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Frecious Metals Australia Limited and its controlled entities
Directors’ report
For the year ended 30 June 2006

The directors present their report together with the financial report of Precious Metals Australia Limited {the Company') and
of the consolidated entity, being the Company arnid its controlled entities, for the financial year ended 30 June 2006 and the
auditor’s report thereon.,
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Frecious Metals Australia Limited and its controlled entities
Directors’ report (continued)
For the year ended 30 June 2006

1. Directors

The directors of the Comparny at any time during or since the end of the financial year are:

Name

Anthony J Grey
B.A. Hist {Hons),
Juris Boctor
Chairman
Independent Non-
Executive Director

Eart of Warwick
Non-Execulive
Birector

Michael J Fry
B.Comm, FSIA
Independent Non-
Executive Director

lan Macpherson
B.Comm, CA
Independent Non-
Executive Director

Roderick Smith
B.Comm, CA, FSIA
Marniaging Director
Executive Director

Shaun Bunn

MSc (Ext Met), Grad
Bip *Mat}, MBA
Birector of
Operations
Executive Director

Kichiael Kiernian
B.Bus
Non-Executive
Birector

Experience, special responsibilities and other directorships

Appotrited as an independent non-executive director and Chairman on 1 December 2005, Mr Grey
graduated with a BA in History (Hons) and then a Juris Doctor from the University of Toronto.
Thereafter, he practised law with a major law firm, McCarthy Tétrault in Toronto for seven years. He
emigrated fo Ausfralia in 1972 and founided and built Pancontinental Mining Limiled info a publicly
tisted major diversified mining house with interest in gold, base metals, coal, industrial minerals and
uranium, before exiting in 1992. Mr Grey has also hield roles as Chairman of Kingsgate Consotidated,
a producing gotd company listed on the ASX, and Polartechnics Lid, an ASX listed biomedical
company. Mr Grey has written two books and numerous articles about the mininig industry.

Appotrited as a director on 14 January 1998, The Ear of Warwick has wide management and property
experience in Australia and overseas. Formerly with Selection Trust, a company established by his
family. After four years as Chairman the Earl handed over the position to Mr Grey on 1 December
2005. The Eard has niot held any other public company directorships over the past three years.

Appoirited as a director on 3 March 2004. Mr Fry has extensive experience in capital markets and
corporate treasury management. Mr Fry holds a bachelor of Commerce degree from the University of
Western Australia, is a Fellow of the Financial Services Institute of Australasia and a past member of
the Australian Stock Exchange. Mr Fry is cusrently a director of Liberty Gotd NL {appointed July 2005},
Livingstonie Petroleum Limited {appointed December 2004) and Red Fork Energy Limiled (appointed
April 2004). Mr Fry also held positionis with Kanowna Lights Limited {resigned December 2003) and
Preston Resources Limited (resigned May 2005).

Appointed as a director on 3 March 2004 and resignied on 3 February 2006. Mr Macpherson has
specialised in the area of corporate advice with particular emphasis on capital structuring, equity and
debt raising, corporate affairs and Stock Exchange compliarice procedures for public companies, both
mining and industriat groups. Mr Macphierson is a director of Navigalor Resources Limited since 2003
and Visiomed Group Limited since 1995,

Appointed as Managing Director on 3 March 2004. Mr Smith graduated from the University of
Western Australia with a Bachelor of Commerce in 1977. He is a Chartered Accountant and a
member of the Securities Institute of Australia. He holds a Diploma in Mining Investment Analysis and
hias studied geology. Mr Smith has been involved at board level with several listed public companies,
and has been instrumental in the devetopmerit of four mines in Western Australia. Mr Smith hiolds no
other directorstips.

Appotrited as Director of Operations on 3 Februaary 2006. Mr Bunn has extensive experiernce in gold
and base metal exploration, mining, processing and project development. Familiar with dealing with
both State and local government bodies, having represernted the community as a shire councillor.
Substantial international business exposure, having co-founded a mining company on the London
Alternative Investment Market (AIM}, and established a new mining venture in North Africa. Mr Bunn
also brings recent experience in capitat raisings, investor relations and marketing. Mr Bunn was a
director of GMA Resousces plc from 2003 to 20086, a company listed on AlM. Mr Bunn resigned from
GMA on 1 February 20086,

Appoirited as a director on 7 August 2006, Mr Kiernan has over 30 years experience in the transport,
processing and mining contracting industries. His experience includes mariganese, chromite, gold,
trori ore, nickel, baryles and fin projects. My Kiernan has held executive positions with Australia's
major transport and mining contractors. Mr Kiernan is currently a director of Monarch Resources
Limited {since 2002}, Croesus Mining NL {since 2005}, Minerat Resources Limited {since 2006},
Australian Zircon NL {since 2006} and Western Media Holdings Limited {since 2006). Mr Kiernan was
also a director of Consolidated Minerals Limited from 1598 fo 2006, refiring as Managing Director in
July 2008,



Precious Metals Australia Limited and its controlled entities

Directors’ report (continued)

For the year ended 30 June 2006

2. Company secretary

Mr Michae! Drew, B.Bus was appointed fo the position of company secretary on 3 February 2006. Mr Drew is an
experienced finance executive and commaercial manager who was heavily involved in the devetopmerit and operation of
Windimurra in 1996 to 2000. Mr Drew was previously the comparny secretary of the company from 1956 fo 1998. Mr Drew
was appointed as Chief Financial Officer of the Company on 25 August 2005.

3 Officers who were previously partners of the audit firm
No officer of the Company has held a position of partner of the current audit firm, KPMG, at a time when KPMG unidertook
an audit of the Company.

4. Directors’ meeting
The number of directors’ meetings (including meetings of committess of directors} and number of meetings attended by
each of the directors of the Company during the financial year are:

Remuneration Committee

Director Board Meetings Audit Commitiee Meetings Meeti
aealings

A B A 8
Anthony J Gray - - - -
Eart of Warwick
Michael J Fry
lan Macpherson
Roderick Smith
Shaun Bunn

Michael Kiernan

Eooh A
Bk ok B

[ oW oW Lol v N -
[ - R e R v R el v I £ 1 4

A — Number of meetings aftended
B — Number of meetings heid during the fime the director heid office during the year



Precious Metals Australia Limited and its controlled entities

Directors’ report (continued)

For the year ended 30 June 2006
A Corporate governance stafement

The consolidated entity has adopted systems of controt and accountability as the basis for the administration of Corporate
Governance. Some of these policies and procedures are summarised below.

5.1

Explanations for departures from Best Practice Recommendations

During the Reporting Period the consolidated entity hias complied with each of the Ten Essential Corporate Governance
Principles and the corresponding Best Practice Recommeridations, other than in relation fo the matters specified below.

Frincipte | BPR Notification of Depariure Explaniation for Departure
Ref Ref
2 2.1 Mr A Grey and Mr MJ Fry are The current structure of the board is considerad appropriate
considered to be independent. given the current position and activities of the conisolidated
During the financial year Mr 1K entity. The cornisolidated entity does not have any current
Macpherson was also an operating assets or mines. The company will continiue fo
independent director. Mr assess the structure and composure of the board as the
Macpherson resigned on 3 business continues fo evolve.
February 06.
2 2.2 During the financial year the Earl The consclidated entity did not participate in any material
of Warwick acted as Chairman for | commercial activities during the first months of the financial
the period 1 July 200510 1 year, thus, the board considered the appoiniment of the Earl
December 2005. The Earlis not | as Chairmarn to be appropriate. With the strengthening of the
considered o be an independent board with the addition of Mr A Grey as an independent
director. The Earl was replaced as | director, the board took this opportunity fo comply with BRP
Chairman by Mr A Greay, an 2.2 and appointed Mr Grey as the new Chairman, replacing
independeri director. the Earl of Warwick.
2 24 There is ric fiomination The duties usually performed by a nomination committee are
commitiee. carried out by the full Board.
4 4.3 The audit commitiee consists of The board has established an audit committee, which
only two directors. Both of these currently consists of Mr A Grey and Mr MJ Fry, the two
directors are independent independent directors.
directors. BPR 4.3 recommends a | The audi commitiee was established during the 2006
minimum of three directors. financial year and has met twice since being established. It
hias primarily been established fo assist the Managing
4.4 The audit commitiee hias not Director and key executives to verify and safeguard the
finalised a formal charter. integrity of the conisolidated entity’s financial reporting.
The board has not yet finalised a formal charter under which
the audit committee should operate, and potentially some
resporisibilities typically borne by the audit commities hiave
remained the responsibility of the full board.
The board and audit committee will look to finalise a formal
charter to govern the rotes, responsibifities, composition,
structure and membership of the audit committee in the forth
coming year.
82 Term of office of each director

Directors Name
Thie Eart of Warwick
Michasl Fry
Roderick Smith
Anthony Grey
Shaun Bunn
Michael Kiernan

{an Macphersorni

14 January 1999
3 March 2004

259 March 2004

1 December 2005
3 February 2005
7 August 2006

3 March 2004

Date of Appointment

Bate of Resignation
A current director

A current director

A current director

A current director

A current director

A current director

3 February 2006




Precious Metals Australia Limited and its controlled entities
Directors’ report {continued)

For the year ended 30 June 2008

8.3 Identification of independent directors

The independerit directors of the Compariy are Mr Anthony Grey and Mr Michael Fry. During the financial year, Mr lan
Macpherson was alsc a director {resigned on 3 February 20086} and was deemed an independent director during his ferm.

5.4 Statement coneerning availability of Independent Professional Advice

H a director considers it necessary to obtain independent professional advice to properly discharge the responsibility of his
office as a director then, provided the director first obtains approvat for incursing such expense form the Chiairman, the
Company will pay the reasoriable expenses associated with obfaining such advice.

5.5 Remuneration comuntitiee

The remuneration commiltee reviews and makes recommendations to the board on remuneration packages and policies
applicable to the executive officers and directors themselves of the conisolidated entity. Subject to approval from the full
board and where applicable the shareholders, the remuneration committee are responsible for share option schemes. His
atso respornisible for incentive performance packages, superaninuation entilements, fringe benefits policies and professional
indemnity and liability insurarice policies.

The members of the remuneration commiliee during the year were:
+«  Mr Anthony Grey - Independent Non-Exacutive Director (Appointad 1 December 2005)
+  Mr Michael Fry — independerit Non-Executive Director
+«  Mrlan Macpherson - Independent Non-Executive Director {Resigned as a director on 3 February 2006)

The remuneration committee comprises only independent non-execulive directors. The Managing Director and Chief
Ftnarncial Officer are invited to remuneration commitiee meetings, as required, to discuss senior executives’ performance
and remuneration packages but do not attend meetings involving matiers pertaining to them.

The remurnieration committee currently meets as required. The committee met one time during the financial year and
commitiee members’ attenidance record is disclosed in the table of directors’ meetings on page 5.

5.6 Rentmeration report
5.8.1 Principles of compensation — audited
Remuneration is referred to as compensation throughout this report.

Key management personniel have authority and responsibility for planning, directing and conitrolling the activities of the
Company and the consclidated entity, including directors of the Comparny and other executives. Key management
personne! includes the five most highly remunerated S300A directors and executives for the Company and the consolidated
entity.

Comperisation levels for key managemenit personnet and secretaries of the Company, and relevant key management
personnel of the consotidated eritity are competitively set o attract and retain appropriately qualified and experiericed
diractors and executives. Where required the remunsration commiiiee obtains independent advice on the appropriateness
of compensation packages of both the Company and consolidated group given trends in comparative companiss both
locally and infernationally and the objectives of the Comparny's compensation strategy.

The compensation structures explained below are designed fo altract suitably qualified candidates, reward the achievement
of strategic objectives, and achieve the broader outcome of creation of value for shareholders. The compensation
structures take into account:

+ the capability and experienice of the key managemerit personnet;

« the key managemenit personnel’s ability to control the relevant segment/s’ performance;

+ the consolidated entity's performance ; and

+ the amount of incentives within each key management person's compensation.

Compensation packages include a mix of fixed and variable compensation and shori-term and long-term performance-
hased incentives. In addition o their salaries, the consolidated entity also provides non-cash benefits fo its key

management personinel, and coniributes to a post-employment defined benefit superannuation ptan on their behalf,

There are rio termination or retirement benefits for non-executive directors,



Precious Metals Australia Limited and its controlled entities

Directors’ report {continued)

For the year ended 30 June 20086

A6 Rentmneration report {continued)

5.8.1 Principles of compensation — audited {continued)

Fixed compensation

Fixed compensation consists of base compensation {which is calculated on a total cost basis and includes any FBT charges
retated to employee benefits including motor vehicles), as welt as emiployer contributions to superannuation furids.

Compensation levels are reviewed at least annually by the remurnieration committee through a process that conisiders
individual, segment and overall performarice of the consolidated entity. Where necessary, external consultants provide
analysis and advice to ensure the directors’ and senior executives’ compensation is competitive in the market place. A senior
execulive’s compensation 18 also reviewed on promotion.

Performance-linked compensation

Performance linked compensation includes both short-term and long-ferm incentives and is designed fo reward key
management personine! for meeting or exceeding their financial and personat objectives. The short-term incentive {(ST1) is an
‘at risk’ bonus provided in the form of cash, while the long-term incentive {LT1) is provided as options over ordinary shares of
the Compariy under the rules of the Executive and Employee Share Option Plan (see note 16 o financial statements).

The Executive and Employee Share Option Plan is administered at the discretion of the Board upon recommendations of the
remurnieration committee. Linder the Plan the Board can riot issue more than 5% of the total number of issued Shares at the
time of each offer. No conditions for future performance or future events are placed on the options once issued, and all options
cari be exercised until expiry.

Other short-term incentive borniuses or cash bonuses are determined by the Remuneration Commiitee and approved by the
Board. Bonuses are based on the individual's performance, which is based on agreed individual performarnice hurdles and/or
performance indicators, as well as the performance or outcomes achieved by the consolidated entity. During the 2005 financial
year, the Managing Director, Mr Roderick Smith was paid a cash bonus of $100,800 for the successful completion of
negotiations with Xstrata regarding the settlement of the Windimurra project. No short-term bonuses were paid during the 2008
financial year.

Other benefits

Key management personnel can receive additional benefils as non-cash benefits, as part of the terms and conditions of their
appointment. Non-cash benefits typically include payment of school fees, club memberships, costs of spouses accompanying
them on business &ips, car parking and mofor vehicles, and the Company pays fringe benefits tax on these benefits.

