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RECORD PROFIT

This Preliminary Final Report for Mount Gibson Iron Limited and its subsidiaries (“Mount
Gibson”) (ASX Code: MGX) is provided to the Australian Stock Exchange (“ASX”) under ASX
Listing Rule 4.3A.

Financial Highlights

. Record full year net profit after tax of $47.8 million, up 103% on the previous year;

. Sales revenue of $165 million, up 119% on the previous year;

. Operating profit before tax, up 140% on previous year;

. Net assets total $454 million, up 317% on the previous year;

. Cash on hand at June 2007 - $61 million; and

. New Corporate Debt Facility signed on 28 August 2007 and conditions precedent to
drawdown to be satisfied in early September


http://www.asx.online.com/

COMMENTARY

Mount Gibson consolidated net profit after tax of $47.7 million for the 12 months ended 30 June 2007 is
summarised below:

12 months 12 months
ended ended

30 June 2006 30 June 2005
Sales revenue $000 162,748 73,389
Other revenue $000 2,256 1,857
Total revenue $000 165,004 75,246
Cost of sales $000 (108,955) (50,938)
Other expenses $000 (13,796) (6,674)
Operating profit before tax $000 42,253 17,634
Taxation benefit/(expense) $000 (13,209) 3,949
Operating profit after tax $000 29,044 21,583
Profit from discontinued operations after tax $000 18,721 1,490
Operating profit after tax 3000 47,765 23,073
Loss attributable to Minority Interest $000 - 406
Net profit attributable to members $000 47,765 23,479

The Preliminary Final Report (Appendix 4E) and audited Financial Statements for the year ended
30 June 2006 are attached.

Yours sincerely,
MOUNT GIBSON IRON LIMITED

&7’

Angela Dent
Company Secretary

For further information:

Luke Tonkin David Griffiths
Mount Gibson Iron Limited Gryphon Management Australia
+61-8-9426-7500 +61(0)419-912-496
www.mtgibsoniron.com.au www.gryphon.net.au

About Mount Gibson Iron Limited (ASX Code: MGX)

Mount Gibson is Australia’s leading independent iron ore producer, and a driving force behind
the development of the Mid West iron ore industry in Western Australia. Mount Gibson is leading the
consolidation of the junior iron ore industry, and with the successful takeover of Aztec Resources, will
build a sustainable platform for future shareholder growth. Mount Gibson has a hematite mining
operation at Tallering Peak operating at its targeted production rate and has commenced production
from Koolan Island hematite mining operation. Mount Gibson’s plans to develop the Extension Hill
hematite project are well advanced. Current production rates from Mount Gibson exceed 3Mtpa with
forecast production of 10Mtpa in 2010. Mount Gibson has firm commercial relationships with major
Chinese steel industry customers, and with continued strong demand and prices the Company and its
shareholders are ideally leveraged to benefit from further commodity price rises. The Company is
generating strong cashflow and has a stable and experienced management team focused on
delivering returns to shareholders.


http://www.mtgibsoniron.com.au/
http://www.gryphon.net.au/

MOUNT GIBSON IRON LIMITED
APPENDIX 4E — PRELIMINARY FINAL REPORT

e Current Reporting Period: 12 months ended 30 June 2007
e Previous Corresponding Period: 12 months ended 30 June 2006

RESULTS FOR ANNOUNCEMENT TO THE MARKET

A$’000’s
Revenue from ordinary activities up 1219% to $162,748
Net profit after tax from ordinary activities up 107% to $47,765
Net profit after tax attributable to members up 103% to $47,765

DIVIDENDS

No dividends have been paid or declared during the year
RATIO’S

< Net tangible asset backing $0.577 (2005: $0.247)

Net tangible asset backing per share has been calculated by dividing the net tangible assets excluding
minority interest share by the closing number of ordinary shares on issue.

DETAILS OF ENTITIES OVER WHICH CONTROL HAS BEEN GAINED OR LOST DURING THE PERIOD
Mount Gibson Iron Limited gained control of Aztec Resources Limited and its subsidiaries on
30 November 2006. Full details of the acquisition are set out in Note 9 of the attached Financial

Statements.

Mount Gibson Iron Limited lost control of Asia Iron Holdings Limited and its subsidiaries on
21 August 2006. Full details of the disposal are set out in Note 10 of the attached Financial Statements.

STATUS OF AUDIT

This Preliminary Final Report is based on accounts that have been audited.

This Preliminary Final Report is to be read in conjunction with the attached Financial Statements for the
year ended 30 June 2007 together with any public announcements made by Mount Gibson during the year
ended 30 June 2007 in accordance with the continuous disclosure obligations under the Corporations Act
2001.



Directors’ Report (continued)

Options granted as part of remuneration for the year ended 30 June 2006

Value of Total Value

Value per Options Value at of Options
Grant Exercise Grant Option @ Granted Vesting Exercised Date Exefcised % of

Date Price Number Grant During the Date Number Option Remuneration
and Lapsed
Date Year Lapsed .

$ During Year
A Rule 4-Oct-05 $0.90 2,000,000 $0.464 928,000 1-Jul-08 N/A N/A N/A 31.9%
L Tonkin 4-Oct-05 $0.90 3,000,000 $0.478 1,434,000 24-Oct-08 N/A N/A N/A 29.5%
L Tonkin 4-Oct-05 $1.10 2,000,000 $0.518 1,036,000 24-Oct-10 N/A N/A N/A 10.6%
S Coates 31-Dec-05 $0.78 250,000 $0.332 83,000 31-Dec-07 N/A N/A N/A 5.3%
P Jones 31-Dec-05 $0.78 250,000 $0.332 83,000 31-Dec-07 N/A N/A N/A 4.2%
B Wesley 31-Dec-05 $0.78 250,000 $0.332 83,000 31-Dec-07 N/A N/A N/A 8.2%

Options granted as part of Director and Senior Executive emoluments have been valued using the Binomial option
pricing model. The value per option at grant date is calculated using the following assumptions:

Grant date

Share price at grant date

Exercise price

Risk free interest rate
Volatility factor
Expiry date

31-Dec-05
$0.70
$0.78
5.09%
60%
31-Dec-09

13-June-06
$0.70
$0.78
5.09%
60%
31-Dec-06

4-Oct-05
$0.86
$0.90
5.40%
60%
30-Jun-10

4-Oct-05
$0.86
$0.90
5.40%
60%
23-Oct-10

4-Oct-05
$0.86
$1.10
5.40%
60%
23-Oct-12

DIRECTORS’ MEETINGS

The number of meetings of Directors (including meetings of Committees of Directors) held during the year and the
number of meetings attended by each Director is as follows:

Audit and Risk

Directors’ Meetings

Management
Committee Meetings

Nomination,

Remuneration and

Governance Committee

Number of Meetings Held 30 2 2
N Hamilton 3 - 1
W Willis 23 1 1
B Johnson 18 1 -
L Tonkin 30 - -
A Rule 30 - -
C Readhead 26 2 2
| Macliver 27 2 2
A Jones 22 2 -
P Bilbe 7 - -
M Horn - - _
INTERESTS IN THE SHARES AND OPTIONS OF THE COMPANY
As at the date of this report, the interests of the Directors in the Shares and Options of the Company were:

Ordinary Shares Options over

Shares

N Hamilton 185,000 -
L Tonkin - 5,000,000
A Rule 50,000 2,000,000
C Readhead 1,067,500 -
I Macliver 1,500,000 -
A Jones 100,000 -
P Bilbe 52,033 -
M Horn - -
Mount Gibson Iron Limited — 30 June 2007 Financial Report Page 16




Directors’ Report (continued)

TAX CONSOLIDATION

The Company and its 100% owned controlled entities have formed a tax consolidated group with effect from 1 April
2006. Members of the Consolidated Entity have entered into a tax sharing arrangement in order to allocate income tax
expense to the wholly owned controlled entities on a pro-rate basis. In addition the agreement provides for the
allocation of income tax liabilities between the entities should the head entity default on its tax payment obligations. At
the balance date, the possibility of default is remote. The head entity of the tax consolidated group is Mount Gibson
Iron Limited.

ENVIRONMENTAL REGULATION AND PERFORMANCE

The Consolidated Entity has developed Environmental Management Plans for its operations at Koolan Island, Tallering
Peak and the rail head at Mullewa. The Environmental Management Plans have been approved by the West Australian
Government Departments’ of Industry & Resources, Environment and Conservation and Land Management.

The Consolidated Entity holds various environmental licenses and authorities, issued under both State and Federal law,
to regulate its mining and exploration activities in Australia. These licenses include conditions and regulation in relation
to specifying limits on discharges into the environment, rehabilitation of areas disturbed during the course of mining
and exploration activities, and the storage of hazardous substances.

There have been no material breaches of the Consolidated Entities licenses and all mining and exploration activities
have been undertaken in compliance with the relevant environmental regulations.

PROCEEDINGS ON BEHALF OF THE COMPANY

There are no proceedings on behalf of the Company under section 237 of the Corporations Act 2001 in the financial
year or at the date of this report.

ROUNDING

Amounts in this report and the accompanying financial report have been rounded to the nearest thousand dollars
($'000) unless otherwise stated under the option available to the company under ASIC Class Order 98/0100. The
Company is an entity to which the class order applies.

CORPORATE GOVERNANCE

In recognising the need for the highest standards of corporate behaviour and accountability, the Directors of the
Company support and have adhered to the principles of corporate governance. The Company’s corporate governance
statement is contained in the additional ASX information section of the annual report.

AUDITOR’S INDEPENDENCE DECLARATION

In accordance with section 307C of the Corporations Act 2001, the directors received the attached independence
declaration from the auditor of the Company on page 18 which forms part of this report.

NON-AUDIT SERVICES

The following non-audit services were provided by the entity’s auditor, Ernst & Young. The directors are satisfied that
the provision of non-audit services is compatible with the general standard of independence for auditors imposed by
the Corporations Act 2001. The nature and scope of each type of non-audit service provided means that auditor
independence was not compromised. Ernst & Young received or are due to receive the following amounts for the
provision of non-audit services:

Aztec acquisition stamp duty advice 31,750

Signed in accordance with a resolution of the Directors.

N HAMILTON
Chairman
Perth, 30 August 2007.
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i’IERNST& YOUNG B The Ernst & Young Building m Tel 61894292222

11 Mounts Bay Road Fax 61 8 9429 2436
Perth- WA 6000
Australia

GPO Box M939
Perth WA 6843

Auditor’s Independence Declaration to the Directors of Mount Gibson Iron Limited

In relation to our audit of the financial report of Mount Gibson Iron Limited for the financial year ended 30
June 2007, to the best of my knowledge and belief, there have been no contraventions of the auditor
independence requirements of the Corporations Act 2001 or any applicable code of professional conduct.

Ernst & Young

/M/jmé‘?Lm

Gavin A Buckingham
Partner

Perth

30 August 2007

Liability limited by a scheme approved under
Professional Standards Legislation.

GAB:KT:MOUNT GIBSON:124



Consolidated Income Statement

For the year ended 30 June 2007

CONTINUING OPERATIONS

Sale of goods
Other revenue
TOTAL REVENUE
Cost of sales
GROSS PROFIT
Other income
Administrative expenses

Write back of impairment allowance

Impairment of available-for-sale financial
assets

Exploration expenses

PROFIT/(LOSS) FROM CONTINUING
OPERATIONS BEFORE TAX AND FINANCE COSTS

Finance costs

PROFIT/(LOSS) FROM CONTINUING
OPERATIONS BEFORE INCOME TAX

Income tax benefit/(expense)

NET PROFIT/(LOSS) FROM CONTINUING
OPERATIONS FOR THE PERIOD AFTER INCOME TAX
Profit from discontinued operations after
income tax
NET PROFIT/(LOSS) FOR THE PERIOD
AFTER INCOME TAX

Loss attributable to minority interest

NET PROFIT/(LOSS) ATTRIBUTABLE TO
MEMBERS OF THE COMPANY

Earnings per share (cents per share)
e Dbasic earnings per share

e diluted earnings per share

e basic earnings per share — continuing
operations

e diluted earnings per share - continuing
operations

Mount Gibson Iron Limited — 30 June 2007 Financial Report

Notes CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000

2[a] 162,748 73,389 - -

2[a] 2,256 1,857 2,840 2,836

165,004 75,246 2,840 2,836

2[d] (108,955) (50,938) - -

56,049 24,308 2,840 2,836

2[b] 2,805 1,966 1 1

2[d] (13,020) (6,684) (1,543) (6,368)

- - - 10,833

(1,506) - (1,506) -

2[d] ® (814) - (25)

44,320 18,776 (208) 7,277

2[c] (2,067) (1,142) 3) (11)

42,253 17,634 (211) 7,266

3 (13,209) 3,949 (474) 251

29,044 21,583 (685) 7,517

10[a] 18,721 1,490 91 -

47,765 23,073 (594) 7,517

- 406 - -

47,765 23,479 (594) 7,517
25 7.53 6.01
25 7.43 5.88
25 4.58 6.01
25 4.52 5.88
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Consolidated Balance Sheet

As at 30 June 2007

ASSETS

CURRENT ASSETS

Cash and cash equivalents
Trade and other receivables
Inventories

Prepayments

Derivatives

Assets classified as held for sale
TOTAL CURRENT ASSETS
NON-CURRENT ASSETS
Trade and other receivables
Available for sale financial assets
Other financial assets
Property, plant and equipment
Deferred acquisition, exploration,
evaluation and development costs
Mine properties
Deferred income tax assets
TOTAL NON-CURRENT ASSETS
TOTAL ASSETS
LIABILITIES
CURRENT LIABILITIES
Trade and other payables
Interest-bearing loans and borrowings
Derivatives
Provisions

Liabilities associated with assets
classified as held for sale

TOTAL CURRENT LIABILITIES
NON-CURRENT LIABILITIES
Trade and other payables
Provisions
Interest-bearing loans and borrowings
Deferred income tax liabilities
TOTAL NON-CURRENT LIABILITIES
TOTAL LIABILITIES
NET ASSETS

EQUITY
Issued capital
Retained earnings / (accumulated losses)
Reserves
Parent interests
Minority interest
TOTAL EQUITY

Mount Gibson Iron Limited — 30 June 2007 Financial Report

Notes

[&)]

16

10 [c]

~

11
12
13

14
15
16
17

10 [c]

14
17
15

18(a)
20
19

21

CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $’000 $'000 $’000
60,798 4,548 351 145
9,848 6,180 490 58
34,581 5,685 - -
1,049 877 313 1
5,065 2,541 - -
111,341 19,831 1,154 204
- 46,093 - -
111,341 65,924 1,154 204
- - 54,722 29,690
1,805 1,248 1,805 1,248
- - 338,432 42,431
187,768 20,345 5 5
9,027 4,176 - -
370,684 51,567 - -
11,875 - 36,894 11,347
581,159 77,336 431,858 84,721
692,500 143,260 433,012 84,925
64,314 17,836 14,214 341
98,754 1,594 - -
- 1,470 - -
1,172 463 - -
164,240 21,363 14,214 341
- 3,068 - -
164,240 24,431 14,214 341
- - 29,398 -
18,470 702 - -
55,481 4,247 - -
- 4,684 - -
73,951 9,633 29,398 -
238,191 34,064 43,612 341
454,309 109,196 389,400 84,584
386,766 86,851 386,766 86,851
57,861 10,096 (6,560) (5,966)
9,682 473 9,194 3,699
454,309 97,420 389,400 84,584
- 11,776 - -
454,309 109,196 389,400 84,584
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Consolidated Cash Flow Statement

