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Chairman’s letter

Dear Shareholders,

I am pleased to be able to report to you that your Company has made significant progress at a number of its projects
during the past 12 months and — with quality joint venture partners and active exploration programs underway across
our portfolio — remains well placed to discover major new mineral resources in Australia.

Since last reporting to you, considerable effort has been put into our extensive portfolio of iron ore exploration
projects in the Pilbara region of Western Australia, with initial drilling at both the Nameless and Rocklea projects
intersecting substantial tonnages of channel iron mineralisation close to the major iron ore mining centre of Tom
Price.

The potential to commercialise these occurrences was improved through an agreement reached with Rio Tinto Ltd.
At the time of writing Rio Tinto is in the process of assessing results from Nameless to decide whether it wishes to
commence earning equity in the project. Whilst in-situ contaminant levels within the iron mineralisation are high, the
Company believes that the possibility of beneficiation and/or blending needs to be considered.

In the eastern Pilbara, the Company’s Sylvania iron prospect is scheduled to be tested in the second half of 2006.
This has the potential to uncover further channel iron mineralisation, in this case located close to BHP Billiton’s iron
ore mining operations at Newman.

I am also pleased to report that during the year access was finally gained to the Plenty River diamond project in the
Northern Territory, with encouraging results (eight micro-diamonds) reported from the initial surface sampling
program. As manager of this joint venture, Rio Tinto has recently commenced drilling on the property and we look
forward to reporting the results of this program when they become available.

On the nickel front, we were very pleased to finalise an agreement with Falconbridge Australia covering our Beasley
project, in the Pilbara region. This is the second agreement signed with Falconbridge over one of the Company’s
nickel projects, providing further endorsement of AusQuest’s nickel exploration credentials. Both the Beasley and
Table Hill Nickel Projects are now under Falconbridge management, although we have been advised of the recently
completed acquisition of Falconbridge by Xstrata. Airborne survey results covering the Table Hill project have
identified a number of anomalies to be tested, but much work remains to be done before definitive drilling is
undertaken.

The Company, in its own right, also continues to explore for nickel in the Bellary area, located south of Beasley.
During the year, surface indications of nickel sulphide mineralisation were located for the first time, and exploration
efforts were increased to identify targets for drilling. A new airborne helicopter EM system is being used to assist in
this process, and large areas of the Bellary project have been contracted for flying in the second half of 2006.

The Company’s gold projects were accorded a lower exploration priority over the past year as our efforts and
resources were focused on AusQuest’s iron, nickel and diamond projects. This was viewed as a short-term necessity,
but gold exploration efforts are likely to increase over the next 12 months. The Horsetrack gold project south of
Telfer has recently been the subject of an extensive sampling program which we believe should provide anomalies
for testing.

On a more general note, we continue to look for new opportunities to add value to the company, with an increased
level of activity in generating and identifying new projects evidenced by new title applications submitted during the
year in several States.

The Company remains in a good financial position with approximately $2.6m in cash at the end of June 2006. Your
Board believes that AusQuest has made good progress towards meeting its objectives during 2005/2006 and is
looking forward to what promises to be an exciting year ahead for shareholders.

Success in exploration requires discipline and patience. In this context, I would like to sincerely thank my fellow
Directors, the company’s management and consultants for their hard work during the year and, last but not least,
each of you as shareholders for your ongoing support.

John Innes
Chairman
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During the year, AusQuest focused on its iron and nickel exploration projects in the Pilbara region of Western
Australia and upgraded its project generation efforts Australia-wide. Joint Venture agreements were signed with Rio
Tinto Limited (Nameless Iron Project) and Falconbridge (Australia) Pty Ltd (Beasley Nickel Project) to help advance
Company projects.

Highlights

Iron — Pilbara Region, Western Australia

a Agreements signed with Rio Tinto over the Nameless Iron Project, including a first right of refusal over
other AusQuest iron projects in the Tom Price-Paraburdoo region.

a $1.0m placement completed to Rio Tinto with Rio Tinto having the right to earn an initial 60% equity at
Nameless.
m] Substantial volumes of shallow channel iron mineralisation delineated at Nameless, 5-10km from Rio

Tinto’s iron ore operations, with average iron grades of 52-53% Fe (based on a 50% Fe cut-off grade) and
average alumina and silica grades of 6.4% and 6.2% respectively.

a Substantial thicknesses (~50m) of channel iron mineralisation intersected at Rocklea Prospect, 40km west
of Tom Price, with the strike length of the channel extended to 3.7km. Average iron grades of 53-54% Fe
(based on a 50% Fe cut-off grade) and contaminant levels of 7.6% silica and 2.8% alumina.

a Potential to beneficiate channel iron mineralisation at Nameless and Rocklea still to be tested.

a Pisolitic channel iron mineralisation identified at the Sylvania Project, immediately south of Newman, with
encouraging surface Fe grades returned (55-58% Fe).

a 20km long channel inferred at Sylvania by airborne electromagnetic survey, with drilling being planned.

Nickel — Pilbara Region, Western Australia

a Falconbridge (Australia) Pty Ltd agrees to fund further exploration at the Beasley Project, located 50km
west of Tom Price. Broad spaced drilling intersects disseminated sulphides within the target ultramafic unit
west of previous AusQuest drilling.

a At least 16 priority targets identified for ground follow-up at the Table Hill Project following extensive
airborne EM (GEOTEM) survey. Five high-conductance anomalies outlined by Falconbridge for follow-up
in 2006, subject to access.

a New ultramafic sequences located within the Bellary Project south of Beasley, extending the strike length of
prospective nickel sulphide host rocks.

a Discovery of gossanous outcrop (1060ppmNi, 1350ppmCu, 2.3g/tPGE) at Bellary significantly upgrades
prospectivity of this project, with a detailed helicopter electromagnetic survey scheduled to commence in
the second half of 2006 to identify massive sulphide targets for drilling.

Diamonds — Northern Territory
a Plenty River tenements (Joint Venture with Rio Tinto) finally granted in late 2005.

a Eight micro-diamonds recovered from four of the 16 airborne magnetic targets sampled during the initial
field program at Plenty River.

a Drill testing of up to 8 airborne magnetic targets planned by Rio Tinto during the second half of 2006.

Gold — Western Australia

a Large surface sampling program commences to follow-up reconnaissance gold anomalies located at the
Horsetrack Project, near the world-class Telfer Gold Mine.
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Project Review

AusQuest has assembled a high quality portfolio of iron, nickel, diamond and gold exploration projects across
Australia with an emphasis on locating new mineral provinces with the potential for major new discoveries.

Iron

The Tom Price-Paraburdoo area in the Pilbara region of WA is one of the premier iron ore producing regions in the
world. Production to date has mainly come from hard rock hematite ore bodies within the Brockman and, to a lesser
degree, the Marra Mamba Iron Formations. It is understood that reserves at Tom Price are decreasing and there may
only be 5 to 10 years of mine life remaining at Tom Price unless further iron ore reserves can be found.

The potential of Channel Iron Deposits in this area has only recently received greater attention. Channel Iron
Deposits (CID) are, by their nature, very shallow and depth-limited deposits, often outcropping as mesas or as low
mounds making them an easier mining proposition than their hard rock cousins. Iron grades from historically
operated mines based on CID are lower than for hard rock deposits, ranging from approximately 56-59%Fe with
contaminant levels of silica and alumina reported as less than 6% and 3% respectively.

The higher water of crystallisation content within the CID, as indicated by the Loss on Ignition value (11%LOI), is a
reflection of the hydrated iron mineralogy within these deposits which, when removed in the steel-making process,
has the effect of upgrading the iron grade to in excess of 60%Fe. CID also contain low levels of phosphorous
(<0.04%P) and may possibly be considered as low-grade blending material for higher grade iron ores that contain
high levels of phosphorous. The price received for the iron from CID is lower than for premium hematite ores,
although the recent price rises (75% in 2005 and 19% in 2006) have made them a more attractive proposition.

Over the past year, AusQuest has completed drilling programmes at two CID exploration prospects within the Tom
Price-Paraburdoo region, identifying substantial volumes of shallow channel iron mineralisation. While the average
iron grades (52-54% Fe) at these prospects is below historically mined levels elsewhere in the Pilbara, their strategic
location in close proximity to existing transport and mining infrastructure may enhance the potential development
opportunities.

In November 2005, the Company negotiated an Option Farm-in and Joint Venture Agreement with Rio Tinto over
the Nameless Iron Project which also provides Rio Tinto with a first right of refusal over other 100% owned
AusQuest iron exploration projects in the Tom Price-Paraburdoo region.

In the eastern Pilbara, the Company has confirmed the presence of channel iron mineralisation immediately south of
the Whaleback iron ore mine at Newman and is in the planning stages to undertake initial scout drilling in this area

during the second half of 2006.

The Company controls tenements covering a total of approximately 2,800 km? in both the Tom Price and Newman
areas.

Nameless Project (100% AusQuest — subject to agreements with Rio Tinto)

The Nameless Iron Project is located 5km north west of Tom Price within Nameless Valley and extends parallel to
the northern margin of the Turner Syncline as defined by the Brockman and Marra Mamba Iron Formations.

The project is 100% owned by AusQuest, but is subject to an Option, Farm-In and Joint Venture Agreement (OFJVA)
with Hamersley Iron Pty Limited a subsidiary of Rio Tinto Limited (“Rio Tinto”), which was signed in April, 2006.
Under the OFJVA, Rio Tinto took an initial $1 million placement in AusQuest at 20 cents per share, with AusQuest
agreeing to spend at least $250,000 on an Initial Exploration Programme at the Nameless Project.

