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MIRABELA NICKEL LTD
DIRECTORS’ REPORT

The Directors of the Company present their report for the financial period ended 30 June 2006.

DIRECTORS AND COMPANY SECRETARY
The Directors and the Company Secretary of the Company at any time during or since the end of the financial
period are as follows. All were in office for the entire period.

Mr Bill Clough BSc Geol, BComm (Hons)- Non Executive Chairman, Age 45, Appointed 5/3/04

Bill has many years experience in mining, engineering and logistics businesses, with a focus on resource
opportunities in developing countries. His numerous business interests span a variety of sectors, including
identifying and salvaging centuries old shipwrecks, importing tyres, and waste recycling.

Since 1999, Bill has pursued mining projects in Brazil and was the founding investor and current Chief Executive of
Serabi Mining plc. Serabi’s area of interest within the Tapajos Gold Region, the Palito gold mine and resulting wide
gold exploration portfolio, culminated in the subsequent listing of Serabi Mining plc on the London Stock
Exchange’s AIM on 10th May 2005. Bill identified and negotiated the acquisition of the Mirabela Nickel projects
and continues to seek further base metals projects suitable for acquisition by the Company.

Mr Nick Poll BSc (Hons), MSc(Geol), MSc(Man) - Managing Director, Age 41, Appointed  5/3/04

Mr Poll is the founding Managing Director of Mirabela Nickel and has played a key role in the discovery and
development of the Santa Rita resource. He has over 10 years experience in the geological and business
development of mining projects internationally and worked in the City of London for several years as a corporate
development consultant.

Having gained considerable experience in nickel sulphide exploration and mining development at WMC's
Kambalda nickel project, Mr Poll then became involved in WMC's Brazilian operations for several years.
Subsequently, he set up and managed WMC'’s gold exploration program in French Guiana. He is a fluent speaker
of Portuguese and French.

Mr Poll has an MSc in geology from the Colorado School of Mines and an MSc in business from London Business
School.

Mr Craig Burton BJuris, LLB, MAICD - Non Executive Director, Age 43, Appointed 5/3/04

Mr Burton has extensive business experience in venture capital. He has a track record of providing financial and
corporate backing to start up projects and technical teams. His philosophy is to identify quality new business
opportunities, with a particular interest in the energy or resources sector. These opportunities are developed by
bringing in quality management and raising capital either privately or through a pubilic listing.

Over the last 15 years Mr Burton has been a co-founder, substantial shareholder and director of sixteen public
listings of new projects. The projects developed by Mr Burton include base metals, oil and gas, mining services,
agribusiness and renewable energy sectors. The public listings include the Australian Stock Exchange, London
AIM market and the Toronto Stock Exchange.

Mr Burton is currently an executive director of Mirabela Nickel Ltd, Albidon Ltd and Livingstone Petroleum
Ltd. He is a non-executive director of Exco Resources NL and Matra Petroleum plc. He is a member of the
Australian Institute of Company Directors. Over the past three years Mr Burton has been a director of Energy
Ventures Ltd (resigned November 2003), Golden Gate Petroleum Ltd (resigned October 2005), Liberty Gold NL
(resigned September 2006), Isis Resources plc (resigned September 2006) and Halcyon Group Limited (resigned
November 2004).

Mr Brett Mitchell B.Ec - Company Secretary, Age 34, Appointed 5/3/04

Mr Mitchell has worked for both private and publicly listed entities for the past 14 years as a corporate
finance executive. Mr Mitchell holds a Bachelor of Economics degree from the University of Western
Australia and has specific experience in the financial markets, transport and resources sectors.

Mr Mitchell is currently a director and company secretary of Transerv Australia Ltd and Energy Ventures
Limited. He is also company secretary of Livingstone Petroleum Ltd and Bluefire Energy Limited.
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DIRECTORS AND COMPANY SECRETARY (continued)
Directors’ Meetings

The number of Directors’ meetings and number of meetings attended by each of the Directors of the Company
during the financial period were:

Director Board of Directors
Present Held
Bill Clough 2 2
Nick Poll 2 2
Craig Burton 2 2
Corporate Governance

In recognising the need for the highest standards of corporate behaviour and accountability, the Directors of
Mirabela Nickel Ltd support and have adhered to the principles of sound corporate governance. The Board
recognises the recommendations of the Australian Stock Exchange Corporate Governance Council, and considers
that Mirabela Nickel Ltd is in compliance with those guidelines which are of importance to the commercial
operation of a junior listed resource Company. During the financial year, shareholders continued to receive the
benefit of an efficient and cost-effective corporate governance policy for the Company. A Corporate Governance
Policy is included as part of this report.