For the year ended 30 June 2007

Notes CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $’000 $'000 $’000
CASH FLOWS FROM OPERATING
ACTIVITIES
Receipts from customers 154,441 75,519 - -
Payments to suppliers and employees (144,931) (82,704) (1,509) (1,073)
Interest paid (6,420) (1,196) (111) (11)
NET CASH FLOWS PROVIDED BY /
(USED IN) OPERATING ACTIVITIES ALl 3,090 (8381) (1,620) (1,084)

CASH FLOWS FROM INVESTING
ACTIVITIES
Interest received 2,644 1,951 332 40
Proceeds from (_:llsposal of controlled entity, 10[e] 50,354 ) 24.892 )

net of cash disposed
Purchase of controlled entity 9 - - (6,275) -
Net cgsh acquired on acquisition of controlled 9 3,652 ) ) )

entity
Contribution to controlled entity - - - (20,813)
Procegds from sale of property, plant and 3,767 7 ) )

equipment
Purchase of property, plant and equipment (36,834) (12,362) - -
Payment for deferred exploration and (4,578) (15,126) ) _

evaluation expenditure
Payment for mine properties (37,594) - - -
Proceeds from disposal of available-for-sale

3 - 295 - 295 -
financial assets
Purchase of available-for-sale investments - (960) - (960)
NET CASH FLOWS USED IN INVESTING
ACTIVITIES (18,294) (26,490) 19,244 (21,733)
CASH FLOWS FROM FINANCING
ACTIVITIES
Proceeds from issue of ordinary shares 2,010 7,460 2,010 7,460
Loans to other entities (280) (395) (280) (395)
Loans from/(to) related parties - - (19,148) 15,853
Proceeds from borrowings 73,404 1,500 - -
Repayment of lease liabilities (6,529) (2,520) - -
Repayment of borrowings - (419) - -
Payment for performance bonds - (1,100) - -
Proceeds from performance bonds - 4,053 - -
NET CASH FLOWS PROVIDED BY (USED
IN) / FINANCING ACTIVITIES 68,605 8,579 (17,418) 22,918
NET (DECREASE)/INCREASE IN CASH
AND CASH EQUIVALENTS 53,401 (26,292) 206 101
Net foreign exchange differences - 56 - -
Ca;:r;r:jd cash equivalents at beginning of 7397 33,633 145 a4
CASH AND CASH EQUIVALENTS AT END
OF PERIOD 4[a] 60,798 7,397 351 145
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Consolidated Statement of Changes in Equity

For the year ended 30 June 2007

Attributable to Equity Holders of the Parent Minority Total
Interest Equity
(Accumulated Net Unrealised
Losses) / Option Gains /
Issued Retained Premium (Losses) Other
CONSOLIDATED Capital Earnings Reserve Reserve Reserves Total
$'000 $'000 $’000 $'000 $'000 $'000 $'000 $'000
At 1 July 2005 79,381 (13,383) 1,631 1,165 - 68,794 8,956 77,750
Net_ unre_alised losses on available-for-sale ) ) ) (3,305) ) (3.305) ) (3,305)
financial assets
Net gains on cash flow hedges - - - 465 - 465 - 465
Release to income statement on expiry of cash
low hedges piry - ; - (115) - (115) - (115)
Currency translation differences - - - - (465) (465) - (465)
Cost of share-based payment - - 4,323 - - 4,323 - 4,323
Total incc_)me and expense f(_)r the period _ _ 4,323 (2,955) (465) 903 B 903
recognised directly in equity
Profit/(loss) for the period - 23,479 - - - 23,479 (406) 23,073
Total income and expense for the period - 23,479 4,323 (2,955) (465) 24,382 (406) 23,976
Issue of share capital 10 - - - - 10 - 10
Exercise of options 7,460 - - - - 7,460 - 7,460
New issue of capital by a Controlled Entity - - - - (3,226) (3,226) 3,226 -
At 30 June 2006 86,851 10,096 5,954 (1,790) (3,691) 97,420 11,776 109,196
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Consolidated Statement of Changes in Equity (continued)

For the year ended 30 June 2007

Attributable to Equity Holders of the Parent Minority Total
Interest Equity
(Accumulated Net Unrealised
Losses) / Option Gains /
Issued Retained Premium (Losses) Other
CONSOLIDATED Capital Earnings Reserve Reserve Reserves Total
$'000 $'000 $’000 $'000 $'000 $'000 $'000 $'000
At 1 July 2006 86,851 10,096 5,954 (1,790) (3,691) 97,420 11,776 109,196
Net unrealised gain on available-for-sale financial ) ) ) 1,032 ) 1,032 ) 1,032
assets
Impairment of available-for-sale financial assets - - - 1,506 - 1,506 - 1,506
Net gains on cash flow hedges - - - 3,215 - 3,215 - 3,215
Currency translation differences - - - - (386) (386) - (386)
Currency translatlo_n differences released on sale _ ) ) ) 885 885 ) 885
of controlled entity
Cost of share-based payment - - 2,957 - - 2,957 - 2,957
Total income and expense f(_)r the period _ _ 2,957 5,753 499 9,209 B 9,209
recognised directly in equity
Profit for the period - 47,765 - - - 47,765 - 47,765
Total income and expense for the period - 47,765 2,957 5,753 499 56,974 - 56,974
Issue of share ca_1p|tal for acquisition of 297,905 ) ) . ) 297,905 ) 297.905
Controlled Entity
Exercise of options 2,010 - - - - 2,010 - 2,010
Change in Minority Interest - - - - - - (11,776) (11,776)
At 30 June 2007 386,766 57,861 8,911 3,963 (3,192) 454,309 - 454,309
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Consolidated Statement of Changes in Equity (continued)

For the year ended 30 June 2007

Attributable to Equity Holders of the Parent Total Equity
Net Unrealised
Accumulated Option Premium  Gains / (Losses)
COMPANY Issued Capital Losses Reserve Reserve
$'000 $'000 $'000 $'000 $'000
At 1 July 2005 79,381 (13,483) 1,631 1,050 68,579
Net unrealised losses on available-for-sale financial assets - - - (3,305) (3,305)
Cost of share-based payment - - 4,323 - 4,323
Totgl income anql expense for the period recognised B B 4,323 (3,305) 1,018
directly in equity
Profit for the period - 7,517 - - 7,517
Total income and expense for the period - 7,517 4,323 (3,305) 8,535
Issue of share capital 10 - - - 10
Exercise of options 7,460 - - - 7,460
At 30 June 2006 86,851 (5,966) 5,954 (2,255) 84,584
At 1 July 2006 86,851 (5,966) 5,954 (2,255) 84,584
Cost of share-based payment - - 2,957 - 2,957
Net unrealised gain on available-for-sale financial assets - - - 1,032 1,032
Impairment of available-for-sale financial assets - - - 1,506 1,506
To(;ﬁlelcrl[?)cl)rirrwleezrllﬁt;xpense for the period recognised B B 2,957 2,538 5,495
Loss for the period - (594) - - (594)
Total income and expense for the period - (6,560) 2,957 2,538 4,901
Issue of share capital for acquisition of Controlled Entity 297,905 - - - 297,905
Exercise of options 2,010 - - - 2,010
At 30 June 2007 386,766 (6,560) 8,911 283 389,400
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Notes to the Consolidated Financial Report

For the year ended 30 June 2007

1.
@

(b)

©)

(@)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Corporate information

The financial report of the Company for the year ended 30 June 2007 was authorised for issue in accordance with
a resolution of the directors on 27 August 2007.

The Company is a company limited by shares incorporated in Australia whose shares are publicly traded on the
Australian Stock Exchange.

The nature of operations and principal activities of the Consolidated Entity are the mining of hematite deposits at
Tallering Peak and Koolan Island and exploration and development of hematite deposits in the Mid-West region of
Western Australia.

The address of the registered office is Level 1, 7 Havelock Street, West Perth, WA, 6005.
Basis of preparation

The financial report is a general-purpose financial report, which has been prepared in accordance with the
requirements of the Corporations Act 2001, applicable Australian Accounting Standards and other mandatory
professional reporting requirements. The financial report has also been prepared on a historical cost basis, except
for derivative financial instruments and quoted available-for-sale financial assets that have been measured at fair
value.

The financial report is presented in Australian dollars and all values are rounded to the nearest thousand dollars
($'000) unless otherwise stated under the option available to the Company under ASIC Class Order 98/0100. The
Company is an entity to which the class order applies.

Basis of consolidation
The consolidated financial statements comprise the financial statements of the Company and its controlled entities.

The financial statements of controlled entities are prepared for the same reporting period as the Company, using
consistent accounting policies.

Adjustments are made to bring into line any dissimilar accounting policies that may exist.

All intercompany balances and transactions, including unrealised profits arising from intra-group transactions, have
been eliminated in full. Unrealised losses are eliminated unless costs cannot be recovered.

Controlled entities are consolidated from the date on which control is transferred to the Consolidated Entity and
cease to be consolidated from the date on which control is transferred out of the Consolidated Entity.

Where there is loss of control of a controlled entity, the consolidated financial statements include the results for
the part of the reporting period during which the Company has control.

Minority interests represent the interests in Asia Iron Holdings Limited, not held by the Consolidated Entity.

Investments in controlled entities are carried in the balance sheet of the Company at cost less impairment losses,
if any.

Statement of compliance

Except for the amendments to AASB 101 Presentation of Financial Statements, which the Consolidated Entity has
early adopted, Australian Accounting Standards and Interpretations that have recently been issued or amended

but are not yet effective have not been adopted by the Consolidated Entity for the annual reporting period ending
30 June 2007.

These are outlined in the table below.
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Notes to the Consolidated Financial Report (continued)

Impact on Application Application
Reference Title Consolidated Entity Date of Date_ for
- - Standard Consolidated
financial report .
Entity
Revised AASB Presentation of Financial Statements No change to accounting 1 January 2007 1 July 2007
101 policy required. Therefore no
impact.
AASB Amendments to Australian No change to accounting 1 January 2007 1 July 2007
2005-10 Accounting Standards [AASB 132, policy required. Therefore no
AASB 101, AASB 114, AASB 117, impact.
AASB 133, AASB 139, AASB 1, AASB
4, AASB 1023 & AASB 1038]
AASB Amendments to Australian No change to accounting 1 March 2007 1 July 2007
2007-1 Accounting Standards arising from policy required. Therefore no
AASB Interpretation 11 [AASB 2] impact.
AASB Amendments to Australian No change to accounting 1 January 2008 1 July 2008
2007-2 Accounting Standards arising from policy required. Therefore no
AASB Interpretation 12 [AASB 1, impact.
AASB 117, AASB 118, AASB 120,
AASB 121, AASB 127, AASB 131 &
AASB 139]
AASB Amendments to Australian No change to accounting 1 January 2009 1 July 2009
2007-3 Accounting Standards arising from policy required. Therefore no
AASB 8 [AASB 5, AASB 6, AASB 102, impact.
AASB 107, AASB 119, AASB 127,
AASB 134, AASB 136, AASB 1023 &
AASB 1038]
AASB Amendments to Australian No change to accounting 1 July 2007 1 July 2007
2007-4 Accounting Standards arising from policy required. Therefore no
ED151 and Other Amendments impact.
AASB Amendments to Australian No change to accounting 1 January 2009 1 July 2009
2007-6 Accounting Standards arising from policy required. Therefore no
AASB 123 [AASB 1, AASB 101, impact.
AASB107, AASB 111, AASB 116 &
AASB 138 and Interpretations 1 and
12]
AASB Amendments to Australian No change to accounting 1 July 2007 1 July 2007
2007-7 Accounting Standards [AASB 1, AASB | policy required. Therefore no
2, AASB 4, AASB 5, AASB 107 & impact.
AASB 128]
AASB 7 Financial Instruments: Disclosures No change to accounting 1 January 2007 1 July 2007
policy required. Therefore no
impact.
AASB 8 Operating Segments No change to accounting 1 January 2009 1 July 2009
policy required. Therefore no
impact.
AASB 123 Borrowing Costs No change to accounting 1 January 2009 1 July 2009
(revised June policy required. Therefore no
2007) impact.
AASB Interim Financial Reporting and No change to accounting 1 November 1 July 2007
Interpretation 10 | Impairment policy required. Therefore no 2006
impact.
AASB Group and Treasury Share No change to accounting 1 March 2007 1 July 2008
Interpretation 11 | Transactions policy required. Therefore no
impact.
AASB Service Concession Arrangements No change to accounting 1 January 2008 1 July 2008
Interpretation 12 policy required. Therefore no
impact.
AASB Service Concession Arrangements No change to accounting 1 January 2008 1 July 2008
Interpretation policy required. Therefore no
129 (revised impact.
June 2007)

The financial report complies with Australian Accounting Standards, which include Australian equivalents to
International Financial Reporting Standards (“AIFRS”). The financial report also complies with International Financial
Reporting Standards (“IFRS”).
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Foreign currency translation

Both the functional and presentation currency of the Company and its Australian controlled entities is Australian
dollars (A$).

Transactions in foreign currencies are initially recorded in the functional currency at the exchange rates ruling at
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at
the rate of exchange ruling at the balance sheet date. All such exchange differences are taken to the income
statement in the consolidated financial report.

On disposal of a foreign entity, the deferred cumulative amount recognised in equity relating to that particular
foreign operation is recognised in the income statement.

Property, plant and equipment

Plant and equipment is stated at cost less accumulated depreciation and any impairment in value.

Depreciation

The cost of owned property, plant and equipment directly engaged in mining operations is written off over its
expected economic life on a units-of-production method, in the establishment of which, due regard is given to the
life of the related area of interest. Plant and equipment under hire purchase or finance lease directly engaged in
mining operations is written down to its residual value over the period of the hire purchase or finance lease. Other
assets which are depreciated or amortised on a basis other than the units-of-production method typically are
depreciated on a straight-line basis over the estimated useful life of the asset as follows:

e Buildings 5 - 20 years

e Motor vehicles 4 -5 years

e Office equipment 3 - 5years

e Leasehold improvements Shorter of lease term or useful life of 5 — 10 years
e Koolan Island major fleet hire purchase 5 years

Impairment

The carrying values of plant and equipment are reviewed for impairment when events or changes in circumstances
indicate the carrying value may not be recoverable.

For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for
the cash-generating unit to which the asset belongs.

If any such indication exists and where the carrying values exceed the estimated recoverable amount, the assets
or cash-generating units are written down to their recoverable amount.

Derecognition

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset.

Any gain or loss arising on derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the item) is included in the income statement in the period the item is
derecognised.

Mine properties

Mine properties represent the accumulation of all acquisition, exploration, evaluation and development expenditure
incurred by or on behalf of the Consolidated Entity in relation to areas of interest in which mining of mineral
resource has commenced. When further development expenditure, including waste development, is incurred in
respect of a mine property after the commencement of production, such expenditure is carried forward as part of
the cost of that mine property only when substantial future economic benefits are established, otherwise such
expenditure is classified as part of the cost of production.

Amortisation is provided on the units-of-production method, with separate calculations being made for each
mineral resource. Estimated future capital and waste development costs to be incurred in accessing the reserves
and measured resources are taken into account in determining amortisation charges. The units-of-production
method results in an amortisation charge proportional to the depletion of the economically recoverable mineral
resources (comprising proven and probable reserves plus where appropriate, a portion of measured resources).