In May 2006, first pass Reverse Circulation (RC) drilling was completed along 13 sections oriented normal to the
channel axis and covering approximately 15km of the channel’s strike length. Drilling confirmed the presence of
channel iron mineralisation (CIM) on all sections and channel boundaries were similar to those predicted from
mapping. A maximum CIM thickness of 24m had been preserved within the channel.

Relative to earlier surface rock chip assays, iron grades for drilled CIM were depressed and silica and alumina
contaminant levels were elevated. Calcium and phosphorus contents were low. The maximum CIM iron assay was
57% Fe, but aggregate iron assays using a 50% Fe cut-off grade generally ranged from 50-54% Fe. Aggregate silica
and alumina levels generally ranged from 5-9% SiO, and 5-8% Al,O; respectively with Loss on Ignition values
around 11%.




AusQuest Ltd

Exploration report

Despite the very broad section (800m to 1.2km) and drill hole spacing (100m), relatively good continuity of higher
grades and thicknesses is evident in the CIM within the eastern half of the channel. Elsewhere, continuity is not as
clear.

Overburden is mostly thin (on average <4m for alluvial/colluvial gravels) except at the eastern end of the channel
where the toes of younger piedmont fans (up to 10m thick) locally overlie the CIM. Surficial degradation of CIM is
restricted to the top few metres of the profile except in limited areas where well-developed calcrete and/or silcrete
cover has developed.

The potential for beneficiation of the Nameless CIM has not yet been tested. Current indicators suggest the high
silica and alumina values might reflect the presence of clay in the CIM. Depending on the distribution of this clay
within the CIM, it may be possible to remove it through a relatively simple screening and/or washing process which
would have the effect of increasing the iron grade within the resultant product.

Iron detrital mineralisation and mineralised Marra Mamba Formation were also intersected in several drill-holes at
the eastern end of the prospect, indicating some potential for these styles of mineralisation within the Nameless

tenement.

Rio Tinto has until 13 October 2006 to elect to proceed to the next stage and commence earning a direct interest in
the project.

Rocklea Project (75% AusQuest)

The Rocklea prospect is located 40km west of Tom Price straddling the Wittenoom-Nanutarra road. Broad spaced
scout drilling completed by AusQuest in 2005 confirmed the presence of pisolitic channel iron mineralisation (CIM)
over a 1km strike length at the western end of the prospect. Assay results were encouraging with better intersections
ranging from 24-32 metres in thickness with individual iron grades varying from 55-59% Fe.

In June 2006, a second phase of Reverse Circulation (RC) drilling was completed to in fill the previous drilling and
extend drill coverage to the east and south targeting further CIM. Assay results from the in-fill drilling confirmed the
trace of the CIM at the western end of the prospect, outlining a channel approximately 1.7km long, 400 metres wide
and varying in aggregate thickness from 12-40 metres (based on a 50% Fe cut-off grade). The CIM remains open to
the east, where it appears to extend a further 2km beneath the cover of the Hardey River plain.

Aggregate iron intercept grades within the western half of the prospect (using a 50% Fe cut-off grade) range from 51
to 57% Fe with higher grade intersections (at least 4m >55%€Fe) reported within approximately half of the 31 holes
drilled. Alumina and silica levels within the same CIM ranged from 1.4-5.7% Al,O; and 4-12% SiO, respectively,
with lower contaminant values (<3.0%Al,0; and <6%Si0,) generally coinciding with the higher iron (>55% Fe)
intercepts. Phosphorous content was consistently low (<0.04%) throughout.

Current drill density is insufficient to outline potential higher iron grade pods within the broader Rocklea channel,
but the results received so far suggest that they are likely to be restricted in size. However, drill-hole RC028, which
intersected 22 metres at 54.5% Fe, 8.1% SiO,, 1.9% Al,03, 11.0% LOI, is at the southern extremity of the current in-
fill drill coverage and may represent of the onset of a zone of higher grades to the east. The results of scout drilling
away from the Hardey River plain indicate that the CIM will be restricted to the currently known channel.

The possibility of beneficiating the Rocklea CIM has not yet been tested. The relatively high silica content may
prove difficult to remove but the alumina levels are only a little above acceptable levels (<3.0%). Further work at
Rocklea will focus on beneficiation tests of the CIM and targeted drilling for higher grade pods within the main
channel east of drill-hole RC028. Discussions with interested third parties will also be initiated.

Sylvania Project (100% AusQuest)

The Sylvania prospect is located 10km south of Newman and straddles a major drainage system immediately south
of the Whaleback iron ore mining district. Prior to AusQuest’s involvement, there had been no reported exploration
for channel iron mineralisation (CIM) in the area.

During the year, the presence of CIM with iron grades ranging from 55.3-58.3% Fe was confirmed at several
locations, although the extent and continuity of the CIM could not be determined due to extensive cover over most of
the area of interest.
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Airborne magnetic and electromagnetic (GEOTEM) data were acquired and are being used to outline potential
channels associated with the pisolitic iron occurrences. Images of the GEOTEM data are interpreted to outline a
meandering channel immediately north of the current day drainage, which is being fed by smaller tributaries
emanating from the north, where the Whaleback iron ore mining district is located. A total strike length of more than
20km has been inferred for the channel.

Reconnaissance mapping is in progress to provide ground control for more detailed interpretation of the geophysical
data ahead of a scout drilling programme scheduled for the second half of 2006.

Nickel

The Company’s nickel exploration efforts continue to be focused on the southern and eastern Pilbara region of
Western Australia, where untested prospective host rocks for nickel sulphide mineralisation had previously been
located by the Company’s consultants.

An Option and Farm-in Agreement was signed with Falconbridge (Australia) Pty Ltd (Falconbridge) during the year,
to advance nickel sulphide exploration efforts within the Beasley Project, enabling the Company to concentrate its
efforts and resources on the Bellary Project, west of Paraburdoo.

At the time of writing AusQuest had been advised that Falconbridge exploration projects were under review
following the recent acquisition of Falconbridge Limited by Xstrata Canada Inc, a wholly owned subsidiary of
Xstrata plc. Decisions regarding future work at Falconbridge projects are pending completion of this review.

The Table Hill Project continued to be explored under the previously announced joint venture with Falconbridge,
while the Antrim Project in the Northern Territory was downgraded with the tenement recommended for

relinquishment.

Table Hill JV Project (100% AusQuest — Falconbridge Farm-in)

The Table Hill Joint Venture Project covers an extensive and untested suite of mafic intrusive rocks 200km east-
southeast of Newman in Western Australia. It was originally acquired by AusQuest when strong geological and
geochemical similarities were recognised with the giant Noril’sk Ni-Cu-PGE sulphide province in Russia, the
world’s largest producer of nickel and Platinum Group Metals.

During the year, an airborne electromagnetic survey (GEOTEM) was completed over approximately 70% of the
prospective host rocks to locate potential massive sulphide targets for drilling. A total of 8,055 line kilometres were
flown on flight lines 250m to 500m apart.

Interpretation of GEOTEM data by Falconbridge identified at least 16 priority anomalies with five high conductance
targets recommended for initial field testing (including drilling) in the second half of 2006. To date access into the
priority areas has proved to be difficult and, at the time of writing, Falconbridge is still awaiting site clearances from
the area’s Traditional Owners for the proposed exploration program.

Beasley Project (100% AusQuest — Falconbridge Farm-in)

The Beasley Project is located 50km west of Tom Price in the Pilbara region of Western Australia and comprises
three exploration licences covering an area of ~170 km?. During the year, agreement was reached with Falconbridge
(Australia) Pty Ltd to fund ongoing exploration for nickel sulphide mineralisation within the project area. Under the
agreement, Falconbridge guaranteed to spend $300,000 within the first 12 months of the agreement, and can earn a
70% interest in the project by spending a total of $12 million on exploration.

The Beasley Project displays a number of strong geological similarities with the Raglan Nickel District in Canada,
which is one of Falconbridge’s major mining operations. During the year, geological mapping, ground
electromagnetic (EM) surveys and modelling of magnetic data by Falconbridge identified targets west of AusQuest’s
previous drill coverage which may represent sites for nickel sulphide accumulation.

Diamond drilling, which consisted of 2 holes (576 metres) sited 400 and 800 metres west of previous AusQuest
drilling, encountered fine grained disseminated sulphides within the target ultramafic sequence, apparently consistent
with mineralisation intersected by AusQuest in diamond drillhole DDHO7 and reported in 2005. At the time of
writing no assay results were available.
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Bellary Project (75% AusQuest)

The Bellary Project is located south of Beasley and approximately 40km southwest of Tom Price in the Pilbara
region of Western Australia. It covers a 40km long belt of mafic and ultramafic rocks, which are probable
correlatives of the prospective ultramafic sequence at Beasley. The area has had minimal exploration attention to date
and represents an opportunity for the discovery of a new nickel-copper-PGE province.

Several phases of geological mapping and sampling were completed during the year within areas thought to be
prospective for nickel sulphide mineralisation based on the interpretation of detailed aeromagnetic data. This work
extended the strike length of prospective host rocks to over 60km and identified a new ultramafic unit that had not
been previously explored. This new ultramafic appears intrusive in nature, occurring as extensive sills and dykes,
stratigraphically below the ultramafic flow rocks that correlate with Beasley.

Prospecting carried out within this lower ultramafic unit in late 2005, located outcropping Ni-Cu-PGE gossan (Ni
1060ppm, Cu 1350ppm, PGEs 2.3g/t, Cr 1200ppm) at its basal contact, highlighting the potential for PGE-rich
massive nickel sulphides in this environment.

An extensive helicopter electromagnetic survey (VTEM) commenced at the time of writing this report to test five of
the key target areas for massive sulphide mineralisation. This programme should enable exploration to be fast
tracked by identifying targets for drilling late in 2006 or early 2007.