SUMMARY OF OPERATIONS

The Group has continued its exploration and development activities on its 100% owned base metals projects in
Brazil; including 4 nickel projects and a copper project:

=  Santa Rita - large nickel sulphide resource - (Bahia State)

= Serra Azul - high-grade nickel laterite resource — (Bahia State)

" Ponto Novo - nickel laterite and sulphide exploration - (Bahia State)
= Sao Francisco - nickel sulphide exploration — (Sergipe State)

= Araguacema - copper exploration - (Tocantins State)

Santa Rita Nickel Sulphide Project (Mirabela 100%)
The Santa Rita nickel sulphide project located in the state of Bahia, Brazil is the Company’s lead project.

A JORC Inferred Resource of 47.1mt @ 0.62% Ni and 0.16% Cu was announced for Santa Rita in August 2005.
Following on from a positive scoping study, a detailed feasibility study was commenced in September 2005. This
is well advanced and is due for completion in April 2007. Drilling activities continued during the year as part of the
feasibility scope, with drill hole spacing closed to a plan of approximately 50m by 50m designed to achieve JORC
Indicated Resource status for the project area

The study currently anticipates a sulphide flotation plant with a 4mtpa throughput rate to produce 15,000t of
nickel in custom concentrate, based on estimated project parameters of a 70% recovery factor and a concentrate
grade of 12-14%.

The Directors consider that there is a potential for additional nickel sulphide discoveries in the Santa Rita area, and
at Palestina which is 25km to the south and within trucking distance of a Santa Rita mill. Additional resources are
being allocated to explore within these areas and on the other exploration projects.

Serra Azul Saprolite Project (Mirabela 100%)

The Group continued efforts to develop the Serra Azul saprolite deposit. To date the Group has not been
successful in negotiating favourable offtake terms for exploitation of the resource. Directors consider it preferable
to postpone the development of Serra Azul until construction of Santa Rita is complete. This will avoid distraction
from achieving production from Santa Rita by late 2008 and enable Serra Azul’s value to be maximised through
leveraging off the infrastructure developed for Santa Rita.
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Exploration
The Group continued to maintain and explore its portfolio of exploration properties. The exploration approach is
focused on properties that reflect the potential for Santa Rita-type nickel sulphide deposits in the region.

As part of the exploration arrangement with Inco Limited to explore for massive nickel sulphide deposits, VTEM
airborne geophysical surveys (magnetics and electromagnetics) were undertaken to identify conductors and
anomalies on the Mirabela properties. The company plans to conduct IP (induced polarisation) surveys over
several of these anomalies to provide further data for drill testing of these targets. The Group continues to
actively identify and assess base metal exploration opportunities throughout Brazil.

Environmental Regulations & Performance

The Group's operations are subject to significant environmental regulations under both Commonwealth and
State legislation in relation to its mining exploration activities. Management of the Group monitors compliance
with the relevant environmental legislation. The Directors are not aware of any breaches of the legislation during
the period covered by this report.

REMUNERATION REPORT

This Remuneration Report outlines the remuneration arrangements which were in place during the year, and
remain in place as at the date of this report, for the Directors and executives of Mirabela Nickel Ltd.

3.1 Remuneration Policy
This Remuneration Report outlines the remuneration arrangements which were in place during the period,
and remain in place as at the date of this report, for the Directors of Mirabela Nickel Ltd.

3.2 Principles of compensation - audited
Remuneration is referred to as compensation throughout this report.

Key management personnel have authority and responsibility for planning, directing and controlling the
activities of the Company and the consolidated entity, including directors of the Company and other
executives. Key management personnel includes the most highly remunerated S300A directors and
executives for the Company and the consolidated entity.

Compensation levels for key management personnel and secretaries of the Company, and relevant key
management personnel of the consolidated entity are competitively set to attract and retain appropriately
qualified and experienced directors and executives. The Company obtains independent advice on the
appropriateness of compensation packages of both the Company and consolidated group given trends in
comparative companies both locally and internationally and the objectives of the Company’s
compensation strategy.

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

e  The capability and experience of the key management personnel
e  The key management personnel’s ability to control the relevant segment/s’ performance
e  The consolidated entity’s performance including:

0 The consolidated entity’s earnings

0 The growth in share price and delivering constant returns on shareholder wealth

e The amount of incentives within each key management person’s compensation

Compensation packages include a mix of fixed and variable compensation with performance-based
incentives.
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3. REMUNERATION REPORT (continued|)

3.2 Principles of compensation - audited

In addition to their salaries, the consolidated entity also provides non-cash benefits to its key management
personnel.