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. Should the carrying value of the expenditure not yet amortised
exceed its estimated recoverable amount in any year, the excess is written off to the income statement.
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Acquisition, exploration, evaluation and development costs
Acquisition costs

Exploration and evaluation costs arising from acquisitions are carried forward where exploration and evaluation
activities have not, at balance date, reached a stage to allow a reasonable assessment regarding the existence of
economically recoverable reserves.

Exploration and evaluation costs

Costs arising from exploration and evaluation activities are expensed as incurred, except where, at balance date, it
is expected that the expenditure will be recouped by future exploitation or sale of the area of interest, in which
case the expenditure is capitalised.

Development costs

Costs arising from development activities are capitalised as incurred to the extent that such costs, together with
any costs arising from acquisition, exploration and evaluation carried forward in respect of the area of interest, are
expected to be recouped through future exploitation or sale of the area of interest.

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. Where uncertainty exists as to the future viability of certain
areas; the value of the area of interest is written off to the income statement or provided against.

Borrowing costs
Borrowing costs are recognised as an expense when incurred.

Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying asset are
capitalised as part of the cost of that asset.

Rehabilitation costs

Long-term environmental obligations are based on the Consolidated Entity’s environmental management plans, in
compliance with current environmental and regulatory requirements.

Full provision is made based on the net present value of the estimated cost of restoring the environmental
disturbance that has occurred up to the balance sheet date. Increases due to additional environmental
disturbances, relating to the development of an asset, are capitalised and amortised over the remaining lives of
the area of interest.

Annual increases in the provision relating to the change in the net present value of the provision are accounted for
in the income statement as borrowing costs.

The estimated costs of rehabilitation are reviewed annually and adjusted as appropriate for changes in legislation,
technology or other circumstances. Cost estimates are not reduced by potential proceeds from the sale of assets.

Recoverable amount of assets

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

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

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

An assessment is also made at each reporting date as to whether there is any indication that a previously
recognised impairment loss may no longer exist or may have decreased. If such indication exists, the recoverable
amount is estimated. A previously recognised impairment loss is reversed only if there has been a change in the
estimates used to determine the asset’s recoverable amount since the last impairment loss was recognised. If that
is the case the carrying amount of the asset is increased to its recoverable amount. That increased amount cannot
exceed the carrying amount that would have been determined, net of depreciation, had no impairment loss been
recognised for the asset in prior years. Such reversal is recognised in profit or loss unless the asset is carried at
revalued amount, in which case the reversal is treated as a revaluation increase. After such a reversal the
depreciation charge is adjusted in future periods to allocate the asset’s revised carrying amount, less any residual
value, on a systematic basis over its remaining useful life.

Investments

All investments are initially recognised at the fair value of the consideration given, including acquisition charges
associated with the investment.
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After initial recognition, investments, which are classified as available-for-sale, are measured at fair value. Gains
or losses on available-for-sale investments are recognised as a separate component of equity until the investment
is sold, collected or otherwise disposed of, or until the investment is determined to be impaired, at which time the
cumulative gain or loss previously reported in equity is included in the income statement.

The fair value of investments that are actively traded in organised markets is determined by reference to quoted
market bid prices at the close of business on the balance sheet date.

For investments with no active market, fair value is determined using valuation techniques. Such valuation
techniques include using recent arm’s length transactions; reference to the current market value of another
instrument that is substantially the same; discounted cash flow analysis and option pricing models. Where fair
value cannot be reliably measured for certain unquoted investments, these investments are measured at cost.

(m) Non-current assets and disposal groups held for sale and discontinued operations

(n)

(o)

P)

(@

Q)

(s)

Non-current assets and disposal groups are classified as held for sale and measured at the lower of their carrying
amount and fair value less costs to sell if their carrying amount will be recovered principally through a sale
transaction. They are not depreciated or amortised. For an asset or disposal group to be classified as held for
sale, it must be available for immediate sale in its present condition and its sale must be highly probable.

An impairment loss is recognised for any initial or subsequent write-down of the asset (or disposal group) to fair
value less costs to sell. A gain is recognised for any subsequent increases in fair value less costs to sell of an asset
(or disposal group), but not in excess if any cumulative impairment loss previously recognised. A gain or loss not
previously recognised by the date of the sale of the non-current asset (or disposal group) is recognised at the date
of derecognition.

A discontinued operation is a component of the entity that has been disposed of or is classified as held for sale and
that represents a separate major line of business or geographical area of operations, is part of a single coordinated
plan to dispose of such a line of business or area of operations, or is a subsidiary acquired exclusively with a view
to resale. The results of discontinued operations are presented separately on the face of the income statement.

Inventories
Inventories are valued at the lower of cost and net realisable value.

Cost comprises direct material, labour and expenditure in getting such inventories to their existing location and
condition, based on weighted average costs incurred during the period in which such inventories were produced.

Net realisable value is the estimated selling price in the ordinary course of business, less estimated costs of
completion and the estimated costs necessary to make the sale.

Trade and other receivables

Trade receivables, which generally have 60-90 day terms, are recognised and carried at original invoice amount
less an allowance for any uncollectible amounts.

An allowance for doubtful debts is made when there is objective evidence that the Consolidated Entity will not be
able to collect the debts. Bad debts are written off when identified.

Cash and cash equivalents

Cash and short-term deposits in the balance sheet comprise cash at bank and in hand and short-term deposits
with an original maturity of three months or less.

For the purposes of the Cash Flow Statement, cash and cash equivalents consist of cash and cash equivalents as
defined above, net of outstanding bank overdrafts.

Interest-bearing loans and borrowings

All loans and borrowings are initially recognised at the fair value of the consideration received less directly
attributable transaction costs.

After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost using
the effective interest rate method.

Gains and losses are recognised in the profit or loss when the liabilities are derecognised.
Trade and other payables

Trade payables and other payables are carried at amortised costs and represent liabilities for goods and services
provided to the Consolidated Entity prior to the end of the financial year that are unpaid and arise when the
Consolidated Entity becomes obliged to make future payments in respect of the purchase of these goods and
services

Provisions

Provisions are recognised when the Consolidated Entity has a present obligation (legal or constructive) as a result
of a past event, it is probable that an outflow of resources embodying economic benefits will be required to settle
the obligation and a reliable estimate can be made of the amount of the obligation.
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If the effect of the time value of money is material, provisions are determined by discounting the expected future
cash flows at a pre-tax rate that reflects the current market assessments of the time value of money and, where
appropriate, the risks specific to the liability.

Where discounting is used, the increase in the provision due to the passage of time is recognised as a finance cost.

A provision for dividends is not recognised as a liability unless the dividends have been declared, determined or
publicly recommended on or before the reporting date.

Share-based payment transactions

The Consolidated Entity provides benefits to employees (including directors) of the Consolidated Entity in the form
of share-based payment transactions, whereby employees render services in exchange for shares or rights over
shares (“equity-settled transactions”).

There is currently a Directors, Officers, Employees and Other Permitted Persons option plan.

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

In valuing equity-settled transactions, no account is taken of any performance conditions, other than conditions
linked to the price of the shares of the Company.

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the
period in which the performance conditions are fulfilled, ending on the date on which the relevant employees
become fully entitled to the award (“vesting date”).

The cumulative expense recognised for equity-settled transactions at each reporting date until vesting date reflects
(i) the extent to which the vesting period has expired and (ii) the number of awards that, in the opinion of the
directors of the Consolidated Entity, will ultimately vest. This opinion is formed based on the best available
information at balance date. No adjustment is made for the likelihood of market performance conditions being
met and the effect of these conditions is included in the determination of fair value at grant date.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is conditional
upon a market condition.

Where the terms of an equity-settled award are modified, as a minimum an expense is recognised as if the terms
had not been modified. In addition, an expense is recognised for any increase in the value of the transaction as a
result of the modification, as measured at the date of modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of cancellation, and any
expense not yet recognised for the award is recognised immediately. However, if a new award is substituted for
the cancelled award, and designated as a replacement award on the date that it is granted, the cancelled and new
award are treated as if they were a modification of the original award, as described in the previous paragraph.

The dilutive effect, if any, of outstanding options is reflected as additional share dilution in the computation of
earnings per share.

Employee benefits

Wages, salaries, annual leave and sick leave

Liabilities for wages and salaries, including non-monetary benefits and annual leave expected to be settled within
12 months of the reporting date are recognised in other payables in respect of employees' services up to the

reporting date. They are measured at the amounts expected to be paid when the liabilities are settled. Liabilities
for sick leave are recognised when the leave is taken and are measured at the rates paid or payable.

Long service leave

The liability for long service leave is recognised in the provision for employee benefits and measured as the
present value of expected future payments to be made in respect of services provided by employees up to the
reporting date. Consideration is given to expected future wage and salary levels, experience of employee
departures, and periods of service. Expected future payments are discounted using market yields at the reporting
date on national government bonds with terms to maturity and currencies that match, as closely as possible, the
estimated future cash outflows.

Superannuation

Contributions made by the Consolidated Entity to employee superannuation funds, which are defined contribution
plans, are charged as an expense when incurred.

Leases

The determination of whether an arrangement is or contains a lease is based on the substance of the arrangement
and requires an assessment of whether the fulfilment of the arrangement is dependent on the use of a specific
asset or assets and the arrangement conveys a right to use the asset.

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

Operating Leases
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The minimum lease payments of operating leases, where the lessor effectively retains substantially all of the risks
and benefits of ownership of the leased item, are recognised as an expense in the income statement on a straight-
line basis over the lease term.

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

Leases which effectively transfer substantially all the risks and benefits incidental to ownership of the leased item
to the Consolidated Entity are capitalised at the inception of the lease at the fair value of the leased property or, if
lower, at the present value of the minimum lease payments.

Lease payments are apportioned between the finance charges and reduction of the lease liability so as to achieve a
constant rate of interest on the remaining balance of the liability. Finance charges are charged directly to the
income statement.

Capitalised leased assets are depreciated over the estimated useful life of the asset or where appropriate, over the
estimated life of the mine.

The cost of improvements to or on leasehold property is capitalised, disclosed as leasehold improvements, and
amortised over the unexpired period of the lease or the estimated useful lives of the improvements, whichever is
the shorter.

(w) Revenue

)

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

Sale of goods

Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to the buyer
and can be measured reliably.

Interest

Revenue is recognised as interest accrues using the effective interest method. This is a method of calculating the
amortised cost of a financial asset and allocating the interest income over the relevant period using the effective
interest rate, which is the rate that exactly discounts estimated future cash receipts through the expected life of
the financial asset to the net carrying amount of the financial asset.

Dividends
Revenue is recognised when the shareholders’ right to receive the payment is established.
Income tax

Deferred income tax is provided on all temporary differences at the balance sheet date between the tax bases of
assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred income tax liabilities are recognised for all taxable differences:

e except where the deferred income tax liability arises from the initial recognition of an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss; and

e in respect of taxable temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, except where the timing of the reversal of the temporary differences can be
controlled and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of unused tax
assets and unused tax losses, to the extent that it is probable that taxable profit will be available against which the
deductible temporary differences, and the carry-forward of unused tax assets and unused tax losses can be
utilised:

e except where the deferred income tax asset relating to the deductible temporary difference arises from the
initial recognition of an asset or liability in a transaction that is not a business combination and, at the time of
the transaction, affects neither the accounting profit nor taxable profit or loss; and

e in respect of deductible temporary differences associated with investments in controlled entities, associates
and interests in joint ventures, deferred tax assets are only recognised to the extent that it is probable that
the temporary differences will reverse in the foreseeable future and taxable profit will be available against
which the temporary differences can be utilised.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred
income tax asset to be utilised.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the year
when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the balance sheet date.
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Income taxes relating to items recognised directly in equity are recognised in equity and not in the income
statement.

Other taxes
Revenues, expenses and assets are recognised net of the amount of GST except:

« where the GST incurred on a purchase of goods and services is not recoverable from the taxation authority, in
which case the GST is recognised as part of the cost of acquisition of the asset or as part of the expense item
as applicable; and

e receivables and payables are stated with the amount of GST included.

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

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

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

Derivative financial instruments and hedging

The Consolidated Entity uses foreign currency contracts to hedge its risks associated with foreign currency
fluctuations. Such derivative financial instruments are initially recognised at fair value on the date the derivative
contract is entered into and are subsequently remeasured to fair value.

Any gains and losses arising from changes in the fair value of derivatives, except those that qualify as cash flow
hedges, are taken directly to net profit or loss for the year.

The fair value of forward exchange contracts is calculated by reference to current forward exchange rates for
contracts with similar maturity profiles.

For the purpose of hedge accounting, hedges are classified as either fair value hedges when they hedge the
exposure to changes in the fair value of a recognised asset or liability; or cash flow hedges where they hedge
exposure to variability in cash flows that is either attributable to a particular risk associated with a recognised asset
or liability or a forecasted transaction.

In relation to cash flow hedges (forward foreign currency contracts) to hedge firm commitments which meet the
conditions for a special hedge accounting, the portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge is recognised directly in equity and the ineffective portion is recognised in the
income statement.

When the hedged firm commitment results in the recognition of an asset or a liability, then, at the time the asset
or liability is recognised, the associated gains or losses that had previously been recognised in equity are included
in the initial measurement of the acquisition cost or other carrying amount of the asset or liability.

For all other cash flow hedges, the gains or losses that are recognised in equity are transferred to the income
statement in the same year in which the hedged firm commitment affects the net profit and loss, for example
when the future sale actually occurs.

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated or exercised, or no
longer qualifies for hedge accounting.

At that point in time, any cumulative gain or loss on the hedging instrument recognised in equity is kept in equity
until the forecasted transaction occurs.

If a hedged transaction is no longer expected to occur, the net cumulative gain or loss recognised in equity is
transferred to the income statement.

(aa) Issued capital

Issued and paid up capital is recognised at the fair value of the consideration received by the Consolidated Entity.
Any transaction costs arising on the issue of ordinary shares are recognised directly in equity as a reduction in
the proceeds received.

(bb) Earnings per share

Basic earnings per share is calculated as net profit attributable to members of the parent, adjusted to exclude
any costs of servicing equity (other than dividends) and preference share dividends, divided by the weighted
average number of ordinary shares, adjusted for any bonus element.

Diluted earnings per share is calculated as net profit attributable to members of the company, adjusted for:

=  costs of servicing equity (other than dividends) and preference share dividends;

= the after tax effect of dividends and interest associated with dilutive potential ordinary shares that have been
recognised as expenses; and

= other non-discretionary changes in revenues or expenses during the period that would result from the
dilution of potential ordinary shares;
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divided by the weighted average number of ordinary shares and dilutive potential ordinary shares, adjusted for
any bonus element.

(cc)Significant accounting judgements, estimates and assumptions
Significant accounting judgements, estimates and assumptions have been made as follows:
(i) Mine rehabilitation provision

The Consolidated Entity assesses its mine rehabilitation provision annually in accordance with the accounting
policy stated in Note 1(j). Significant judgement is required in determining the provision for mine rehabilitation
as there are many transactions and other factors that will affect the ultimate liability payable to rehabilitate the
mine site. Factors that will affect this liability include future development, changes in technology, commodity
price changes and changes in interest rates. When these factors change or become known in the future, such
difference will impact the mine rehabilitation provision in the period in which they change or become known.

(1) Units of production method of depreciation

The Consolidated Entity applies the units of production method of depreciation of its mine assets based on ore
tonnes mined. These calculations require the use of estimates and assumptions. Significant judgement is
required in assessing the available reserves and resources and the production capacity of the operations to be
depreciated under this method. Factors that are considered in determining reserves and resources and
production capacity are the Consolidated Entity’s history of converting resources to reserves and the relevant
time frames, the complexity of metallurgy, markets and future developments. The Consolidated Entity uses
proved and probable reserves to depreciate assets on a units of production basis. However where a mineral
property has been acquired and an amount has been attributed to the fair value of resources not yet designated
as reserves the additional resources have been taken into account. When these factors change or become
known in the future, such differences will impact pre-tax profit and carrying values of assets.