Sylvania Project (100% AusQuest)

The Sylvania Project is located 10km south of Newman in the east Pilbara region of Western Australia. Regional
mapping and interpretation of geophysical data sets has indicated the potential for strike extensions of the
prospective ultramafic sequences found in the Beasley and Bellary areas, located 200km to the west.

An airborne electromagnetic survey (GEOTEM) completed late in 2005 highlighted the presence of 5 high
conductance targets closely associated with ultramafic units interpreted from aeromagnetic data, suggesting there
could be potential for massive nickel sulphide mineralisation in the area.

Ground electromagnetic (EM) follow-up of these targets was completed in July 2006 with results indicating high
conductance responses over at least three of the airborne anomalies — suggesting possible massive sulphide
mineralisation beneath surface cover. Drilling is being scheduled for late 2006 or early 2007 pending rig availability
and site clearances.

Diamonds

The Company’s diamond exploration effort continued to be focused east of Alice Springs, close to the Queensland -
Northern Territory border. Initial sampling results from the Plenty River Project area provided sufficient
encouragement for the Company to examine the potential for delineating additional target areas for diamond
exploration. On this basis, new tenement applications were submitted over two areas, one in the Northern Territory
(Hay Project) covering ~4,300 km’, and one in western Queensland (Diamantina Project) covering ~10,000 km”.
Further evaluation of these areas will commence when the tenements are granted.

Plenty River Diamond Project (100% AusQuest — Rio Tinto farm-in)

The Plenty River Project is located 230km east of Alice Springs in the Northern Territory, on the northwest margin
of the Simpson Desert. The project covers a potential new kimberlite field as interpreted from detailed aeromagnetic
data released by the Northern Territory Government in 2002. More than 50 magnetic anomalies have been
interpreted by AusQuest as potential kimberlitic targets.

The Project is subject to an Option and Farm-in Agreement (OFA) with Rio Tinto Exploration Pty Ltd which elected
during the year to commence earning equity in the project by continuing to sole fund exploration in the area. Under
the OFA, Rio Tinto can earn a 70% interest in the project by spending a total of $7.0 million.

Initial surface loam sampling over 16 of the magnetic targets was completed by Rio Tinto in November 2005.
Samples were sent to Rio Tinto’s laboratory in Perth for processing and a total of 8 micro-diamonds were recovered
from 4 of the 16 targets that were sampled. The micro-diamonds were found within the 0.2 to 0.3mm size fraction,
however no kimberlitic indicator minerals were reported from these samples or from the coarser fractions.
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The occurrence of 4 micro-diamonds within one loam sample is of particular interest, as a review by AusQuest of the
Northern Territory DME micro-diamond data base revealed that loam samples containing more than three micro-
diamonds were often spatially associated with known kimberlite occurrences within the Northern Territory. The
consistent colourless nature of the micro-diamonds and their angular appearance provide some encouragement that a
source for the micro-diamonds could be nearby.

At the time of writing this report, AusQuest had been advised by Rio Tinto that drilling had commenced at the Plenty
River Project. Subject to ground access conditions, a total of 8 airborne magnetic targets are planned to be tested, two
of which returned multiple micro-diamonds from surface loam sampling. No previous exploration drilling for
kimberlites has been undertaken in this area.

The Plenty River OFA covers approximately 2,200 km® of title out of a total tenement package controlled by
AusQuest that covers more than 7,000 km? in the area. The interpretation of aeromagnetic data over titles controlled
by AusQuest identified at least 18 magnetic anomalies similar to those being targeted within the OFA area. Surface
loam sampling over these targets was completed by the Company in early July 2006, with indicator and micro-
diamond results expected later in 2006.

Gold

The Company’s gold projects were accorded a lower exploration priority during the year as the Company’s focus
shifted to exploration for other commodities (iron, nickel and diamonds). However, the Horsetrack Project in
Western Australia has recently been advanced, while the Drummond Project in central Queensland remains under
review.

Horsetrack Project (100% AusQuest)

The Horsetrack Project is located 120km south of the world-class Telfer gold mine in Western Australia and is
prospective for gold mineralisation associated with structural dislocations and intrusive activity within the western
Officer Basin sedimentary rocks.

A large grid-based surface sampling program commenced in June 2006 to follow-up low level gold anomalism
located by earlier broad spaced reconnaissance sampling in the vicinity of interpreted structures and magnetic
intrusions within the sedimentary sequence. The original gold anomaly was low order, but values are believed to be
consistent with anomalism found in the Telfer region where dune sand dominates surface materials. Results from this
program are expected in the second half of 2006.

Discussions were also initiated with interested parties with regard to a possible farm-in arrangement over the project.
AusQuest controls approximately 1,000 km? of title in the area.

Project Generation

New project generation work was given greater emphasis during the year, with a number of potential opportunities
evaluated.

New Government data releases were assessed resulting in further tenement applications in the Northern Territory and
Western Australia targeting gold and base metals.

Additional tenement applications were also submitted in the Sylvania area, where the possibility of uranium in
calcrete was recognised, and at the Horsetrack Project, where aeromagnetic data indicated additional prospective
structures and intrusions south of the current tenement holdings.

New tenement applications were also submitted in the Northern Territory and Queensland as part of the Company’s
diamond exploration strategy.




AusQuest Ltd

COI‘pOI‘atC governance statement

Corporate governance statement

The Company is committed to implementing high standards of corporate governance. In determining what those
high standards should involve the Company has turned to the ASX Corporate Governance Council’s Principles of
Good Corporate Governance and Best Practice Recommendations. Where the Company’s corporate governance
practices may not be consistent with the practices recommended by the Council, the Company continues to work
towards compliance. In some instances however, the Company does not consider that the practices are appropriate
for the Company due to its size and history. During the year the Company reviewed its trading and continuous
disclosure policies and recently posted new policies for ‘Information’ and ‘Dealing in Securities’ on the Company
website.

To illustrate where the Company has addressed each of the Council’s recommendations, the following table cross-
references each recommendation with sections of this report. The table does not provide the full text of each
recommendation but rather the topic covered. Details of all of the recommendations can be found on the ASX
Corporate Governance Council’s website at http://www.asx.com.au/supervision/governance/index.htm.

Recommendation Section
Recommendation 1.1 Functions of the Board and Management 1.1,1.3
Recommendation 2.1 Independent Directors 1.2
Recommendation 2.2 Independent Chairman 1.2
Recommendation 2.3 Role of the Chairman and CEO 1.1,1.2,1.3
Recommendation 2.4 Establishment of Nomination Committee 2.3
Recommendation 2.5 Reporting on Principle 2 1.2, 1.4.2 and the
Directors’ Report

Recommendation 3.1 Directors’ and Key Executives’ Code of Conduct 1.1
Recommendation 3.2 Company Security Trading Policy 1.4.3
Recommendation 3.3 Reporting on Principle 3 1.1 and 1.4.3
Recommendation 4.1 Attestations by CEO and CFO 1.4.5
Recommendation 4.2 Establishment of Audit Committee 2.1
Recommendation 4.3 Structure of Audit Committee 2.1.2
Recommendation 4.4 Audit Committee Charter 2.1
Recommendation 4.5 Reporting on Principle 4 2.1
Recommendation 5.1 Policy for Compliance with Continuous Disclosure 1.4.1
Recommendation 5.2 Reporting on Principle 5 1.4.1
Recommendation 6.1 Communications Strategy 1.4.2
Recommendation 6.2 Attendance of Auditor at General Meetings 1.4.2
Recommendation 7.1 Policies on Risk Oversight and Management 2.1.3,1.3
Recommendation 7.2 Attestations by CEO and CFO 1.4.5
Recommendation 7.3 Reporting on Principle 7 2.13
Recommendation 8.1 Evaluation of Board, Directors and Key Executives 1.44
Recommendation 9.1 Remuneration Policies 224
Recommendation 9.2 Establishment of Remuneration Committee 2.2
Recommendation 9.3 Executive and Non-Executive Director Remuneration 224.1and 2242
Recommendation 9.4 Equity-Based Executive Remuneration 2.2.4.1
Recommendation 9.5 Reporting on Principle 9 2.2.2and 2.2.4
Recommendation 10.1 Company Code of Conduct 3

1. Board of Directors

1.1 Role of the Board

The Board’s role is to govern the Company rather than to manage it. In governing the Company, the Directors must
act in the best interests of the Company as a whole. It is the role of senior management to manage the Company in
accordance with the direction and delegations of the Board and the responsibility of the Board to oversee the
activities of management in carrying out these delegated duties.

In carrying out its governance role, the main task of the Board is to drive the performance of the Company. The
Board must also ensure that the Company complies with all of its contractual, statutory and other legal obligations,
including the requirements of any regulatory body. The Board has the final responsibility for the successful

-8-
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operations of the Company.

To assist the Board carrying out its functions, it has developed a Code of Conduct to guide the Directors, the Chief
Executive Officer, the Company secretary and other key personnel in the performance of their roles.

1.2 Composition of the Board

To add value to the Company the Board has been formed so that it has effective composition, size and commitment
to adequately discharge its responsibilities and duties. The names of the Directors and their qualifications and
experience are stated in the Directors’ Report. Directors are appointed based on the specific skills required by the
Company and on the independence of their decision-making and judgment.

The Company recognises the importance of Non-Executive Directors and the external perspective and advice that
Non-Executive Directors can offer. Mr John Innes (Chairman) and Mr Greg Hancock are both Non-Executive
Directors. In addition to being Non-Executive Directors, Mr Innes and Mr Hancock also meet the criteria for
independence adopted by the Company.