3.2.1 Fixed Compensation
Fixed compensation consists of base compensation, which is calculated on a total cost basis and includes
employer contributions to superannuation funds.

3.2.2 Performance-linked compensation
The Company currently has no cash component to performance based remuneration built into director or
executive remuneration packages.

Performance based compensation is designed to reward key management personnel for meeting or
exceeding their operational objectives. Performance incentives are provided as options over ordinary
shares of the Company (see note 14 to financial statements).

3.2.3 Long-term incentive

Options are issued to key management personnel — both employees and consultants at the discretion of
directors of the consolidated entity. The ability to exercise the options is conditional upon the key
management personnel achieving certain performance hurdles.

These performance hurdles are set for each employee or consultant and are based either on the time
spent on the project or the achievement of certain operational targets.

3.2.4 Service contracts

The Company currently has a service contract in place with the Managing Director which is unlimited in
term but capable of termination upon 6 months notice by either party. No other key management
personnel have service contracts in place with the Group.

Mr Nick Poll, Managing Director, has entered a contract for services dated 10 June 2004 that was
subsequently amended on 30 October 2005 to reflect market rates for the role and the scope of the
business.

3.2.5 Non-Executive Directors
Total compensation for all non-executive Directors is not to exceed $180,000 per year as detailed in the
Company’s Constitution. Non —executive Directors base fees are presently up to $60,000 per annum.

3.3 Directors and executive officers’ remuneration (Company and consolidated) - audited
The following table sets out remuneration paid to Directors and key executive personnel of the Company and the

consolidated entity during the reporting period:

Primary Equity
Consulting Share based
Directors remuneration - 2006 services payments Total
Bill Clough 60,000 = 60,000
Craig Burton 60,000 - 60,000
Nick Poll 208,598 41,440 250,038
328,598 41,440 370,038
Primary Equity
Consulting Share based
Directors remuneration - 2005 services payments Total
Bill Clough 60,000 - 60,000
Craig Burton 60,000 - 60,000
Nick Poll 165,869 - 165,869
285,869 - 285,869
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REMUNERATION REPORT (continued)

3.3
(continued)

Executives remuneration - 2006
Stephen Hills, Chief Financial Officer
David Chapman, Operations Manager

Paulo Oliva, Mine Manager

Brett Mitchell, Company Secretary

Executives remuneration - 2005
David Chapman, Operations Manager

Paulo Oliva, Mine Manager

Brett Mitchell, Company Secretary

Primary Equity
Consulting Share based
services payments Total
16,500 31,042 47,542
216,357 47,849 264,206
218,105 49,333 267,438
55,000 = 55,000
505,962 128,224 634,186
Primary Equity
Consulting Share based
services payments Total
29,330 - 29,330
88,331 - 88,331
36,000 - 36,000
153,661 - 153,661

Remuneration payments to Mr Burton were made to a related entity, Verona Capital Pty Ltd.
Remuneration payments to Mr Poll were made to a related entity, Delacroix Pty Ltd.
Remuneration payments to Mr Clough were made to a related entity, WM Clough Pty Ltd.
Remuneration payments to Mr Chapman were made to a related entity, Parati Pty Ltd.
Remuneration payments to Mr Olivia were made to a related entity, Proliva Geologica Ltda.
Remuneration payments to Mr Hills were made to a related entity Jaluni Pty Ltd.

3.4

3.4.7

Equity instruments

Options granted as compensation - audited

Directors and executive officers’ remuneration (Company and consolidated) - audited

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

period are as follows:

2006

Directors and executives
Stephen Hills

Chief Financial Officer

David Chapman

Operations Manager

2005
Directors and executives

Nick Poll
Managing Director

David Chapman
Operations Manager

Paulo Oliva
Mine Manager

Number of
options
granted during
2006 Grant date
300,000 24/04/2006
200,000 24/04/2006
Number of
options
granted during
2005 Grant date
400,000 16/06/2005
300,000 25/05/2005
400,000 25/05/2005

Number of
options
vested during
2006

75,000

308,333

Number of
options vested
during 2005

Fair value per Exercise
option at grant price per
date option
$ $
0.41 0.95
0.41 0.95
Fair value per Exercise
option at price per
grant date option
$ $
0.38 0.60
0.38 0.60
0.38 0.60