(i) Determination of mineral resources and ore reserves

The Consolidated Entity estimates its mineral resources and ore reserves in accordance with the Australian Code
for Reporting of Exploration Results, Mineral Resources and Ore Reserves 2004 (the ‘JORC code’). The
information on mineral resources and ore reserves were prepared by or under the supervision of Competent
Persons as defined in the JORC code. The amounts presented are based on the mineral resources and ore
reserves determined under the JORC code.

There are numerous uncertainties inherent in estimating mineral resources and ore reserves and assumptions
that are valid at the time of estimation may change significantly when new information becomes available.

Changes in the forecast prices of commodities, exchange rates, production costs or recovery rates may change
the economic status of reserves and may, ultimately, result in the reserves being restated. Such changes in the
reserves could impact on depreciation and amortisation rates, asset carrying values, deferred stripping costs and
provisions for decommissioning and restoration.

(iv) Impairment of capitalised exploration and evaluation expenditure

The future recoverability of capitalised exploration and evaluation expenditure is dependent on a number of
factors, including whether the Consolidated Entity decides to exploit the related lease itself or, if not, whether it
successfully recovers the related exploration and evaluation asset through sale.

Factors which could impact the future recoverability include the level of proved, probable and inferred mineral
resources, future technological changes which could impact the cost of mining, future legal changes (including
changes to environmental restoration obligations) and changes to commaodity prices.

To the extent that capitalised exploration and evaluation expenditure is determined not to be recoverable in the
future, this will reduce profits and net assets in the period in which this determination is made.

In addition, exploration and evaluation expenditure is capitalised if activities in the area of interest have not yet
reached a stage which permits a reasonable assessment of the existence or otherwise of economically
recoverable reserves. To the extent that it is determined in the future that this capitalised expenditure should be
written off, this will reduce profits and net assets in the period in which this determination is made.

(v) Impairment of capitalised mine development expenditure

The future recoverability of capitalised mine development expenditure is dependent on a number of factors,
including the level of proved, probable and inferred mineral resources, future technological changes which could
impact the cost of mining, future legal changes (including changes to environmental restoration obligations) and
changes to commodity prices.

To the extent that capitalised mine development expenditure is determined not to be recoverable in the future,
this will reduce profits and net assets in the period in which this determination is made.

(vi) Impairment of property, plant and equipment

Property, plant and equipment is reviewed for impairment if there is any indication that the carrying amount may
not be recoverable. Where a review for impairment is conducted, the recoverable amount is assessed by
reference to the higher of ‘value in use’ (being the net present value of expected future cash flows of the
relevant cash generating unit) and ‘fair value less costs to sell’.
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In determining value in use, future cash flows are based on:

e Estimates of the quantities of ore reserves and mineral resources for which there is a high degree of
confidence of economic extraction;

e Future production levels;
e  Future commodity prices; and
e  Future cash costs of production and capital expenditure.

Variations to the expected future cash flows, and timing thereof, could result in significant changes to any
impairment losses recognised, if any, which could in turn impact future financial results.

(vif) Deferred Waste

The Consolidated Entity has adopted a policy of deferring waste development costs and amortising them in
accordance with the life-of-mine strip ratio. Significant judgement is required in determining this ratio for each
mine. Factors that are considered include:

e Any proposed changes in the design of the mine;

e Estimates of the quantities of ore reserves and mineral resources for which there is a high degree of
confidence of economic extraction;

e Future production levels;

e Future commodity prices; and

e Future cash costs of production and capital expenditure.
(vifi)Recoverability of potential deferred income tax assets

The Consolidated Entity recognises deferred income tax assets in respect of tax losses to the extent that the
future utilisation of these losses is considered probable. Assessing the future utilisation of these losses requires
the Consolidated Entity to make significant estimates related to expectations of future taxable income. Estimates
of future taxable income are based on forecast cash flows from operations and the application of existing tax
laws. To the extent that future cash flows and taxable income differ significantly from estimates, this could result
in significant changes to the deferred income tax assets recognised, which would in turn impact future financial
results.

(ix) Share-based payment transactions

The Consolidated Entity measures the cost of equity-settled transactions with employees by reference to the fair
value of the equity instruments at the date at which they are granted and applying an estimated probability that
they will vest. The fair value is determined by an external valuer using a binomial model, with the assumptions
detailed in Note 24. The accounting estimates and assumptions relating to equity-settled share-based payments
would have no impact on the carrying amounts of assets and liabilities within the next annual reporting period
but may impact expenses and equity.

(x) Financial guarantees
The fair value of financial guarantee contracts have been assessed using the interest differential approach.
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Notes CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000
2. REVENUE AND EXPENSES
[a] Revenue
Sale of ore 156,020 73,389 - -
Realised gain on foreign exchange hedges 6,728 _ _ -
162,748 73,389 - -
Other revenue
Finance income — other persons / corporations 2,256 1,857 332 40
Finance income — intercompany loans - - 2,508 2,796
2,256 1,857 2,840 2,836
[b] Other income
Net gain on sale of plant and equipment - 632 - -
Net unrealised gain on foreign exchange 2,764 939 - -
Other income 41 395
2,805 1,966
[c] Finance costs
Finance charges on loans 4,370 175 3 11
Less: finance charges on loans capitalised (3,010) - - -
1,360 175 3 11
Finance charges payable under finance leases 2,122 934 - -
Less: finance charges on leases capitalised (1,446) - - -
676 934 - -
Unwinding of discount on rehabilitation provision 31 33 - -
2,067 1,142 3 11
[d] Expenses included in the Income Statement
Depreciation of Non-Current Assets
e Plant and equipment 2,078 674 - -
e Plant and equipment under lease 4,103 3,079 - -
e Buildings 885 447 - -
e Buildings under lease 51 78 - -
7,117 4,278 - -
e Less : depreciation capitalised (2,400) (15) - -
4,717 4,263 - -
Amortisation of deferred waste 55,508 17,296 - -
Amortisation of other mine properties 3,141 473
Expense of share-based payments 2,957 4,323 - 4,323
Operating lease rental — minimum lease payments 19,766 754 - -
Exploration expenditure written off 8 814 - 25
Government royalties 10,702 5,129 - -
Salaries, wages expense and other employee benefits 18,451 9,288 - -
Net loss on sale of plant and equipment 501 - - -
Bad debts 44 541 44 420
glsesteltc;ss on disposal of available-for-sale-financial- 183 ) 183 )
Impairment of investments 1,506 400 1,506 400
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3. INCOME TAX

Major components of income tax expense for the years
ended 30 June 2007 and 2006 are:
Income Statement

Current income tax

Current income tax charge

Adjustments in respect of current income tax of previous
years

Deferred income tax

Relating to origination and reversal of temporary
differences

Benefit from previously unrecognised tax loss used to
reduce deferred tax expense / temporary differences
Income tax expense/(benefit) reported in income
statement

Statement of Changes in Equity

Current income tax
Current income tax on exchange difference on loan

Deferred income tax
Capital raising costs
Remeasurement of foreign exchange contracts

Deferred income tax benefit reported in equity

Reconciliation of income tax expense / (benefit)

A reconciliation of income tax expense applicable to
accounting profit before income tax at the statutory income
tax rate to income tax expense at the Group’s effective
income tax rate for the years ended 30 June 2007 and
2006 is as follows:

Accounting profit/(loss) before income tax
e At the statutory income tax rate of 30% (2006:

30%)

e Adjustments on formation of a tax consolidated
group

e  Previously unrecognised tax losses now
recognised

 Temporary differences not brought to account as
a deferred tax asset

e  Expenditure not allowed for income tax purposes
Income tax expense/(benefit)

Effective income tax rate

Income tax expense reported in income statement
Income tax attributable to discontinued operation

Mount Gibson Iron Limited — 30 June 2007 Financial Report
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10

CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000

21,286 6,601 474 (251)
- (13,523) - -
21,286 (6,922) 474 (251)
164 - - -
1,292 199 - -
1,456 199 - -
69,052 16,151 (120) 7,266
20,715 4,845 (36) 2,180
(774) (7,341) - -
- (5,752) 58 (3,731)
452 - 452 -
893 1,326 - 1,300
21,286 (6,922) 474 (251)
30.8% (25.7%) (395.5%) (3.5%)
13,209 (3,949) 474 (251)
8,077 (2,973) - -
21,286 (6,922) 474 (251)
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Tax Consolidation

The Company and its 100% owned controlled entities have formed a tax consolidated group. Members of the Consolidated
Entity have entered into a tax sharing arrangement in order to allocate income tax expense to the wholly owned controlled
entities on a pro-rate basis. The agreement provides for the allocation of income tax liabilities between the entities should
the head entity default on its tax payment obligations. At balance date, the possibility of default is remote. The head
entity of the tax consolidated group is Mount Gibson Iron Limited.

Tax effect accounting by members of the tax consolidated group

Members of the tax consolidated group have entered into a tax funding agreement. The tax funding agreement provides
for the allocation of current taxes to members of the tax consolidated group. Deferred taxes are allocated to members of
the tax consolidated group in accordance with a group allocation approach which is consistent with the principles of AASB
112 Income Taxes.

The allocation of taxes under the tax funding agreement is recognised as an increase / decrease in the controlled entities
intercompany accounts with the tax consolidated group head company, Mount Gibson Iron Limited. In this regard the
Company has assumed the benefit of tax losses from controlled entities of $26,020,750 (2006: $10,672,008) as of the
balance date. The nature of the tax funding agreement is such that no tax consolidation contributions by or distributions to

equity participants are required.

Recognised deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following:

Assets Liabilities Net
2007 2006 2007 2006 2007 2006
$'000 $'000 $'000 $'000 $'000 $'000
CONSOLIDATED
Accrued liabilities (131) (218) - - (131) (218)
Borrowing costs (718) ©) - - (718) ©)
Capital raising costs (10,036) (266) - - (10,036) (266)
Deferred income - - 7,825 3,689 7,825 3,689
Doubtful debts provision (105) (162) - - (105) (162)
Exploration expenditure - - 2,709 13,363 2,709 13,363
Fair value increase - (1,662) - - - (1,662)
Foreign exchange contracts (275) - 2,336 322 2,061 322
Interest receivable - - 427 202 427 202
Inventory - - 396 - 396 -
Lease liability (999) (1,301) - - (999) (1,301)
Mine properties - - 24,991 3,950 24,991 3,950
Prepaid expenditure - - 4 5 4 5
Property, plant and equipment 4,266 - - 3,562 4,266 3,562
Provisions (5,893) (350) - - (5,893) (350)
Tax losses (36,672) (16,443) - - (36,672) (16,443)
Tax (assets) liabilities (50,563) (20,409) 38,688 25,093 (11,875) 4,684
Set off of tax 38,688 20,409 (38,688)  (20,409) - -
Net tax (assets) liabilities (11,875) - - 4,684 (11,875) 4,684
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Balance Recognised Recognised Balance
1 July 2005 in Income in Equity 30 June 2006
$'000 $'000 $'000 $'000
Movement in temporary differences during
the financial year ended 30 June 2006
Accrued liabilities (48) (170) - (218)
Borrowing costs (22) 15 - ©)
Capital raising costs (371) 105 - (266)
Deferred income - 3,689 - 3,689
Doubtful debts provision - (162) - (162)
Exploration expenditure 8,116 5,247 - 13,363
Fair value increase - (1,861) 199 (1,662)
Foreign exchange contracts - 322 - 322
Interest receivable 67 135 - 202
Lease liability (2,353) 1,052 - (1,301)
Mine properties 3,947 3 - 3,950
Prepaid expenditure 5 - - 5
Property, plant and equipment 2,353 1,209 - 3,562
Provisions (287) (63) - (350)
Tax losses - (16,443) - (16,443)
11,407 (6,922) 199 4,684
Balance Recognised Recognised Disposal Recognised Balance
12332/ in Income in Equity of AIHL for Aztec Sgc\)lgge
$'000 $'000 $'000 $'000 $'000 $’000
Movement in temporary differences
during the financial year ended
30 June 2007
Accrued liabilities (218) 97 - - (10) (131)
Borrowing costs (@) (711) - - - (718)
Capital raising costs (266) 1,929 164 - (11,863)  (10,036)
Deferred income 3,689 4,136 - - - 7,825
Doubtful debts provision (162) 57 - - - (105)
Exploration expenditure 13,363 (6,629) - (4,206) 181 2,709
Fair value increase (1,662) 9,566 - (7,904) - -
Foreign exchange contracts 322 164 1,292 - 283 2,061
Interest receivable 202 225 - - - 427
Inventory - 325 - - 71 396
Lease liability (1,301) 302 - - - (999)
Mine properties 3,950 27,974 - - (6,933) 24,991
Prepaid expenditure 5 (€] - - - 4
Property, plant and equipment 3,562 (1,959) - 32 2,631 4,266
Provisions (350) (5,508) - - (35) (5,893)
Tax losses (16,443) (8,681) - 5,541 (17,089) (36,672)
4,684 21,286 1,456 (6,537) (32,764)  (11,875)
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COMPANY
Accrued liabilities
Borrowing costs
Capital raising costs
Doubtful debts provision
Tax losses

Tax (assets) liabilities

Set off of tax

Net tax (assets) liabilities

Movement in temporary differences
during the financial year ended
30 June 2006

Accrued liabilities
Borrowing costs
Capital raising costs
Provisions

Tax losses

Movement in temporary differences during

the financial year ended 30 June 2007

Accrued liabilities
Borrowing costs
Capital raising costs
Provisions

Tax losses

Unrecognised deferred tax assets

Deferred tax assets have not been recognised in

respect of the following items:

Provision for write down of investments

Exploration rights
Tax losses

Assets Liabilities Net
2007 2006 2007 2006 2007 2006
$’000 $’000 $’000 $’000 $’000 $’000
(37) 0] - - (37) O]
6 )] - - 6) ®
(136) (266) - - (136) (266)
43) (169) - - (43) (169)
(36,672) (10,897) - - (36,672) (10,897)
(36,894) (11,347) - - (36,894) (11,347)
(36,894) (11,347) - - (36,894) (11,347)
Balance Recognised Recognised Transfers Balance
1 July 2005 in Income in Equity Out (In) 32(‘)]826
$’000 $’000 $’000 $’000 $’000
- ) - - @
(10) 2 - - ®)
(371) 105 - - (266)
(43) (126) - - (169)
- (225) - (10,672) (10,897)
(424) (251) - (10,672) (11,347)
Balance Recognised Recognised Transfers Balance
1 July . . . 30 June
2006 in Income in Equity Out (In) 2007
$’000 $’000 $’000 $’000 $’000
O] (30) - - (37
®) 2 - - (6)
(266) 130 - - (136)
(169) 126 - - (43)
(10,897) 246 - (26,021) (36,672)
(11,347) 474 - (26,021) (36,894)
CONSOLIDATED COMPANY
2007 2006 2007 2006
$’000 $’000 $’000 $’000
487 796 487 796
122 - - -
786 45 45 45
1,395 841 532 841
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4. CASH AND CASH EQUIVALENTS

Cash at bank and in hand
Short-term deposits

Cash at bank earns interest at floating rates
based on daily bank deposit rates.