Thie company has not established a policy for lending of funds to key management personnel. No loans were made during the
currerit or prior financiat periods and no loans are currently cutstanding.

Non-executive directors

Mr Michae! Fry and Mr lan Macpherson, as rion-executive directors, recsive a fixed director's fee of $15,000 each per annum.
Mr Macpherson resigned on 3 February 20086 and was paid orily for the period he was a director. He received no retirement or
terminaticn benefits.

The Earl of Warwick's employment conditions are formalised in confracts of employment to which hie is entitled to $100,000 per
year in fees. The Earl is employed under a fixed three year contract which expires on 30 April 2008. The contract can be
terminated with three months notice from either party, however, if the Company terminates the contract prior fo the three years
expiring it is liable for the fees that would have been paid on the unexpired term of the confract.

Mr Anthony Grey, the Chiairman and a non-executive director is entifled to receive $75,000 per anrium of Director Fee's, with
an increase to $100,000 a year upon successful approval and financing for the re-devslopment of the Windimusra site.

Mr Michae! Kiernan, a non-executive director was appointed on 7 August 2008 and is entitled o receive $30,000 per annum of
Diractor Fee's, with an increase to $50,000 a year upon successful approval and financing for the re-development of the
Windimurra site.



Frecious Metals Australia Limited and its controlied entities

Directors’ report (continued)

For the year ended 30 June 2006

5.6

Remuneration report {continued)

5.6.2 Directors’ and executive officers’ remuneration {Company and Consolidated) - audited

Details of the nature and amount of each major element of remuneration of each director of the Company and each of the five named Company executives, relevant group executives
who receive the highest remuneration and other key management personnel are:

Proat- Other Share-basod E3004 (1){aifi) B300A (1)fehvi
Shart-fern amplevinent lang term payments Froparticn af Valne of options
. P e o e iz i a8 o i f
oy e Mg Super- Yarmination e ! mmmer{a(ron ?S. prop orflm_n 2
b‘r:,_f“‘\ﬂ"r & 5 ;f C&fh monelans Todal Shart- annuation 5 benefits O{?”g;f ";;d Tolal perj;e:;;g{?m rmmrﬁc}s\mfron
eis arlLis benefits term benafis nights (57 £ K "
. & (A 3 g & %
Directors
Non-executive directors
Ny Ardhony Gray [Chairperson) B TR L B
{appointed T Decarnbar 2005 2006 T 43TH0 L AR e L 43,750
The Eart of Warwick, Non-Executive Director | so08 | 99,906 - s 0es i 408996
2005 54,0996 - -l B4e08 - -1 59,845 -
M idichac) I_W 2008 . 75,000 ______ - e " AN 15,()5'0 ........ IRl TR R U 15,350
2005 | 15000 - -l 1s000 - 19,500 35,652
Mr fan Macpherson fresigned 3 February PR e o _ R _ : P R i
2008) 2006 - 8,750 - - 8,750 - - . - g 7st -
2008 15,000 - - 15,000 - - - 18,500 34,500 b¥as
Executive Directors L N . o ) o
Mr Roderiok Semith, Managing Divector 2006 316,665 . 1,348 318,014 28,500 - - L o 346,574
2005 155,836 - 255,836 4027 - - - 269,863
Wir Shaun Buni, Director of Gperations BN : Y IR ’ . B AR
(appointed 3 February 2006} 2006 7| 6AEE7 - L BB.794 5,000 - - - LR TR
Executives
N fdichast Drew, Chisf Financial Offficer P e ST
(appointed 29 August 2005} 2006 | 127105 Ledzresy| ol 10450 357,467
Mr tdichast Temiin, General Manager U BT T . e T
Marketing (appointed 8 June 2006) 2006 "'-._15. 128 ) N 5408 N e _'.'-75 490
Former Executives
N Brat! Foster, Manager Cperations
(appoinied 15 August 2005, mesigned 8 June | - -~ [ ] L PR T S RIS e ORI
Z008] 2008 47,882 - 08, 848 8,809 - - 208,965 318,626
Total campensation: key management 20067 790,948 - 793,538 85,471 - ; 458,723 1,287,738
personfiel (comparny and cornsofidated} )
2005 240,832 100,000 - 340,832 20,328 - . 38 6060 400,187
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Precious Metals Australia Limited and its controlled entities
Directors’ report {continued)

For the year ended 30 June 2006

5.6 Remuneration report {continued)

Notes in relation to the table of directors’ and executive officers remuneration - audited
A.  The short-term incentive bonus paid to My Roderick during the 2005 financial year, related to the successful completion
of action against Xstrata in relation to the Windimurra site.

B. The fair value of the options is calculated at the date of grant using the Black-Scholes option-pricing model and
allocated to the reporting period in which they were granted. The options issued under the Executive and Employes
share option plan are exercisable at any fime from grant date until expiration of the options. in valuing the optionis,
market conditions have been faken info account.

Thie following factors and assumptions were used in defermining the fair value of options on grant date:

Fair value Price of Rigk free  Probability of
Grant per Exercise shares on  Expacted interast aarly exercise Dividend
Date Expiry Date option price grant date  volatility rata of options yield
3 Nov 2005 3 Nov 2010 0.47 $1.30 $1.33 50.0% 5.25% 50% -
28 Nov 2005 28 Nov 2010 0.57 $1.30 $1.47 50.0% 5.25% 50% -
13 Mar 2006 10 Feb 2011 1.04 $1.40 $2.30 28.0% 5.50% 65% -
13 Mar 2006 28 Feb 2011 1.04 $1.40 $2.30 28.0% 5.50% 65% -
18 Jun 2006 10 May 2011 0.58 $1.75 $1.85 38.0% 5.75% 50% -
15 Jun 2006 28 May 2011 0.58 $1.75 $1.85 38.0% 5.75% 50% -

! Expected volatilities are based on the share price performance of the Company from 9 August 2005, being the date the
agreement with Xstrata was finalised. Management believe this period of time is the most appropriate given the changs in
the activities of the business, which are now focussed on the re-development of the Windimurra mine.

5.8.3 Equity instruments

All optionis refer to options over ordinary shares of Precious Metals Australia Limited, which are exercisable on a one-for-
one basis under the Executive and Employee Share Option Plan.

5631 Uptons and rights over equity nstruments granted as compensation - audited

Details on options over ordinary shares in the Company that were granted as compensation to each key management
person dusing the reporting pericd and details on options that were vested during the reporting period are as follows:

Number of options Nuwraber of options Fair vaiue per Exercise price
granted during vested during the option at grant per option Expiry date
20086 financial year Grarnt date financial year date ($) (3
Directors
No options were granted or vested to directors during the financial period.
Execufives
Mr Michae! Drew 100,000 28 Nov 2005 100,000 0.57 $1.30 28 Nov 2010
100,000 13 Mar 20086 100,000 1.04 $140 28BFeb 2011
100,000 15 Jun 2008 100,000 0.58 $1.75 28 May 2011
Mr Bretf Foster 100,500 3 Nov 2005 100,000 0.47 $1.30 30 Nov 2006
100,000 13 Mar 20086 100,000 1.04 $1.40 30 Nov 2006
100,000 15 Jun 2006 100,000 0.58 $1.75 30 Nov 2006
2005
Directors
Mr Michae! Fry 500,000 29 Nov 2004 500,000 0.04 3015 29 Nov 2067
Mr tan Macpherson 500,000 25 Nov 2004 500,000 0.04 $0.15 29 Nov 2007
Executives

No options were granted or vested fo directors during the financial period.

Options were granted to Mr Anthony Grey and Mr Shaun Bunin on 27 Septernber 2006. These options were available fo be
grarnited fo these directors during the financial yvear, however, approval had not yet been obtained from shareholders. This
approval was obtained at a General Meeting of Shareholders on 27 September 2008,



Frecious Metals Australia Limited and its controlled entities

Directors’ report (continued)

For the year ended 30 June 2006

5.6 Remuneration report {continued)

5.6.3 Equity instruments {continued)

5831 Options and dghis over eauity instroments granted as compensation — audiled (continped)
All options expire on the earlier of their expiry date or termination of the individual's employment, unless otherwise agreed

by the Board. The options are exercisable at any time from the grant date fo the expiry date upon receipt by the board of a
writien notice 1o exercise. The options were provided at nio cost to the recipients.

568,52  Modification of ferms of sguity-seliled share-based payment transactions - audited

Mr Brett Foster ceased his employment with the Company on 8 June 2006. AS a result of leaving the service of the
Company, the terms of his employment contract state that the first two franches of options issued to him in November 2005
and February 2008, would expire on 7 June 2008 {one month after leaving service of Company) and the third tranche
issued in May 2006, would expire on 7 September 2006 {three months after leaving service of Comparny}. 0On 27 June
2008, the Board formerly agreed that the three franches of options issued fo Mr Foster will expire oni 30 November 2006
uniess exarcised prior.

On 27 June 2008, being the date of the alleration fo the terms and conditions the closing share price of the Company was
$1.85 per ordinary share. The fair value of the three franches of options valued immediately before the alteration has been
calculated as $76,580. Immediately after the alteration the fair value of these options has been calculated as $73,680,
providing a total difference between the total of the fair value of the option affected by the alteration immediaiely before the
alteration and immediately after the alteration of $2,889.

No other terms of equity-settled share-based payment transactions {including options and rights granted as compensation
to a key management person} have been altered or modified by the issuing entity during the reporting period or the prior
period.

56.3.3  Exercise of options granted as compensation - audited
Bluring the reporting pericd, the following shares were issued on the exercise of options previously grarited as
compensation:

Number of shares Armount paid $/share
Directors
Mr lan Macpherson 500,000 $0.15 per share
Executives

No options were exercised by executives of the Company.

There are no amounts unipaid on the shares issued as a result of the exercise of the options in 2005 or 2006,
There were no options exercised by sither executives or directors of the Company during the 2008 financial year.

5.6.3.4 Analysis of options and rights over enuily instruments granted as compensation - unaudiisd
Details of vesting profile of the options granted as remuneration fo each director of the Company and sach of the five
named Company executives and relevant group executives is detailed below.

Options granted Financial years in Vaiue yet to vest §
% vested  Forfeited which grant

Directors Number Date in year in year (A) vests Min Max
Mr lan Macpherson 500,000 1 Dec 2004 -% Y 2008 - -
Mr Michaea! Fry 500,000 1 Dec 2004 % Yo 2005 - -
Executives
Mr Michae! Drew 106,000 28 Nov 2005 100% Yo 2006 -

106,000 13 Mar 2008 100% Y 2008 -

106,000 15 Jun 2008 100% Y 2008 -
Mr Brett Foster 106,000 3 Nov 2005 100% Yo 2006 -

106,000 13 Mar 2008 100% Y 2008 -

106,000 15 Jun 2008 100% Yo 20086 -

{A)  The % forfeited in the year represents the reduction from the maximum riumber of oplions available fo vest due to
the highest ievel performance criteria not being achieved.
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Precious Metals Australia Limited and its controlled entities

Directors’ report {(continued)
For the year ended 30 June 2008

5.6 Remuneration report {continued)
5.8.3 Equity instruments (continued)
5635  Analysis of movemants in oplions - unaudited

The movement during the reporting period, by value, of options over ordinary shares in the Company held by each
Company director and each of the five named Company executives and relevant group executives is detailed below.

Value of Options
Total option value in

Granted in year Exercised in year Forfeited in year year
$A) ${B) ] $
Mr tan Macpherson - 610,000 - 610,000
Mr Michaet Fry - - - -
Mr Michaea! Drew 218,761 - - 215,761
Mr Brett Foster 208,968 - - 208,969
428,729 610,000 - 1,038,729

{A}  The value of optioris granted in the year is the fair value of the options calculated at grant date using the Black-
Scholes option-pricing model. The total value of the options granted is included in the table above. The options are
exercisable from the date they are granted, thus the value of the options is recorded as remurieration in the year
they are granted {L.e. during the 2006 finaricial year}.

{BY  The value of optioris exercised during the year is calculated as the market price of shares of the Company oni the
Austratian Stock Exchange as &t close of frading on the date the options were exercised after deducting the price
paid fo exercise the option.

8.7 Environmental regulation
Thie consotidated ertity's operations are subject to significant environmenta! regulation under both Commonweatth and
State legislation in relation to its exploration and mining activities.

The consolidated entity is committed fo achieving a high standard of environmental performance. It has employed an
Environmentat Superintenderit to focus on this area fo ensure appropriate monitoring of environmental exposures and
compliance with environmental regulations.

Based on the resulis of enquiries made, the board is not aware of any sigriificant breaches during the period covered by this
report.

A8 Ethical standards

All directors, managers and employees are expected to act with the utmost integrity and objectivity, striving at all timss to
enharice the reputation and performance of the consolidated entity. Every employee hias a nominated supervisor to whom
they may refer any issues arising from their employment. The board reviews the Ethical Standards manual regularly and
processes are in place to promote and commurnicate these poficies.

Confiict of interest
Directors must keep the board advised, on an ongoing basis, of any interest that could potentially conflict with those of the
Company. The board hias developed procedurss to assist directors o disclose potential conflicts of interest.

Where the board believes that a significant conflict exists for a director on a board matter, the director concerned does riot
receive the relevant board papers and is riot present at the meeting whilst the item is considered.
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5.9 Communication with sharehelders

The board provides shareholders with information using a comprehensive Continuous Disclosure Policy which includes
identifying matfers that may have a material effect on the price of the Company’s securities, notifying them fo the ASX,
posting them on the Company's website, and issuing media releases.

In summary, the Continuous Disclosure Policy operates as follows:

& the managing director, director of operations and the chief finaricial officer {also the company secretary) are responsible
for interpreting the company’s policy and where necessary informing the board. The company secretary is responsible
for all communications with the ASX.

Thie full annuat financial report is distributed to all sharehoiders and made available on the compariy's website.

the half-yearly report contains summarised financial information and a review of the operations of the consolidated entity
during the periocd. The half-year reviewed financial report is lodged with the Austratian Securities and Investments
Commission anid the ASX, and sent to any shareholder who requests it. The half-year report is also posted on the
company's website.

& proposed major changes in the consotidated entity which may impact ori shiare ownership rights are submitted to a vote
of shareholders.

