performance guidelines established by the directors of Lynas
Corporation Limited, although the management of Lynas Corporation Limited retaing the fina discretion on the issue of the options.
The options are issued for a term of 5 years and are exercisable beginning on the third anniversary of the date of grant. The options
cannot be transferred and wili not be quoted an the ASK.

Information with respect to the aumber of options granted under the employee share incentive scherne 1y as follows:

2006 2005

© Number of options Nurmber of options

Bafance at beginning of year S 4,675,000
adjustments 27,000
exercised or lapsed {400,000}
Balance at end of year 4,300,000

Exercizable at end of year 7,700,000 .I 7,730,000
Options held at the beginning of the reporting period:
The fallowing table summarises information about options held by employees as at 1 July 2005

Wetghted average
Number of options Grant date Vesting date Expiry date exercise price
7,730,000 30 Movernber 2001 3 years to 30 Novernber 2004 30 Novernber 2006 $a.2%
300,000 26 Movernber 2002 3 years Lo 26 Novernber 2005 26 November 2007 oo
1,270,000 30 June 2003 3 years Lo 30 june 2006 30 June 2008 $0.30
9,300,000

Options granted during the reporting period:

There were no options grarited dusing the reporting period pursuant to the employee option plan

Options exercised during the reporting period:

The following table summarises information about options exercised by employees during the year ended 30 June 2008:

Market value

Number of Proceeds from Number of at date of
options Grantdate  Exercise date Expiry date Exercise price shaves issues shares issued issue date issue
30,000 30 Nov zoo 14 Apr 2006 30 Mov 2a06 $o.ay 7,500 3o.coc 18 Apr 2006 11,700

Options held as at the end of the reporting period:

The following table surmmarises information about options held by the employee ag at 30 june 2006:

Weighted average

Number of options
7,700,000
300,000

1,270,000

Grant date
30 Movernber 2000
26 Movernber 2002

30 June 2003

Vesting date
30 November 2004
26 November 2005

30 June 2006

Expiry date
30 Movernber 2006
26 MNovernber 2007

30 furie 2008

exercise price
$onzn
o0

fos0

9,270,000
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25, CONTINGENT LIABILITIES AND CONTINGENT ASSETS

Ceneral

The campany had entered into guarantees, contracts, maintenance bonds and warranties in the normal course of business, inchuding
verformance bond guarantees arranged with a bank totalling $164,000 (2005 - $164,000).

Mt Weld Project — Ashion Contingent Debt and Royalty

During the year the company has negotiated and executed a new agreerment in relation to the contingent debt and royalty to Aghton
Miring (WA Pty Limited {Ashtan] in refation to the WMt Weld project.

The terms of the restrictuse under the Agreement are that Lynas assurmes an obligstion to pay Ashton an amount equivalent to the
Contingent Debt in a schedule of payments over the next three years: $3 million on signing of the agreernent, $1 million by Decernber
zooé, $1 milion by Decernber zoo7 and a final payment of approvimately $3.6 million {subject to CPinderation on the cutstanding
armount) by Decernber zoog. Any outstanding balance is, in addition, subject to early repayment within 15 business days of the
seeurrence of certain evenis specified in the Agreerment, key amongst which are the following:

a)  acapital raiging oceurs for the development of the Mt Weld tenements;
) rrining commences on the Mt Weld tenements; or
¢ an event of default oeeurs.

In return for Lynas agreeing to and complying with thiz payment schedule, Ashton has suspended its claw back rights and the royalty
shiigations. These rights will terminate completely on payment of the final instalment referred to above.
The $3 million on execution of this agreement has been paid. The remaining payments of 35,727,200 have been included in current

liabilities based on the capital raising referred to in Mote 27. The amounts have been capitafised in Exploration, Evaluation and
Development costs in the Balance Sheet.

On 4 August 2006 shareholder approval for the capital raising referred to above was obtaired and part of the funds raised has been
used to fully satisfy this agreement.