Short-term deposits are made for varying periods
of between one day and three months
depending on the immediate cash requirements
of the Group, and earn interest at the respective
short-term deposit rates.

[a] Reconciliation of cash

For the purposes of the Cash Flow Statement,
cash and cash equivalents comprise the following
at 30 June:

Cash at bank and in hand
Short-term deposits

Cash at bank and in hand attributable to the
disposal group

[b] Reconciliation of the net profit/(loss)
after tax to the net cash flows from
operations

Net profit/(loss) after tax
Adjustments for:
Depreciation of non-current assets
Amortisation of deferred waste

Amortisation of other mine properties

Net (profit)/loss on disposal of property, plant
and equipment
Net exchange differences

Interest received

Exploration expenses written off

Share based payments

Intra-group interest income

Bad debts

Impairment of investments

Write back of impairment of investments

Profit from disposal of controlled entity

Net loss on disposal of available-for-sale
financial assets

Capitalised expenses
Changes in assets and liabilities

(Increase)/decrease in trade and other
receivables

(Increase) in inventory

Notes

10

CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000
28,540 4,334 351 145
32,258 214 - -
60,798 4,548 351 145
28,540 4,334 351 145
32,258 214 - -
60,798 4,548 351 145
- 2,849 - -
60,798 7,397 351 145
47,765 23,073 (594) 7,517
4,717 4,263 - -
55,508 17,296 - -
3,141 473 - -
501 (632) - -
512 (464) - -
(2,256) (1,907) (332) (40)
8 814 - -
2,957 4,323 - 4,323
- - (2,508) (2,796)
44 541 44 420
1,506 400 1,506 400
- - - (10,833)
(18,721) - 91) -
183 - 183 -
(10,325) - (3) -
(534) (2,208) (16) 5
(16,673) (388) - -
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(Increase)/decrease in prepayments and
deposits

(Increase)/decrease in deferred tax assets
(Increase) in mine development expenditure
Increase in creditors and accruals

Increase/(decrease) in GST paid
Increase/(decrease) in deferred income tax
liabilities

Increase in employee benefits

Net Cash Flow (used in)/from Operating
Activities

[c] Non-cash financing activities

Notes

CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000

(94) (335) (312) 2

. ; 474 (251)
(102,570) (54,205) - -
23,783 7,994 208 211
(172) (724) (179) (42)
13,326 (6,922) - .
484 227 - -
3,090 (8,381) (1,620) (1,084)

During the financial year, the Consolidated Entity acquired property, plant and equipment with an aggregate fair value of
$56,371,647 (2006: $2,783,417) by means of finance leases and hire purchase agreements. During the financial year, the
Consolidated Entity disposed of property, plant and equipment with an aggregate fair value of $3,771,433 (2006:

$7,143,498) that were financed by means of finance leases.

5. TRADE AND OTHER RECEIVABLES
Current

Trade debtors

Sundry debtors

Other receivables

Non-Current
Other receivables
Allowance for doubtful debts

[a] Related party receivables
Non-Current
Controlled entities

[b] Terms and conditions

[b]
[b]

[a].[b]

CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $°000 $'000 $°000

3,604 3,350 10 -
2,222 1,480 17 10
4,022 1,350 463 48
9,848 6,180 490 58
- - 54,867 29,835
- - (145) (145)
- - 54,722 29,690
- - 54,722 29,690

Terms and conditions relating to the above financial instruments:

[i(] Trade debtors are non-interest bearing and generally on 60-90 day terms.

[ii] Sundry debtors are non-interest bearing and have repayment terms between 30 and 90 days.

[ii] Except for amounts payable by Mount Gibson Mining Limited of $51,744,103, on which interest is charged at 7%
pa, related party receivables are non-interest bearing with no fixed repayment date and are repayable on

demand.
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6. INVENTORIES

Consumables — at cost
Ore — at cost

Notes

7. AVAILABLE-FOR-SALE FINANCIAL

ASSETS
Shares — unlisted at fair value

Shares — listed at fair value

Available-for-sale financial assets consist of
investments in ordinary shares, and therefore
have no fixed maturity date or coupon rate.

8. OTHER FINANCIAL ASSETS

Non-Current

Investments in controlled entities — at cost

9. INTEREST IN SUBSIDIARIES

Name

Mount Gibson Mining Limited
WHTK Pty Ltd

Geraldton Bulk Handling Pty Ltd
Aztec Resources Limited

e Koolan Iron Ore Pty Ltd

e Koolan Shipping Pty Ltd

e Brockman Minerals Pty Ltd
Asia Iron Holdings Limited

e Asia Iron (Nanjing) Co., Ltd
e Asia Iron Limited

e Jiangsu Investment Pty Ltd
e  Extension Hill Pty Ltd

e Austral Iron Pty Ltd

e AP Mining Pty Ltd

e  Westralian Iron Pty Ltd

e MGM Pipelines Pty Ltd

Country of
Incorporation

Australia
Australia
Australia
Australia
Australia
Australia
Australia
Hong Kong
China
Hong Kong
Australia
Australia
Australia
Australia
Australia
Australia
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CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000
4,984 627 - -
29,597 5,058 - -
34,581 5,685 - -
3 - 3 -
1,802 1,248 1,802 1,248
1,805 1,248 1,805 1,248
- - 338,432 42,431
Percentage of Equity Investment
Interest Held by the
Consolidated Entity
2007 2006 2007 2006
% % $'000 $'000
100 100 20,588 17,631
100 100 - -
100 100 - -
100 - 317,844 -
100 - - -
100 - - -
100 - - -
- 73 - 24,800
- 73 - -
- 73 - -
- 73 - -
- 73 - -
- 73 - -
- 73 - -
- 73 - -
- 73 - -
338,432 42,431
Page 42



Notes to the Consolidated Financial Report (continued)

ACQUISITION OF AZTEC RESOURCES LIMITED

On 24 July 2006, the Company announced its intention to acquire Aztec.

The acquisition was implemented by means of an off-market scrip takeover bid by the Company for all shares in Aztec.
Under the bid, the Company offered Aztec shareholders 1 new share for every 3 Aztec shares.

The Company gained effective control of Aztec on 30 November 2006.

At the end of the offer period on 22 December 2006, the Company’s voting power in Aztec was 91.28% and as the
applicable thresholds had been reached, the Company commenced the compulsory acquisition process to acquire all the

remaining fully paid ordinary shares in Aztec which it did not already own.

The Company completed compulsory acquisition of the remaining Aztec shares on 9 February 2007.

378,491,182 new shares in the Company were issued to Aztec shareholders.

A total of

A summary of the consideration paid by the Company and the provisional fair value of identifiable assets and liabilities of
Aztec as at the date of acquisition are provided below. The values are provisional as some of the costs associated with

the acquisition have yet to be finalised.

Consideration
Issue of Mount Gibson Iron Limited shares to Aztec shareholders
Costs of the Offer
Total consideration

The net cash flow on acquisition is summarised as follows:
Net cash acquired with subsidiary
Costs associated with the acquisition

Net Assets of Aztec as at 30 November 2006
Cash
Receivables
Prepayments
Inventories
Property, plant and equipment
Deferred acquisition, exploration, evaluation and development costs
Mine Properties
Deferred tax asset
Trade and other payables
Interest bearing liabilities
Provision — employee entitlements
Provision - rehabilitation
Hire purchase liabilities

$'000
297,905
19,834
317,739
9,927
(6,275)
3,652
Recognised Carrying
on value prior to
acquisition acquisition
$'000 $'000

9,927 9,927

2,571 2,571

83 83

141 141

84,985 84,985

282 282

248,356 85,062

32,764 -

(15,081) (15,081)

(18,561) (18,561)

(153) (153)

(12,329) (10,000)

(15,246) (15,246)

317,739 124,010

If the combination had taken place at the beginning of the period, the profit before tax from continuing operations for
the Consolidated Entity would have been $27 million and revenue from continuing operations would have been

$166 million.
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10. DISCONTINUED OPERATIONS — SALE OF ASIA IRON HOLDINGS LIMITED

On 7 June 2006 the Company advised ASX that it had signed an agreement with China’s third largest steel producer, the
Shougang Group, for the sale of the Consolidated Entity’s entire 73% interest in Asia Iron for $52.5 million. The agreement
was subject to Foreign Investment Review Board (FIRB) approval and the minority shareholders in Asia Iron not exercising
an option to match the Shougang offer. Minority shareholders had 28 days to exercise an option to match the Shougang
offer.

On 6 July 2006 the Company advised ASX that it had received notice of an election to purchase the Consolidated Entity’s
shareholding in Asia Iron from a minority shareholder, Sinom Investments. Sinom Investments’ notice to match the
Shougang offer resulted in a binding agreement for the sale of the Consolidated Entity’s entire 73% interest in Asia Iron on
the same terms as those previously agreed with Shougang. As a result of Sinom Investments’ election, the condition
precedent to the Shougang agreement could not be satisfied. The Consolidated Entity therefore terminated the Shougang
agreement to allow the sale to Sinom Investments.

Sinom Investments obtained FIRB approval on 2 August 2006 and completion of the sale by the Consolidated Entity of its
73% interest in Asia Iron to Sinom Investments occurred on 21 August 2006 with $52.5 million being placed in escrow
pending environmental approval.

Under a further agreement dated 17 November 2006, Sinom agreed to immediately release the first $40 million being held
in escrow to the Company and Mount Gibson Mining Limited, with the balance of $12.5 million to be released to the
Company and Mount Gibson Mining Limited on the earlier of 31 May 2007 and the date on which environmental approval is
obtained in respect of the Extension Hill Magnetite Project.

As a result of this agreement, the 30 November 2007 deadline for obtaining environmental approval was removed and
Sinom Investments was no longer entitled to terminate the original agreement and return the sale shares if the
environmental deadline was not met. Payment of the final amount of $12.5 million was received on 31 May 2007.

From 17 November 2006 the Company ceased to consolidate Asia Iron, and that business is reported as a discontinued
operation in this financial report. Financial information relating to the discontinued operation of Asia Iron for the period to
the date of disposal and the process of disposing of that business is set out below:

[a] Profit from discontinued operations

The financial information presented below in respect of Asia Iron represents the period 1 July 2006 to
17 November 2006 (30 June 2007 column) and for the twelve month period to 30 June 2006.

Note 30 June 2007

30 June 2006

$’000 $'000

AsIA IRON

Other revenue 4 50
TOTAL REVENUE 50
Cost of sales - -
GROSS PROFIT 4 50
Other income 368 205
Other expenses (242) (1,684)
PROFIT 7/ (LOSS) OF AsIA IRON BEFORE TAX AND FINANCE COSTS 130 (1,429)
Finance costs (16) (54)
PROFIT / (LOSS) OF ASIA IRON BEFORE INCOME TAX 114 (1,483)
Income tax (expense) / benefit - 2,973
NET PROFIT OF ASIA IRON FOR THE PERIOD AFTER INCOME TAX 114 1,490
Gain on deconsolidation of Asia Iron (b) 26,684 -
Related income tax (b) (8,077) -
NET PROFIT AFTER INCOME TAX RECOGNISED ON DISPOSAL OF ASIA IRON 18,607 -
NET PROFIT FROM DISCONTINUED OPERATIONS AFTER INCOME TAX 18,721 1,490
Earnings per share (cents per share):

- basic earnings per share — discontinued operations 3.82 0.38
- diluted earnings per share — discontinued operations 3.79 0.37

Mount Gibson Iron Limited — 30 June 2007 Financial Report Page 44



Notes to the Consolidated Financial Report (continued)

[b] Details of the gain on deconsolidation of Asia Iron

Notes 30 June 2007

$’000

Consideration received or receivable on disposal:
- Cash received 52,500
- less: transaction costs (492)
Net disposal consideration 52,008
MGI and MGM share of Asia Iron net assets disposed (© 24,439
FX translation reserve at disposal date 885
25,324
Gain on deconsolidation before income tax 26,684
Related income tax expense (8,077)
Gain on deconsolidation of Asia Iron after income tax 18,607

[c] Carrying amounts of Asia Iron assets and liabilities

The major classes of assets and liabilities of Asia Iron measured at the lower of carrying amount and fair value,

were as follows:

21 August 2006 30 June 2006
$’000 $'000
Assets

Cash 1,654 2,849
Trade and other receivables 209 216
Prepayments 72 115
Property, plant and equipment 3,149 3,158
Deferred acquisition, exploration, evaluation and development costs 40,303 39,755
Deferred tax assets 1,367 -
46,754 46,093

Liabilities
Trade and other payables (1,286) (1,568)
Interest bearing liabilities (1,500) (1,500)
Deferred tax liabilities (7,904) -
Liabilities directly associated with assets classified as held for sale (10,690) (3,068)
Net assets of discontinued operations disposed 36,064 43,025
Less: Minority interest (11,625) (11,776)
Net assets attributable to disposal of Asia Iron 24,439 31,249
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[d] Assets and Liabilities associated with discontinued operation

As at 30 June 2007, there are no assets or liabilities in the Balance Sheet relating to the discontinued operation.

[e] Cash flow information

The net cash flow on disposal of Asia Iron is presented below:
30 June 2007 30 June 2006

$’000 $'000

Net cash inflow on disposal

Net cash consideration received on disposal (b) 52,008

Less cash and cash equivalents balances disposed (©) (1,654)

Net inflow of cash on disposal 50,354

Net cash flows of Asia Iron

In respect of the discontinued operation of Asia Iron, the following net

cash flows are included in the Condensed Cash Flow statement
Operating activities (211) (492)
Investing activities (960) (9,027)
Financing activities - 10,546
Net cash flows (used by) / from discontinued operation (1,171) 1,027
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Notes CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000
11. PROPERTY, PLANT AND EQUIPMENT
Freehold land - at cost 5 3,020 5
Plant and equipment — at cost 91,636 10,057 -
Accumulated depreciation (3,702) (1,214) -
87,934 8,843 -
Plant and equipment under lease — at cost 78,005 6,095 -
Accumulated depreciation (7,169) (3,024) -
70,836 3,071 -
Buildings — at cost 30,316 6,709 -
Accumulated depreciation (2,124) (997) -
28,192 5,712 -
Buildings under lease — at cost 522 522 -
Accumulated depreciation (292) (241) -
230 281 -
Capital works in progress — at cost 571 2,576 -
Total property, plant and equipment
At cost 201,055 28,979 5
Total accumulated depreciation (13,287) (5,476) -
187,768 23,503 5
Attributable to assets held for sale 10 - (3,158) -
187,768 20,345 5
[a] Assets pledged as security
The value of assets pledged as security are:
Plant and equipment 87,934 8,843 -
Plant and equipment under lease 70,836 3,071 -
Buildings 28,192 5,712 -
Buildings under lease 230 281 -
Capital work in progress 571 2,576
187,763 20,483 -
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11. PROPERTY, PLANT AND EQUIPMENT
(CONTINUED)

[b] Reconciliations

Reconciliations of the carrying amounts of property,

plant and equipment at the beginning and end of

the current and previous financial year:

Plant and equipment

Carrying amount at the beginning of the year
Additions

Additions through acquisition of entities

Transfers

Disposals

Disposals — discontinued operations

Depreciation expense

Carrying amount at the end of the year

Plant and equipment under lease
Carrying amount at the beginning of the year
Additions
Additions through acquisition of entities
Disposals
Depreciation expense
Carrying amount at the end of the year

Buildings

Carrying amount at the beginning of the year
Additions

Additions through acquisition of entities

Transfers

Disposals

Depreciation expense

Carrying amount at the end of the year

Buildings under lease
Carrying amount at the beginning of the year
Depreciation expense
Carrying amount at the end of the year