& all announcements made to the market, and related information {including information provided to analysts or the media
during briefings), are placed on the Company's website afier they are released o the ASX.

s the external auditor attends the annual general meetings to answer guestions concerning the conduct of the audit, the
preparation and content of the audior’s report, accouriting policies adopted by the Company and the independence of
the auditor in relation to the conduct of the audit.

The board ericourages full participation of shareholders at the Annual General Mesting, to ensure a high level of
accountability and identification with the consolidated entity’s strategy and goals. Important issues are presented fo the
sharsholders as single resolutions.

6. Principal activities
The principat commerciat activity of the consolidated entity during the ysar was the exploration and commercial development
of the Windimurra Vanadium mine site.

There were noc cther significant changes in the nature of the activities of the consolidated entity during the year.

1. Operafing and financial review

Overview of the consolidated entity

The net loss after the provision for income tax for the consclidated entity for the financial year ended 30 June 2006 amounted
to $862,092 (2005: Profit of $6,815,033).

Review of operations

During the first half of the financial year the Company completed all the conditions precedent to the Asset Purchase
Agreement made with Xstrata in April 2005, Completion was reached on 9 August 2005 and as a result Xstrata paid the
Company a further amount of $14.3 million. The Company has taken over all envirorimental obligations Xstrata had or may
have had in respect fo the Windimurra Site. In addition the Company paid $4 million io Xstrata fo acquire all the Windimurra
project tenemenits, information, inteliectual property, patents and plant and equipment remaining on the site.

The Windimurra mine is located 600km north-east of Perth in Western Australia, and BOkm from the fown of M Magnet. The
Midwest Naturat Gas Pipeline, for which Windimurra was the foundation customer, supplies natural gas to the region, with a
spur pipetine direct into the mine. Natural gas is required at Windimurra for powsr generation and fo fuel the rotary kiln,

The previous owner of the mine removed much of the plant and equipment from Windimurra, however some key items such
as the rotary kiln remain on site as are all of the plant services, bore fields, and roads. In addition the consolidated entity has
purchased a number of key items of plant and equipment that were originally installed at the mine, these include magnetic
separators, belt filters, jaw crusher and critical spares. These assets, constructed six years ago cost approximately $60
miffion at the time. A cusrent estimate places their replacement cost at $90 miflion.

In July 2006, Hatch Associates (Match) delivered a Barnkable Feasibility Study {Feasibility Study)} on the reopening of the
Windimurra Vanadium mine. The Feasibility Study concluded that the proiect is robust and can be sconomically developed.
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1. Operating and financial review (continued)

Review of operations (continued)

The Feastbility Study focused on areas of the vanadium process which required modification based on the lessons learnt
from operating the previous mine from 2000 to 2003. This has identified several key areas of process efficiencies which will
positively impact the refurn of the project. The Feasibility Study, confirmatory pilot scale test work arnid related studies by
consultants involved more than 20,000 hours and was completed at a cost of approximatety $5 million.

The Company hias carried cut more than 11,280m of RC drilling and 11,168m of diamond drilting over the past 15 years in
exploring the deposit. This work confirmed the largest proveri reserve of vanadium reported anywhere in the world. A
recent exploration program comprising 20 holes for 1,134 metres was carried out early in 20086, this program extended the
drifled extent of the ore body by a further 1,500m. Further, more extensive drilfing is plarined for late 2006.

The consolidated entity has determined that it will underiake its own mining operation and the feasibility study was prepared
on this basis. The unchallenging mining operation and the comparny's experience at Windimusra makes this a low risk
approach that will deliver both operationial and cost benefits when compared fo contractor mining. To this extent,
acquisition of some second hand equipment has begun fo ensure that current demand on mining equipment doss not
unduly affect the project.

The Project hias environmentat approval under existing Ministerial Conditions. The authorities have advised that it is
reviewing the renewat internally, without the need for the very lengthy formal environmental review required for new
projects. The Compary has submitted an application under section IV of the EPA Act for approval of non-substantial
changes {to the environmerital impact} and the accompanying Environmental Management Plan (EMP). The EMP has
undergone a complete review in order fo incorporate up-fo-date environmental standards, tegislation and practice. A
riumber of significant environmental improvements fo the Windimurra process have also been identified.

The Company's targets for re-development of the mine are the securing of regulatory approvals and finance by the end of
2008, with some refurbishment work also starting in late 2006, With an anticipated fwelve month construction period,
Windimurra will complete construction at the end of 2007.

8. Dividends
No dividernids have been paid or declared by the Company to members during the 2006 or 2005 financial years.

8. Events subsequent o reporting date

On July 31, 2008 the consolidated entity announced the conclusion of a comprehensive Vanadium Sates and Marketing
Agreement and an Equity Investment Agreement with Noble Resources Limited {(Noble) and s parent, Noble Group
Limited.

Noble hias agreed to purchase the total vanadium output of the Windimurra mine at prevailing market prices. Noble has
also agreed to pay a minimum price for vanadium equal fo the cash cost of producing vanadium at Windimurra based on
the forecast production schedule for the first seven years of productior.

Ini consideration for Noble entering into the Vanadium Sales and Marketing agreement, the consolidated entity agresd
{subject to shareholders approval} to pay a once off fee A$10 million by the issue of 3,728,549 fully paid ordinary shares in
the Company egual 1o 4.98% of the shares outstanding.

Under the Equily Investment Agreement, Noble has agreed to provide the Company an unlisted, unsecured convertible
note with a face value of A$8,202,207. This note will have a 3 year term, can be repaid early by the Company, can be
converted into 3,728,548 fully paid ordinary shares in the Company, and incurs interest at LIBOR plus 2% and is subject to
other standard terms.

The Company’s ability fo call for payment of the face value of the note is subject fo completion of due diligence by Noble,
and approval of the Company’s shareholders by 27 September 2006. This Approvai was obtained by the Company’s
shareholders at a General Meeting of Shareholders held on 27 September 2006. Noble has advised the Company that
they have completed their due difigence, thus providing the Company with the ability to make a call for the payment of the
face value of the note when required.
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8. Events subseqguent to reporting date (confinued)

Additionally, Noble was granted a 60 day option to subscribe for 8.999% of the issued share capitat of Windimurra
Vanadium Pty Ltd for A$13.5 million, subject to Noble and PMA entering info a shareholders agreement. Noble advised the
Company on 27 September 2006 that i has exercised the option and agreed the terms of the shareholders agreemenit.

Other than the matter discussed above, there has not arisen in the interval between the end of the financial year and the
date of this report any item, transaction or event of a materiat and unusual nature likely, in the opinion of the directors of the
Company, to affect significantly the operations of the consolidated entity, the results of those operations, or the state of
affairs of the consolidated entity, in future financial years.

14. Likely developments
The consolidated entity intends fo finalise regulatory approvals and project finance late in the 2006 calendar year. His
cusrently proposed that construction will commence around December 2006 and be completed at the end of 2007.

Further information about likely developmenits in the operations of the conisolidated entity and the expected results of those
operations in future financial years has riot been included in this report because disclosure of the information would be
{ikely to resutt in unireasonable prejudice o the consolidated entity.

il Directors’ interes{s

The relevant interest of each director in the shares, debentures, inferests in registered schemes and rights or options over
such instruments issued by the companies within the consclidated entity and other related bodies corporate, as notified by
thie directors to the Australian Stock Excharige in accordance with 5205G{1) of the Corporations Act 2001, at the date of
this report is as follows:

Precious Metals Australia Limited

Ordinary shares Options over ordinary shares
kr Roderick Smith 11,841,709 -
The Ear! of Warwick 6,305,331 -
Mr Michael Fry 2,200,000 500,000
Mr Michiael Kiernan 250,000 250,000
Mr Anthiony Grey - 325,000
Kr Shaun Bunn - 250,000

iz Share options

Options granted to directors and officers of the Company

Bluring or since the end of the financial year, the Company granted options for no consideration over unissued ordinary
shares in the Compariy fo the followinig directors and fo thie foliowing of the five most highly remunerated officers of the
Company as part of their remuneration:

Directors Number of options granted Exercise price Expiry date
Mr Anthiony Grey 325,000 $1.50 26 Sep 2011
Wr Shaun Bunn 125,000 $1.50 26 Sep 2011
125,500 $1.70 26 Sep 2011
kr Michiael Kieran 250,000 $2.20 26 Sep 2011
Officers
Mr Michiael Drew 100,500 $1.30 28 Nov 2010
100,500 $1.40 28 Feb 2011
100,500 $1.75 28 May 2811
100,500 $2.00 28 Aug 2011
Mr Brett Foster 100,500 $1.30 30 Nov 2008
100,000 $1.40 30 Nov 2008
100,500 $1.75 30 Nov 2008

Mr Michiael Tamlin 125,000 $2.60 4 Sep 2009
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12. Share options (continued)

Options granted to directors and officers of the Company {continued)

The options granied to Mr Grey, #r Bunn and Mr Kiernan were granted on 27 September 2006. These options were
available to be issued during the financial year, however, they had not been approved by shareholders. A Generat Meeting
of shareholders was held on 27 September 2006 and approval to issue the options was received. 100,000 options were
grarited to Mr Michae! Drew on 28 August 2006 and 125,000 options were granted fo Mr Michaet Tamlin on 4 September
2008, under the Executive and Employes Share Option Plan.

Unissued shares under options
At the date of this report unissued ordinary shares of the Company under option are:

Expiry date Exercisa price Number of shares
30 Nov 2006 $1.30 100,000
30 Nov 2006 $1.40 100,000
30 Nov 2006 $1.40 160,000
28 Nov 2007 $0.15 500,000
14 Sep 2009 $2.80 100,000
28 Aug 2010 $1.30 100,600
28 Feb 2011 $1.40 100,000
28 May 2011 $1.40 100,000
28 Aug 2011 $2.00 100,600

4 Sep 2011 $2.80 125,000
26 Sep 2011 $1.50 450,000
26 Sep 2011 $1.70 125,000
26 Sep 2011 $2.20 250,000

2,250,000

All options expire on the earlier of their expiry date or termination of the employse’s employment, unless agreed and
authorised by thie board. These options do not entitle the holder fo participate in any share issue of the Comparny or any
other body corporate.

Shares issued on exercise of options
Bluring or since the end of the finaricial year, the Company issued ordinary shares as a result of the exercise of oplicns as
follows (there were no amounts unpaid on the shares issued):

Number of shares Amount paid on each share
3,588 $2.00 Listed options
500,000 $0.15 Uniisted directors options
13. Indemnification and insurance of officers and auditors

indemnification

The Company hias agreed to indemnify the following current directors of the Company, Mr Anthony Grey, Mr Roderick
Smith, The East of Warwick, Mr Michae! Fry, Mr Shaun Bunn and Mr Michael Kiernan and the following former director, Mr
lan Macpherson, against all liabilities to another persori {other than the Company or a related body corporate) that may
arise from their position as directors of the company and its controlied entities, except where the liability arises out of
conduct involvinig a lack of good faith.

The Company has also agreed fo indemnify the current directors of its controlied entities for all {iabilities to another person
{other than the company or a related body corporate) that may arise from their position, except where the liability arises out
of conduct involving a lack of good faith,
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14. Non-audif services
Bluring the year KPMG, the Company’s auditor, has performed certain other services in addition to their statutory duties.

The board has considered the non-audit services provided dusing the year by the auditor and in accordarnce with written
advice provided by resotution of the audit commitiee, is satisfied that the provision of those non-audit services during the
yaar by the auditor is compatible with, and did not compromise, the auditor independence requirements of the Corporations
Act 2001, The non-audit services provided do notf undermine the general principies retating to auditor independerice as set
out in Professional Statement F1FProfessional independence, as they did not involve reviewing or auditing the audior's own
work, acting in @ management or decision making capacity for the Company, acting as an advocate for the Company or
iointly sharing risks and rewards.

Details of the amounts paid to the auditor of the Company, KPMG, and its related practices for audi and non-audit services

provided during the year are sst out below.
Consolidated

2006 2005
$ $
Audit services:
Auditors of the Company
audit and review of financial reports {KPMG Ausiralia) 58,809 25,000
58,889 25,000
Services other than statutory audit:
Other services
Corporate Finance fees (KPMG Australia) 107,100 -
107,100 -

15, Lead auditor’s independence declaration
The Lead auditor's independence declaration is set out on page 51 and forms part of the directors’ report for financial vear
ended 30 June 20086.