Expiry date

30/04/2010

30/04/2010

Expiry date

30/06/2009

30/06/2009

30/06/2009
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3. REMUNERATION REPORT (continued)
3.4 Equity Instruments

3.4.1 Options granted as compensation - audited
Vesting conditions
Contractual
Grant Number of life of
Date Employee Entitled instruments Vesting conditions options

Consultants Options

25 May 2005 Paulo Oliva 400,000 | Pro-rata over 3 years 4 years
Consultants Options

25 May 2005 David Chapman 300,000 | Pro-rata over 2 years 4 years
Directors Options The first commercial shipment of saprolite ore

16 June 2005 | Nick Poll 100,000 | by the company. 4 years
Directors Options Completion of a bankable feasibility study on

16 June 2005 | Nick Poll 100,000 | the Santa Rita nickel project 4 years
Directors' Options Completion of financing for the development

16 June 2005 | Nick Poll 200,000 | of Santa Rita project 4 years
Consultants Options

24 April 2006 | David Chapman 200,000 | Probable reserve and mine design 4 years
Consultants Options

24 April 2006 | Stephen Hills 100,000 | Project financing 4 years
Consultants Options

24 April 2006 | Stephen Hills 100,000 | Listing on TSX 4 years
Consultants Options

24 April 2006 | Stephen Hills 100,000 | Two years remaining on the project 4 years
Total share options 2,600,000

No options were granted since the end of the financial year. The options were provided at no cost to the recipients.

No terms of equity-settled share-based payment transactions have been altered or modified during the reporting
period.

During the reporting period no shares were issued on the exercise of options previously granted as compensation.
All options expire on the earlier or of their expiry date or on termination of the individual’'s employment. The options
are exercisable on annual basis four years from grant date.

3.4.2 Value of options issued to Directors and executives - audited

The fair value of services received in return for share options granted are measured by reference to the fair
value of share options granted. The estimate of the fair value of the services received is measured based on the
binominal option-pricing model. The contractual life of the option is used as an input into this model.
Expectations of early exercise are incorporated into the binominal option-pricing model.

Consultant options  Director options  Consultant options

issued on issued on issued on

25 May 2005 16 June 2005 24 April 2006
Fair value at measurement date (cents per option) 0.3811 0.3811 0.4139
Share price (cents per share) 54 54 92
Exercise price (cents per option) 60 60 95
Expected volatility
(expressed as weighted average volatility used in the
modelling under binominal option-pricing model) 100 100 75
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3. REMUNERATION REPORT (continued)
3.4 Equity instruments (continued)
3.4.2 Value of options issued to Directors

Consultant options  Director options  Consultant options

issued on issued on issued on

25 May 2005 16 June 2005 24 April 2006
Option life
(expressed as weighted average life used in the modelling
under binominal option-pricing model) 4 years 4 years 4 years
Expected dividends - - -
Risk-free interest rate
(based on national government bonds) 5.305 5.305 5.750

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

Share options are granted under a service condition and, for grants to key management personnel, market and
non-market performance conditions. Non-market performance conditions are not taken into account in the
grant date fair value measurement of the services received.

3.4.3 Analysis of options over equity instruments granted as compensation - unaudited
Details of vesting profile of the options granted as remuneration to each director of the Company and each
named Company executive and relevant group executives is detailed below.

% Forfeited Financial years in
vested in year which grant

Directors Number Date in year (A) vests Min (B) Max (C)
Nick Poll 400,000 16/06/2005 70% -% 1 July 2008 Nil 120,000
Consolidated entity executives
Paulo Oliva 400,000  25/05/2005 83% -% 1 July 2008 Nil 66,667
David Chapman 300,000  25/05/2005 100% -% 1 July 2008 Nil -

200,000  24/04/2006 4% -% 1 July 2009 Nil 191,667
Stephen Hills 300,000  24/04/2006 25% -% 1 July 2009 Nil 225,000

(A) The % forfeited represents the reduction from the maximum number of options available to vest
due to the highest level performance criteria not being achieved.

(B) The minimum value of options yet to vest is $nil as the performance criteria may not be met and
consequently the option may not vest.

(@) The maximum value of options yet to vest is not determinable as it depends on the market price of
shares of the Company on the Australian Stock Exchange at the date the option is exercised.