Capital works in progress
Carrying amount at the beginning of the year
Additions
Additions through acquisition of entities
Transfers
Carrying amount at the end of the year

Notes

CONSOLIDATED

2007
$’000

8,843
1,778
1,020

78,526

(12)
(143)
(2,078)

2006
$’000

1,887
7,666

(36)

(674)

COMPANY
2007 2006
$’000 $'000

87,934

8,843

3,071
56,371
19,122
(3,625)
(4,103)

9,852
2,783

(6,485)
(3,079)

70,836

3,071

5,712
682
1,091
21,600
3
(885)

5,562
597

(447)

28,192

5,712

281
(1)

359
(78)

230

281

2,576
34,369
63,752

(100,126)

2,576

571

2,576
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Notes CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000
12. DEFERRED ACQUISITION,
EXPLORATION, EVALUATION AND
DEVELOPMENT COSTS
Deferred acquisition, exploration, evaluation and
development costs carried forward in respect of
mining areas of interest:
Extension Hill Hematite 8,317 4,176 - -
Koolan Island 710 - - -
Mt Gibson Magnetite - 34,547 - -
Koolanooka South Magnetite - 5,208 - -
9,027 43,931 - -
Attributable to disposal group 10[c] - (39,755) - -
9,027 4,176 - -
Reconciliation
Carrying amount at beginning of the year 4,176 29,104 - -
Additions 4,859 15,641 - 25
Exploration expenditure written off (8) (814) - (25)
9,027 43,931 - -
Attributable to disposal group 10[c] - (39,755) - -
Carrying amount at the end of the year 9,027 4,176 - -

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

13. MINE PROPERTIES

Mine development expenditure 469,369 91,603 - -
Accumulated amortisation (98,685) (40,036) - -
370,684 51,567 - -

Reconciliation

Carrying amount at beginning of the year 51,567 15,131 - -
Additions 28,310 - - -
Additions through acquisition of entities 248,356 - - -
Waste capitalised during the year 101,100 54,205 - -
Amortisation expensed — deferred waste (55,508) (17,296) - -
Amortisation expensed — other (3,141) (473) - -
Carrying amount at the end of the year 370,684 51,567 - -

14. TRADE AND OTHER PAYABLES

Current
Trade creditors 16,510 7,333 106 175
Accruals and other payables 47,804 10,503 14,108 166

64,314 17,836 14,214 341

Current trade creditors and other payables are non-interest bearing and are normally settled on 30 day terms.
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Notes CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $’000 $’000

14. TRADE AND OTHER PAYABLES (CONTINUED)
Non-Current
Other payables — related party - - 29,398

Non current related party payables are non-interest bearing
with no fixed repayment date.

15. INTEREST-BEARING LOANS AND
BORROWINGS

Current
Lease liability [a] 2,638 1,594 -
Hire purchase facility [b] 8,665 - -
Project Debt [c] 87,451 - -
98,754 1,594 -
Non-Current
Lease liability [al 6,399 4,247 -
Hire purchase facility [b] 49,082 - -
55,481 4,247 -
Attributable to disposal group not included above 10 - 1,500 -
Financing facilities available
At reporting date, the following financing facilities had been
negotiated and were available:
Total facilities:
 Finance leases [al 9,037 5,841 -
e Hire purchase facility [b] 57,747 - -
«  Project Debt facility [c] 100,000 - -
=  Contingent Instrument facility [d] 5,488 5,526 -
e  Bank multiple advance [d] 20,474 20,474 -
e  Commercial bill - 1,500 -
192,746 33,341 -
Facilities used at reporting date:
e Finance leases 9,037 5,841 -
e Hire purchase facility 57,747 - -
e Project Debt facility 87,451 - -
e Contingent Instrument facility 5,488 5,526 -
e Bank multiple advance - - -
e Commercial bill - 1,500 -
159,723 12,867 -
Facilities unused at reporting date:
e Finance leases - - -
e Hire purchase facility - - -
e Project Debt facility 12,549 - -
e Contingent Instrument facility - - -
e Bank multiple advance 20,474 20,474 -
e Commercial bill - - -
33,023 20,474 -
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Terms and conditions relating to the above financial facilities:

[a] Finance leases are repayable monthly with final instalments due in August 2013. Interest is charged at an average
rate of 8.24%. Secured by first mortgage over the leased assets.

[b] Hire purchase arrangements have been entered into by Koolan Iron Ore Pty Ltd via a Master Lease agreement with
Komatsu Corporate Finance Pty Limited and Westpac Banking Corporation Limited. Hire purchase amounts are
repayable monthly with final instalments due in April 2012. Interest is charged at an average rate of 7.14%. Secured
by first mortgage over the assets the subject of the hire purchase agreement and a guarantee from Mount Gibson
Iron Limited. This facility is drawn and repayable in US$ for Komatsu and A$ for Westpac.

[c] The project finance facility is with a banking syndicate comprising Westpac Banking Corporation, Bank of Scotland
(Australia) Limited and Bank of Tokyo-Mitsubishi UFJ Ltd. The $100 million facility consists of:

e Senior debt facility of $54 million (drawn in US$);
e  Cost overrun facility of $10 million (drawn in US$);
*  Working capital facility of $30 million; and

e  Environmental bond facility of $6 million.

The security pledge for these facilities is a fixed and floating charge over all the assets and undertakings of Koolan
Iron Ore Pty Ltd with a guarantee from Aztec Resources Limited. Interest is charged at an average rate of 7.22%.

This facility includes a Review Event clause in the event of a change in control which allows the banking syndicate the
opportunity to review the creditworthiness of Aztec Resources Limited and the completion risk to the Koolan project as
a consequence of the change of control. The banking syndicate may choose after this review to:

* leave the facility unaltered; or
* request further credit support from other companies in the Group; or

e give notice requiring repayment of the facility. Koolan Iron Ore Pty Ltd will have 90 days from the date of this
notice to comply otherwise it will then constitute an event of default.

The banking syndicate was given notice about the review event in December 2006. On 30 April 2007 the Company
provided a Corporate Guarantee to the banking syndicate.

As set out in [e] below, this project finance facility will be repaid in full and cancelled by the drawdown of the
Corporate Debt facility.

[d] This facility is with HSBC Bank Australia Limited. The security pledge for these facilities is a fixed and floating charge
over all the assets and undertakings of Mount Gibson Mining Limited, Mount Gibson Iron Limited and Geraldton Bulk
Handling Pty Ltd. This facility will be cancelled as a consequence of the establishment of the new Corporate Debt
facility detailed in [e] below.

[e] In June 2007 the Company mandated HSBC Australia Limited and National Australia Bank Limited as the joint lead
Arranger and Underwriting Banks for a $200 million debt facility to fund the refinance of the existing project finance
facility in [c] above and the HSBC facility in [d] above and provide additional debt funding for the Koolan Island and
Extension Hill iron ore developments. The facility documentation was signed on 28 August 2007 with drawdown
under the facility subject to satisfaction of certain conditions precedent normal to this type of facility which are
expected to be satisfied by early September 2007.

The $200 million facility consists of:
e Senior debt facility of $175 million comprising 2 tranches:
1. Tranche 1 of $125 million;

2. Extension Hill tranche of $50 million which is only drawable against the Extension Hill DSO project after
certain conditions precedent have been satisfied including EPA approval and Company Board approval for the
project to proceed; and

e Contingent Instrument facility of $25 million (including guarantees, performance bonds).

The security pledge for these facilities is a fixed and floating charge over all the assets and undertakings of Mount
Gibson Iron Limited, Mount Gibson Mining Limited, Geraldton Bulk Handling Limited, Koolan Iron Ore Pty Ltd and
Aztec Resources Limited together with mining mortgages over the mining tenements owned by Mount Gibson Mining
Limited and Koolan Iron Ore Pty Ltd and the contractual rights of Mount Gibson Mining Limited to mine hematite at
Extension Hill.
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16. DERIVATIVES

Current Asset
Foreign currency forward contracts and options

Current Liability
Foreign currency forward contracts and options

17. PROVISIONS

Current
Employee benefits
Road resealing

Non-Current
Employee benefits
Decommissioning rehabilitation

Movement in provisions:

Road Resealing
Carrying amount at beginning of the year
Provision for period
Amounts utilised during the period
Carrying amount at end of the year

Decommissioning Rehabilitation

Carrying amount at beginning of the year
Unwinding of discount on rehabilitation
provision

Revaluation of rehabilitation provision
Acquisition of Controlled Entity

Carrying amount at end of the year

Notes

2007
$’000

34[c] 5,065

CONSOLIDATED

2006
$'000

2,541

COMPANY
2007 2006
$’000 $'000

34][c] -

1,470

1,072
100

451
12

1,172

463

28
18,442

14
688

18,470

702

12
188
(100)

62
100
(150)

100

12

688
31

5,394
12,329

655
33

18,442

688
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Notes CONSOLIDATED COMPANY

2007 2006 2007 2006

$'000 $'000 $'000 $'000
18. ISSUED CAPITAL
[a] Ordinary shares
Issued and fully paid 386,766 86,851 386,766 86,851

2007 2006

[b] Movement in ordinary shares on issue
Beginning of the financial year 402,058,719 86,851 368,519,793 79,381
Shares issued for controlled entity [i] 378,491,182 297,905 - -
Issue of shares - - 40,000 10
Exercise of options 7,236,920 2,010 33,498,926 7,460
End of the financial year 787,786,821 386,766 402,058,719 86,851

[i] Issued to Aztec Resources Limited shareholders in exchange for business combination of $297,905,196 (see Note 9).

[c] Terms and conditions of contributed equity

Ordinary shares have the right to receive dividends as declared, and in the event of winding up the Company, to participate
in the proceeds from the sale of all surplus assets in proportion to the number of and amounts paid up on shares held.
Ordinary shares entitle their holder to one vote, either in person or by proxy, at a meeting of the Company.

Effective from 1 July 1998, the Corporation legislation in place abolished the concept of authorised capital and par values.
Accordingly, the Company does not have authorised capital nor par value in respect of its issued shares.

[d] Share options
As at balance date the following Options over unissued Shares were on issue:

2007 2006

Exercise Price Exercise Date/Period Number Number

25 cents On or before 31 December 2006 - 7,256,920
50 cents On or before 31 December 2007 5,000,000 5,000,000
55 cents On or before 31 December 2008 5,000,000 5,000,000
78 cents On or before 31 December 2006 - 823,712
90 cents On or before 30 June 2010 2,000,000 2,000,000
90 cents On or before 23 October 2010 3,000,000 3,000,000
110 cents On or before 23 October 2012 2,000,000 2,000,000

17,000,000 25,080,632

In addition, as at 30 June 2007, there were 8,625,000 (2006: 4,175,000) options granted but not issued under the
Employee Share Scheme. The options were granted on the basis that the employees must complete employment service to
31 December 2007 before the options vest, at which time they will be issued to the respective employees. Once vested,
2,825,000 options will be exercisable at 78 cents each and expire on 31 December 2009 and 5,800,000 options will be
exercisable at 89 cents each and expire on 31 December 2009. As at the date of this report, none of these options had
vested.

Share options carry no right to dividends and no voting rights.
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CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000
19. RESERVES
Option premium reserve [a] 8,911 5,954 8,911 5,954
Net unrealised gains/(losses) reserve [b] 3,963 (1,790) 283 (2,255)
Other reserves [c] (3,192) (3,691) - -
9,682 473 9,194 3,699
[a] Option premium reserve
The option premium reserve is used to record the value of equity
benefits provided to employees and directors as part of their
remuneration.
Balance at the beginning of the year 5,954 1,631 5,954 1,631
Share based payments 2,957 4,323 2,957 4,323
Balance at the end of the year 8,911 5,954 8,911 5,954
[b] Net unrealised gains/(losses) reserve
This reserve records movement for available-for-sale financial assets
to fair value and gains and losses on hedging instruments determined
to be effective cash flow hedges.
Balance at the beginning of the year (1,790) - (2,255) -
Application of AASB 132 and AASB 139 - 1,165 - 1,050
Net u.nreall.sed gains/(losses) on available-for- 1,032 (3,305) 1,032 (3,305)
sale financial assets
Impairment of available-for-sale financial assets 1,506 - 1,506 -
Net gains on cash flow hedges 3,215 465 - -
Release to income statement on expiry of cash
- (115) - -
flow hedges
Balance at the end of the year 3,963 (1,790) 283 (2,255)
[c] Other reserves
Foreign currency translation reserve - (465) - -
Consolidation reserve (3,192) (3,226) - -
(3,192) (3,691) - -
20. RETAINED EARNINGS /
(ACCUMULATED LOSSES)
Balance at the beginning of the year 10,096 (13,383) (5,966) (13,483)
Net profit/(loss) attributable to members of the 47.765 23.479 (594) 7517
Company
Balance at the end of the year 57,861 10,096 (6,560) (5,966)
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CONSOLIDATED COMPANY
2007 2006 2007 2006
$’000 $'000 $’000 $'000

21. MINORITY INTERESTS

Opening balance 11,776 8,956 - -
Disposal by the Consolidated Entity of shares in (11,776) ) ) )
Asia Iron Holdings Limited ’
Issue of capital by Asia Iron Holdings Limited - 3,226 - -
Share of current year loss - (406) - -
Closing balance - 11,776 - -
22. EXPENDITURE COMMITMENTS
[a] Exploration Expenditure Commitments [i
Minimum obligations not provided for in the
financial report and are payable:
* Not later than one year 791 906 - -
. Lgter than one year but not later than 2175 3,332 ) )
five years
2,966 4,238 - -
[b] Operating Lease Commitments [ii]
Minimum lease payments
e Not later than one year 16,010 9,455 - -
. L_ater than one year but not later than 2.302 10,627 ) )
five years
18,312 20,082 - -
[c] Finance Lease and Hire Purchase fii]
Commitments
Minimum lease payments
* Not later than one year 15,652 2,001 - -
. L_ater than one year but not later than 64.956 4.438 ) )
five years
e Later than five years 200 610 - -
Total minimum lease payments 80,808 7,049 - -
Future finance charges (14,024) (1,208) - -
66,784 5,841 - -
Total lease liability accrued for:
Current
Finance leases and hire purchase facility 11,303 1,594 - -
Non-Current
Finance leases and hire purchase facility 55,481 4,247 - -
66,784 5,841 - -

[i] In order to maintain current rights to explore and mine the tenements at Tallering Peak, Koolan Island, and Extension
Hill the Consolidated Entity is required to perform minimum exploration work to meet the expenditure requirements
specified by the Department of Industry and Resources.

[ii] Operating leases:

=  operating lease for office space with an initial lease term of 5 years; and
= operating lease for machinery has an average term of 1.4 years and expires in December 2008.
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[iii] Finance leases and hire purchases have an average term of 4.5 years with the option to purchase the asset at the
completion of the lease term for a pre-agreed amount. The average discount rates implicit in the finance leases and
hire purchases are 8.24% and 7.14% respectively. Secured lease liabilities are secured by a charge over the leased

assets.

23. EMPLOYEE BENEFITS

The aggregate employee benefits liability is
comprised of:

Accrued wages, salaries and on-costs
Provisions

24. SHARE-BASED PAYMENT PLANS

(a) Recognised share-based payment
expenses
Expense arising from equity-settled share-based

payment transactions 2d]

CONSOLIDATED COMPANY
2007 2006 2007 2006
$’000 $'000 $’000 $'000
720 1,544 - 43
1,100 465 - -
1,820 2,009 - 43
2,957 4,323 - 4,323

The share-based payment plans are described below. There have been no cancellations or modifications to any of the

plans during 2007 and 2006.