This report is made with a resolution of the directors:

e S

Mr Shaun Bunn
Birector

Dated at Perth this 28th day of September 2006.
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Ravenue
Other income

Administrative expenses

Care and maintenance costs

Marketing costs

Other expenses

{Loss}/profit before financing costs

Financial income
Financial expenses
Net financing income

{Loss}/profit before tax

Income tax expense

{Loss)/profit attributable to members of

the parent entity

Earnings per share for profit attributable

to the ordinary equity holders of the
Company:

Basic earnings per share

Diluted sarnings per shars

The income statements are to be read in conjunction with the notes of the financial statements set out on pages 22 to 47,

Nofe

Consolidated

18

The Company

2006 2005 2006 2005
$ $ $ $
- 500,000 - 500,000
6,718 10,011,048 406,719 10,011,048
(976,995) (304,218) (817,155) (304,316}
(336,054) ; . .
(212,178) ; ] )
(1,322,714)  (3475957)  (1,001,367)  (3.475057)
(2,841,222) 6,730,873  (1,501,803) 6,730,775
1,926,617 89,655 1,775,855 89,855
(47,487) (1,495) (18,399) (1,495)
1,879,130 88,160 1,757,456 88,160
(062,092) 6,819,033 255653 6,818,935
(062,092) 6,819,033 255653 6,818,935
$(0.01) $0.19
$(0.01) $0.18
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Consolidated The Company
Note . --.. 2008 2005 172006 2005

s

s $

income recegnised directly in equity

{Loss}profit for the period {962,0.92}_ 5,819,033 ‘255,653 5,818,935

Total recognised income and expense forthe S SRR
period {962,082) 5,815,033 255,653 5,818,935

Accumulated Losses at beginning of the DT B

period 19 {44,329,3093) (51,148,426} {44,320,181) (51,148,126}
Loss for the period {962,092) 5,819,033 255,653 5,818,935
Accumulated Losses at the end of the period 10 [45,291,485) (44,320,393} {44,073,538) (44,325,181)

The statements of recognised income and expense are to be read in conjunction with the notes to the financial statements set out on pages
22 to 47.
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Balance sheels
As at 30 June 2006

Assets
Cash and cash egquivalenis
Trade and other receivables
Inveniories
Investmerits
Total current assets
Investmerits
Property, plant and equipment
Intangible assets
Total non-current assets
Total assets
Liabilities
Trade and other payables
Employee benefits
Total current liabilities
Provisions
Total non-current Habilities
Total liabilities
Net assets
Equity
tssued capital
Reserves
Accumulated losses
Total equity

Note

15
16

17

19
19
19
19

. Lonsolidated _ . The Company
.7 2006 2005 2008 2005
740,419,552 11,014,983 - 36,872,815 11,014,983
133,853 .. - 491,877 133,853
osn s500 500
40,732,381 11,158,336 - 37,368,192 11,158,336
L 202 202
1,958,521 18,132 o 130,732 18,132
6,502,757 ] ; .
8,461,278 18,132 130,934 18,334
49,193,659 11,176,468 37,499,126 11,178,670
1,022,205 1,084,688 27,017 1.084.688
71,480 19,230 71,480 19,230
_ 1,003,685 1103918 288,597 1,103,918
12,107,392 - - .
12,107,392 ] - ]
13,201,077 1,103,918 288,597 1,103,918
35,992,582 10,072,550 37,210,529 10,072,752
76,889,566 1 50436,171 - ..76,880,566  50436,171
4,394,501 - 3,965,772 - 4,394,501 3,065,772
(45201,485)  (44,320303)  (44,073,538)  (44.329,191)
35,992,582 10,072,550 37,210,529 10,072,752

The balance sheels are to be read in conjunction with the notes to the financial statements set out on pages 22 to 47.
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Note

Cash flows from operating activities

Cash receipts from customers

Cash paid to supptliers and employses

Interest received

Net cash from operating activities 25

Cash flows from investing activities

Net proceeds on Xstrata Settlement/Agreement
Acquisition of property, plant and squipmerit
Exploration and evaluation expenditure

Funds loaned to conirolled entities

Funds repaid by confrolled entities

Froceeds from sale of investments

Payments for investments

Net cash from investing activities

Cash flows from financing activities

Frocseds from the issue of share capitat

Payment of transaction costs

Net cash from financing activities 19

Net increase in cash and cash equivalents
Cash and cash squivalents at 1 July

Cash and cash equivalents at 30 June g

Consclidated The Company
L 2008 2008 L2006 2005
S | $ 'y $
500,000 - L . 500,000
- {2,943,920) (1,847,678 (4,754,377} (1,847,674)
1,685,659 89.655 1,535,008 89,655
_{1,258,281) {1,258,021) _ (1.258,019)
10,356,193 11,000,000 11,000,000
-2 (1,230,160) (20,393) " -(131,062)  (20,393)
1 (4,922,598) SR A .
- (11,336,817). .
729,492 .
- - 6,000 -
£10,100) - £10,100)
10,969 507 (376,194)  10.969,507
066,833 27,321,373 966,833
(867,978) (91,854) (867,978) (91,854)
26,453,395 874.979 26,453,395 874,979
29404,569 10,586,465 . 25,857,832 10,586,467
11,014,983 428518 11,014,983 428516
40,418,552 11,014,083 36,872,815 11,014,983

The statements of cash flows are o be read in conjunction with the notes to the financial staterments set out on pages 22 fo 47,
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1. Significant accounting polivies

{a} Statement of compliarice {k) Impairmerit

{b} Basis of preparation {1 Share capitat

{c} Basis of consotidation {m} Employee benefits

{d) Foreign currency {n Share-based payment transactions
{a} Property, plant and equipment {0} Frovisions

{f) Intangible assets {p) Trade and othier payables

{3} Investments {q) Expenses

{h} Trade and other receivables {r) Income Tax

{H Inventories {s) Segment reporting

{H Cash and cash equivalenis {t) Goods and services tax
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

Segment reporting

Other income

Other expenses

Director and employee benefits
Auditors’ remuneration
Income tax

Earnings per share

Cash and cash equivalents
Trade and other receivables
Inventories

Investments

Property, plant and equipment
intangible assels

Trade and cther payables
Employee benefifs

Provisions

Acquisition of Windimurra Assets

Capital and reserves

Financial instruments

21.

22.

23.

24.

25.

26,

27.

28.

Operating leases

Capitat and other commitments
Contingencies

Consolidated entities

Reconciliation of cash flows from
operating activities

Related Parties
Subsequent events

Explanation of transition to
AlIFRSs
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Significant accounting policies

Precious Metals Australia Limiled (the 'Company'} is & company domiciled in Australia. The consolidated financial
report of the Company for the financial year ended 30 Junie 2006 comprises the Company arnid s subsidiaries
{togethier referred to as the ‘consolidated entity'}.

The financial report was authorised for issue by the directors on 28 September 2006.

Statement of compliance

The financial report is a general purpose financial report which has been prepared in accordance with Austratian
Accournting Standards {'AASBs’Y adopted by the Australian Accounting Standards Board ("AASE') and the
Corporations Act 2001. International Financial Reporting Standards {'1FRSs") form the basis of Australian
Accouriting Standards {'AASBs") adopted by the AASB, and for the purpose of this report are catled Australian
equivalernits to IFRS {AlIFRS’ to distinguish from previous Australian GAAP. The financiat reports of the
consolidated entily and the Company also comply with R8s and interpretations adopted by the international
Accourting Standards Board.

This is the consolidated entity’s first financial report prepared in accordance with Australian Accounting Standards,
being AFRS and IFRS, and AASB 1 First-Time Adoption of Austrafian Equivalents to International Financial
Reporting Standards has bgen applied. An explanation of how the transition fo AIFRS has affected the reported
financial position, financial performarice and cash fiows of the consolidated entity and the Company is provided in
ricte 28.

Basis of preparation
The financiat report is presentad in Austratian dollars. The financial report is prepared on the historical cost basis.

ssued standards not early adopted

The following standards and amendmenits have been issued and are available for early adoption at reporting date.
However, they have not been early adopted as they are not applicable to the Compariy and have no impact on its
results:

& AASE 7 Financial instruments: Disclosure {LJecember 2004) replacing the presentation requirements of
financial instruments in AASB 132. AASB 7 is applicabte for annuat reporting periods beginning on or after 1
Jarniuary 2007,

&  AASE 119 Employee Benefits {December 2004). AASE 118 details the requiremerits for the recognition,
measurement and disciosure of employee benefits. AASE 119 is applicable for reporting periods beginning
on or after 1 January 2008,

& AASE 2004-3 Amendments to Australian Accounting Standards {December 2004} amending AASB 1 First
time Adoption of Ausiralian Equivalents to Infernational Financial Reporting Standards (July 2004}, AASE 101
Presentation of Financial Statements and AASB 124 Related Parly Disclosures. The amendments of AASB
2004-3 are applicable for reporting periods beginning on or after 1 January 2006.

& AASE 2006-1 Amendments to Australian Accounting Standards {May 20058) amending AASE 139 Financial
instruments: Recognition and Measurement. The amendments of AASE 2005-1 are applicable for reporting
periods beginning on or after 1 January 20086,

& AASE 2005-4 Amendments to Australian Accounting Standards {June 2005) amending AASB 139 Financial
instruments: Recognition and Measurement, AASB 132 Financial instruments: Disclosure and Presentation,
AASB 1 First-time Adoption of Australian Equivalents fo International Financial Reporting Standards {July
2004}, AASB 1023 General insurance Contracts and AASE 1038 Life Insurance Contracts. Thie amendments
of AASE 2005-4 are applicable for reporting periods beginning on or after 1 January 2008,

& AASE 20056-5 Amendments to Australian Accounting Standards {June 2005) amending AASB 1 First time
Adoption of Australian Equivalents to international Financial Reporting Standards {July 2004), and AASE 139
Financial Instruments: Recognition and Measurement. The amendments of AASE 2005-b are applicable for
reporting periods beginning on or after 1 January 20086,

& AASE 2005-6 Amendments to Australian Accounting Standards {June 2005} amending AASB 3 Business
Combinations. The amendments of AASE 2005-6 are applicable for reporting periods beginning on or after 1
Jariuary 2006.

s AASH 2005-9 Amendments to Australian Accounting Standards {September 2005) amending AASE 4
insurance Contracts, AASB 1023 Generaf Insurance Contracts, AASB 132 Financial Instruments: Disciosure
and Presentation, and AASB 139 Financial Instruments: Recognition and Measurement,
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Significant accounting policies {continued)

Basis of preparation (continued)

Issued standards not early adopted {continued)

s AASB 2005-10 Amendments fo Ausiralian Accounting Sfandards (Seplember 2005) makes conseguential
amendments to AASB 132 Financial Instruments: Disclosures and Presentation, AASB 101 Presentation of
Financial Statements, AASE 114 Segment Reporting, AASB 117 Leases, AASB 133 Earnings per Share,
AASRE 135 Financial instruments: Recognifion and Measurement, AASB 1 Firsi-time Adoption of Austrafian
Equivalents to International Financial Reporting Standards, AASB 4 Insurance Confracts, AASB 1023 General
insurance Confracts and AASE 1038 Life insurance Contracis, arising from the releass of AASB 7. AASE
2005-10 is applicabte for annual reporting periods beginning on or after 1 January 2007.

8 AASB 2006-1 Amendments to Australian Accounting Standards {January 2006} amending AASB 121 The
Effects of Changes in Foreign Exchange Rates [July 2004). The amendments of AASE 2005-4 are applicable
for reporting periods ending on or after 31 December 2006.

& UIG 4 Defermining whether an Arrangement confains a Lease. UG 4 is applicable to reporting periods on or
after 1 January 2006,

s UIG 5 Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds.
UIG 5 is applicable to reportinig perteds on or after 1 Jarniuary 2008,

& UIG 8 Liabifities Arising from Participating in a Specific Market. UG 6 is applicable to reporting periods on or
after 1 December 2005.

s UIG 7 Applying the Restatemnent Approach under AASB 129 Financial Reporting in Hyperinflationary
Economies. UIG 7 is applicable to reporting periods on or after 1 March 20086.

& UG 8 Scope of AASE 2. UIG B is applicable to reporting periods on or after 1 May 20086,

The following standards and amendments were available for early adoption, but hiave not been applied by the
Company in these financial statemenits:

«  AASB7T

«  AASB 2005-9

*«  AASB 2005-10
The Company plans to adopt AASE 7 and AABS 2005-10 in the 2007 financiat year. The initial application of
AASBE 7 and AASB 2005-10 is not expected to have an impact on the financiat results of the Company as the
stanidard and amendment are coricerned only with disclosures.

The initiat application of AASEB 2005-9 could have an impact on the financial results of the Company as the
amendment could result in liabiliies being recognised for financial guarantee contracts that are provided by the
Company, if any. The guantification of the impact is not known or reasoniably estimable in the current financial
year as an exercise fo guantify the financial impact has not been undertaken by the Company.

The preparation of a financial report in conformity with Australian Accounting Standards requires management to
make judgements, estimates and assumptions that affect the application of policies and reported amounts of
assets and liabilities, income and expernises. The estimates and associated assumplions are based on historical
experience and various cther factors that are believed to be reasonable under the circumstarnices, the resulis of
which form thie basis of making the judgemenits about carrying values of assets and liabilities that are niot readity
apparent from other sources. Actual results may differ from these estimates. These accounting policies have
been consistently applied by each entity in the consolidated entity.

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

The accounting poticies set out below have been applied consistently to all periods presented in the consolidated
finaricial report and in preparing an opening AIFRS halance sheet at 1 July 2004 for the purposes of the transition

to Austradian Accounting Standards — AIFRS.

The accounting policies have been applied consistently by all entities in the corisolidated entity.
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Notes to the consolidated financial statements

Basis of consolidation

Subsidiaries

Subsidiaries are entities controlled by the Company. Control exists when the Company has the power, directly or
indirectly, to govern the financial and operating policies of an entily so as fo obtain benefits from its activities. In
assessing control, potential voling rights that presently are exercisable or convertible are taken info accourd. The
financial statemenits of subsidiaries are included in the consolidated financial statements from the date that controt
commences until the date that conirol ceases.

investments in subsidiaries are cammied at their cost of acquisition in the Company's financial statemenits.

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

Unrealised losses are eliminated in the same way as unreatised gains, but only to the extent that there is no evidence
of impairment. Gains and losses are recognised as the contributed assets are consumed or sold by the associates
and jointly controlled entities or, if niot consumed or sold by the associate or jointly controtled entity, when the
corisolidated entity’s interest in such entities is disposed of.

Foreign currency

Foreign currency transactions

Transactions in foreign currerncies are transiated at the foreign exchange rate ruling at the date of the transaction.
Monetary assets and liabifities denominated in foreign currencies at the balance sheet date are fransiated o
Australian doliars at the foreign exchiange rate ruling at that date. Foreign exchange differences arising on transiation
are recognised in the income statemerit. Non-monetary assets and liabiliies that are measured in terms of historicat
cost in a foreign currency are tranislated using the exchange rate at the date of the transaction. Non-morietary assets
and liabilities denominated in foreign currencies that are stated at fair value are translated to Australian doliars at
foreign exchange rates ruling at the dates the fair value was determinied.

Property, plant and equipment

Owned assetls

{tems of property, plant and equipment are stated at cost or deemed cost iess accumulated depreciation (see below)
and impairment losses {see accounting policy K}

Whiere parts of an item of property, plant and equipment have different usefut lives, they are accounted for as
separate items of property, ptant and equipmenit.

Leased assels
Leases in terms of which the consolidated entity assumes substaritially all the risks and rewards of ownership are
classified as finance leases.

Subsequent costs

Thie consolidated entity recognises in the carrying amount of an item of property, plant and equipment the cost of
replacing part of such an ifem when that cost is incurred if it is probable that the future economic benefits embodied
within the item will flow to the conisolidated entity anid the cost of the item can be measured reliably. All other costs
are recognised in the income statement as an expense as incurred.

Depreciation

Depreciation is charged o the income statement on a siraighi-line basis over the estimated useful lives of each part of
an item of property, plant and equipment. A selection of site assels are not currently available for use and are not
depreciated. Once these assets have been re-commissioned they will be depreciated on a units of production basis
over the life of the economically recoverable resources.