Consolidated
2006 2005

26, EARNINGS PER 5HARE

The following reflects the income and share data used in the cafaulations of basic and diluted
earnings per share:

Net loss .(4,502,061) {14,176,363)

Earnings used in caleulating basic and difuted earnings per share ' {4,502,061) {14,176,363)
" Number of - Number of

shares shares

Weighted average riurnber of ordinary shares used in calcalating basic earnings per share: 237364818 227,831,077

Effect of difutive securities:

The number of options and convertible notes which are potential ardinary shares that are not o
dilutive and hence not used in the valuation of the diluted earnings per share 64,552,425 32,144,955

Adjusted weighted average rumber of ordinary used in caladating dituted earnings per share ..237,394,818 227,83%,077
e (6.22)

Cifited loss per share {cents per shase! {1.85) (.22}

Basic loss per share (cents per share)
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26, EARNINGS PER SHARE {continued)

Conversions, calls, subscriptions or issues after 30 june 2006

There have been no other corversions to, calls of, ar subscriptions for ordinary shares or issues of potential ordinary shares since the
reporting date and before the completion of this financial repart.

information conceming the classification of securities

Options

Ogptions granted to employees under the Lynas Corporation Limited Employee Option Plan are considered to be potential ordinary

shares and have been included in the determination of diluted eamings per share to the extent to which they are dilutive. The options
have not been included in the determinatior: of bagic earnings per share. Details relating to options are set ouf in notes 24,

Convertible noles

Convertible notes are considered 1o be potential ordinary shares shares and have been induded in the determination of diluted
earings per share from their date of issue. The convertible notes have not been induded in the determination of basic earnings per
share. Detais refating to options are set out in notes 16.

27. SUBSEQUENT EVENTS

fa} Following approval by shareholders on 4 August 2006 the company completed a capital raising totalling $75 miliion on 11
August 2006,

The capital raising comprised a 340 million share placement a8 3093 per share and a $37 million convertible notes issue. The
cornmercial terms of the convertible notes include:

Five year terrr

8.25% coupan interest paid quarterly in arrears

40 cent conversion price to Lynas fully paid ordinary shares
{b} Following completion of the capital raising stated above:

The residual liability owing to Ashton weas fally repaid on 15 August 2006, The finral amount paid to Ashton at completion was
$r,727,200 - refer to note 15,

The outstanding 100 convertible notes were redeerned at their face value of $5,000,000 on 21 August 2006 — refer note 16

Consolidated Lynas Corporation Limited
2006, 2005 2006 2005

g S 1 g
28. AUDITORS REMUNERATION - —

Amounts received or due and receivable by Emst & Young
Australia for:

an aadit or review of the financial report of the entity

and any other entity in the consolidated entity 50,550 50,950
tax relates services 46,364 46,864
transaction advice 573 19,573
accounting assistance . - 3,636 .. - 3,636

"""" 51,000 123,023 ."”"'51,000 121,024

29, KEY MANAGEMENT PERSONNEL DISCLOSURES
Directors and Other Key Management Personnel

it Directory

N Curtis Esxeclstive Chairman

D Pavidson Director {non-executive} — resigned 18 August 2001, re-appointed 8 December 2008
| Klein Girector (non-executive}

P Newton Director (non-executive} — resighed 8 Decernber 2007

M Okeby Director (non-executive} — resigned 8 Decermber 20075
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2. KEY MANAGEMENT PERSONNEL DISCLOSURES {continued)
{iiy Other key mansgement personnel

The following persons alse had authority and resporisibifity for planning, directing and controlfing the activities of the Group, directly
of indivectly, during the financial year

M Vaisey Ceneral Manager — Operations & Technical Services

M James Ceneral Manager - Corporate and Business Developrment
H Wang Vice President — China Operations

1 Polovineo Company Secretary

Key management personnel compensation

Consolidated Lynas Corporation Limited
2006, 2005 2006 2005
$ $ 3 L3
Short-term ernployee benefity .:'-.'-.:".9_.791.5_19__' 1,142,869 _:'.I'..:".'.g_?'orﬁ_?@.__ 1,142,865
Post-emplayment benefits o "_6_(:_);312____. 96,651 . 56,951
Share based payments 7 '43,834 . 44,334 .. 43,834 .I 44,334
N '3,074,716 1,284,154 - '1,074,716 1,284,154

The cormpany has taken advantage of the relief provided by ASIC Class Order 06750 and has transferred the detailed rermuneration
disclosures {o the directars’ report. The relevant information can be found in section B of the remuneration report on pages 10 and 1.