1.3 Responsibilities of the Board

In general, the Board is responsible for, and has the authority to determine, all matters relating to the policies,
practices, management and operations of the Company. It is required to do all things that may be necessary to be
done in order to carry out the objectives of the Company.

Without intending to limit this general role, the principal functions and responsibilities of the Board include the
following:

1. Leadership of the Organisation: overseeing the Company and establishing codes that reflect the values of
the Company and guide the conduct of the Board, consultants and Company personnel.

2. Strategy Formulation: establishing and reviewing the overall strategy and goals for the Company ensuring
that there are policies in place to govern the operation of the Company.

3. Overseeing Planning Activities: overseeing the development of the Company’s strategic plan and approving
that plan as well as financial budgets.

4. Shareholder Liaison: ensuring effective communications with shareholders through an appropriate
communications policy and promoting participation at general meetings of the Company.

5. Monitoring Compliance and Risk Management: overseeing the Company’s risk management, compliance,
control and accountability systems and monitoring and directing the financial and operational performance
of the Company.

6. Company Finances: approving expenses in excess of those approved in financial budgets, approving and
monitoring acquisitions and divestitures, and approving financial and other reporting.

7. Human Resources: appointing, and, where appropriate, replacing the Chief Executive Officer (CEO) and
the Company Secretary as well as reviewing the performance of the CEO and monitoring the performance
of the Company consultants in their implementation of the Company’s strategy.

8. Ensuring the Health, Safety and Well-Being of Company personnel: in conjunction with management,
developing, overseeing and reviewing the effectiveness of the Company’s occupational health and safety
systems to ensure the well-being of all personnel.

9. Delegation of Authority: delegating appropriate powers to the CEO to ensure the effective day-to-day
management of the Company and establishing and determining the powers and functions of Board
Committees.
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1.4 Board Policies
14.1 Continuous Disclosure

The Board has approved the implementation of a new Information Policy to ensure the Company achieves best
practice in complying with its continuous disclosure obligations under the Corporations Act and ASX Listing Rules.
The details of this policy were posted within the Corporate Governance section on the Company’s website on 22"
September 2006.

The Company recognizes that it has obligations under the Corporations Act and ASX Listing Rules to keep the
market fully informed of information which may have a material effect on the price or value of AusQuest securities
and to correct any material mistake or misinformation in the market.

The Company will discharge these obligations by releasing information to the ASX in the form of an ASX release or
disclosure in other relevant documents (e.g. the Annual and Quarterly Reports) when the Company becomes aware
of information concerning the Company:

e that a reasonable person would expect to have a material effect on the price or value of any securities issued
by AusQuest;

e that would, or would be likely to, influence persons who commonly invest in securities in deciding whether
or not to subscribe for, buy or sell the Company’s securities.

Where the Company is not able to make an immediate announcement, or is concerned that such an announcement is
not sufficient to properly inform the market, the Company will ask the ASX for a trading halt. AusQuest will view
the trading halt mechanism as a tool of good disclosure policy, to be used in the interests of a fully informed, fair and
transparent market.

1.4.2 Shareholder Communication

The Company respects the rights of its shareholders, and to facilitate the effective exercise of those rights the
Company is committed to:

1. communicating effectively with shareholders through releases to the market via ASX, the Company’s
website, information mailed to shareholders and at general meetings of the Company;

2. giving shareholders ready access to balanced and understandable information about the Company and
corporate proposals;

making it easy for shareholders to participate in general meetings of the Company; and

4. requesting the external auditor to attend the annual general meeting and be available to answer shareholder
questions about the conduct of the audit and the preparation and content of the auditors’ report.

The Company also makes available a telephone number and email address for shareholders to make enquiries of the
Company.

1.4.3  Trading in Company Shares

The Board has approved the implementation of new guidelines for all officers, consultants, employees and
contractors of AusQuest for dealing in the Company’s securities. The details of this policy were posted within the
Corporate Governance section on the Company’s website on 22™ September 2006.

The Board considers that compliance with these guidelines is essential to ensure that high standards of conduct are
being met by Company personnel and wishes to ensure that any perception of executives or employees dealing in
shares when they should not do so, is avoided.

The guidelines include a ‘window period’ for all Company personnel, other than Directors and consultants, who may
buy or sell AusQuest shares on the ASX in the period of 14 days commencing 24 hours following the announcement
of price sensitive information to the ASX, including but not limited to, quarterly, half yearly and annual reports,
except where they are in possession of price sensitive information or where the Company has, during the “window”
period, notified company personnel that they may not buy or sell shares during all or part of any such period.
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Outside the ‘window’ period, all Company personnel, other than Directors or consultants, must receive clearance for
any proposed dealing in AusQuest shares on the ASX by informing and receiving approval from the Managing
Director or Chairman prior to undertaking a transaction.

During all periods, Directors and consultants who wish to buy or sell AusQuest securities on the ASX must receive
approval from the Chairman or his designate prior to undertaking a transaction and in the case of the Chairman, he
must obtain approval from the Board or the next most senior director, prior to undertaking a transaction.

Unless there are unusual circumstances, as determined by the Board, approval will not be given to enable Directors
and consultants to trade in the Company’s shares outside the ‘window’ periods as specified for all Company
personnel.

1.4.4  Performance Review/Evaluation

The Chairman conducts an evaluation on an ongoing basis of the Board’s performance in conjunction with the
Remuneration Committee.

1.4.5  Attestations by Managing Director (CEO) and Company Secretary

In accordance with the Board’s policy, the CEO and the Company Secretary made the attestations recommended by
the ASX Corporate Governance Council as to the Company’s financial condition prior to the Board signing this
Annual Report.

2. Board Committees

2.1 Audit Committee

Details of the Audit Committee charter are provided as attachment A within the Board Charter on the Company’s
website under Corporate Governance.

2.1.1  Role

The Audit Committee is responsible for reviewing the integrity of the Company’s financial reporting and overseeing
the independence of the external auditors.

2.1.2  Composition

The Audit Committee consists of two members. Given the Company’s present structure, the two member committee
is able to carry out a proper review process. Members are appointed by the Board from the Non-Executive Directors,
both of whom are independent. The current members of the Audit Committee are Mr Innes and Mr Hancock. Both
members can read and understand financial statements and are otherwise financially literate and Mr Hancock is the
Chairman. The details of the member’s qualifications may be found in their Director Profiles of the Directors’
Report.

The Audit Committee held 2 meetings during the year.

2.1.3  Responsibilities
The Audit Committee reviews the annual and half-yearly financial statements and any reports which accompany

these financial statements before submission to the Board for approval.

The Audit Committee also recommends to the Board the appointment of the external auditors and each year, reviews
the appointment of the external auditors, their independence, the audit fee, and any questions of resignation or
dismissal.

The Audit Committee is also responsible for establishing policies on risk oversight and management.

2.2 Remuneration Committee

Details of the Remuneration Committee charter are provided as attachment B within the Board Charter on the
Company’s website under Corporate Governance.

2.2.1  Role

The role of the Remuneration Committee is to assist the Board in fulfilling its responsibilities in respect of
establishing appropriate remuneration levels and incentive policies for Company personnel and consultants.
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2.2.2  Composition
Mr Innes and Mr Hancock are the current members of the Remuneration Committee and are both non executive
Directors. Mr Innes, the Chairman of the Remuneration Committee is an Independent Director.

The Remuneration Committee held one meeting during the year.

2.2.3  Responsibilities

The responsibilities of the Remuneration Committee include setting policies for consultants remuneration, setting the
terms and conditions of employment for the Managing Director (CEO), reviewing and making recommendations to
the Board on the Company’s incentive schemes and superannuation arrangements, reviewing the remuneration of
both Executive and Non-Executive Directors and making recommendations to the Board on any proposed changes.

2.2.4  Remuneration Policy

2.2.4.1 Remuneration Policy

The Company is committed to remunerating its senior executives and consultants in a manner that is market-
competitive and consistent with best practice as well as supporting the interests of shareholders. Consequently,
remuneration may be comprised of the following:

= fixed salary and/or fees that are determined from a review of the market and reflects core performance
requirements and expectations;

= a performance bonus designed to reward actual achievement by the individual of performance objectives
and for materially improved Company performance;

=  participation in the option scheme with thresholds approved by shareholders;

=  statutory superannuation.

The objective behind using this remuneration structure is to drive improved Company performance and thereby
increase shareholder value as well as aligning the interests of executives and shareholders. The Board may use its
discretion with respect to the payment of bonuses, stock options and other incentive payments.

2.2.4.2 Non-Executive Director Remuneration Policy

Non-Executive Directors are paid their fees out of the maximum aggregate amount approved by shareholders for the
remuneration of Non-Executive Directors. Non-Executive Directors do not receive performance based bonuses but
do participate in equity schemes of the Company.

Non-Executive Directors are entitled to statutory superannuation where applicable.

2.2.5  Current Director Remuneration

The maximum aggregate amount of remuneration paid to Non-Executive Directors was approved by shareholders on
28 November 2002 and is currently $100,000. The remuneration received by all of the Company’s Directors is
disclosed in the Directors’ Report (Remuneration Report).

2.2.6  Senior Executive Remuneration

Graeme Drew is the only salaried Director and is also the CEO. There are no other salaried executives in the
Company. His remuneration is disclosed in the Directors’ Report.

2.3 Nomination Committee

The Company does not have a separate Nomination Committee. The full Board performs the functions of the
Nomination Committee. The Nomination Committee Charter is provided as attachment C within the Board Charter
on the Company’s website under Corporate Governance.

2.3.1 Role

The role of the Nomination Committee is to help achieve a structured Board that adds value to the Company by
ensuring an appropriate mix of skills amongst Directors at all times.