(e)
(iv}

{f)

(9)

(h)

(i)

)

Precious Metals Australia Limited and its controlled entities
Notes to the consolidated financial statements

SignHicant accounting policies {continued})

Property, plant and eguipment (continued)

Bepreciation {continued)

The estimated useful ives in the current and comparative periods are as follows:

&  Site plant & eguipment 4-5 years
&  Site buildings 4 years
&  Office squipment 2-5 years
&  Motor vehicles 4 years

The residual value, the useful life and the depreciation method applied to an asset are reassessed at least annually.

Intangible assets

Exploration and evaluation assets

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

Exploration and evaluation assets are only recogrnised if the rights of the area of interest are current and either:

{i} the expenditures are expected to be recouped through successful development and exploitation of the area of
interest; or

{it} activities iri the area of interest have not at the reporting date, reached a stage which permits a reasonable
assessmenit of the existence or other wise of econiomically recoverable reserves and active and significarit
operations in, or in relation to, the area of interest are continuing.

Exploration and evaluation assets are assessed for impairment # (i} sufficient data exists to determine technical
feasibility and commercial viability, and {ii} facts and circumstances suggest that the carrying amount exceeds the
recoverable amount {see impairment accounting policy (k}). For the purposes of impairment testing, exploration and
evaluation assets are allocaled to cash-generating units to which the exploration activity relates. The cash generating
uriit shall not be larger than the area of interest.

Orice the technical feasibility and commercial viability of the extraction of mineral resources in an area of interast are
demonstrable, exploration and evaiuation assets atiributable fo that area of interest are first tested for impairment and
then reclassified from intangible assets o mining property and development assets.

Investments

Current accounting policy

investmenis in other listed eritities are stated at fair value, with any resultant gain or loss recognised in the income
statement.

Comparalive period policy
tnvestments in other listed eritities are carried at the lower of cost and recoverable amount, being a Directors’ valuation
based on market values at the time of the valuation.

Trade and other receivables
Trade and other receivables are stated at their amortised cost less impairment losses (see accounting poticy (K}

inventories

The cost of other inventories is based oni the first-in first-out principle and includes expenditure incurred in acquiring the
inventories and bringing them fo their existing location and condition.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances, short term bills and calt deposits. Bank overdrafis that are
repayable on demand and form an integral part of the consolidated entity’s cash management are included as a
component of cash and cash equivalenis for the purpose of the statement of cash flows.
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SignHicant accounting policies {continued)

impairment

The carrying amounis of the consolidated entity's assets, other tharn inventories {see accounting policy i} and deferred tax
assets {see accounting policy r}, are reviewed at each balance sheet date to determine whether there is any indication
of impairment. If any such indication exists, the asset's recoverable amount is estimated (see riote k{i}}.

f-or assets that have an indefinite useful life and intangible assets that are not yet available for use, the recoverable
amount is estimated at each balance sheet date.

An impairment loss is recognised wheriever the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. Impairment fosses are recognised in the income statement, uniess an asset has previously been
revaiued, in which case the impairmert 1085 is recognised as a reversal to the extent of that previous revaluation with
any excess recognised through profit or loss.

impairment losses recognised in respect of cash-generating units are allocated first fo reduce the carrying amournt of
any goodwill allocated to cash-generating units {group of units) and then, to reduce the carrying amount of thie other
assets in the unit {group of units) on a pro rata basis.

When a decline in the fair value of an available-for-sale financial asset has been recognised directly in equity and there
is objective evidence that the asset is impaired, the cumulative loss that had been recognised directly in equity is
recognised in profit or loss even though the financial asset has not been derecognised. The amount of the cumulative
loss that is recognised in profit or loss is the difference between the acquisition cost and current fair value, less any
impairment loss on that financial asset previously recogrnised in profit or loss.

Calculation of recoverable amount

The recoverable amount of the consolidated entity’s investmenits in hetd-to-maturity securities and receivables carried at
amortised cost is calculated as the present value of estimated future cash flows, discounted at the original effective
interest rate {i.e. the effective interest rate computed at initial recognition of these financial assets). Receivables with a
short duration are not discounied.

tmpatrment of receivables is not recognised uriti! objective evidernice is available that a loss event has occurred.
Significant receivables are individually assessed for impairment. Impairment testing of significant receivablas that are
not assessed as impaired individually is performed by placing them into porifolios of significant receivables with similar
risk profiles and undertaking a collective assessment of impairment. Non-significarit receivables are niot individually
assessed. Instead, impairment testing is performed by placing non-significant receivables in portfolios of similar risk
profiles, based on objective evidence from historical experience adjusted for any effects of conditions existing at each
balarice sheet date.

The recoverable amount of other assets is the greater of their fair value less cosis to sefl and valus ini use. In assessing
value in use, the estimated future cash flows are discounted fo their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset. For an asset that
does not generate targely independenit cash inflows, the recoverable amount is determined for the cash-generating unit
to which the asset belongs.

Reversals of impairment
impairment losses, other than in respect of goodwill, are reversed when there is an indication that the impairment loss
may rio longer exist and there has been a change in the estimale used to determine the recoverable amount.

An impairment loss in respect of goodwill is not reversed.
An impairment loss in respect of a held-to-maturity security or receivable carried at amortised cost is reversed if the

subsequent increase in recoverable amount can be related objectively to an event occcurring after the impairment loss
was recognised.
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Significant accounting policies (continued)

Impairment {continued)

Reversals of impairment {continued)

An impairment loss in respect of an investment in an equity instrumend classified as available for sale is not
raversed through profit or foss. If the fair value of a debt instrument classified as available-for-sale increases and
the increase can be objectively related to an event ocoursing after the impairment loss was recognised in profit or
toss, the impairment loss shialt be reversed, with the amount of the reversal recognised in profit or loss.

An impairment foss is reversed orily to the extent that the asset's carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation or amortisation, if no impairment loss had been
recogrised.

Share capital

Ordinary share capital
Ordinary share are classified as equity.

Dividends
Provision is made for the amount of any dividend declared, being appropriately authorised and rio longer at the
discretion of the eritity, on or before the end of the financial year but not distributed at balance date.

Transaction costs
Transaction costs of an equily transaction are accounted for as a deduction from equity, net of any refated income
tax beriefit.

Employee benefits

Defined contribution superannuation funds

Ohiigations for contributions 1o defined contribution superannuation funds are recognised as an expense in the
income statement as incurred.

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

Liabilities for employee benefits for wages, salaries, annual leave and sick leave that are expecied to be settled
within 12 months of the reporiing date represent present obligations resulting from employees’ services provided
to reporting date, are calculated at undiscounted amounts based on remuneration wage and salary rates that the
consolidated entily expects to pay as at reporting date including related on-costs, such as workers compensation
insurarice and payroll tax. Non-accumulating non-monetary benefits, such as medical care, housing, cars and
free or subsidised goods and services, are expensed based on the net marginal cost o the consolidated entity as
the benefits are taken by the employses.

Share-based payment transactions

The share option programme allows consolidated entity employees to acquire shares of the Company. The fair
value of options granted is recogriised as an employee expense with a corresponding increase in equity. The fair
value is measured at grant date and spread over the period during which the employees become uniconditionally
entitled o the options. The fair value of the options granted is measured using the Black-Scholes pricinig modet,
takirig info account the ferms and conditions upon which the optionis were grarited.

Provisions

A provision is recognised in the balance sheet when the consolidated entity has a present legat or constructive
obligation as a result of a past event, and it is probabte that an outflow of economic benefits will be required to
settle the obligatiori. Provisions are determined by discounting the expected future cash fiows at a pre-tax rate
that reflects current market assessments of the time value of money and, where appropriate, the risks specific to
the liability.

Site restoration

In accordance with applicable legal requirements, a provision for site restoration in respect of mining projects is
recognised where the mining or exploration activity undertaken, reguires rehabilitation in the future, usuatly upon
final and permanent closure of the relevant mine.



(o)
(i

{p}
(eg)

(i

(i)

(s)

30

Frecious Metals Australia Limited and its controlied entities
Notes to the consolidated financial statements

Sigmificant accounting policies (continued)

Provisions {continued}

Site restoration (continued}

Thig provision is the best estimate of the present value of the expenditure required fo setfle the restoration obligation at
the reporting date, based on current legat requirements and technology. Future restoration costs are reviewed
annually and any changes are reflected in the present value of the restoration provision at the end of the reporting
period.

Thie amount of the provision for fulure restoration costs is capitalised and is depreciated in accordance with the policy
set out in note 1{e). The unwinding of the effect of discounting on the provision is recognised as a finance cost.

Trade and other payables
Trade and other payabies are stated at their amortised cost. Trade payables are norn-interest bearing and are normaily
settled on 30-day terms.

Expenses

Operating lease payments

Payments made under operating leases are recognised in the income statement on a straight-line basis over the term
of the lease. Lease incentives received are recognised in the income statement as an integral part of the fota!l lease
expense and spread over the lease term.

Net financing costs
Net financing costs comprise interest payable on borrowings calculated using the effective interest method, interest
receivable on funds invested and dividend income.

interest income is recognised in the income statement as it accrues, using the effective interest method.

Income tax

income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in the
income statement except to the extent that it relates fo ifems recognised directly in equity, in which case it is
recognised in equity.

Current {ax is the expecied tax payable on the laxable income for the year, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjusiment o tax payabie in respect of previous years.

Deferred tax is provided using the balarice sheet liability method, providing for femporary differences between the
carryinig amounts of assets and liabilities for financial reporting purposes and the amounts used for faxation purposes.
Thie following temporary differences are not provided for: initial recognition of goodwill, the initial recognition of assets
or liabilities that affect neither accounting nior taxable profit, and differences relating to investments in subsidiaries to
the extent that they will probably not reverse in the foreseeable future. The amount of deferred tax provided is based
on the expected marnner of realisation or setflement of the carrying amount of assets and liabilities, using tax rates
snacted or substantively enacted at the balance sheet date.

A deferred tax asset is recognised only fo the exdent that it is probable that future taxable profits will be available
against which the asset can be utilised. Deferred fax asseis are reduced to the extent that i is no longer probable that
the related tax benefit will be realised.

Segment reporting

A segment is a distinguishable componenit of the consolidated entity that is engaged either in providing products or
services {business segment), or in providing products or services within a particular economic environiment
{geographical segment}, which is subject to risks and rewards that are different from those of other segmerits.
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Significant accounting policies (continued)

Goods and services tax

Revenue, expenses and assets are recognised net of the amount of goods and services tax {35T), except where
the amount of GST incurred is not recoverabte from the faxation authority. In these circumstances, the GSY is
recogrised as part of the cost of acguisition of the asset or as part of the expense.

Recsivables and payables are stated with the amount of GST included. The nist amount of GST recoverable from,
or payabile fo, the ATO s included as a current asset or liability in the balance sheet.

Cash flows are included in the statement of cash flows on a gross basis. The GST components of cash flows
arising from investing and finarnicing activities which are recoverabte from, or payable 1o, the ATO are classified as
operating cash flows.

Segment reporting
The Company and the consclidated entity operate in one industry being mining and mineral exploration and in the
one geographical segment, Australia,

(Oiher inconie

Note  Consolidated . The Company

2006, 2005 2005

Mariagement fees charged to
controtled erntities - -
Xstrata setement proceeds 10,000,000 10,000,000
Sundry reveriue 11,048 11,048
10,011,048 406,719 10,011,048

Other expenses

Impairment of Windimurra Royaity S ,- 2,000,000 - - 2,000,000
Depreciation and amortisation expense 13 : 36,308 5947 - .. A4758 5,047
Directors fees and related costs : 224,387, 361,891 ' 361,891
Executive and Employee option costs f 428,729 : - -
Stamp Duty L 105,011 - L 105,011
Tenement management costs 2,008 7230 el 7,230
Consultants costs 361,818 199,042 .. 224116 199,042
Legal costs 199,377 750,436 199,377 - 750,436
Write down of external investments - 46,400 n 46,400
1,322,714 3,475,957 1,001,367 3,475,957

% The Windimurra royalty asset has been fully expensed as at 30 June 2005 as a result of the legal settlemerit with
Xstrata which served fo terminate the Royalty agreement with effect from 21 Aprit 2005,

Director and emplovee benefits

Wages, salaries and director fees ."--....“_"'_4.59,625 : 346,755 '1 -'_'-_'-"'3_323,145 ' 346,755
Other associated parsonnet experises -_'Z_'42_,Q_6_5_ ; 4731 :23,840_'_2 4,731
Coritributions 1o defined contribution e D

superannuation funds - 44,083 : 20,869 33,133 ) 20,869
Increase in fability for annual leave -'-'_--'.14,813 - 19,230 8,708 : 15,230
Equity-settled fransactions 16(a) ' '”428,729 - 428,729 -

988,665 391,585 817,555 391,585
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Auditors’ Remuneration
Audit services
Auditors of the Company

KPMG Australia: e e
Audit and review of financial reports 58,80'9 25,000 o '58,89'9 25,000
58,809 25,000 58,809 25,000

Other services e
Corporate Finarice fees (KPMG Australia} 107,100 - 107,100 -
107,100 - 107,100 -

Income tax

Recognised in the income statement o
Current tax expensef{benefit)

Currenit tax expensef/{benefit) L (269,45

Adiustments for prior years - . - .

) 6.800,798 351,235 6,800,769

(260459). 6,800,798 351,235 6,800,789
Beferred tax expensel/{benefit} e T e L
Origination and reversal of temporary

el (800,000

differences T } 89516 (600.000)
Tax losses riot recognised 260,459 TS N -
Berniefit of tax losses recognised ~  I6,200,798) {440,751}  (6,200,769)

Total income tax expense in income statement -

Numerical reconciliation between tax expense and pre-tax net profit

(Loss)/profit before tax  (962,092) 6819033 255653 6818935

Income fax {benefiti/expense using the domestic o - e
corporation tax rate of 30% (2005: 30%) o (288,628) ¢ 2045710 76,696 2,045,681

Increase in income tax expense dus 1o L
Assassable gain on setflement with Xsirata S

S 4434498 L 4434198

Norn-deductible experses 19,169 520,890 18,886 520,890

.{260,459) 6,800,798 . 95582 6.800,769
Utilisation of prior years tax losses S L. (6,800,798 {95,582} (6,800,769)
Tax losses niot recognised 269,459 - - -

Income fax expense on pre-tax net profit - “ - .