Equity instrument disclosures relating to key management personnel

{a} Remuneration Options: Gramted and vested during the year

Options provided as rernuneration and shares issued on exercise of such options

Details of options provided as remuneration and shares issued on the exercise of such options together with the terms and
conditions of the options, car be found in section O of the rerauneration report on pages 1 and 12,

(b} Shares issied on exercise of rernuneration options
During the financial year no shares were issued on exercise of rermuneration options to specified directors and specified executives.
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29.KEY MANAGEMENT PERSONNEL DISCLOSURES {continued)

{c) Option holdings of key management personnel {consolidated)

2006

Bafance at Granted as Balance at end of  Vested at 30 June
Name beginning of period Remuneration Options Exercised  Net Change over period 2086
Directors
M Curtis 2,000,000 - - - 2,000,000 2,000,000
] Kleir
[ Dsvidson 300,000 - - - 300,000
P Newton
A Okeby
Other key
personnel
M James LO0,000 - - - RO0,000 00,000
M Vajzey LO0,000 - - - ROH0,000 RO, D00
H Wang 3,500,000 - - - 1,500,000 1,500,000
| Polevines 50,000 - - - 250,000 250,000

Mo options are vested and unexercisable at the end of the year.

2005

Batance at Granted as Balance atend of  Vested at 30 June
Name beginning of period Remuneration Options Exercised  Net Change over period 20685
Diractors
B Davidson 300,000 - - - 300,000 300,000
M Curtis 2,000,000 - - - 2,000,000 2,000,000
] Klein
[ Davidsar 300,000 - - - 300,000
H Wang 1,500,000 - - - 1,500,000 1,500,000
Other key
personnel
M Jarmes L0000 - - - O, 00 0,000
M Vaisey 500,000 - - - RO, GO0 G0, 0
| Polavines 50,000 - - - 250,000 250,000
{d} Shareholdings of key management personnel {consolidated)
2006 Received during

Balance at beginning of the year on the  Other changes during

Name the year exercise of options the year Balance at end of period
Directors
M oty 15,564,192 - 5,052,230 20,650,478
] Klein 1,080,580 - TO0,000 1,580,580
[ Davidson 635,000 635000
Other key personnel
M James 300,000 - 181,643 £71,643
M Vajzey - - 250,000 250,000
H Wang 00,000 - 400,000 1,200,000

| Polovineo
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29, KEY MANAGEMENT PERSONNEL BISCLOSURES {continued)

Shareholdings of key management personnel {consolidated)

2005 Received during

Balance at beginning of the yearonthe  Other changes during
Name the year exercise of options the year Balance at end of period
Girectors - - 758,000
B Davidson 758,000
M Curtis 15,564,152 - - 15,564,192
H Wang 300,000 - - Bo0,000
s Davidson 635,000 - - 635,000
Other key personnel
W James 350,000 - - 300,000

W Vaisey

| Pelewines

All equity transactions with key management personnel have been entered into under terms and conditions no more favourable than
those the group would have sdopted if dealing with third parties at arms length.
{e} Loans to key management personnel

There ase no loans to specified directars or specified executives.

{f} Other transactions and balances with key management personnel

Adrministrative services amounting to $40,000 were provided by Sino Gold Limited te Lynas Corporation Limited at rates based
ort arms-length transactions. This includes payments for the services of | Polovineo as Campany Secretary. Sino Gold Limited is a
cormpany of which Mr Klein is a director and Mr Curtis was a director untid Novernber 2008,

The balance owing on iterns detailed sbove reflected in the current liabilfties at year end is 312,484 {2005 $5,270).

30. RELATED PARTY DISCLOSURES

Ultimate parent

Lyt:as Corporation Lim#ted is the ultimate parent company.

Wholly-owned group transactions
Loans

Loans made by Lynas Corporation Lirmited to wholly-owned subsidiaries. The loans are made in the ordinary course of business and
are Unisecared and interest free with ne fixed term of repayment.

Ag at 30 june 2006 the total amount owing by wholly-owned subsidiaries to the Parent Company was $23,090,076 (2005
$12,300,774}. This amount is at call and interest free and is not expected to be repaid duting the next twelve months. (Refer: note 113,

31, SEGMENT INFORMATION

Segment products and locations

The group's primary segment reposting format is business segments.

The group's main concentration has been on the Rare Earths resource at Mt Weld near Laverton in Western Austrsfia,

The group's predominant geographical segment is in Australia. Although the group hag some administrative business activitieg in
China this geographical area is not considered significant and is therefare not reportable.