2.3.2  Responsibilities

The responsibilities of the Nomination Committee include devising criteria for Board membership, regularly
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reviewing the need for various skills and experience on the Board and identifying specific individuals for nomination
as Directors for review by the Board. The Nomination Committee also oversees management succession plans
including the CEO and his direct reports and evaluates the Board’s performance and makes recommendations for the
appointment and removal of Directors.

2.3.3  Criteria for selection of Directors

Directors are appointed based on the specific governance skills required by the Company. Given the size of the
Company and the business that it operates, the Company aims at all times to have at least one Director with
experience in the industry, appropriate to the Company’s market. In addition, Directors should have the relevant
blend of personal experience in:

=  accounting and financial management;
=  Jegal skills; and
= CEO-level business experience.

3. Company Code of Conduct

As part of its commitment to recognising the legitimate interests of stakeholders, the Company has established a
Code of Conduct to guide compliance with legal and other obligations to legitimate stakeholders. These stakeholders
include employees, clients, customers, government authorities, creditors and the community as a whole. The
Company Code of Conduct was adopted by resolution of the Board on 10 September 2004 and will be reviewed
annually. This Code includes the following.

Responsibilities to Shareholders and the Financial Community Generally

Responsibilities to Clients, Customers and Consumers

Employment Practices

Obligations Relative to Fair Trading and Dealing

Responsibilities to the Community

Responsibility to the Individual

Conflicts of Interest

How the Company Complies with Legislation Affecting its Operations

How the Company Monitors and Ensures Compliance with its Code

The Board, management and Company personnel are committed to implementing this Code of Conduct and each
individual is accountable for such compliance.
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Directors’ report

The Directors of AusQuest Ltd herewith submit the annual financial report of the company for the financial year
ended 30 June 2006. In order to comply with the provisions of the Corporations Act 2001, the Directors report as
follows:

The names and particulars of the Directors of the Company during the whole of the financial year and up to the date
of this report are:

Directors

John Innes BE Hons, M.Eng.Sc, FTS, FAIMM, FAICD
Non-Executive Chairman

John’s distinguished career extends over more than four decades within the Australian minerals industry, initially
with BHP and subsequently with CRA. He was closely associated with the development of Hamersley Iron and in
1994 received the Clunies Ross National Science and Technology Award for his unique contributions in developing
new iron and steelmaking technologies, including the HIsmelt process. He also held senior managerial roles across
the CRA Group of companies with responsibility for engineering, research and development, new resource project
evaluations and environmental auditing. Prior to retiring in 1997, John was a CRA Group Executive for 12 years
and was Chairman of their Scientific Advisory Board. Throughout his career, John has held many Board positions
including Chairman of the GKW Centre for Extractive Metallurgy, Chairman of XRT Ltd, Deputy Chairman of
ANSTO as well as Director of Hamersley Iron, Pasminco, Normandy NFM Ltd, AMC and Ausmelt. Currently he is
a founding Director of the privately held Conarco Minerals Limited.

John has held no other directorship in listed companies over the last three (3) years.

Graeme Drew B.Sc.Hons., FAIMM, MASEG.
Managing Director

Graeme has over 35 years experience in the exploration industry in Australia and overseas. Prior to co-founding
AusQuest he was an Exploration Manager for CRAE and Rio Tinto Exploration Pty Ltd in Western Australia (9
years) and Eastern Australia (4 years). He has wide experience in the search for, and evaluation of, most base and
precious metals (notably nickel, gold, uranium, zinc and diamonds). Graeme has developed a passion for the ‘big
picture’ and ‘big project’ generation which he strongly believes are the building blocks for successful exploration
outcomes. He has been involved in discoveries at Kintyre (uranium), Admiral Bay (lead/zinc), Honeymoon Well
(nickel) plus gold deposits at Kirkalocka, Whistler and Ellen Dam.

Graeme has held no other directorships in listed companies over the last three (3) years.

John Ashley B.Sc.Hons.,M.Sc., FAIMM, MSEG, MASEG, MAIG
Executive Director

John is a Director of Southern Geoscience Consultants (SGC), which he established in 1985, and is a former
Director of Aerodata Holdings and Conquest Mines NL (unlisted). John has 48 years experience as a geophysicist
in the exploration industry with government agencies, exploration companies, and consulting companies and has
worked in many countries. He has had significant involvement in discoveries of uranium (El Sherana West),
copper/lead/zinc (Prieska), gold (Red October, Ulysses). As a co-founder he now works solely for AusQuest.

John has held no other directorships in listed companies over the last three (3) years.
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Greg Hancock BA Econs, BEd Hons., F.Fin.
Non-Executive Director

Mr Greg Hancock is an Executive Director of Cooper Energy Ltd, an ASX listed Oil and Gas exploration and
production company. He is a past member of the Companies and Markets Advisory Committee (CAMAC) of the
Federal Government and has significant corporate and commercial experience in the capital market

Directorships held in listed companies over the last three (3) years are as follows:
Cooper Energy Limited — appointed 9 March 2001 to current

Company Secretary

Lloyd Flint B.Acc, CA, MBA, F.Fin.

Lloyd is a qualified Chartered Accountant and has 23 years experience in the provision of financial services and
corporate advice. He holds similar secretarial roles in various other listed and unlisted public companies.

Operating results
The loss of the consolidated entity after income tax for the year was $1,587,591 (2005 : $521,195)

Principal activities

The principal activity of the Company was mineral exploration throughout Australia. There was no significant
change in the nature of this activity during the year.

Review of operations

A review of the Company’s exploration projects and activities during the year are discussed in the Exploration
Report included in this Annual report.

Changes in state of affairs

During the financial year significant changes in the state of affairs of the consolidated entity are as follows:

Issue of 5 million ordinary fully paid shares and 5 million options exercisable at 40 cents before 1% May 2008 to
Hamersley Holdings Pty Ltd as part of an Agreement with Rio Tinto over the Nameless Iron Project.

Other changes are referred to in the financial statements or notes thereto.

Subsequent events

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

Future developments

AusQuest will continue to explore its projects in the search for economic iron, gold, base metal and diamond
deposits. The Company will also seek joint venture opportunities for its projects in an effort to balance the risks and
rewards associated with exploration thereby maximizing returns to shareholders.

Safety and Environmental regulations

The Company is aware of its occupational health and safety and environmental obligations with regard to its
exploration activities and ensures that it complies with all regulations when carrying out exploration work.
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Dividends

No dividends were paid or declared since the start of the financial year. No recommendation for the payment of
dividends has been made.

Share options

Share options granted to directors and executives

During and since the end of the financial year an aggregate of share options were granted to the following Directors
and executives of the company:

Number of ordinary shares
Directors and executives Number of options granted Issuing entity under option

Graeme Drew 1,000,000 AusQuest Ltd 1,000,000
John Ashley 500,000 AusQuest Ltd 500,000
Greg Hancock 300,000 AusQuest Ltd 300,000

Share options that expired/lapsed during the year

No options expired or lapsed during the year.

The holders of such options do not have the right, by virtue of the option, to participate in any share issue or interest
issue of any other body corporate or registered scheme.

Share options on issue at year end or issued since year end

Details of unissued shares or interests under option are:

Number of shares Class of Exercise price of Expiry date of
. under option shares option options

AusQuest Ltd (Quoted) 20,839,172 Ordinary 20 cents each 30 November 2006
AusQuest Ltd 1,000,000 Ordinary 20 cents each 31 August 2007
AusQuest Ltd 9,471,087 Ordinary 20 cents each 31 August 2008
AusQuest Ltd 1,875,000 Ordinary 30 cents each 31 August 2009
AusQuest Ltd 5,000,000 Ordinary 40 cents each 1 May 2008
AusQuest Ltd 3,700,000 Ordinary 54 cents each 30 June 2011

The holders of such options do not have the right, by virtue of the option, to participate in any share issue or interest
issue of any other body corporate or registered scheme.

Details of shares or interests issued during the financial year as a result of exercise of an option are:

Number of shares Class of Amount paid for Amount unpaid on
Issuing entity issued shares shares shares

AusQuest Ltd (Quoted) 2,622,328 Ordinary 20 cents each

AusQuest Ltd (31 August 2007) 500,000 Ordinary 20 cents each -
AusQuest Ltd (31 August 2008) 679,364 Ordinary 20 cents each -
AusQuest Ltd (31 August 2009) 75,000 Ordinary 30 cents each -

Indemnification of officers and auditors

During or since the end of the financial year the Company has given an indemnity or entered into an agreement to
indemnify, or paid or agreed to pay insurance premiums as follows:

= except as may be prohibited by the Corporations Act 2001 the Directors and officers of the Company shall
be indemnified out of the property of the Company against any liability incurred by him in his capacity as
Director or officer of the Company or any related corporation in respect of any act or omission whatsoever
and howsoever occurring or in defending any proceedings, whether civil or criminal;

= since the beginning of the financial year the Company has paid insurance premiums of $23,394 in respect
of Directors and Officers liability and corporate reimbursement, for Directors and officers in the Company.
The insurance premiums relate to:
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o any loss for which the Directors and officers may not be legally indemnified by the Company arising
out of any claim, by reason of any wrongful act committed by them in their capacity as a Director or
officer of the Company or any related corporation, first made against them jointly or severally during
the year of insurance; and

o indemnifying the Company against any payment which it has made and was legally permitted to make
arising out of any claim, by reason of any wrongful act, committed by any Director or officer in their
capacity as a Director or officer of the Company or any related corporation, first made against the
Director or officer during the period of insurance.

The insurance policy outlined above does not allocate the premium paid to each individual officer of the Company.