3.4.4 Analysis of movements in options - unaudited

For the period ended 30 June 2005

Value of options

Granted in year Exercised in year Forfeited in year Total option value in year

$(A) $(B) $(Q) $
Nick Poll 152,000 - - 152,000
Paulo Oliva 152,000 - - 152,000
David Chapman 114,000 - - 114,000

418,000 - - 418,000
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REMUNERATION REPORT (continued|)
3.4 Equity instruments (continued)
3.4.4  Analysis of movements in options - unaudited (continued)

For the year ended 30 June 2006

Value of options

Granted in year Exercised in year Forfeited in year Total option value in year

$(A) $(B) $(@ $
Stephen Hills 123,000 - - 123,000
David Chapman 82,000 - - 82,000
205,000 - - 205,000

(A) The value of options granted in the year is the fair value of the options calculated at grant date using a
binominal option-pricing model. The total value of the options granted is included in the table above.
This amount is allocated to remuneration over the vesting period.

(B) The value of options exercised during the year is calculated as the market price of shares of the
Company on the Australian Stock Exchange as at close of trading on the date the options were
exercised after deducting the price paid to exercise the option.

(C) The value of options that lapsed during the year represents the benefit forgone and is calculated at the
date the option lapsed using a binominal option-pricing model with no adjustments for whether the
performance criteria have or have not been achieved.

Principal Activities

The principal activity of the Group during the course of the financial period consisted of the exploration and
evaluation of the Santa Rita nickel sulphide project and the Serra Azul nickel saprolite project located in the state
of Bahia, Brazil.

Results and Dividends
The loss after tax attributable to members of the Consolidated Entity for the financial period ending 30 June 2006
was $925,760 (2005: $620,741).

No dividends have been paid or declared by the Company during the period ended 30 June 2006 (2005: nil).

Loss Per Share
The basic loss per share for the Consolidated Entity for the year was 2.13 cents per share (2005: 2.20 cents).

Events subsequent to reporting date

The Company announced on 28 August 2006 that it had completed a placement of 9,000,000 ordinary shares at
$1.25 each to raise $11.25m with institutional investors from Australia and the United Kingdom. The funds raised
will be used to fund additional drilling programs directed to increase the Santa Rita resource, working capital for
completion of the bankable feasibility study and the ordering of long lead time items such as a grinding circuit.

Likely Developments and Expected Results

The Company will continue to pursue activities within its corporate objectives. Further information about
likely developments in the operations of the Company and the expected results of those operations in the
future financial years has not been included in this report because disclosure would be likely to result in
unreasonable prejudice to the Company.

Directors’ and executives’ interests
As at the date of this report, the interests of the Directors and executives in the shares and options of Mirabela
Nickel Ltd (the Company) were:

Shares Options, Options, Options,
2006 exercisable | exercisable exercisable Performance
Directors and executives at 20 cents at 60 cents at 95 cents shares
Bill Clough 8,000,000 - - -
Nick Poll 2,000,000 2,000,000 400,000 -
Craig Burton 6,000,000 - - -
Paulo Oliva - - 400,000 -
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David Chapman - - 300,000 200,000 -
Stephen Hills - - - 300,000 -
Total 16,000,000 2,000,000 1,100,000 500,000
Shares Options, Options, Options,

2005 exercisable | exercisable exercisable Performance
Directors and executives at 20 cents at 60 cents at 95 cents shares

Bill Clough 4,000,000 - - - 4,000
Nick Poll 1,000,000 2,000,000 400,000 - 1,000
Craig Burton 3,000,000 - - - 3,000
Paulo Oliva - - 400,000 - -
David Chapman - - 300,000 - -
Stephen Hills - - - - -
Total 8,000,000 2,000,000 1,100,000 - 8,000

10. Share options

70.1 Options granted to officers of the Company
During or since the end of the financial year, the Company granted options for no consideration over
unissued ordinary shares to the following officers of the Company as part of their remuneration:

Number of options Exercise price per option

Officers granted during 2006 $ Expiry date

Stephen Hills 300,000 0.95 30/04/2010

David Chapman 200,000 0.95 30/04/2010
170.2 Unissued shares under options

As at the date of the report 5,850,000 unlisted options over unissued ordinary shares in the Company as detailed
below:

Number of Options Exercise Price Expiry Date
3,000,000 20 cents 31 May 2008
1,600,000 60 cents 30 June 2009

250,000 95 cents 6 October 2007
1,000,000 95 cents 30 September 2010

Option holders do not have any right, by virtue of the option, to participate in any share issue of the Company.