Tax losses
Unused tax losses for which no deferred fax

asset has been recognised ..”6,813,383 5,115,183 4,795,603 5,114,208

Potential tax benefit at 30% 1,804,014 1,534,555 1,438,681 1,534,263
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Deferred tax assets and deferred tax liabilities
Deferred tax assets and liabilities are aftriputable o the following:

Assets ~ Liabilities o Net

2006 2006 2006 L . 2006 2005
Consolidated entity $ s § g $
Property, plant and equipment {1,784y e ST 4,634) {1,784)
Other receivables - T2,224 ¢ L 72,224 -
Other assets . -'-'-23,6_31 : . 23,631 . “
intangible assets e - 121,644,054 - 11,644,054 .
Other payables LU (11,025) e U {71,025) - -
Provisions S (15,678) . (5,889) . - {15,675} {5,889}
Rehabilitation provision {3,362,218) - - - {3,362,218) -
Total (assetsYliabilities {3,450,522) {7,637) 1,739,909 - {1,710,643} {7,637}
Set off of tax 1,739,909 - {1,739,909) - - -
Urirecognised deferred tax e S S e
{assets) {1,710,613) (7,637} - - {1,710,843) {7,637}
Net tax assetfliabilities - - - - - -
Company
Property, plant and egquipment - ~{664) {1,784}
Other receivables - 72,224 “
Other assets v L 40,156 -
Other payables - o (8,528) -
Provisions o {15,675) {6,889)
Tax losses recogrised {89,516} - - - {89,518} -
Total (assets)liabilities {112,380} {7,673y 112,380 - - {7,673}
Set off of tax 112,380 - 112,380 - - -
Unirecognised deferred tax Coovoio e
{assets} - {7,673} - - - {7,673}
Net fax asseis/liabiities - - - - - -
Unrecognised deferred tax assets
Deferred tax assets have riot been recognised in respect of the following items:

_ Consolidated - Company
S 2006 2005 2006 2005

Deductible temporary differences 1,710,643 7673 el e 7,673
Tax losses 1,804,013 1,534,555 1,438,681 1,634,263
Poteritial unrecognised tax benefit at 30% 3,514,656 1,642 228 1,438,681 1,541 936

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

8. Earnings per share
Basic earnings per share
The calculation of basic earnings per share at 30 June 2006 was based on the loss affributable to ordinary sharehoiders
of $§962,092 {(2005: profit of $6,8158,033) and a weighted average number of ordinary shares ocutstanding during the
financial year ended 30 June 2006 of 85,163,739 (2005: 36,715,154},
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8. Earnings per share (confinued)

Weighted average number of ordinary shares
tssued ordinary shares at 1 July

Effect of rights issue in February 2005

Effect of share ptacement in April 2005

Effect of rights issue in November 2005

Effect of listed optionis conversion in December 2005
Effect of urilisted oplionis conversion in November 2005
Effect of Share placement in December 2005
Weighted average number of ordinary share at 30 June

Diluted earnings per share

. Consolidated
L2006

L 2005
45,538,844 32,097,713
G 675,979
LT e 1081482
14,210,959 - -
LT3 :
. 321,918 -
5,091,945 -
65,163,730 36,715,154

The calculation of diluted earnings per share at 30 June 2006 was based on the loss attributable o ordinary
shareholders of $862,002 {2005: profit of $6,819,033) and a weighted average number of ordinary shares outstanding
during the financial year ended 30 June 20086 of 66,027 027 {2005: 37,298,716}, calculated as follows:

Profit aftributable to ordinary shareholders {diluted}
No adjustments were made to the profit atiributable to members of the parent entity as disclosed in the Income

Statements.

Weighted average number of ordinary shares (diluted)

Weighted average number of ordinary shares at 30 June
Effect of unlisted share options on issue

Weighted average number of ordinary shares {difuted)
at 30 June

Cash and cash equivalents
Note

Bank balances
Call deposits
Cash and cash equivalents

Trade and oiher receivables
Loans to conirolied entities 26
Other trade receivables and prepayments

Inventories
Raw materials and consumables

Investments
Current investments
Listed equity securilies

Non-current investments
investments in conirolied entities- at cost 24

Note " 2008 2005
65,163,739 36,715,154
16(a) 863,288 583,662
66,027,027 37,298,716

Consolidated . The Company
2006 2005 . 2006 2005
2,242,052 11,014,983 2,202,315 . 11,014,983
38,177,500 - 34,580,500 -
40,419,552 11,014,983 36,872,815 11,014,983
ST . 251,432, .
295,828 133,853 240,745 133,853
295,828 133,853 491,877 133,853
________ 3501 R -
__________ 2500 os0 3500 o 500
_________________ : o m -
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Property, Plant and equipment

Note
Cost
Balance at 1 July 2004
Other acquisitions
Balance at 30 June 2005

Balance at 1 July 2005
Acquisitions on settlemerit with
Xstrata *

Other additions

Bisposals

Balance at 30 June 2006

18

Depreciation and impairment losses
Balance at 1 July 2004

Depreciation charge for the year

Balance at 30 June 2005

Balance at 1 July 2005
Depreciation charge for the year
Bisposals

Balance at 30 June 2006

Carrying amounts
At 1 July 2004

At 30 June 2005

At 1 July 2005
At 30 June 2006

35

Consolidated The Company
Site plant & Office Motor Under Site plant & Office Motor Undar
equipment  egquipmeant Vehicles constriction Total equipment aquipment Vehicles construction Total
- 18,170 - - 18,170 - 18,170 - - 18,178
- 20,393 - - 20,393 - 20,393 - - 20,393
- 38,563 - - 38,663 - 38,563 - - 38,563

. T28612

. :3_3}553 )

1,042,385 131,062 56,755 21,625 1,254,787 - AB0B2 L e - 131,062
- {18,294} - - {18,294} - {18,294} - - {18,294}
1,752,957 151,331 74,755 21,625 2,000,668 - 151,334 - - 154,331
- 14,484 . . 14,484 - 14,484 - 14,484

- 5,847 - - 5,947 - 5,947 - 5,847

- 20,431 - - 20,431 - 20,431 - 20,431

______ 8,331 4758 o AB2MT . oo o 36806 e L4788 e L e A 758
- {14,580} - - {14,590} - {14,590} - {14,590)

8,331 20,599 13,217 - 42,147 - 26,509 - 20,599

- 3,686 - - 3.686 - 3,686 - 3,686

- 18,132 - - 18,132 - 18,132 - 18,132

__________ T e R
1,744,626 130,732 61,538 21,625 1,858,521 - 130,732 - 130,732

' During the 20086 financial year the consolidated entity completed its acquisition of the Windimurra Vanadium Mine assets and associated liabilities from Xstrata AG. Refer to note 18
for details of this transaction and the resulting purchase of assets included in the above reconciliation.
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. Entangible assets

Consolidated The Conpany
Exploration and Exploration and
evaluation evaluation
$ $
Cost
Balance at 1 July 2004 - -
Other acquisitions - -

Balarice at 30 June 2005 - -

Carrying value at 30 June 2005 - -

Cost

Balance at 1 July 2005 B

Acquisition on setflement with Xstrata * Te4,p22,587. UL
Other addtions 5,480,170 —
Balarice at 30 June 2006 6,502,757 -
Carrying value at 30 June 2006 6,502,757 -

! During the 2006 financial year the consolidated entity completed its acquisition of the Windimurra Mine assets and
associated liabilities from Xstrata AG. Refer to note 18 for details of this fransaction and the resulting purchase of
assets included in the above reconciliation.

Amortisation and impairment charge

Under accounting policy 1{f} exploration and evaluation assets are not amortised, however, are subject 1o a yearly
impairment review. No impairment charges have been raised against the current asset.

The carrying amourits for exploration and evaluation assets are assessed for impairment based on the returns
expected from the development and commercial exploitation or sale of the respective area of interest.

Trade and sther pavables

. Consolidated . The Company
2006 - 2005 . 2006 . 2005
Trade payables and accrued expenses 3,022,205 ' 1,084,688 B .21?,117 1,084,688
. Employee benefits
Liability for annval leave 71,480 19230 71,480 19,230

(a} Share based payments

At 15 October 2005, the consolidated entity established an Executive and Employee Share Option Plan that entitles
eligible executives and employees to purchase shares in the enfity. Under the plan the options can be exercised at
any time during the period commericing on the issue date and ending on the expiry date. The optioris lapse if the
emplioyee ceases fo be an eligible employee, 8.g. leaves the service of the consolidated entity, unless otherwise
agreed and authorised by the board. The exercise price is o be determined by the board.

During the finarnicial year, three franches of share options were issued o employees. The total share options issued
were 600,000 as detailed below.
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. Emplovee benefits

(a} Share based payments (continued)
Additionally, a share option arrangement granted prior to 15 October 2005 exists. The recognition and measurement
principles in AASE 2 have not been applied fo these grants in accordance with the transitionat provisionis in AASE 1.

The terms and conditions of the grants are as follows, whereby all options are settled by physical delivery of shares:

Numberof Exercise Price  Option Expiry

Grant date / ermiployes entitied instruments _ Date
Option grant to directors at 30 June 2005 500,000 . $0.45. 729 Nov 2007,
Opticn grarnt to key managemert at 3 November 2005 * : 5100,{}0{} o $1.30 30 Nov 2006*
Option grarit to key management at 28 November 2005 : 100,600 : _-.'Z__$1 30 - 28 Nov 2010 -
Option grarit to key management at 13 March 2006 100,000 $1.40 - 28Feb 2011

Option grant to key marnagement at 13 March 2006 * 100,000 B 49 30 Nov 2006
Option grant to key managemerit at 15 June 2006 100,000 . $1.75 - 28 May 2011
Option grant to key management at 15 June 2006 * 100,000 $1 75,30 Nov 2008"
Total share options T AB0000 e Ll

* These share options were granted to an employee who subsequently left the service of the Company. Under the
terms and conditions of the Executive and Employee Share Option Plan the options expire between one and three
months after the employee ceases employment with the Compariy unless a prior arrangement is made and
authorised by the Board. Accordingly, the options issued in November 2005 and March 2006 were due fo expire on 7
July 2006 and the options issued in June 2006 on 7 September 2006, however, the Board authorised the extension of
the share option expiry date until 30 November 2006 in recognition of the service of the employee.

The number and weighted average exercise prices of shiare options is as follows:

Weighted Number Weighted Numsber
average of options average of optiotis
exercise axercise
price ) price

L2006 . -.2006 2005 2005
Outstanding at the beginning of the period L8045 :-:_'1,(}00,0_{}_‘3_ - -
Forfeited during the period : S AR . .
Exercised during the period SU8045 '-'(500,006). - -
Granted during the period "848 600,000 $0.15 1,000,000
Outstanding at the end of the pericd e 5088 '1,139,030 $0.15 1,000,000
Exercisable at the end of the period $0.88 1,100,060 $0.15 1,000,000

The options issued pursuant to the Executive and Employee share option plan and outstanding at 30 Jung 2006 have
an exercise price in the range of $1.30 to $1.75 and a weightad average remaining contractual life of 1.65 years.

The options issued prior to the establishment of the Executive and Employee share option plan and cutstanding at 30
June 2006 have an exarcise price of $0.15 and have a remaining contractual #ife of 1.42 years.

During the financial year, 500,000 share options were exercised {2005: nil). The weighied average share price at the

dates of exercise was $1.32.

The fair value of services received in return for share options granted are measured by reference fo the fair value of
share options granted. The estimate of the fair value of the services received is measured based on the Black-

Scholes option-pricing medel. The contractual life of the option is used as an input into this model. Expectations of
early exercise are incorporated into the Black-Scholes option-pricinig modet.
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Employee benefits (continued)

Keay mgmt Key mgmt
personngl personnel
Fair value of share opfions and assumptions S .: .: -._."21}96 25
Fair value at measuremenit date $0.71 .
Assumplions e
Share price $4.85 -

Exercise price
Expected volatility {expressed as weighted average volatility used in

the modelling under the Black-Scholes option-pricing model}

Option life {expressed as weighted average life used in the modelling _ . -

unider the Black-Scholes pricing model) .'3 252 yrs -
Expected dividends - N .
Risk-free interest rate {based on nationat government bondsy 5.650% .

The expected volatility is based on the historic volatility (calculated based on the weighied average remaining kfe
of the shiare options), adjusted for any expected changes to future volatility due to publicly available information.

Note - Consolidated ~ TheCompany
e HOS 2006 2005
B $ s $
Share options granted during 2008 financial year e T
under Exacutive and Employee Share Option Plan 5 428,729 - 428,729 -
Provisions _ _
Provision for site restoration 12,107,392 - - -
A provision of $12,107,392 was recognised during the year as a result of the setflement with Xstrata. |n determining
the guantum of the provision the directors have had regard to the best estimate of the rehabilitation and
remediation costs based on current dollars should the Windimurra mine site be rehabilitated from its current state.
. Acquisition of Windimurra Assets

During the financial year the company completed ifs acquisition of the Windimurra mine assets and associated
liabilities from Xstrata AG. As part of the setilement agreement the Company nominated its wholly owned
subsidiary, Windimurra Vanadium Pty Ltd {WVPL), as the owner of the Windimurra assets. Accordingly WvPL
has also accepted and recorded the associated rehabilitation provisions associated with those assets. These
transactions were effected through an inter-company loan account between the Company and WVPL.

The agreement with Xstrata required it fo pay the Company $14.3 million partly in consideration of the
consolidated entity accepting environmentat obligations relating to the Windimurra mine. The Company in tum
paid Xstrata $4 million for all of the Windimurra mine assets and mining information. This payment was offset
against the $14.3 million of proceeds.

Of the $14.3 million received the consolidated entity recogrised $2,266,801 as being compensation paid to PMAL
in respect of settlement of the legal action, and this amount has heen set off against capitalised exploration and
evaluation and property, plant and equipment assets. The balance of $12,107,392 was recognised as a provision
for restoration of the mine site {refer note 17).