Directors’ meetings

The following table sets out the number of Directors’ meetings (including meetings of committees of Directors)
held during the financial year and the number of meetings attended by each Director (while they were a Director or
committee member). During the financial year, 3 board meetings, 1 remuneration committee meeting and 2 audit
committee meetings were held.

Board of directors Remuneration committee Audit committee
Attended |  Held | Attended | Held | Attended
1 1 2 2

John Innes 3 3
Greg Hancock 3 3 1 1 2 2
John Ashley 3 3
Graeme Drew 3 3

In addition 5 circular resolutions have been passed by the Directors.

Directors’ shareholdings

The following table sets out each Director’s relevant interest in shares, debentures, and rights or options in shares or
debentures of the company or a related body corporate as at the date of this report.

| Directors | _ Ordinary Shares Option over Shares

John Innes 2,425,000 1,745,082
Greg Hancock 620,000 1,585,000
John Ashley 3,605,344 2,562,828
Graeme Drew 2,591,586 3,352,190

Remuneration report

Remuneration policy for directors and executives

The Board policy for determining emoluments is based on the principle of remunerating Directors and senior
executives on their ability to add value to the Company (taking into account the Company’s strategic plan and
operations) whilst also considering market emolument packages for similar positions within the industry and in
consultation with external consultants. The Board appreciates the interrelationship between this policy and
Company performance. It acknowledges that it is in the best interests of shareholders to provide challenging but
achievable incentives to reward senior executives for reaching the Company’s stated goals. The Board will discuss
these issues internally and with candidates prior to engaging additional Directors or senior executives in the future.

Director and executive details

The Directors of AusQuest Ltd during the year were:

Graeme Drew
John Ashley
John Innes
Greg Hancock

There were no group executives employed by AusQuest Ltd during the year.
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Elements of Director and Executive remuneration

Remuneration packages contain the following key elements:

a) Primary benefits (being salary, fees, bonus and non monetary benefits)
b) Post-employment benefits (being superannuation)

c¢) Equity (being share options granted)

d) Other benefits

The following table discloses the remuneration of the Directors of the Company:

Post-employment Equity Other
Salary & Bonus Non- Super- Prescribed benefits
fees monetary | annuation benefits
$ $ $ $ $ $

John Innes 30,000 2,700 6,147 38,847
Greg Hancock 50,000 1,800 58,710 6,147 116,657
John Ashley 56,900 - 97,850 6,147 160,897
Graeme Drew 134,999 12,150 195,700 6,147 338,996

No Director or Executive options were granted, lapsed or exercised during the year.

Proceedings on behalf of the company

No persons have applied for leave pursuant to section 237 of the Corporation Act 2001 to bring, or intervene in,
proceedings on behalf of AusQuest Ltd.

Non-audit services

There were no non-audit services performed during the year by the auditors (or by another person or firm on the
auditors’ behalf).

Auditor’s independence declaration

The auditor’s independence declaration is included on page 19 of the financial report.

Signed in accordance with a resolution of the directors made pursuant to s.298(2) of the Corporations Act 2001.

On behalf of the Directors

Graeme Drew
Managing Director

Perth, 27" September 2006
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Chartered Accountants
Auditor’s Independence Declaration

As lead auditor for the audit of the financial report of AusQuest Ltd for the year
ended 30 June 2006, I declare that to the best of my knowledge and belief, there have
been:

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

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

This declaration is in respect of AusQuest Ltd.

ek

Perth, Western Australia WM Clark
27 September 2006 Partner, HLB Mann Judd
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INDEPENDENT AUDIT REPORT
To the members of
AusQuest Limited

Scope

The Financial Report and Directors” Responsibility

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

The directors of the company are responsible for the preparation and true and fair
presentation of the financial report in accordance with the Corporations Act 2001. This
includes responsibility for the maintenance of adequate accounting records and internal
controls designed to prevent and detect fraud and error, for the accounting policies and for
the accounting estimates within the financial 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 that the financial report is free of material
misstatement. The nature of an audit is influenced by several factors including the use of
professional judgement, selective testing, the inherent limitations of internal control and the
availability of audit evidence which may be persuasive rather than conclusive. Accordingly,
an audit cannot guarantee that all material misstatements have been detected.

We performed procedures to assess whether, in all material respects, the financial report
presents fairly, in accordance with the Corporations Act 2001, including compliance with
Accounting Standards 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, changes in equity and cash flows.

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

e examining, 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.

When determining the nature and extent of our procedures we considered the effectiveness
of management’s internal controls over financial reporting. Our audit was not designed to
provide assurance in relation to internal controls.

HLB Mann Judd (WA Partnership)
15 Rheola Street West Perth 6005. PO Box 263 West Perth 6872 Western Australia. DX 238 (Perth) Telephone +61 (08) 9481 0977. Fax +61 (08) 9481 3686.
Email: hlb@mjwa.com.au. Website: http:/www.hlb.com.au

Partners: lan H Barsden, Terry M Blenkinsop, Litsa Christodulou, Wayne M Clark, Lucio Di Giallonardo, Colin D Emmott, Trevor G Hoddy, Norman G Neill, Peter J Speechley

HLB Mann Judd (WA Partnership) is a member of International and the HLB Mann Judd National iation of il ing firms
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Independence

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

The Directors’ Report attached to the financial statements includes a copy of the
Independence Declaration given to the Directors by the lead auditor for the audit. That
Declaration would be on the same terms if it had been given to the Directors at the time this
audit report was made.

Audit Opinion
In our opinion, the financial report of AusQuest Limited 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 at 30 June 2006 and of their performance for the year then ended; and

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

(b) other mandatory financial reporting requirements in Australia.

P il /'/s—u-u Al

HLB MANN JUDD
Chartered Accountants

e X

Perth, Western Australia WM CLARK
27 September 2006 Partner
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Directors’ declaration

The Directors declare that:

(a) in the Directors’ opinion, there are reasonable grounds to believe that the Company will be able to pay its
debts as and when they become due and payable;

(b) in the Directors’ opinion, the attached financial statements and notes thereto are in accordance with the
Corporations Act 2001, including compliance with accounting standards and give a true and fair view of the

financial position and performance of the consolidated entity; and

(c)  the Directors have been given the declarations required by s.295A of the Corporations Act 2001.

Signed in accordance with a resolution of the directors made pursuant to s.295(5) of the Corporations Act 2001.

On behalf of the Directors

Graeme Drew
Director

Perth, 27" September 2006
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Income statement for the
financial year ended 30 June 2006

Consolidated Company
2006 2005 2006 2005
Note $ $ $ $
Revenue 2 543,679 105,786 543,679 105,786
Consultant & employee benefits expense (159,041) (274,370) (159,041) (274,370)
Occupancy (52,277) (53,131) (52,277) (53,131)
Administration expense (356,612) (271,800) (356,612) (271,800)
Exploration expenditure written off (1,563,340) (27,680) (1,563,340) (27,680)
Impairment of investment in subsidiary - - (150,000) -
Loss before income tax
expense/benefit 2 (1,587,591) (521,195) (1,737,591) (521,195)
Income tax expense/benefit relating to
ordinary activities 3 - - - -
Loss attributable to members (1,587,591) (521,195) (1,737,591) (521,195)
Loss per share:
Basic (cents per share) 15 (2.27) (1.16)

Notes to the financial statements are included on pages 28 to 46.
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Balance sheet
as at 30 June 2006

Consolidated Company
2006 2005 2006 2005
Note $ $ $ $
Current assets
Cash and cash equivalents 2,590,505 3,290,342 2,590,505 3,290,342
Trade and other receivables 6 82,447 111,005 82,447 111,005
Total current assets 2,672,952 3,401,347 2,672,952 3,401,347
Non-current assets
Trade and other receivables 7 - - 870,887 310,290
Property, plant and equipment 8 61,144 35,306 61,144 35,306
Other financial assets 9 - - - 150,000
Exploration, evaluation & development 10 5,730,099 4,931,602 4,709,212 4,471,312
Total non-current assets 5,791,243 4,966,908 5,641,243 4,966,908
Total assets 8,464,195 8,368,255 8,314,195 8,368,255
Current liabilities
Trade and other payables 11 101,063 222,930 101,063 222,930
Total current liabilities 101,063 222,930 101,063 222,930
Total liabilities 101,063 222,930 101,063 222,930
Net assets 8,363,132 8,145,325 8,213,132 8,145,325
Equity
Issued capital 12 10,248,825 8,443,427 10,248,825 8,443,427
Reserves 13 124,800 124,800 124,800 124,800
Retained earnings 14 (2,010,493) (422,902) (2,160,493) (422,902)
Total equity 8,363,132 8,145,325 8,213,132 8,145,325

Notes to the financial statements are included on pages 28 to 45.
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Statement of changes in equity

Statement of changes in equity
for the financial year ended 30 June 2006

Consolidated
Attributable to equity holders
Ordinary Option Accumulated Total Equity
For the period ended 30 June 2006 Sh;res Res$e"'e '-°s$ses $
At beginning of period 8,443,427 124,800 (422,902) 8,145,325
Loss for the period - - (1,587,591)  (1,587,591)
Issue of shares 1,800,838 - - 1,800,838
Issue of options - - - -
Recovery of prior period share issue costs 4,560 - - 4,560
At end of period 10,248,825 124,800 (2,010,493) 8,363,132
Attributable to equity holders
Ordinary Option Accumulated Total Equity
For the period ended 30 June 2005 Sh;res Res$e"’e P’°f"/(!$-°sses) $
At beginning of period 5,014,610 - 98,293 5,112,903
Loss for the period - - (521,195) (521,195)
Issue of shares 3,649,990 - - 3,649,990
Shares issue expenses (221,173) - - (221,173)
Equity settled payments - 124,800 - 124,800
At end of period 8,443,427 124,800 (422,902) 8,145,325