(b) Employee share scheme

An employee share scheme has been established where the Company may, at the discretion of the board, grant options
over the ordinary shares of the Company. The options, issued for nil consideration, are granted in accordance with
performance guidelines established by the directors of the Company. All directors, officers and employees are eligible for

this scheme.

Information with respect to the number of options granted and issued under the employee share scheme is as follows:

2007 2006

No. of Options Weighted No. of Options Weighted

average average

exercise exercise

price (cents) price (cents)

Balance at beginning of year 25,080,632 57.4 20,900,000 25.0
- granted and issued - - 9,073,712 91.7
- forfeited (843,712) 52.9 (1,900,000) 56.9
- exercised (7,236,920) 27.8 (2,993,080) 25.0
Balance at year end 17,000,000 70.3 25,080,632 57.4
Exercisable at year end 10,000,000 52.5 13,080,632 37.8

The outstanding balance of options granted and issued as at 30 June 2007 is represented by:

Exercise Price Exercise Date

50 cents On or before 31 December 2007
55 cents On or before 31 December 2008
90 cents On or before 30 June 2010

90 cents On or before 23 October 2010
110 cents On or before 23 October 2012
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Vesting Date

No. of Options

31-Dec-05 5,000,000
31-Dec-06 5,000,000
01-Jul-08 2,000,000
24-Oct-08 3,000,000
24-Oct-10 2,000,000
17,000,000
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In addition, as at 30 June 2007, there were 8,625,000 (2006: 4,175,000) options granted but not issued under the
Employee Share Scheme. The options were granted on the basis that the employees must complete employment
service to 31 December 2007 before the options vest, at which time they will be issued to the respective employees.
Once vested, 2,825,000 options will be exercisable at 78 cents each and expire on 31 December 2009 and 5,800,000
options will be exercisable at 89 cents each and expire on 31 December 2009. As at the date of this report, none of
the options had vested.

The remaining contractual life for the options on issue as at 30 June 2007 is between 1 and 5 years (2006: 1 and 6 years).
The range for exercise prices for options on issue at the end of the year was $0.50-$1.10 (2006: $0.25-$1.10).

The fair value of the equity-settled share options granted under the option plan is estimated as at the date of grant using a
binomial model taking into account the terms and conditions upon which the options were granted.

25. EARNINGS PER SHARE

Basic earnings per share amount are calculated by dividing net profit for the year attributable to ordinary equity holders of
the Company by the weighted average number of ordinary shares outstanding during the year.

Diluted earnings per share amounts are calculated by dividing the net profit attributable to ordinary equity holders of the
Company by the weighted average number of ordinary shares outstanding during the year plus the weighted average
number of ordinary shares that would be issued on the conversion of all the dilutive potential ordinary shares into ordinary
shares.

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

2007 2006
$'000 $'000
Profits used in calculating basic and diluted earnings per share 47,765 23,479
Number of Number of
Shares Shares
Weighted average number of ordinary shares used in calculating basic 634,647,892 390,533,080

earnings per share
Effect of dilution

- Share options 8,082,090 8,624,527

Weighted average number of ordinary shares used in calculating diluted

’ 642,729,982 399,157,607
earnings per share

Conversions, calls, subscriptions or issues after 30 June 2007

Since the end of the financial year no options have been converted to ordinary shares. There have been no other
conversions to, calls of, or subscriptions for ordinary shares or issues of potential ordinary shares since the reporting date
and before the completion of this report.

26. DIVIDENDS PAID AND PROPOSED

No amounts have been paid, declared or recommended by the Company by way of dividend since the commencement of
the year.

27. CONTINGENT LIABILITY

The HSBC Bank has provided a controlled entity with performance bonds totalling $3,280,017.
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28. KEY MANAGEMENT PERSONNEL DISCLOSURES

[a] Details of Key Management Personnel

[i] Directors

N Hamilton
W Willis

B Johnson
L Tonkin

A Rule

C Readhead
| Macliver
A Jones

P Bilbe

M Horn

[ii] Executives
K Malaxos

R Mencel

D Quinlivan

Q Granger

R Jordinson

Chairman (appointed 24 April 2007)

Chairman (resigned 24 April 2007)

Deputy Chairman (resigned 30 June 2007)

Managing Director

Finance Director (resigned 30 June 2007, alternate Director from 30 June 2007)
Non-Executive Director

Non-Executive Director

Non-Executive Director (appointed 28 July 2006)

Non-Executive Director (appointed 23 February 2007)

Non-Executive Director (appointed 30 June 2007)

Chief Operating Officer (resigned 18 December 2006)

General Manager — Tallering Peak

Chief Operating Officer (appointed 18 December 2006)

General Manager — Koolan Island (from 1 December 2006 to 8 June 2007)
General Manager — Koolan Island (from 8 June 2007)

[b] Compensation of Specified Key Management Personnel

Short-term

Post employment
Share-based payment

CONSOLIDATED COMPANY
2007 2006 2007 2006
$'000 $'000 $'000 $'000
2,690 3,195 296 158
142 157 8 10
1,962 3,863 802 3,143
4,794 7,215 1,106 3,311

The Consolidated Entity is taking advantage of Corporations regulation 2M.6.04 and as a result has presented the
disclosure required by AASB 124 Related Party Transaction Aus 25.4 to Aus 25.7.2 in the Remuneration Report within
the Directors’ Report. These remuneration disclosures have been audited.
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[c] Option holdings of Key Management Personnel
Balance at Granted as Options Net Change  Balance at Vested at 30 June 2007
Beginning Remuneration Exercised End of
of Period Period
30 June 30 June Not
2007 1 July 2006 2007 Total Exercisable Exercisable
Directors
N Hamilton - - - - - - - -
W Willis  [i] 1,000,000 - (1,000,000) - - - - -
B Johnson [ii] 5,000,000 - - (5,000,000) - - - -
L Tonkin 5,000,000 - - - 5,000,000 - - -
A Rule 2,000,000 - - - 2,000,000 - - -
C Readhead 500,000 - (500,000) - - - - -
| Macliver 500,000 - (500,000) - - - - -
A Jones - - - - - - - -
P Bilbe - - - - - - - -
M Horn - - - - - - - -
Executives
K Malaxos T[iii] 350,000 - (350,000) - - - - -
R Mencel - 250,000 - - 250,000 - - -
Q Granger - - - - - - - -
D Quinlivan - - - - - - - -
R Jordinson - - - - - - - -
Total 14,350,000 250,000 (2,350,000) (5,000,000) 7,250,000 - - -
[i] Mr W Willis resigned on 24 April 2007.
[ii] Mr B Johnson resigned as a director on 30 June 2007.
[iil]  Mr K Malaxos resigned on 18 December 2006.
Balance at Granted as Options Net Change  Balance at Vested at 30 June 2006
Beginning Remuneration Exercised End of
of Period Period
30 June 30 June Not
2006 1 July 2005 2006 Total Exercisable Exercisable
Directors
W Willis 2,440,000 - (1,440,000) - 1,000,000 1,000,000 - 1,000,000
B Johnson 12,500,000 - (2,500,000) (5,000,000) 5,000,000 - - -
L Tonkin - 5,000,000 - - 5,000,000 - - -
A Rule - 2,000,000 - - 2,000,000 - - -
C Readhead 1,250,000 - (750,000) - 500,000 500,000 - 500,000
I Macliver 1,250,000 - (750,000) - 500,000 500,000 - 500,000
Executives
S Coates 750,000 250,000 - - 1,000,000 750,000 - 750,000
D Garcia - - - - - - - -
P Jones - 250,000 - - 250,000 - - -
K Malaxos 750,000 - (400,000) - 350,000 350,000 - 350,000
Total 18,940,000 7,500,000 (5,840,000)  (5,000,000) 15,600,000 3,100,000 - 3,100,000
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[d] Shareholding of Key Management Personnel

Balance Granted as On Exercise of Net Change Balance
1 July 2006 Remuneration Options Other 30 June 2007

30 June 2007 Ord Ord Ord Ord Ord
Directors
N Hamilton - - 185,000 185,000
W Willis [il 1,480,000 1,000,000 (2,480,000) -
B Johnson  [ii] - - - -
L Tonkin - - - -
A Rule - - 50,000 50,000
C Readhead 727,500 500,000 (160,000) 1,067,500
| Macliver 1,000,000 500,000 - 1,500,000
A Jones - - 100,000 100,000
P Bilbe - - 52,033 52,033
M Horn - - - -
Executives
K Malaxos  Tiii] 25,000 - (25,000) -
R Mencel - - - -
Q Granger - - - -
D Quinlivan - - - -
R Jordinson - - - -
Total 3,232,500 2,000,000 (2,277,967) 2,954,533

[i] Mr W Willis resigned on 24 April 2007.

[ii] Mr B Johnson resigned as a director on 30 June 2007.

[ii]  Mr K Malaxos resigned on 18 December 2006.

Balance Granted as On Exercise of Net Change Balance
1 July 2005 Remuneration Options Other 30 June 2006

30 June 2006 Ord Ord Ord Ord Ord
Directors
W Willis 420,000 1,440,000 (380,000) 1,480,000
B Johnson - 2,500,000 (2,500,000) -
L Tonkin - - - -
A Rule - - - -
C Readhead 177,500 750,000 (200,000) 727,500
I Macliver 1,200,000 750,000 (950,000) 1,000,000
Executives
S Coates 900,000 - 40,000 940,000
D Garcia - - - -
P Jones - - - -
K Malaxos 25,000 400,000 (400,000) 25,000
Total 2,722,500 5,840,000 (4,390,000) 4,172,500

All equity transactions with key management personnel other than those arising from the exercise of remuneration
options have been entered into under terms and conditions no more favourable than those the entity would have

adopted if dealing at arm’s length.

[e] Loans to Specified Key Management Personnel

There were no loans to key management personnel during the year.
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[f] Other Transactions and Balances with Key Management Personnel

Services

Pullinger Readhead Lucas, of which Mr CL Readhead is a partner, provided legal services to the Company and
Consolidated Entity. The fees, paid under normal commercial terms and conditions, were $187 (2006: $1,546) and

$187 (2006: $7,631) respectively.

Amounts recognised at the reporting date in relation to other transactions:

Assets and Liabilities
Current Liabilities
Trade Creditors

Total Liabilities

Revenues and Expenses

Consolidated
2007 2006
$’000 $’000

Corporate expenses - 8
Total Expenses - 8
29. RELATED PARTY DISCLOSURE

Ultimate parent

Mount Gibson Iron Limited is the ultimate Australian parent company.

Wholly-owned group transactions

Loans were made by the Company to wholly owned subsidiaries. Interest of $2,507,739 (2006: $2,795,958) was
charged on the loan to Mount Gibson Mining Limited at 7%pa during the year. All other loans are interest free, have
no fixed repayment date and are repayable on demand. Included in the loans are:

e transfers of deferred tax asset and deferred tax liability balances to the Company from each of the wholly
owned subsidiaries as a consequence of the tax consolidation group of $29,467,928 (2006: $10,672,008);
and

e share based payment expense incurred by the Company for options issued by the Company to employees
that are employed by wholly owned subsidiaries of $3,041,7500 (2006: nil)

Director-related entity transactions
There are no director-related entity transactions other than those specified in Note 28.
CONSOLIDATED COMPANY
2007 2006 2007 2006
$’000 $'000 $'000 $'000
30. AUDITORS’ REMUNERATION
Amounts received or due and receivable by Ernst
& Young for:
= An audit or review of the financial report of
the entity and any other entity in the 166 100 118 24
consolidated entity
= Other services in relation to the entity and 32 40 32 )
any other entity in the consolidated entity
198 140 150 24

31. SEGMENT INFORMATION

The Consolidated Entity operates primarily in the mining sector, through the exploration, evaluation and development of its

iron ore deposits in the Midwest region of Western Australia.
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Notes to the Consolidated Financial Report (continued)

32. EVENTS AFTER THE BALANCE SHEET DATE
As at the date of this report. apart from the:
e Corporate Debt refinancing set out in Note 15; and
e  Minister for the Environment approval for the DSO project to proceed,

there are no other significant events after balance date of the Company or of the Consolidated Entity..

33. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Consolidated Entity’s principal financial instruments, other than derivatives, comprise bank loans, finance leases
and hire purchase contracts, cash and short-term deposits.

The main purpose of these financial instruments is to raise finance for the Consolidated Entity’s operations.

The Consolidated Entity has various other financial instruments such as trade debtors and trade creditors, which arise
directly from its operations.

The Consolidated Entity also enters into derivatives transactions, principally forward currency contracts. The purpose is
to manage the currency risks arising from the Consolidated Entity’s operations and its sources of finance.

The main risks arising from the Consolidated Entity’s financial instruments are interest rate risk, credit risk, foreign
currency risk, commodity price risk and liquidity risk. The board reviews and agrees policies for managing each of
these risks and they are summarised below.

Interest rate risk

The Consolidated Entity’s policy is to manage its interest cost using a mix of fixed and variable rate debt, and to keep
between 50% and 75% of its borrowings at fixed rates of interest.

Credit risk

The Consolidated Entity’'s maximum exposures to credit risk at balance date in relation to each class of recognised
financial assets, other than derivatives, is the carrying amount of those assets as indicated in the balance sheet.

In relation to derivative financial instruments, whether recognised or unrecognised, credit risk arises from the potential
failure of counterparties to meet their obligations under the contract or arrangement. The Consolidated Entity’'s
maximum credit risk exposure in relation to forward exchange contracts is the full amount of the foreign currency it will
be required to pay or purchase when settling the forward exchange contract, should the counterparty not pay the
currency it is committed to deliver to the Company. At reporting date the net amount was A$5,065,313 (2006:
$1,071,486).

The Consolidated Entity minimises concentrations of credit risk in relation to trade receivables by undertaking
transactions with a number of customers and by the use of letters of credit which guarantee 90% of receivable amount
at the time of sale. There are no significant concentrations of credit risk within the Consolidated Entity.

Foreign currency risk

As a result of receipts being denominated in US dollars, the Consolidated Entity’s cash flow can be affected significantly
by movements in the US$/A$ exchange rates. The project finance facility for construction of the Koolan project is
partly denominated in US$ and all of the hire purchase liabilities for the mining equipment at Koolan are denominated
in US$.

The Consolidated Entity has entered into forward exchange and option contracts designed as a hedge of anticipated
future receipts that will be denominated in US dollars.

It is the Consolidated Entity’s policy to negotiate the terms of the hedge derivatives to match the terms of the hedged
item to maximise hedge effectiveness.

Commaodity price risk

The Consolidated Entity’s exposure to commodity price risk is significant. Iron ore prices are set each year and apply
from 1 April to 31 March the following year. There are no readily available financial instruments available to hedge the
iron ore price.