The net financial statement recognition of the settlement was as follows:

Net Cash Froceseds Application of Procesds
Cash received from Xstrata $11,391,812 Exploration and evaluation assets $1.022,587
GST payable oni setlement amourit  ${1,035618} Plant and squipment recognised $728,612

Net Proceeds Received $10,356,193 Amount recognised as Restoration Provision ${12,107,352)
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Capital and reserves

Reconciliation of movement in capital and reserves attributable to equity holders of the parent

Batance at 1 July 2004

Total recogrised income and expense
Share issued by rights issues and
share placements

Batance at 30 Juns 2005

Balance at 1 July 2005

Total recogrised income and expense
Employee share options

Listed share options exercised

Share options exercised by directors
Shares issued

Balance at 30 June 2008

Note

16(a)

39

S {962,002)

255,663

Consolidated The Company

Share Employee Option Accumulated Total Equity Share Employee Option Accunsufated Total Equity

capital option premiurn Losses $ capital oplion prermium Losses $

$ raserve resave 5 $ raserve resarve $
$ $ $ $

49,561,192 3,965,772 {51,148 426) 2,378,538 49,561,192 - 3,965,772 (b1,148,128) 2,378,838
- - 6,819,033 6,819,033 - - - 6,818,835 6,818,935
874,979 - - B74,979 B74,979 - - - 874,575
50,436,171 3,865,772 {44,329,393) 10,072,550 50,436,171 - 3,965,772 (44,328,181} 10,072,752
50,436,471 - - ~3,966,772 (44,329,303) - 10,072,550 . 50,436,471 - 3,965,772 (44,329,191) 10,072,752

AR89 T - 428,720
S TATZ AT 1,472
L T5,000 - S TB000 U TB000 [ e 75,000
265 29 DTRIREE  gesrras 26599 R e Ropbpen
76,889,566 428,729 3,965,772 (45,291,485) 35,992,582 76,889,566 428,720 3,965,772 (44,073,538} 37,210,529
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Capital and reserves {continued)

Share capital The Company
Ordinary Non-redeemabie preference

. shares N _ shares

T 2066 2005 . 2006 2065
On issue at 1.July 45,536,844 32,097,713 45536844 32,997,713
Listed options exercised c. 3586 . U 3,586 .
Unlisted options exercised -'__"'.:-':._500,00.8 : - "-.:_500',00:0- -
Share Issued for cash 28,680,000  12539,131 28,680,000 12,539,131
On issue at 30 June — fully paid 74,720,430 45536844 74,720,430 45536844

The consolidated entity has also issued share optionis under the Executive and Employee Share Option Plan (see
note 16).

Effective 1 July 1998, the Comparny Law Review Act abolished the corncept of par value shares and the concept of
authorised capital. Accordingly, the Company does not have authorised capital or par vaiue in respect of its issued
shares.

The holders of ordinary shares are entitled to receive dividends as declared from time 1o time and are sntitled fo one
vote per share at meetings of the Company.

Employee option reserve

The employee opfion reserve represents the fair value of share options issued to employees under the Executive
and Empioyee Share Option Plan issued on 15 October 2005. The fair value has been calculated as at the grant
date of each option issued as no vesting conditions are attached to the options.

Option premium reserve
The option premium reserve represenis the net cash received from the issue of 108,016,033 options on 8 August
2000 at 4c¢ per option less the expenses incurred o place the options.

Dividends
No dividenids were proposed or paid during the finarnicial year.

Financial instruments
Exposure to credit, interest rate and currency risks arises in the normal course of the consolidated entity’s business.

Credit risk
The consolidated entity does rict currently earn revenue from operating assets, thus there is currently nio credit risk
on frade receivables.

Investments are aflowed only in liquid listed securities. The consclidated entity is not currently exposed to any other
credit risk.

Interest rate risk
The consolidated entity did riot have any external interest bearing liabilities at balance date.
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20.Financial instruments (continued)

Effective interest rates and repricing analysis
In respect of income-earning financial assets, the following fable indicates thelr effective interest rates at the balance
shest date and the periods in which they reprice.

2006 2005

Effective =

e _ L. Effective 6
intersst . months . 1to2 . interest mordhs
“rate . Total - loriess .. years. ~  rate Total or less
Consolidated Noto % ~= G gl g e % $ $

Cash and cash equivalents* 9 ' 5.75 40,419,552 40,419,552 . 505 11,014,983 11,014,983

The Company e L T

Cash and cash equivalents® ¢ 5. 76 . 36,872,815 36,872,815 0. 505 11,014,983 11,014,983

Loan to controlied entity 10 - 251,152 - 251152 . . .
37,423,967 36,872,815 251,152 11,014,983 11,014,983

*

These assets bear interest at both a fixed and variable rate

Foreign currency risk
The consolidated entity is not currently exposed to any forsign currency risk.

Fair values
The fair values together with the carrying amounts shiown in the balance sheet are as follows:

Consolidated Carrying amount Fair value Carrying amount Fair vaiue
Note 0"l Cagge Tl 2606 2005 2005
o 3

Trade and other receivables 10 205828 ... 295828 133,853 133,853
Cash and cash equivalents 9 . 40419552 . - 40,419,552 11,014,983 11,014,983
Investments 12 03500 3,500 9,500 -
Trade and other payables 18 {1,022,205)} (1,022,205} {1,084 ,688) {1,084,688)

36,696,675 39,698,67 10,073,648 10,073,648
Unrecognised {losses) / gains

The Company
Trade and other receivables 10 1L 240,745 . - 240,745 133,853 133,853
Cash and cash equivalenits 9 s ':3_3_6,8?2,815 36,872,815 11,014,983 14,014,883
Investments 12 . 3se0 L3,500 9,500 9,500
Loarns to controlled entities 10 ------ .'_"'251,432 ..... 251,132 - -
Trade and other payables 5 e (217,417} (1.084,688)  {1,084,688)
37,451,075 37,151,075 10,073,648 10,073,648
Unecognised (losses) / gains e —— - -

Estimation of fair values
The following summarises the major methods and assumptions used in estimating the fair values of financiat
instruments reflected in the table.

investments
Fair vaiue is based on quoted market prices at the balarice sheet date without any deduction for tranisaction costs.

Trade and other receivables / payables
For receivables / payables with a remaining life of less thari one year, the notionat amount is deemed to reflect the
fair value. All other receivables / payabies are discounted o determine the fair value.
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Operating leases

Leases as lessee

Non-cancellable operating lease rentals are payable as follows:

_ Consolidated ) The Company
e 2006 2005 2006, 2005
Less than one year ol 80,587 38,760 . 80,587 38,760
Betweaen one and five years . 307,010, R :307,{}19_ .
More than five years S bebbiud ’ et ) ]
387,597 38,760 387,597 38,760

The consolidated entity leases office space in Wast Perth, from which it conducts its corporate aclivities.

Capital and other commitments
Capital commitments

The consolidated entity has not entered info any contracts for the supply or installation of capital equipment at 30

June 2006 (30 June 2005: nil).

Exploration expenditure commitments

in arder to maintain cusrent rights of fenure to exploration tenements, the consotidated eritity is required to perform
minimum exploration work to meet the minimum expenditure requirements specified by various State
governments. These obligations are subject to reneguotiation when application for a mining lease is made and at

other times. These obligations are not provided for in the financial report and are payable:

Within one year o 418,081 - '.'-'418,081 -

One year or later and no later than five years 1,011,569 - - 3__:1,01‘2,569 - -

Later than five years .1,323,30.1 .4 323,004 -
2,752,651 - 2,752,651 -

Employee compensation commitments

Key management persorninel {consolidated and

the Company)

Commitments under nori-cancellable employment

coritracts not provided for in the financial statements and

payable: _ B

Within one year -350,000 0 350,000 350,000 350,000

One year or later and no later than five vears 291,667 641,687 201,667 644 667

641,667 591,667 641,667 591,687
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Contingencies

43

The directors are of the opinion that there are nio contingent assets or liabilities that have not been recorded or provided
for in the financial statements of either the company or the consoclidated entity.

Consolidated entities

Parent entity
Precious Metals Australia Limited

Subsidiaries

Windimurra Vanadium Pty Lid !
Midwest Coat Pty Lid

Use 1t Or Lose It (WA} Pty Ltd *

" Formerly PMA {Windimuera) Pty Ltd untit 18 August 2006, formerly Inpart Investments Pty Ltd until 19 April 2005.

? Formerly Victory Street Pty Lid.

Cash flows from operating activities

Profit for the period

Adjustments for.

{epreciation

impairment of investments

tmpairment of Windimurra Royalty

Write-off of property, plant and equipment
Equity-seifled share-based payment expenses
Xstrata settlemerit proceeds {classified as
investing activities}

Operating profit before changes in working
capital and provisions

{Increasel/decrease in trade and other
receivables

{Increasel/decrease in inventories
{Decreaselincrease in trade and other payables
increase in provisions and employee benefits
Net cash from operating activities

. Reconcillation of cash flows from operating activities

Country of
Incorporation ~ Ownership interest
;2006 2005
Austratia 100 100
Australia 100 100
Austratia -100 - - 100
_ Consolidated The Company
Note 2006 2005 . 2006 2005
s $ A $
- (962,092) 6,819,033 _':;'-_'_'_"._255.,6_53. 6,818,935
4 5,947 5,047
48400 - 48,400
el 2,000,000 0T 2,000,000
3,705 . 3,705 -
16 428729 - 428,129 :
s . noososon 10.000,000)
(493,352)  (1,128620) 702,845  (1,128.718)
.S'.':-_(151,975} {10,708} Z_'-_'.'.{’i_Q_G,SQZ}_ {10,608}
CL (13,501 S . -
"-{641,683) (137,923) . “{(867,572). (137,923)
52,250 19,230 52,250 19,230
(1,258,261) (1,258,021}  {219,369) {1,258,019)
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Related Parties
The following were key management personniel of the consolidated entity at any time during the reporting period
and unless otherwise indicated were key management personne! for the entire period:

Execufive directors Executives
Mr Roderick Smith (Managing Director} Wr Michael Drew (Chief Financial Officer)
{commenced 29 August 2005)
Mr Shaun Bunni (Director of Operations) Mr Brett Foster {Manager - Operations}
{commenced 3 February 2006} {commenced 15 August 2005)
{resigned 8 June 2006}
Non-executive directors Mr Michaet Tamiin {General Manager, Marketing)
Mr Anthorniy Grey {Chairman) {commenced 5 June 2006)

{commenced 1 December 2005)

The Earl of Warwick

{commenced 14 January 1989)

Mr Michael Fry

{commenced 3 March 2004}

Mr lan Macphierson

{commenced 3 March 2004, resigned 3 February 2006)

The key management personnel compensation included in "persorinel expenses’ or capitalised as exploration and
development expenditure are as follows:

Consolidated ~ The Company
2006, 2005 0 2008 2005
Short-term employee benefils L T93,538 340,832 243,323 340,832
Other long term beriefits A RE LT .
Post-employment benefits 65,471 20,328 - d_ﬁ,?92_ 20,328
Fermination benefits R S )
Equity settied share based payments 428,729 39,000 428,729 35,000
1,287,738 400,181 688,844 400,161

individual directors and executives compensation disclosures

information regarding individuat directors and executives compensation and some equity instruments disclosures as
permitied by Corporation Regulations 21.3.03 and 2M.6.04 is provided in the Remuneration Report section of the
Directors’ report on pages 7 to 12.

Apart from thie details disclosed in this niote, nio director has entered into a material contract with the Company or
the consolidated entity since the end of the previous financial year and there were no material contracts involvinig
directors’ interests existing at year-end.

Loans to key management personne! and their related parties {consolidated}
There are no loans o key managemaent personniel or their related parties at 30 June 2006 or 30 June 2005,

Other key management personnel transactions with the Company or its controlled entities
Retated parties of key management personinel did niot transact with the Company or its controlled entities during the
cusrent or prior financial years.
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Related Parties (confinged)

QOptions and rights over equity instruments
The movement during the reporting period in the number of options over ordinary shares in Precious Metals
Austratia Limited held, directly, indirectly or beneficially, by each key management person, including their related
parties, is as follows:

Vasted Vaasted and .-
Haki at dtmng ﬁm exercisable
30 Juna Coyear o at30June

T Heldat . . Granted as - - Other, ..
2006 . “tuly mmpensahen Exemiged -:"cha:_t_gas_
Execufives - R e T
Mr Michael Drew -
Mr Brett Foster -~

isao,ozm :,_ ":_'_300,909'_'] 300,000

30{} {300 :
300,000, 300,000 . 300,000 .

300, Poq_'

Direciors L . L T

Mr Michael Fry = - """ 500,000 - " e e, B = 500,000 T - 0
Kr lan Macpherson 508,000 - {500,600} - - - -
2005

Directors

Mr Michael Fry - 500,000 - “ 500,000 500,000 500,000
Mr lan Macphierson - 500,000 - - 500,000 500,000 500,000

*  Other changes represent options that expired or were forfeited during the year.

No options held by key management personne! are vested but riot exercisable at 30 June 2006 or 2005,

Movements in shares
The movement during the reporting period in the number of ordinary shares in Precious Metals Australia Limited
hield, directly, indirectly or beneficially, by each key management paerson, including their related parties, is as follows:

e Heidat

T meldat o
Huse -

Siduly

2006 -

Dlractors
kr Roderick Sm|£b
The iEarI of Warw;(;k

- (2,584,000) 11,836,703

14,375,708 - _ . |
{4,892,857) . 6,085,331

“j--.._m 948,188. -

Mir lan Macpherson 282812 - . {A39,553) ... 343,250
Executives - . Ll
Mir Michael Drew e soop L MR AR 5,000
2005

Directors

Mr Roderick Smith 11,009,783 1,021,447 2,344 495 - - 14,375,709
The Earl of Warwick 9,123,490 - 1,824,698 - - 10,948,188
Mr Michael Ery 100,000 1,503,188 596,812 - - 2,200,600
Mr lan Macphierson - - 282 812 - - 282 812

No shares were granted to key management personnel during the reporting period as compensation.

Changes in key management personnel in the period after the reporting date and prior to the date
when the financial report is authorised for issue

Mr Michiael Kierman was appointed as a non-executive director of the company on 7 August 2008. With the
exception of the addition of Mr Kiernan to the Board, there were no changes to key management personnet in the
period after the reporting date and prior to the date when the financial report was authorised for issue.
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Related Parties (continued)

Identity of related parties

The consolidated entity has a related party relationship with its subsidiaries {see note 24) and with its key
mariagement personsiel.

Other related party transactions

Subsidiaries — transactions with Windimurra Vanadiem Pty Ltd (WVPL)

During the financial year WVPL., a wholly owned subsidiary of the Company, was nominated as the owner of the
assets acquired from Xstrata and accordingly, WVPL acceplied and recorded the environmental liabilities relating to
the Windimurra mine site. The net of these fransactions resulting in the Company recording a liability to WVPL for
$10,356,193.