Notes to the financial statements are included on pages 28 to 46.
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Statement of changes in equity
for the financial year ended 30 June 2006

Company
Attributable to equity holders
Ordinary Option Accumulated Total Equity
For the period ended 30 June 2006 Sh;res Res;rve L°~°f$ses $
At beginning of period 8,443,427 124,800 (422,902) 8,145,325
Loss for the period - - (1,737,591)  (1,737,591)
Issue of shares 1,800,838 - - 1,800,838
Issue of options - - - -
Recovery of prior period share issue costs 4,560 - - 4,560
At end of period 10,248,825 124,800 (2,160,493) 8,213,132
Attributable to equity holders
Ordinary Option Accumulated Total Equity
For the period ended 30 June 2005 Sh;res Res;rve P’°f"/(!$-°sses) $
At beginning of period 5,014,610 - 98,293 5,112,903
Loss for the period - - (521,195) (521,195)
Issue of shares 3,649,990 - - 3,649,990
Shares issue expenses (221,173) - - (221,173)
Equity settled payments - 124,800 - 124,800
At end of period 8,443,427 124,800 (422,902) 8,145,325

Notes to the financial statements are included on pages 28 to 46.
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Cash flow statement
for the financial year ended 30 June 2006

Consolidated Company
2006 2005 2006 2005
Note $ $ $ $
Cash flows from operating activities
Receipts from operations - 11,536 - 11,536
Payments to suppliers and employees (538,153) (582,592) (538,153) (582,592)
Interest and other costs of finance paid (11) 30) (11) (30)
Interest received 144,992 102,516 144,992 102,516
Net cash provided by/(used in) operating 22 (c)
activities (393,172) (468,570) (393,172) (468,570)
Cash flows from investing activities
Amounts advanced to related parties - - (538,097) (310,290)
Payment for property, plant and equipment (41,780) (17,415) (41,780) (17,415)
Proceeds from sale of property, plant and
equipment 1,455 - 1,455 -
Expenditure exploration and evaluations (2,453,738) (2,120,214) (1,915,641) (1,809,924)
Proceeds from sale of interest 400,000 - 400,000 -
Payment for businesses
Net cash (used in)/provided by investing
activities (2,094,063) (2,137,629) (2,094,063) (2,137,629)
Cash flows from financing activities
Proceeds from issues of equity securities 1,782,838 3,499,990 1,782,838 3,499,990
Recovery/(payment) of share issue costs 4,560 (221,173) 4,560 (221,173)
Net cash provided by/(used in) financing activities 1,787,398 3,278,817 1,787,398 3,278,817
Net increase/(decrease) in cash and cash
equivalents (699,837) 672,618 (699,837) 672,618
Cash and cash equivalents at the beginning of
the financial year 3,290,342 2,617,724 3,290,342 2,617,724
Cash and cash equivalents at the end of  72(q)
the financial year 2,590,505 3,290,342 2,590,505 3,290,342

Notes to the financial statements are included on pages 28 to 46.
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Notes to the financial statements

1. Summary of accounting policies

Statement of compliance

The financial report is a general purpose financial report which has been prepared in accordance with the
Corporations Act 2001, Accounting Standards and Urgent Issues Group Interpretations, and complies with
other requirements of the law. Accounting Standards include Australian equivalents to International
Financial Reporting Standards (‘A-IFRS’). Compliance with the A-IFRS ensures that the consolidated
financial statements and notes of the consolidated entity comply with International Financial Reporting
Standards (‘IFRS’).

The financial statements were authorised for issue by the directors on 27" September 2006.

Basis of preparation

The financial report has been prepared on the basis of historical cost, except for the revaluation of certain
non-current assets and financial instruments. Cost is based on the fair values of the consideration given in
exchange for assets.

In the application of A-IFRS management is required to make judgments, estimates and assumptions about
carrying values of assets and liabilities that are not readily apparent from other sources. The estimates and
associated assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstance, the results of which form the basis of making the judgments. Actual
results may differ from these estimates.

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 only that
period, or in the period of the revision and future periods if the revision affects both current and future
periods.

Judgments made by management in the application of A-IFRS that have significant effects on the financial
statements and estimates with a significant risk of material adjustments in the next year are disclosed,
where applicable, in the relevant notes to the financial statements.

Accounting policies are selected and applied in a manner which ensures that the resulting financial
information satisfies the concepts of relevance and reliability, thereby ensuring that the substance of the
underlying transactions or other events is reported.

The consolidated entity changed its accounting policies on 1 July 2005 to comply with A-IFRS. The
transition to A-IFRS is accounted for in accordance with Accounting Standard AASB 1 ‘First-time
Adoption of Australian Equivalents to International Financial Reporting Standards’, with 1 July 2004 as
the date of transition. An explanation of how the transition from superseded policies to A-IFRS has
affected the company’s financial position, financial performance and cash flows is discussed in note 24.

The accounting policies set out below have been applied in preparing the financial statements for the year
ended 30 June 2006, the comparative information presented in these financial statements for the year ended
30 June 2005, and in the preparation of the opening A-IFRS balance sheet at 1 July 2004 (as disclosed in
note 24), the entity’s date of transition, except for the accounting policies in respect of financial
instruments.

The following significant accounting policies have been adopted in the preparation and presentation of the
financial report:

(a) Cash and cash equivalents
Cash and cash equivalents comprise cash on hand, cash in banks and investments in money market
instruments, net of outstanding bank overdrafts.

(b) Employee benefits
Provision is made for benefits accruing to employees in respect of wages and salaries, annual leave,
long service leave, and sick leave when it is probable that settlement will be required and they are
capable of being measured reliably.
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1. Summary of accounting policies (cont’d)

Provisions made in respect of employee benefits expected to be settled within 12 months, are
measured at their nominal values using the remuneration rate expected to apply at the time of
settlement.

Provisions made in respect of employee benefits which are not expected to be settled within 12
months are measured as the present value of the estimated future cash outflows to be made by the
entity in respect of services provided by employees up to reporting date.

Financial assets

Investments are recognised and derecognised on trade date where purchase or sale of an investment is
under a contract whose terms require delivery of the investment within the timeframe established by
the market concerned, and are initially measured at fair value, net of transaction costs.

Subsequent to initial recognition, investments in subsidiaries are measured at cost.

Other financial assets are classified into the following specified categories: financial assets ‘at fair
value through profit or loss’, ‘held-to-maturity’ investments, ‘available-for-sale’ financial assets, and
‘loans and receivables’. The classification depends on the nature and purpose of the financial assets
and is determined at the time of initial recognition.

Loans and receivables
Trade receivables, loans, and other receivables are recorded at amortised cost less impairment.

Financial instruments issued by the company
Debt and equity instruments

Debt and equity instruments are classified as either liabilities or as equity in accordance with the
substance of the contractual arrangement.

Transaction costs on the issue of equity instruments

Transaction costs arising on the issue of equity instruments are recognised directly in equity as a
reduction of the proceeds of the equity instruments to which the costs relate. Transaction costs are the
costs that are incurred directly in connection with the issue of those equity instruments and which
would not have been incurred had those instruments not been issued.

Goods and services tax
Revenues, expenses and assets are recognised net of the amount of goods and services tax (GST),
except:

i where the amount of GST incurred is not recoverable from the taxation authority, it is
recognised as part of the cost of acquisition of an asset or as part of an item of expense; or
il. for receivables and payables which are recognised inclusive o GST.

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

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

Impairment of assets

At each reporting date, the consolidated entity reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss (if any). Where the asset does not generate cash
flows that are independent from other assets, the consolidated entity estimates the recoverable amount
of the cash-generating unit to which the asset belongs.

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested
for impairment annually and whenever there is an indication that the asset may be impaired.
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1. Summary of accounting policies (cont’d)

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to 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 which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount.
An impairment loss is recognised in profit or loss immediately, unless the relevant asset is carried at
fair value, in which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-generating
unit) is increased to the revised estimate of its recoverable amount, but only to the extent that the
increased carrying amount does not exceed the carrying amount that would have been determined had
no impairment loss been recognised for the asset (cash-generating unit) in prior years. A reversal of an
impairment loss is recognised in profit or loss immediately, unless the relevant asset is carried at fair
value, in which case the reversal of the impairment loss is treated as a revaluation increase.

Income tax
Current tax

Current tax is calculated by reference to the amount of income taxes payable or recoverable in respect
of the taxable profit or tax loss for the period. It is calculated using tax rates and tax laws that have
been enacted or substantively enacted by reporting date. Current tax for current and prior periods is
recognised as a liability (or asset) to the extent that it is unpaid (or refundable).

Deferred tax

Deferred tax is accounted for using the comprehensive balance sheet liability method in respect of
temporary differences arising from differences between the carrying amount of assets and liabilities in
the financial statements and the corresponding tax base of those items.

In principle, deferred tax liabilities are recognised for all taxable temporary differences. Deferred tax
assets are recognised to the extent that it is probable that sufficient taxable amounts will be available
against which deductible temporary differences or unused tax losses and tax offsets can be utilised.
However, deferred tax assets and liabilities are not recognised if the temporary differences giving rise
to them arise from the initial recognition of assets and liabilities (other than as a result of a business
combination) which affects neither taxable income nor accounting profit. Furthermore, a deferred tax
liability is not recognised in relation to taxable temporary differences arising from goodwill.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in
subsidiaries, branches, associates and joint ventures except where the entity is able to control the
reversal of the temporary differences and it is probable that the temporary differences will not reverse
in the foreseeable future. Deferred tax assets arising from deductible temporary differences associated
with these investments and interests are only recognised to the extent that it is probable that there will
be sufficient taxable profits against which to utilise the benefits of the temporary differences and they
are expected to reverse in the foreseeable future.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the
period(s) when the asset and liability giving rise to them are realised or settled, based on tax rates (and
tax laws) that have been enacted or substantively enacted by reporting date. The measurement of
deferred tax liabilities and assets reflects the tax consequences that would follow from the manner in
which the entity expects, at the reporting date, to recover or settle the carrying amount of its assets and
liabilities.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same
taxation authority and the entity intends to settle its current tax assets and liabilities on a net basis.