70.3 Shares issued on exercise of options
During or since the end of financial year, the Company issued ordinary shares as a result of the exercise of options
as follows:

Number of shares Date of exercise Amount paid on each share
450,000 10 May 2006 20 cents
150,000 20 June 2006 20 cents

11. Indemnification and Insurance of Officers and Auditors

71.7 Indemnification

An indemnity agreement has been entered into with each of the Directors and Company Secretary of the
Company named earlier in this report. Under the agreement, the Company has agreed to indemnify those
officers against any claim or for any expenses or costs which may arise as a result of work performed in their
respective capacities to the extent permitted by law. There is no monetary limit to the extent of this
indemnity.

10



MIRABELA NICKEL LTD
DIRECTORS’ REPORT

12.

13.

71.2 Insurance
Since the end of the previous financial year the Company has paid insurance premiums of $3,696 in respect
of directors’ and officers’ liability and legal expenses’ for current directors and officers.

The insurance premiums relate to:
= costs and expenses incurred by the relevant officers in defending proceedings, whether civil or
criminal and whatever their outcome; and
= other liabilities that may arise from their position, with the exception of conduct involving a wilful
breach of duty or improper use of information or position to gain a personal advantage.

The premiums were paid in respect of the following officers of the Company and its controlled entities:

=  premiums totalling $1,584 were paid in respect of the following current directors of the Company:
Craig Burton, Bill Clough and Nick Poll; and

=  premiums totalling $2,112 were paid in respect of the senior executives and secretaries of the
Company’s controlled entities.

The insurance policies outlined above do not contain details of the premiums paid in respect of individual
officers of the Company.

Corporate Structure
Mirabela Nickel Ltd is a Company limited by shares that is incorporated and domiciled in Australia.

Non-Audit Services
During the year KPMG, the Company’s auditor, has performed certain other services in addition to their statutory
duties.

The board has considered the non-audit services provided during the year by the auditor and is satisfied that the
provision of those non-audit services during the year by the auditor is compatible with, and did not compromise,
the auditor independence requirements of the Corporations Act 2001 for the following reasons:

- all non-audit services were subject to the corporate governance procedures adopted by the
Company and have been reviewed by the board to ensure they do not impact the integrity and
objectivity of the auditor; and

- the non-audit services provided do not undermine the general principles relating to auditor
independence as set out in Professional Statement F1 Professional independence, as they did not
involve reviewing or auditing the auditor’'s own work, acting in a management or decision making
capacity for the Company, acting as an advocate for the Company or jointly sharing risks and

rewards.
2006 2005
AUD AUD
Auditors of the Company
KPMG Australia:
AIFRS accounting services 12,439 -
Taxation compliance services 4,200 -

Non-audit services 16,639 -

11
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14. Lead auditor’'s independence declaration
The lead auditor’s Independence Declaration is set out on page 16 and forms part of the Directors’ report for the
financial year ended 30 June 2006.

AN

Craig Burton
Director
Perth, 29 September 2006

12
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1 In the opinion of the directors of Mirabela Nickel Limited (“the Company"):

a. The financial statements and notes (and the Remuneration disclosures that are contained in
sections 3.2, 3.3, 3.4.1 and 3.4.2 of the Remuneration report in the Directors report), set out on
pages 4 to 9, are in accordance with the Corporations Act 2001, including:

i. Giving a true and fair view of the financial position of the Company and the consolidated
entity as at 30 June 2006 and of their performance, as represented by the results of their
operations and their cash flows, for the financial year ended on that date; and

ii. Complying with Australian Accounting Standards and the Corporations Regulations 2001;
and

b. the Remuneration disclosures that are contained in sections 3.2, 3.3, 3.4.1 and 3.4.2 of the
Remuneration report in the Directors’ report comply with Australian Accounting Standard AASB
124 Related Party Disclosures.

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

Dated at Perth this 29th day of September 2006.

Signed in accordance with a resolution of the directors.

AN

Craig Burton
Director

13






MIRABELA NICKEL LTD
Income statements
For the period ended 30 June 2006

Notes

Professional fees 5
Personnel expenses

Contractor expenses

Depreciation expense 11
Exploration expenditure

Property lease and overheads

Printing, stationery and postage

Other

Results from operating activities

Financial Income 3
Financial Expenses
Net financing income

Profit/(loss) before tax

Income tax expense 6
Profit/(loss) for the year attributable to equity

holders of the parent

Loss per share for profit attributable to the

ordinary equity holders of the Company:

Basic loss per share (cents per share) 7
Diluted loss per share (cents per share) 7