During the financial period the Company lent funds WVPL o fund the purchase of capital equipment, exploration
and evaluation activities and for other general expendilure associated with the Windimurra mine site. The funds
are norni-interest bearing and repayable on demand.

At 30 June 2006 WVPL owed the Company a fotal of $251,152 (30 June 2005: nil).

Subsidiaries — transactions with other wholly owned subsidiaries

In previous financial pericds, the Company had recorded receivables of $324 262 owing by other wholly owned
subsidiaries. These receivables hiave previously been fully provided for as being non-recoverable. No further
funds hiave been lent to these subsidiaries.

Transactions with key management person related parties

During the financial year the Company sublet office space within ils premises at 30 Richardson Sireet and 76 Kings
Park Road fo Mr Michael Fry at normal commercial rales. in addition, Mr Fry paid for his parking space and phone
calls. For the year ended 30 June 2006, $1,826 (2005: $7,122) was paid o the Company by Mr Fry,

Accounting, taxation and corporate advisory fees of $63,757 (2005:: $84,080) were charged by Ord Group Pty Lid,
& company associated with Mr Macpherson for services performed during the year, $2,175 (2005: $12,635) of
which was accrued as unipaid at the vear end. Fees of $8,750 (2005: $15,000) were aiso paid to Ord Group Pty Ltd
for the services of Mr Macpherson in his capacity as non-executive director. All services were provided at normal
commercial rates.

Subsequent events

On July 31, 20086 the consotlidated entity announced the conclusion of a comprehensive Vanadium Sales and
Marketing Agreement and an Equity Investment Agreement with Noble Resources Limited (Noble) and its parent,
Noble Group Limited.

Noble has agreed to purchase the fotal vanadium output of the Windimurra mine at prevailing market prices. Noble
hias also agreed fo pay a minimum price for vanadium equal to the cash cost of producing vanadium at Windimurra
based on the forecast production schedule for the first seven years of production.

In censideration for Noble entering into the Vanadium Sales and Marketing agreement, the consclidated entity
agreed {subject to shareholders approval} to pay a once off fee A$10 mitltion by the issue of 3,728,548 fully paid
ordinary shares in the Company equal to 4.99% of the shares ouistanding.

Under the Equity Investment Agreement, Noble has agreed to provide to the Company an unlisted, unsecured
convertible note with a face value of A$8,202,207. This note will have a 3 year term, can be repaid early by the
Company, can be converted into 3,728,548 fully paid ordinary shares in the Compariy, and incurs interest at LIBOR
plus 2% and is subject to other standard terms.
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Subsequent events (continued)

The Company's ability to call for payment of the face value of the note is subject to completion of due difigerice by
Noble, and approval of the Company’s shareholders by 27 September 2006. This Approval was obtained by the
Company’s shareholders at a General Mesting of Sharehiolders held on 27 September 2006. Noble has advised
the Company that they have completed their due diligence, thus providing the Company with the ability o make a
call for the payment of the face value of the note when required.

Additionally, Noble was granted a 60 day option to subscribe for 9.999% of the issued share capital of Windimurra
Vanadium Pty Ltd for A$13.5 million, subject to Noble and PMA entering into a shareholders agreement. Nobie
advised the Company on 27 September 2008 that it has exercised the option and agreed the terms of the
shareholders agreeament.

Explanation of transition to AIFRSs
As stated in significant accounting policies note 1{a), these are the consolidated entity’s first conisolidated financial
statements prepared in accordance with AIFRSs.

The policies set out in the significant accounting policies section of this report have been applied in preparing the
financial statements for the financial year ended 30 June 2006, the comparative information preserited in these
financial statements for the financial year ended 30 Junie 2005 and ini the preparation of an opening AIFRS balance
shest at 1 July 2004 {the consclidaied entity's date of transition).

In reviewing its opening balance sheet at 1 July 2004 and its comparative period balance shest at 30 June 2005,
the cornisolidated entity has determined that there are no adjustments required to the balarice sheet as prepared
under previous GAAP in order fo meet the new accounting requirements under AIFRS. Refer below for further
detail on the impact of various AIFRS standards and the decisions adopted by the consolidated entity in refation to
those standards:

Changes in Accounting Policies:

{a) AASE 2 “Share based payments”
The fair vaiue of options granted must be recognised as an employee benefit expense with a corresponding
increase in equity. The Company has used the exemplion available in AASB 1 *Fist time adoption of
Australian Equivalents to International Financial Reporting Standards”, to riot apply the recognition arnid
measurement requirements of AASE 2 retrospectively to equity instruments that were granted after 7
November 2002 and that vested before 1 January 2005. There is no impact on the opening AlIFRS balarice
sheet at 1 July 2004 from AASB 2.

{b) AASB 132 “Financial instrumenits: presentation and disclosure” and AASE 139 “Financial
Instruments: recognition and measurement”
in the current financial year the consclidated entity adopted AASE 132 *Financial instruments: presentation
and disclosure” and AASB 139 "Financial instruments: recognition and measurement”. This change in
accounting policy has been adopted in accordance with the transition rules contained in AASE 1 *First time
adoption of Australian Equivalents fo International Financial Reporting Standards”, which does not require
the restatement of comparative information for financial instruments within the scope of AASB 132 and
AASE 135, There is no impact on the opening AlIFRS balance sheet at 1 July 2005 from AASE 132 or
AASE 134



Directors’ declaration

1 In the opinion of the directors of Precious Metals Australia Limited {the Company'}:

{a)

{b)

{c)

thie financial statements, notes and the remuneration disclosures that are contained in sactions
5.6.1,5.6.2,5.6.3.1, 5.6.3.2 and 5.6.3.3of the Remuneration report in the Directors’ report, set
out on pages 18 fo 47, are in accordance with the Corporations Act 2001, including:

{i) giving a true and fair view of the financial position of the Company arnid the consolidated
gntity as at 30 June 2006 and of their performance, as represented by the results of their
operations and their cash flows, for the financial vear ended on that date; and

{ii} complying with Australian Accounting Standards and the Corporatioris Regulations 2001;
and

thie remuneration disclosures that are contained in sections 5.6.1, 5.6.2, 5.6.3.1, 5.6.3.2 and
5.6.3.3 of the Remuneration report in the Directors’ report comply with Austratian Accounting
Staridard AASB 124 Related Party Disclosures

there are reasonable grounds to believe that the Company and consolidated entity will be able o
pay its debts as and when they become due and payable.

2 The directors have been given the declarations required by Section 295A of the Corporations Act 2001
from by the chief executive officer and chief financial officer for the financial year ended 30 June 2006.

Dated at Perth this 28 day of September 2006.

Signed in accordance with a resotution of the directors:

o

Wr Shaun Bunn

Director



Independent audit report to members of Precious Metals Australia Limited
Scope
The financial report, veruneration disclosures and directors’ responsibility

The financial report comprises the income statements, statements of recognised income and
expense, balance sheets, statements of cash flows, accompanying notes 1 to 28 to the financial
statements, and the directors’ declaration for both Precious Metals Australia Limited {the
“Company”} and Precious Metals Australia Limited and its Controlled Entities (the
“Consolidated Entity”) for the vear ended 30 June 2006. The Consclidated Entity comprises
both the Company and the entities it controlled during that year.

As permitted by the Corporations Regulations 2001, the Company has disclosed information
about the remuneration of directors and executives (“remuneration disclosures™), required by
Australian Accounting Standard AASB 124 Related Party Disclosures, under the heading
“Remuneration report” in Sections 5.6.1, 5.6.2, 5.6.3.1, 5.6.3.2 and 5.6.3.3 of the directors’
report and not in the financial report.

The Remuneration report also contains information in Sections 5.6.3.4 and 5.6.3.5 not required
by Australian Accounting Standard AASB 124 which is not subject to our audit.

The directors of the Company are responsible for the preparation and frue and fair presentation
of the financial report and the Remuneration report in accordance with the Corporations Act
2001 . This includes responsibility for the maintenance of adequate accounting records and
internal controls that are designed to prevent and detect frand and etror, and for the accounting
policies and accounting estimates inherent in the financial report. The directors are also
responsible for preparing the relevant reconciling information regarding the adjustments required
under the Australizn Accounting Standard AASB 1 Firsitime Adoption of Australian
equivalents to International Financial Reporting Standards. The directors are also responsible
for the remuneration disclosures contained in the directors’ report.

Audit approach

We conducted an independent audit in order to express an opinion 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 AASB 124, The natare 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 carmot 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, Australian Accounting Standards and
other mandatory financial reporting requirements in Australia, a view which is consistent with
our understanding of the Company’s and the Consolidated Entity’s financial position, and of
their performance as represented by the results of their operations and cash flows and whether
the remuneration disclosures comply with Australian Accounting Standard AASB 124,

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

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

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

Irdesnations




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.

Audit opinion
In our opinion:
{1}  the financial report of Precious Metals Anstralia Limifed is in accordance with:
a) the Corporations Act 2001, including:
i} giving a true and fair view of the Company’s and Consolidated Entity’s
financial position as at 30 June 2006 and of their performance for the financial

vear ended on that date; and;

i)  complying with Australian Accounting Standards and the Corporations
Regulations 2001; and
b} other mandatory financial reporting requirerents in Australia; and

(2) the remuneration disclosures that are contained in Sections 5.6.1, 5.6.2, 5.6.3.1,5.6.3.2
and 5.6.3.3 of the Remuneration report in the directors’ report comply with Australian
Accounting Standard AASB 124 Related Party Disclosures.

“R Hart
Partner

Perth
28 September 2006



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

To: the directors of Precious Metals Australia Limited

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

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

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

Ko ?T

KPMG

't R Hart
Partner

Perth
28 September 2006




ASX Additional information

Additional information required by the Australian Stock Exchange Limited Listing Rules and not

disclosed sisewhere in this report is set out below.

Shareholdings

Subystantial shareholders

The number of shares held by substantial shareholders and their associates are set out below:

Shareholder

Westpac Custodian Nomiriees
Roderick Smith

JP Morgan Nominees Austratia Limited
Citicorp Nominees Pty Lid

Ear! of Warwick

National Nominess Pty Lid

Vating rights
Ordinary shares

Refer fo note 19 in the financial statements
Options

Refer fo note 16 in the financial statements
Distribution of equity security holders

Category
1-1.000

1,601 - 5,000
5,001 - 10,0600
10,800 - 106,000
100,000 and over

Unguoted equity securities
Executive and employee share options

Number Percentage
14,082,548 18.6%
11,841,709 15.8%
10,270,831 13.7%
6,703,327 9.0%
6,055,331 8.1%
4,187,179 5.6%

NUMBER OF EQUITY SECURITY HOLDERS

Ordinary shares Percentage
221 0.17%
407 1.55%
M7 1.17%
108 3.81%
26 93.30%

878

Pracious Metals Australia Limited has issued 2,250,000 options at the date of this report to executives
and employees of the company. The optionis are no quoted on any exchange.

Stock Exchange

The Company is listed on the Australian Stock Exchangs. The Home exchange is Perth.

Gther information

Pracious Metals Australia Limited, incorporated and domiciled in Australia, is a publicly isted company

limited by shares.



ASX Additional information (continued)

On-market buy-back
There is no current on-market buy-back
Twenty largest shareholders

Name

Waestpac Custodian Nominees

JP Morgan Nominees Australia Limited
Pacific Quest Investments Pty Ltd

Citicorp Nominess Py Lid

Hillbrow Investments Limited

National Nominees Limited

HSBC Custody Nominees {Australia) Limited
ANZ Nominees Limited

George Robinison

Whitemire Holdings Pty Ltd

INXS Pty Lid

Bond Street Custodians Limited

Tagora Pty Lid

Bond Street Custodians Limited

Queensland investment Corporation

HSBC Custody (Australia) Limited — G531 ECSA
Mr Arthur Carbo

EATS Pty Lid

Mr Michiael Fry

Morgeo Nominees Pty Lid

Offices and officers
Company Secretary
Mr Michael Drew, B.Bus

Principal Registered Office
Precious Metals Australia Limited
Level 4, 76 Kings Park Road
West Perth WA 8005

+61 8 9423 1900

+51 8 9423 1989

Share Registry

Advanced Share Registry Services
110 Stirling Highway

Nedlands WA 6009

PO Box 1156

Nedlands WA 86509

+61 8 8389 8033

+61 8 83897871

Number of ordinary

Percentage of

shares held capital held
14,082,548 18.847
10,270,831 13.745
9,529,714 12.753
6,703,327 8.971
5,000,000 6.691
4,187,179 5.603
3,197,241 4278
3,191,012 4.270
2,425,286 3.251
2,311,554 3.093
1,840,000 2.462
1,570,000 2.101
1,055,331 1.412
1,025,000 1.371
843,714 1.129
591,509 0.791
400,000 0.535
343,259 0.459
250,000 0.334
240,000 0.321
69,031,101 92.387




Schedule of Tenements

List of Mining Tenements hield by the Company and it controlied entities as at 28 September 2006

Tenement
Number

E58/113
M58/178
E58/117
E58/198
M58/272
M58/275
M58/276
M58/277
M58/278
M58/279
M58/280
M58/281
M58/282
L58/27
L58/28
L58/29
L58/30
L58/32
E53/594
E53/1263
E53/1264
L58/35

Locality

Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Windimurra
Stag Well
Stag Well
Stag Well
Windimurra
Windimurra

Yeelirie East
Yeelirrie West
Yeaelirie East

Windimurra

Area

Murchison Mineral Field
Murchison Mineral Field
Murchison Mineral Field
Murchison Mineral Field
Murchison Mineral Field
Murchisorn Mineral Field
Murchisorn Mineral Field
Murchison Mineral Field
Murchisorn Mineral Field
Murchison Mineral Field
Murchison Mineral Field
Murchisorn Mineral Field
Murchisorn Mineral Field
Murchisorn Mineral Field
Murchison Mineral Field
Murchison Mineral Field
Murchison Mineral Field
Murchison Mineral Field

East Murchison Minerat Feld
East Murchison Mineral Field
East Murchison Mineral Field

Murchison Mineral Field

interest

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

Status

Granted
Granted
Granted
Granted
Pending
Pending
Pending
Pending
Pending
Granted
Granted
Pending
Pending
Granted
Granted
Granted
Granted
Granted
Pending
Pending
Pending
Pending