Segment accounting policies

Segrment accounting policies are the same as the consolidated entity's policies described in Note 1. During the financial year, there
were no changes in segrent accounting policies that had a material effect on the <egment Information.
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31. SEGMENT INFORMATION {continued}

Segment accounting policies

Business Segments

Consolidated

(118,339) -

2045 2805 2005
Total segrnent revenue
Nar-segtment revenues R
Iniersst revenue _"'6.2_3,162_ 516,070
Net gain on disposal L
of progerty, plant and
equipment 755
L}r]aﬁocaie(-{ reveﬂu{: .......................... B
- rent and outsourding 152,860 05,290
Total consolidated e T T Lol
reverne 770,704 &1z,11m
Results s PSR SAASS e
Segment result {3,663,278) {33.717.606) (16,825) (3,080,071 {13.835,045)

Nan-segment expense

Imterest el T e {340,418)
nalocaed expenses

Consolidated entity loss

from ordinary activities

before income tax

expense {4.502,061) (34,176,303
Iheome tax expense : -

Netloss e (45021&&1) (16176362
Assets S S o

Segment assels '23,;!43,453 20,029,793 "2.,229,170 2229170 - .25,9?2,623 22,258,663
—_— — —_— P
tiabilities - UL s e e

Segment liabilites  m6s825¢ 5772006 - - - 224,569 11,658,255 5,996,585
e - ——
b oy

Other segment
information:
Acguisition of property,
plant and equipment,
deferred exploration and

development costs and
ather non-current assets

99785, 63,805
Cepreciation CUI05,097 122,564

Amortisation of
botrowing costs

Revaluation of shares in - : :
listed company . - -

11,658,205

519,788,

63,8515
L0037 122,568
_____________ S
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32. FINANCIAL INSTRUMENTS

{a} interest rate risk

CONSOLIDATED - 2006

Financial assets:

interest Bearing

Tota carrying amount

{Floating Rate) Non Interest Bearing as per the balance sheet Weighted average
Category 3 5 5 effective interest rate
Cazh 6,522,68g 262,883 785,572 L%
Security bands 164,000 164,000 L%
Total financial assets 7,086,68g 1,181,738 7,345,572
Financial liabilities:
Interest bearing Non interest Tota carrying amount
{fixed rate} Bearing as per the balance sheet Weighted average
Category 3 5 5 effective interest rate
Trade creditors and ather
payables 6,262,487 6,262,485
Cornvertible note 4,947,482 4,947,482 0.7
Total financial liabilities 4,947,482 6,262,487 1,206,567
CONSOLIDATED - 2005
Financial assets:
interast Bearing Tota carrying amount
{Floating Rate) Non Interest Bearing as per the balance sheet Weighted average
Category 3 5 5 effective interest rate
Cash 7,240,438 7,240,438 5%
Other financial assels 6,546,427 6,546,427
Security bands 164,000 164,000 LAES
Total financial assets 7,404,438 6,546,427 12,950,865
Financial liabilities:
Interest bearing Non interest Total carrying amount
{fixed rate} Bearing as per the balance sheet Weighted average
Category 3 5 5 effective interest rate
Trade crediters and ather
payables 216,255 216,255
Convertible note 5,179,071 5,175,071 0.7
Total financial liabilities 5,179,071 216,255 5,305,326
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32, FINANCIAL INSTRUMENTS {continued}

{a} interest rate risk

PARENT — 2006

Financial assats:

Interest Bearing
{Floating Rate)

Not |nterest Bearing

Totat carrying amount
as per the balance sheet

Weighted average

Category 3 5 5 effective interest rate
Cash 6,003,834 187,103 6,190,537 L%
Related party receivables 15,324,002 15,324,002
Security bands 164,000 164,000 L%
Total financial assets 6,167,834 15,533,105 21,678,399

Financial liabilities:

Interest bearing

Non interest

Totat carrying amount

{fived rate) Bearing as per the balance sheet Weighted average
Category 3 5 5 effective interest rate
Trade creditors and other
payables 6,262,111 6,262,
Convertibie nate 4,947,482 4,947,482 0.7
Total financial liabilities 4,947,482 6,262,111 11,200,553

PARENT — 2005

Financial assets:

Interest Bearing
{Floating Rate)