Liquidity risk

The Consolidated Entity’s objective is to maintain a balance between continuity of funding and flexibility through the
use of its Corporate Debt facility, finance leases and hire purchase contracts.
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Notes to the Consolidated Financial Report (continued)

34. FINANCIAL INSTRUMENTS
[a] Interest rate risk

The Consolidated Entity’s exposure to interest rate risks and the effective interest rates of financial assets and financial liabilities are as follows:

Fixed interest rate maturing in: Weighted
Total carrying amount average
Floating interest rate 1 year or less Over 1 to 5 years Non-interest bearing per balance sheet effective
interest rate
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
$’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 % %
i) Financial assets
Cash 60,673 4,333 90 84 - 35 131 60,798 4,548 6.80 5.29
Trade and other - - - - - 9,848 6,180 9,848 6,180 N/A N/A
receivables
Unlisted shares - - - - - 3 - 3 - N/A N/A
Listed shares - - - - - 1,802 1,248 1,802 1,248 N/A N/A
Derivatives - - - - - 5,065 2,541 5,065 2,541 N/A N/A
Total financial assets 60,673 4,333 90 84 - 16,753 10,100 77,516 14,517
i) Financial liabilities
Trade and other - - - - - 64,314 17,836 64,314 17,836 N/A N/A
payables
Derivatives - - - - - - 1,470 - 1,470 N/A N/A
Lease liabilities - - 2,638 1,594 6,399 4,247 - - 9,037 5,841 8.24 7.97
Hire purchase - - 8,665 - 49,082 - - 57,747 - 7.4 N/A
Senior debt - - - - 87,451 - - 87,451 - 7.62 N/A
Total financial - - 11,303 1,504 142,932 4,247 64,314 19,306 218,549 25,147
liabilities
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Notes to the Consolidated Financial Report (continued)

34. FINANCIAL INSTRUMENTS (CONTINUED)

[b] Net fair values

All recognised financial assets and liabilities in the Consolidated Entity have been recognised at their net fair values at

balance date.

The recognised financial assets and liabilities in the Consolidated Entity as at 30 June 2007, except for available for sale
financial assets, have been recognised at their net fair value as detailed below.

Available for sale financial assets

Carrying Value at

30 June 2007
$’000

1,802

Net Fair Value at

30 June 2007

$'000

1,802

The net fair value, representing the mark to market of a financial asset or a financial liability, is the amount at which
the asset could be exchanged or liability settled in a current transaction between willing partners after allowing for

transaction costs.
[c] Hedging instruments

[i] Hedges for specific commitments

The Consolidated Entity has entered into forward exchange contracts and foreign exchange option contracts at
reporting date designed as a hedge of anticipated future receipts that will be denominated in US dollars. This hedge
has been treated as effective, in accordance with AASB 139.

As at 30 June 2007 the following foreign exchange contracts were outstanding:

2007 2006
uUS$’'000 A$’000 Fair US$’000 A$’000 Fair
equivalent Value equivalent Value
A$’000 A$’000
Forward Exchange Contracts
- contract rate 0.7397 - - - 9,000 12,167 48
- contract rate 0.7287 - - - 9,000 12,351 214
- contract rate 0.7070 - - - 6,000 8,487 366
- contract rate 0.7404 8,000 10,805 1,359 - - -
8,000 10,805 1,359 24,000 33,005 628
Collar Option - - - 60,000 83,443 443
- call strike price
0.760/0.750/0.770/0.740/0.750/0.745
- put strike price
0.7245/0.718/0.7335/0.72/0.715/0.711
Collar Option 24,000 33,405 3,706 - - -
- call strike price
0.750/0.745
- put strike price
0.715/0.711/0.724
Total 32,000 44,210 5,065 84,000 116,448 1,071
All of the above contracts mature by 29 October 2007.
Mount Gibson Iron Limited — 30 June 2007 Financial Report Page 64



Directors’ Declaration

In accordance with a resolution of the directors of Mount Gibson Iron Limited, | state that:
1. In the opinion of the Directors:

a. the financial statements, notes and the additional disclosures included in the Directors Report designated
as audited of the Company and of the Consolidated Entity are in accordance with the Corporations Act
2001, including:

i) giving a true and fair view of the financial position of the Company and Consolidated Entity as at
30 June 2007 and of their performance for the year ended on that date; and

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

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

2. This declaration has been made after receiving the declarations required to be made to the Directors in
accordance with section 295A of the Corporations Act 2001 for the financial year ended 30 June 2007.

Signed in accordance with a resolution of the directors.

N HAMILTON
Chairman

Perth, 30 August 2007
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i’IERNST& YOUNG B The Ernst & Young Building m Tel 61894292222

11 Mounts Bay Road Fax 61 89429 2436
Perth- WA 6000
Australia

GPO Box M939
Perth WA 6843

Independent auditor’s report to the members of Mount Gibson Iron Limited

We have audited the accompanying financial report of Mount Gibson Iron Limited, which comprises the
balance sheet as at 30 June 2007, and the income statement, statement of changes in equity and cash
flow statement for the year ended on that date, a summary of significant accounting policies, other
explanatory notes and the directors’ declaration of the consolidated entity comprising the company and
the entities it controlled at the year’s end or from time to time during the financial year.

The company has disclosed information as required by paragraphs Aus 25.4 to Aus 25.7.2 of
Accounting Standard 124 Related Party Disclosures (“remuneration disclosures”), under the heading
“Remuneration Report” on pages 11 to 16 of the directors’ report, as permitted by Corporations
Regulation 2M.6.04.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation and fair presentation of the financial
report in accordance with the Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Act 2001. This responsibility includes establishing and
maintaining internal controls relevant to the preparation and fair presentation of the financial report that
is free from material misstatement, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the circumstances. In Note
1, the directors also state that the financial report, comprising the financial statements and notes,
complies with International Financial Reporting Standards. The directors are also responsible for the
remuneration disclosures contained in the directors’ report,

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our
audit in accordance with Australian Auditing Standards. These Auditing Standards require that we
comply with relevant ethical requirements relating to audit engagements and plan and perform the audit
to obtain reasonable assurance whether the financial report is free from material misstatement and that
the remuneration disclosures comply with Accounting Standard AASB 124 Related Party Disclosures.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial report. The procedures selected depend on our judgment, including the assessment of the
risks of material misstatement of the financial report, whether due to fraud or error. In making those risk
assessments, we consider internal controls relevant to the entity’s preparation and fair presentation of
the financial report in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal controls. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by the directors, as well as evaluating the overall presentation of the
financial report.

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

Liability limited by a scheme approved under
Professional Standards Legislation.
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Sl ERNST & YOUNG

Independence

In conducting our audit we have met the independence requirements of the Corporations Act 2001. We
have given to the directors of the company a written Auditor’s Independence Declaration, a copy of
which is included in the directors’ report. In addition to our audit of the financial report and the
remuneration disclosures, we were engaged to undertake the services disclosed in the notes to the
financial statements. The provision of these services has not impaired our independence.

Auditor’s Opinion
In our opinion:

1. the financial report of Mount Gibson Iron Limited is in accordance with the
Corporations Act 2001, including:

(1) giving a true and fair view of the financial position of Mount Gibson Iron
Limited and the consolidated entity at 30 June 2007 and of their performance for
the year ended on that date; and

(i1) complying with Australian Accounting Standards (including the Australian
Accounting Interpretations) and the Corporations Regulations 2001 .

2. the consolidated financial report also complies with International Financial Reporting
Standards as disclosed in Note 1

3. the remuneration disclosures that are contained on pages 11 to 16 of the directors’ report
comply with Accounting Standard AASB 124 Related Party Disclosures

€M~\7f7°(7/w7

Ernst & Young

/M/j,vL?Lm

Gavin A Buckingham
Partner

Perth

30 August 2007
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Corporate Governance Statement

THE BOARD AND CORPORATE GOVERNANCE

The Company’s Board is committed to protecting and enhancing shareholder value and conducting the Company’s
business ethically and in accordance with high standards of corporate governance.

The Company'’s Corporate Governance Principles and Practices Manual were approved on 10 June 2006 and have been
reviewed and updated as necessary during the year.

A description of the Company’s main corporate governance practices is set out below. Copies of the relevant corporate
governance policies are available in the corporate governance section of the Company's website at
www.mtgibsoniron.com.au.

The Board will continue to review and develop its corporate governance practices and the corporate governance
section of the website will be updated with policies and procedures as they are formally adopted by the Company.

THE ROLE OF THE BOARD AND THE BOARD CHARTER

The Board is responsible for guiding and monitoring the Company on behalf of Shareholders by whom they are elected
and to whom they are accountable. The Board's primary responsibility is to oversee the Company’s business activities
and management for the benefit of Shareholders.

Day to day management of the Company’s affairs and the implementation of corporate strategies and policy initiatives
are delegated by the Board to the Managing Director and senior executives, as set out in the Company’s Board Charter.

The Company’s Charter sets out the following overall powers and responsibilities of the Board:

e charting the direction, strategies and financial objectives of the Company and ensuring appropriate resources are
available;

< monitoring the implementation of those policies and strategies and the achievement of those financial objectives
and performance against the strategic plan and budgets; and

e monitoring compliance with control and accountability systems, significant disclosures to the market regulatory
requirements and ethical standards.

Specific powers and responsibilities set out in the Board Charter include:

e appointing and monitoring the performance of the Managing Director and Company Secretary, and ratifying other
key executive appointments and planning for executive succession;

e reviewing and ratifying systems of risk management and internal control and compliance, codes of conduct and
compliance, codes of conduct and legal compliance;

e reviewing and ratifying major capital expenditure, capital management and acquisitions and divestitures; and
e approving the issue of any shares, options or other securities in the Company.
CONFLICT OF INTERESTS POLICY

The Board has adopted a Conflict of Interest Policy which establishes a protocol under which each Director is required
to disclose certain interests and the advise the Board in circumstances where a potential conflict of interest may arise.
The Conflicts of Interest Policy also sets out the procedures to be followed where the Chairman determines that a
Director’s interest in a matter may be sufficiently material or may result in a conflict of interest occurring.

BOARD COMPOSITION

As at the date of this report the Company has seven Directors: six Non-Executive Directors including the Chairman, and
one Executive Director.

Board composition will be reviewed annually to ensure that the non-executive Directors between them bring the range
of skills, knowledge and experience necessary to direct the Company. All Directors, other than the Managing Director,
are required to retire and stand for re-election by Shareholders, every three years.

Details of the skills, experience and expertise relevant to the position of Director held by each Director in office as at
the date of the Annual Report are set out on page 2.

The Board may have access to independent advisers where it sees the need.
DIRECTOR INDEPENDENCE

The Company’s Policy on Independence of Directors provides criteria for the assessment of the independence of
Directors. The criteria used are those recommended by the ASX Guidelines. A Director may be considered by the
Board to be independent where the Director does not meet one or more of the criteria. The test of independence of a
Director, as recommended by the ASX Guidelines, is that they should be free of any business or other relationship that
could materially interfere with, or could reasonably be perceived to materially interfere with, the exercise of the
Directors unfettered and independent judgement.
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The Board consider that the Non-Executive Directors are independent. In making this assessment the following were
considered in relation to the criteria and the test for independence:

e Mr Willis provided consultancy services to the Consolidated Entity and its subsidiaries when required, and has a
contract with the Company in relation to the provision of those services. Based on the nature, infrequency and
irregularity of the consulting services provided, the Board concluded that the relationship would not interfere with
Mr Willis’ independent judgement.

e Mr Readhead and Pullinger Readhead Lucas a law firm of which he is a partner, provide legal services to the
Consolidated Entity. The fees in relation to these legal services are not material to the Company or to the
provider.

e Mr Macliver is a director and shareholder of Grange Consulting Pty Ltd which provided management, accounting
and administration services to the Company prior to the “back-door” listing of Mount Gibson Mining Limited in
January 2002. Grange Consulting continued to provide these services for Whittakers Timber Pty Ltd (subsidiary)
until June 2002. Based on the time since the services were provided, and that the services were provided in
relation to the Company prior to the acquisition of Mount Gibson Mining Limited, the Board concluded that the
relationship would not interfere with Mr Macliver’'s independent judgement.

e Mr Jones is a representative of Shareholder group, he has no other relationship which would interfere with his
independent judgement.

e Mr Horn is a representative of Shareholder group, he has no other relationship which would interfere with his
independent judgement.

If any Director has a material interest in a matter, the Director will not be permitted to vote on the matter.
BOARD MEETINGS

The Board meets at least nine times each year, and full Board meetings are usually held bi-monthly. From time to time
meetings are convened outside the scheduled dates to consider issues of importance. In addition the Board conducts
visits to the Group’s operations at least once per year.

Directors’ attendance at Board and Committee meetings is detailed on page 16.
BOARD COMMITTEES

The Company’s Board has established an Audit and Risk Management Committee and a Nomination, Remuneration and
Governance Committee.

Audit and Risk Management Committee (“ARMC”)

The ARMC meets generally two times during a financial year. Committee members' attendance at ARMC meetings is
detailed on page 16.

The ARMC's overall role is to assist the Board in fulfilling its responsibilities for the Company’s financial reporting and
audit, internal control and financial risks.

The ARMC's specific responsibilities include (but are not limited to):

e evaluating the effectiveness of the Company's internal control measures, and gaining an understanding of whether
internal control recommendations made by external auditors have been implemented;

e understanding the current areas of greatest financial risk for the Company and management's response to
minimising those risks;

e reviewing significant accounting and reporting issues; and

e reviewing annual financial reports, and meeting with management and external auditors to discuss the reports and
the results of the audit.

The Managing Director, Chief Financial officer and the External Auditors usually attend ARMC meetings.
Nomination, Remuneration and Governance Committee (“NRGC”)

The Board recently established the NRGC which expanded the role of the previously established Remuneration
Committee. The NRGC will meet at least two times during a financial year. Committee members' attendance at NRGC
meetings is detailed on page 16.

The NRGC's specific responsibilities include (but are not limited to):

e reviewing and recommending to the Board the size, composition and membership of the Board;
< developing and facilitating the process for Board and Director evaluation;

e making recommendation to the Board on remuneration of Directors and Senior Executives;

e reviewing the Managing Director’s performance, at least annually; and

e review and implementation of Corporate Governance protocols.
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FINANCIAL REPORTING

Consistent with ASX Principle 4.1, the Company's financial report preparation and approval process for the financial
year ended 30 June 2007 involved both the Managing Director and the Chief Financial Officer providing detailed
representations to the Board covering:

e compliance with the Company’s accounting policies and relevant accounting standards;
e the accuracy of the financial statements and that they provide a true and fair view;

e integrity and objectivity of the financial statements; and

- effectiveness of the system of internal control.

INDEMNITIES

The Company has entered into deeds of access, indemnity and insurance with each Director. These deeds provide
access to documentation, indemnification against liability from conduct of the Company’s business and subsidiaries, and
Directors’ and officers’ liability insurance.

DIRECTORS AND EXECUTIVES PERFORMANCE EVALUATION AND REMUNERATION

The Board annually self assess its collective performance, and the performance of individual Directors and of Board
committees. The assessment is undertaken using questionnaires, discussions and, where applicable, advice from
external consultants.

The Company'’s Policy on ldentifying, Assessing and Enhancing Director Competencies and its Remuneration Policy are
available on its website.

CONTINUOUS DISCLOSURE AND SHAREHOLDER COMMUNICATIONS

The Company Secretary has primary responsibility for ensuring that the ASX disclosure requirements are met.
As well as it's Continuous Disclosure Policy, the Company has also adopted:

e Policy for dealing with Media Enquiries; and

e  Policy for Shareholder Communications.

Shareholders may elect to receive company reports by mail or e-mail.

RISK MANAGEMENT

The Board is responsible for the identification of significant areas of business risk, implementing procedures to manage
such risks and developing policies regarding the establishment and maintenance of appropriate ethical standards to:

e ensure compliance in legal statutory and ethical matters;
e monitor the business environment;

e identify business risk areas; and

e identify business opportunities.

The Company does not have a formal internal control function (ASX Principle 7.2) as the Board considers that the
Company is not of a size to warrant the implementation of a separate internal control function.
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