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
(69,735) (82,924) (60,497) (42,256)
(409,765) (77,915) (389,181) (77,915)
(278,609) (254,336) (278,609) (254,336)
(28,311) (26,545) (21,031) (24,211)
= (13,325) (2,613,375) (926,876)
(164,895) (195,663) (164,895) (198,798)
(62,311) (5,458) (62,311) (5,458)
(67,001) (51,065) (65,151) (44,355)
(1,080,627) (707,231) (3,655,050) (1,574,205)
161,918 86,490 161,893 88,877
161,918 86,490 161,893 88,877
(918,709) (620,741)  (3,493,157)  (1,485,328)
(7,051) - (7,051) -
(925,760) (620,741) (3,500,208) (1,485,328)
(2.13) (2.20)
(2.13) (2.20)

The income statements are to be read in conjunction with the notes to the financial statements set out
on pages 21 to 46.

Comparative information is for the 16 month period ending 30 June 2005.

17
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Statements of changes in equity
For the period ended 30 June 2006

Accumulated Total
Consolidated Issued capital losses Reserves equity
For the year ended 30 June 2006 Note AUD AUD AUD AUD
Balance at 1 July 2005 6,447,097 (620,741) 469,624 6,295,980
Equity settled share based payment
transactions = = 242,339 242,339
Share issue net of issue costs 16 13,615,417 - - 13,615,417
Effect of translation of foreign operations to
group presentation currency = = 1,261,357 1,261,357
Net loss for the period - (925,760) - (925,760)
Balance at 30 June 2006 20,062,514 (1,546,501) 1,973,320 20,489,333
Consolidated
For the year ended 30 June 2005 Note
Opening balance as at 1 April 2004 - - - -
Share issue net of issue costs 16 6,447,097 - - 6,447,097
Effect of translation of foreign operations to
group presentation currency - - 468,904 468,904
Option issues - 3,600,000 options exercisable
at 20c on or before 31 May 2008 - - 720 720
Net loss for the period - (620,741) - (620,741)
Balance at 30 June 2005 6,447,097 (620,741) 469,624 6,295,980
Accumulated Total
The Company Issued capital losses Reserves equity
For the year ended 30 June 2006 Note AUD AUD AUD AUD
Balance at 1 July 2005 6,447,097 (1,485,328) 720 4,962,489
Equity settled share based payment
transactions - - 242,339 242,339
Share issue net of issue costs 16 13,615,417 = = 13,615,417
Net loss for the period - (3,500,208) - (3,500,208)
Balance at 30 June 2006 20,062,514 (4,985,536) 243,059 15,320,037
The Company
For the year ended 30 June 2005 Note
Opening balance as at 1 April 2004 - - - -
Share issue net of issue costs 16 6,447,097 - - 6,447,097
Option issues - 3,600,000 options exercisable
at 20c on or before 31 May 2008 - - 720 720
Net loss for the period - (1,485,328) - (1,485,328)
Balance at 30 June 2005 6,447,097 (1,485,328) 720 4,962,489

The statements of changes in equity are to be read in conjunction with the notes to the financial statements set out

on pages 21 to 46.

Comparative information is for the 16 month period ending 30 June 2005.
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MIRABELA NICKELLTD
Balance sheets

For the period ended 30 June 2006

Assets
Cash and cash equivalents
Trade and other receivables
Total current assets

Investments
Property, plant and equipment
Exploration and evaluation expenditure

Total non-current assets
Total assets
Liabilities

Trade and other payables

Provisions

Total current liabilities
Total liabilities
Net assets

Equity
Issued capital
Reserves
Accumulated losses

Total equity

Notes

10
11
12

13
15

16
17

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD

6,427,797 1,762,998 6,015,625 1,736,806
767,535 87,055 156,934 71,148
7,195,332 1,850,053 6,172,559 1,807,954
= - 9,488,366 3,283,085
286,718 118,663 126,531 99,023

13,494,371 4,555,681 = -
13,781,089 4,674,344 9,614,897 3,382,108
20,976,421 6,524,397 15,787,456 5,190,062
474,539 228,417 454,870 227,573

12,549 - 12,549 -
487,088 228,417 467,419 227,573
487,088 228,417 467,419 227,573
20,489,333 6,295,980 15,320,037 4,962,489
20,062,514 6,447,097 20,062,514 6,447,097
1,973,320 469,624 243,059 720
(1,546,501) (620,741)  (4,985,536)  (1,485,328)
20,489,333 6,295,980 15,320,037 4,962,489

The balance sheets are to be read in conjunction with the notes to the financial statements set out

on pages 21 to 46.
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MIRABELA NICKEL LTD
Statements of cash flows
For the period ended 30 June 2006