Not |nterest Bearing

Totat carrying amount
as per the balance sheet

Weighted average

Category 3 5 5 effective interest rate
Cash 7.240,438 7,240,438 5.1%
Other financial assets £,546.427 6,546,427
Related party receivables 4,543,700 4,543,700
Security bands 164,000 164,000 5%
Total financial assets 7,404,438 1,040,127 18,494,561

Financial liabilities:

Interest bearing

MNon interest

Total carrying amount

{fixed rate) Bearing as per the balance sheet Weighted average
Category 3 $ S effective interest rate
Trade creditors and other
payables 216,251 216,255
Convertibie note 5,174,071 5,173,071 0.7%
Total financial liabilities 5,174,071 216,251 5,395,326

(b} Net fair value

The carrying amounis of all finandial assets and liabilities approximate the net falr vahises at balance date.

{c) Credit risk exposures

The maxirmum exposure to credit risl, excluding the value of any collateral or other security, net of any provisions for doubiful debts

of those assets is the carrying value, as disclosed in the balance sheet and notes to the financial staterments,

The econormic entity does not have any material credit sk exposure to any single debtor or group of debtors uader firancial
instrurments entered into by the econormic entity.
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Ih accardance with a resolution of the directors of the company, we state that:
Ih the opinian of the directors:

1 [a) the financial staterments and notes of the company and the cansolidated entity and the additional disclosures included in the
Directors' Report designated as audited are in accordance with the Corparations Act 2003, including:

{iY giving a true and fair view of the company’s and the consolidated entity’s financial position as at 30 June 2006 and of
their performance for the year ended on that date; and
{iiy complying with Accounting Standards and Corporations Regulations zoo; and
(I:) there are reasonable grounds to believe that the compary will be able to pay its debts ag and vhen they become due and
payzbie.
2z This declaration has been made after receiving the declarations required to be made to the directors in accordance with section
angh of the Corparations Act 2o for the financial period ended 30 June 2006.

On behalf of the Board

JALC— I

N Curtis ] Klein
Execitive Chairman Cirector
Sydrey

12 September 2006
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Independent audit report to members of Lynas Corporation Limited

Scope

The financial report, remuneration disclosures and divectors’ responsibility

The financial report comprises the balance sheet, income statement, statement of changes in equity,
cash flow statement, accompanying notes to the financial statements, and the directors’ declaration
for Lynas Corporation Limited (the company) and the consolidated entity, for the year ended 30
June 2006. The consolidated entity comprises both the company and the enlities it controlled
during that year.

The company has disclosed information as required by paragraphs Aus 25.4 to Aus 25.7.2 of
Acconnting Standard AASB 124 Related Party Disclosyres (“remuneration disclosures™), under the
heading “Remuneration Report”™, sections A and B designated as audited on pages Bio 11 of ihe
directors’ report, as permitted by Corporations Regulation 2M.6.04,

The directors of the company are respensible for preparing a financial report that gives a true and
fair view of the financial position and performance of the company and the consolidated entity, and
that complies with Accounting Standards in Australia, in accordance with the Corporations Act
2001. This includes responsibility for the maintenance of adequate accounting records and internal
controls that are designed to prevent and detect fraud and error, and for the accounting policies and
accounting estimates inherent in the financial report, The directors are also responsible for the
resnuncration disclosures contained in the direciors” report.

Audit approach

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

We performed procedures to assess whether in all material respects the financial report presents
fairly, in accordance with the Corporations Act 2001, including compliance with Accounting
Standards in Australia, and other mandatory financial reporting reguirements in Australia, a view
which 1s consistent with our understanding of the company’s and the consolidated entity’s financial
position, and of their performance as represented by the results of their operations and cash flows
and whether the remuneration disclosures comply with Accounting Standard AASB 124 Related
Party Disclosures.

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

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

. assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the directors.
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While we considered the effectiveness of management’s internal controls over financial reporting
when determining the nature and extent of our procedures, our audit was not designed to provide
assurance on internal controls.

We performed procedures to assess whether the substance of business transactions was accurately
reflected in the financial report and the remuneration disclosures. These and our other procedures
did net include consideration or judgement of the appropriateness or reasonableness of the business
plans or strategies adopted by the directors and management of the company.