Current and deferred tax for the period

Current and deferred tax is recognised as an expense or income in the income statement, except when
it relates to items credited or debited directly to equity, in which case the deferred tax is also
recognised directly in equity, or where it arises from the initial accounting for a business combination,
in which case it is taken into account in the determination of goodwill or excess.
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Tax consolidation

The company and its wholly-owned Australian resident entity are part of a tax-consolidated group
under Australian taxation law. AusQuest Ltd is the head entity in the tax-consolidated group. Tax
expense/income, deferred tax liabilities and deferred tax assets arising from temporary differences of
the members of the tax-consolidated group are recognised in the separate financial statements of the
members of the tax-consolidated group using the ‘separate taxpayer within group’ approach. Current
tax liabilities and assets and deferred tax assets arising from unused tax losses and tax credits of the
members of the tax-consolidated group are recognised by the company (as head entity in the tax-
consolidated group).

Amounts are recognised as payable to or receivable by the company and each member of the group in
relation to the tax contribution amounts paid or payable between the parent entity and the other
members of the tax-consolidated group as and when they arise.

Intangible assets

Exploration and Evaluation Expenditure

Exploration, evaluation and development expenditure incurred may be accumulated in respect of each
identifiable area of interest. These costs are carried forward only if they relate to an area of interest
for which rights of tenure are current and in respect of which:

@) such costs are expected to be recouped through successful development and exploitation or
from sale of the area; or

(i)  exploration and evaluation activities in the area have not, at balance date, reached a stage
which permit a reasonable assessment of the existence or otherwise of economically
recoverable reserves, and active operations in, or relating to, the area are continuing.

Accumulated costs in respect of areas of interest which are abandoned are written off in full against
profit or loss in the year in which the decision to abandon the area is made. A regular review is
undertaken of each area of interest to determine the appropriateness of continuing to carry forward
costs in relation to that area of interest.

Notwithstanding the fact that a decision not to abandon an area of interest has been made, based on
the above, the exploration and evaluation expenditure in relation to an area may still be written off if
considered appropriate to do so.

Joint ventures
Jointly controlled assets and operations

Interests in jointly controlled assets and operations are reported in the financial statements by
including the entity’s share of assets employed in the joint ventures, the share of liabilities incurred in
relation to the joint ventures and the share of any expenses incurred in relation to the joint ventures in
their respective classification categories.

Jointly controlled entities
Interests in jointly controlled entities are accounted for under the equity method in the financial
statements and the cost method in the company financial statements.

Operating cycle
The operating cycle of the entity coincides with the annual reporting cycle.

Payables
Trade payables and other accounts payable are recognised when the entity becomes obliged to make
future payments resulting from the purchase of goods and services.

Presentation currency
The entity operates entirely within Australia and the presentation currency is Australian dollars.
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1. Summary of accounting policies (cont’d)

(m)

Principles of consolidation

The consolidated financial statements are prepared by combining the financial statements of all the
entities that comprise the consolidated entity, being the company (the parent entity) and its
subsidiaries as defined in Accounting Standard AASB 127 ‘Consolidated and Separate Financial
Statements’. A list of subsidiaries appears in note 18 to the financial statements. Consistent
accounting policies are employed in the preparation and presentation of the consolidated financial
statements.

On acquisition, the assets, liabilities and contingent liabilities of a subsidiary are measured at their fair
values at the date of acquisition. Any excess of the cost of acquisition over the fair values of the
identifiable net assets acquired is recognised as goodwill. If, after reassessment, the fair values of the
identifiable net assets acquired exceed the cost of acquisition, the deficiency is credited to profit and
loss in the period of acquisition.

The interest of minority shareholders is stated at the minority’s proportion of the fair values of the
assets and liabilities recognised.

The consolidated financial statements include the information and results of each subsidiary from the
date on which the company obtains control and until such time as the company ceases to control such
entity.

In preparing the consolidated financial statements, all intercompany balances and transactions, and
unrealised profits arising within the consolidated entity are eliminated in full.

Plant and equipment
Plant and equipment are stated at cost less accumulated depreciation and impairment. Cost includes
expenditure that is directly attributable to the acquisition of the item.

Depreciation is provided on plant and equipment. Depreciation is calculated on a straight line basis so
as to write off the net cost or other revalued amount of each asset over its expected useful life to its
estimated residual value. Leasehold improvements are depreciated over the period of the lease or
estimated useful life, whichever is the shorter, using the straight line method. The estimated useful
lives, residual values and depreciation method are reviewed at the end of each annual reporting period.

The following estimated useful lives are used in the calculation of depreciation:

Class of fixed asset Depreciation rate (%)
. Furniture & equipment 7.5-40
Provisions

Provisions are recognised when the consolidated entity has a present obligation, the future sacrifice of
economic benefits is probable, and the amount of the provision can be measured reliably.

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obligation at reporting date, taking into account the risks and uncertainties surrounding the
obligation. Where a provision is measured using the cashflows estimated to settle the present
obligation, its carrying amount is the present value of those cashflows.

When some or all of the economic benefits required to settle a provision are expected to be recovered
from a third party, the receivable is recognised as an asset if it is virtually certain that recovery will be
received and the amount of the receivable can be measured reliably.

Revenue recognition

Dividend and interest revenue

Dividend revenue is recognised on a receivable basis. Interest revenue is recognised on a time
proportionate basis that takes into account the effective yield on the financial asset.
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(@

Share-based payments

Equity-settled share-based payments granted after 7 November 2002 that were unvested as of 1
January 2005, are measured at fair value at the date of grant. Fair value is measured by use of the
Black and Scholes model. The expected life used in the model has been adjusted, based on
management’s best estimate, for the effects of non-transferability, exercise restrictions, and
behavioural considerations.

The fair value determined at the grant date of the equity-settled share-based payments is expensed on
a straight-line basis over the vesting period, based on the entity’s estimate of shares that will
eventually vest.

For cash-settled share-based payments, a liability equal to the portion of the goods or services
received is recognised at the current fair value determined at each reporting date.

Comparative information — financial instruments

The entity has elected not to restate comparative information for financial instruments within the
scope of Accounting Standards AASB 132 ‘Financial Instruments: Disclosure and Presentation” and
AASB 139 ‘Financial Instruments: Recognition and Measurement’, as permitted on the first-time
adoption of A-IFRS.

The accounting policies applied to accounting for financial instruments in the current financial year
are detailed above. The following accounting policies were applied to accounting for financial
instruments in the comparative financial year:

(a) Accounts payable
Trade payables and other accounts payable are recognised when the entity becomes obliged to make
future payments resulting from the purchase of goods and services.

(b) Financial instruments issued by the company

Debt and equity instruments
Debt and equity instruments are classified as either liabilities or as equity in accordance with the
substance of the contractual arrangement.

Transaction costs on the issue of equity instruments

Transaction costs arising on the issue of equity instruments are recognised directly in equity as a
reduction of the proceeds of the equity instruments to which the costs relate. Transaction costs are the
costs that are incurred directly in connection with the issue of those equity instruments and which
would not have been incurred had those instruments not been issued.

Interest and dividends

Interest and dividends are classified as expenses or as distributions of profit consistent with the
balance sheet classification of the related debt or equity instruments or component parts of compound
instruments.

(c) Receivables
Trade receivables and other receivables are recorded at amounts due less any allowance for doubtful
debts.

Effect of changing the accounting policies for financial instruments

There was no effect as a result of changes in the accounting policies for financial instruments on the
balance sheet as at 1 July 2005.
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2.

Loss from operations

(a) Revenue

Interest received
Reimbursement of expenditure
Loss on disposal of assets

(b)  Loss before income tax

Profit/(loss) before income tax has been arrived
at after crediting/ (charging) the following gains
and losses from continuing operations:

Finance costs:

Other interest expense
Depreciation of non-current assets
Impairment of investment in subsidiary

Exploration expenditure written off

Income taxes

(a) Tax expense/(income) comprises:

Current tax expense/(income)

Deferred tax expense/(income) relating to
the origination and reversal of temporary

differences

Total tax expense/(income)

The prima facie income tax expense on pre-tax
accounting loss from operations reconciles to
the income tax expense in the financial
statements as follows:

Loss from operations

Income tax expense calculated at 30%

Non-deductible expenses
Unused tax losses and tax offsets not
recognised as deferred tax assets

Consolidated Company
2006 2005 2006 2005
$ $ $ $
144,993 94,250 144,993 94,250
400,000 11,536 400,000 11,536
(1,314) - (1,314) -
(11 - (11) -
(13,175) (11,242) (13,175) (11,242)
- - (150,000) -
(1,563,340) (27,680) (1,563,340) (27,680)
(1,587,591) (521,195) (1,737,591)  (521,195)
(476,277) (156,359) (521,277)  (156,359)
473,981 38,335 518,981 38,335
2,296 118,024 2,296 118,024

Income tax attributable to operating loss

The tax rate used in the above reconciliation is the corporate tax rate of 30% payable by Australian
corporate entities on taxable profits under Australian tax law. There has been no change in the corporate tax
rate when compared with the previous reporting period.
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