Independence

We are independent of the company and the consolidated entity and have met the independence
requirements of Australian professional ethical pronouncements and the Corporations Act 2001. We
have given to the directors of the company a written Auditor’s Independence Declaration, a copy of
which is included in the Directars” Report.

Audit opinion

In our opinion:

1. the financial report of Lynas Corporation Limited is in accordance with:
(a)  the Corporations Act 2001, including:

] giving a true and fair view of the financial position of Lynas Corporation Limited
and the consolidated entity at 30 June 2006 and of their performance for the year
ended on that date; and

(ii)  complying with Accounting Standards in Australia and the Corporations
Regulations 2001; and

(b)  other mandatory financial reporting requirements in Australia.

2. the remuneration disclosures that are contained in sections A and B on pages 8 fo 11
designated as audited of the directors’ report comply with Accounting Standard AASE 124
Related Party Disclosures.

Ernst & Young
Michael Elliott
Partner

Sydney
12 September 2006
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Additional information required by the Australian Stock Exchange Lid and not shown elsewhere in this report is as follows.

The information is corrent as st 22 Septemmber 2006

{a} Distribution of ordinary shares

The numbser of shareholders, by size of holding, of ordinary shares are:

Ordinary shares

Number of holders Number of shares
1-1,000 491 266,120
1,007 - 5,000 796 2,293,613
5,007 - 10,000 $32 4,465,364
10,001 - 100,000 1,098 41,244 474
100,001 znd over 232 327,832,111
Total on Register 3,149 376,107,182
Total Overseas Holders 127 12,367,378
The number of shareholders holding less than
a marketable parcel of shares are: 628 444,180
(b} Distribution of options
The numbser of holders, by size of halding, in eack clags of uniisted options are:
$0.25/%0.30 $0.20 $0.20 $0.17 $0.17 Various
11/10/67 31/12/06 31/12/07 16/01/09 1510808 Directors &
Employees
1-1,000
1,007 - 5,000
5,001 - 10,000
10,001 - 100,000 2 i 5
100,001 znd over i 1 6 i z 13
Total 1 3 6 1 3 18
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{c) Twenty largest sharcholders

The names of the twenty largest holders of quoted shares are:

Listed crdinary shares

Number of shares Percentage of ordinary shares
WESTPAC CUSTODIAN NOMINEE 84,595 881 22.49
HSBC CUSTODY NOMINEES 58,064,516 15.44
] P MORCAN NOMINEES AUSTRALIA 27,869 861 7.41
ANZ NOMINEES LIMITED 23,565,634 6.27
MR NECHOLAS ANTHONY CURTIS 11,460,192 3.05
STANDARD BANK LONDON LIMITED 7,628 450 203
NYCO PTY LIMITED 6,440,600 171
SURPION PTY LTD 5,500,600 1.46
WILKES HOLDINGS PTY LTD 5,356,286 1.42
COLBERN FIDUCIARY NOMINEES PTY TD 5,116,175 1.36
CMIEC {AUSTRALIA) PTY LTD 5,000,600 1.33
CITICORP NOMINEES PTY LIMITED 4,867,100 1.29
ALIANA PTY LTD 4,600,600 1.22
NATIONAL NOMINEES LIMITED 2,908,127 0.77
CS FOURTH NOMINEES PTY LTB 2,903,661 047
MR ANTONY JOHN MAGNUS 2,689,470 0.72
ALE-STATES FINANCE PTY LTD 2,250,014 (.60
ROSENFIELD NOMINEES PTY LTD 2,166,675 0.58
WESTERN BRIDGE PTY LTD 1,530,600 0.41
MR CARLOS OSKAR DAVID BUHRE 1,706,600 0.29
Total 265,612,042 70.62

{dh) Substantial shareholders

The narnes of substantial shareholders who have rotified the Company in accordance with section 6718 of the Corporations Act
2007 are:

Number of shares

Ospraie Management LLC and its affiliates 65,218,129
The Goldmarn Sachs Group nc 58,064,516
P Morgan Chase & Co. and its affiliates 27,257,710
Nicholas Anthony Curtis 23,656,478
{e} Voting rights
All ordinary shares (whether fully paid or not} carry one vote per share without restriction.
{f} Schedule of interests in mining tenements
Location Tenement Percentage heid
Mt Weld Rare Earths Project
Mt Weld M38/58 100

M38/59 100

M32/326 146




Glossary

Carbonatite

Wi Weld carbonatite; a circular 3 kilometre diameter, pipe-Eke, intrusive ignecus complex composed dominantly of

B

riesser compenents of siticatas, ok oxide and cal

catcium carbonae wi iwm phosphate.

Catalytic Converter

A device otherwize known as a “Car fitted in the exhaust system of vehicles 1o reduce the emission of harmiul gases

to the aimosphere. Rare Earths are crucial 1o the catalytic activity and thermal stabitity of the Cat. A Cal consisis of 2

ceramic struciure coaled with a mixture of rare earths and a precious metal such as platinum.

Central Lanthanide
Deposit (CLD)

High grade deposit of Rare Earths overtving the centre of the Wt Wald carbonat

Cracking

Mrate i reacied v frich ‘cracks’ the minerals

A process where Rare Earths conce ysulfuric acid at high remperature

thus making the Rare Earths amenzble 1o charmical processing. This process alse referred 1o as sulfuric acid bake [SAB).

Crown Polymetallic
Resource

A sector of the Mt Weld carbenasite that is entiched with a group of valualde metais including niolium, antaium,

Zirconiut, titaniun and Rare Earths.

Inorganic filler

Az iron oxide material preduced in the Rare Earths concentration process that has appiication as & filler in cement.

Intermediate Rare
Earth Producis

Inciudes & range of preducts which contain one or several Rare Earth elements in 2 semi purified form. The chemical

form of the intermediate products is usualy a civoride, carbonate or oxide.

JORC Code The Austrzlasian Code for Repeorting of Mineral Resources and Ore Reserves {the HORC Code’ of “the Code't which
sets out minimum standards, recommendations and guidelines for Puldic Reporiing of expioration results, Mineral
Resources and Ore Reserves in Australasia.

Lanthanides Coltective name for the 14 naturally occurting lanthanide elements from lanthanam {atomic number 575 to fut
{atomic number 715

Metallurgical Fertaining to the metakurgy of an ore, which is the abdity 1o extract minerals or metals of mterest from a rock.

Mineral Reserve

Ore Reserves are those portions of Mineral Resources which, after the application of all mining factors, result inan

estimated tonhage and grade which, in the opinion of the competent Person or Persons making the estimates, can be

oromic, markeiing, izgal, environmental,

-
£

socizl and governmental factors. Ose Reserves are inclusive of difuting material whick will ke mined in conjunction with

the Ore Reserves and delivered to the treatment plant or equivalent.

Mineral Resource

foration and

#owhich has beest ide

The term "Mineral Rescurce” covers minerali fied and estimated througl ex

sampling ang within which Cre Reserves may be defined by the consideration and application of technical, economic,

iegal, ervirormental, social and governmenial facters.

Mischmetal

A pwrophoric alley made from a mixture of Rare Barths metals.

Neo Magnet

A Rare Earth permanen: magnet that iz either manufactured by polyer bonding of neodymiurm iron boron mefal

where the onh of compression moulding {onded magnet}, or where high

gnet shape can be easily formed by inje

temperature sintering is used o form the magner (sintered magnet).

Rare Earths

{atormic number 19).

Rare Earths - Heavy

Coltective name for the lanthanide elzments from egropiurm {alomic number 63) 1o lutetivm {ater

ic number 713

Rare Earths - Light

Coltective name for the lanthanide elzments Trom lanthanum {atomic sumber 573 1o samarium {glomic number 62},

Rare Earths

Conceniration Process

For the Wt Weld ore this is a process of nhysical beneficiation in which the ore is ground and nassed through an oxide

flatasion process 1o concentrate the rare earth bearing minerals and reject the iron oxide minerals.

Rare Earths Direct®
or RED

Lysas™ iraderark representing the valus propositions of the RED Model.

RED Model Lysas™ new "mine-to-markel” approach to the supply chain of the Rare Earths industry.

REQ Acraoym for Rare Earths oxides which is the common form Tor expressing the rare earth composition of mazerials other
than metals.

Separation A process of solvent extraction [or liquid-liquid extraction} that is employed 1o separate the Rare Zarths from impurities

and 1o separate the Rare Earths into groups of rare earth elements and individual efements.

Upstream Project

The tynas Rare Earths prelect comprised of the Wi Weld ming and the integrated processing operation, comprised of the

concentrater andg cracking-separation plasts.
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