Notes
Cash flows from operating activities
Cash paid to suppliers and employees
Net cash from operating activities 22

Cash flows from investing activities

Acquisition of property, plant and equipment
Payment for exploration and evaluation expenditure
Payments for investments in controlled entities
Cash acquired on acquisition of subsidiary

Net cash from investing activities

Cash flows from financing activities
Proceeds from the issue of share capital
Share issue costs

Interest received

Net cash from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at 1 July 8
Effect of exchange rate fluctuations on cash held

Cash and cash equivalents at 30 June 8

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
(1,279,511) (486,546) (3,227,322) (1,377,130)
(1,279,511) (486,546) (3,227,322) (1,377,130)
(191,075) (155,861) (48,539) (136,559)
(7,631,768) (4,178,948) -
- - (6,222,631) (3,283,085)
= 50,766 - -
(7,822,843) (4,284,043) (6,271,170) (3,419,644)
13,677,500 6,797,000 13,677,500 6,797,000
(62,082) (349,903) (62,082) (349,903)
161,918 86,490 161,893 86,483
13,777,336 6,533,587 13,777,311 6,533,580
4,674,982 1,762,998 4,278,819 1,736,806
1,762,998 - 1,736,806 -
(10,183)
6,427,797 1,762,998 6,015,625 1,736,806

The cash flow statements are to be read in conjunction with the notes to the financial statements set out
on pages 21 to 46.

Comparative information is for the 16 month period ending 30 June 2005.
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MIRABELA NICKELLTD
Notes to the consolidated financial statements

1.

Significant accounting policies
Mirabela Nickel Limited (the ‘Company’) is a company domiciled in Australia. The consolidated financial
report of the Company for the financial year ended 30 June 2006 comprise the Company and its subsidiary
(together referred to as the ‘consolidated entity’).

The financial report was authorised for issue by the directors on 29th September 2006.

(a)

(b)

Statement of Compliance

The financial report is a general purpose financial report which has been prepared in accordance with
Australian Accounting Standards (‘AASBs’) adopted by the Australian Accounting Standards Board
(‘AASB’) and the Corporations Act 2001. International Financial Reporting Standards ('IFRSs’) form the
basis of Australian Accounting Standards (‘AASBs’) adopted by the AASB, and for the purpose of this
report are called Australian equivalents to IFRS (‘AIFRS’) to distinguish from previous Australian GAAP.
The financial report of the consolidated entity also complies with IFRSs and interpretations adopted by
the International Accounting Standards Board.

This is the consolidated entity’s first financial report prepared in accordance with Australian Accounting
Standards, being AIFRS and IFRS, and AASB 1 First-Time Adoption of Australian Equivalents to International
Financial Reporting Standards has been applied.

An explanation of how the transition to AIFRSs has affected the reported financial position, financial
performance and cash flows of the consolidated entity and the Company is provided in note 27. This
note includes reconciliations of equity and profit or loss for comparative periods reported under
Australian GAAP (previous GAAP) to those reported for those periods under AIFRSs.

Basis of Preparation

The financial report is prepared on the historical cost basis except that the following assets and liabilities
are stated at their fair value: derivative financial instruments, financial instruments held for trading,
financial instruments classified as available-for-sale and investment properties.

The preparation of a financial report in conformity with Australian Accounting Standards requires
management to make judgements, estimates and assumptions that affect the application of policies and
reported amounts of assets and liabilities, income and expenses. The estimates and associated
assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making the judgements about
carrying values of assets and liabilities that are not readily apparent from other sources. Actual results
may differ from these estimates. These accounting policies have been consistently applied by each
entity in the consolidated entity.

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

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

The accounting policies set out below have been applied consistently to all periods presented in the
consolidated financial report and in preparing an opening AIFRS balance sheet at 1 July 2004 for the
purposes of the transition to Australian Accounting Standards - AIFRS.

Accounting Standards available for early adoption but not yet effective.
Australian Accounting Standards recently issued or amended available for early adoption but not yet
effective have not been adopted for the annual reporting period ended 30 June 2006.

No charges to current accounting policies are anticipated on adoption of these standards or
amendments, with the exception of AASB 2005 — 9 Amendments to Australian Accounting Standards
(September 2005) which requires that liabilities arising from the issue of financial guarantee contracts are
recognised in the balance sheet.
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MIRABELA NICKELLTD
Notes to the consolidated financial statements

(c)

AASB 2005-9 is applicable for annual reporting periods beginning on or after 1 January 2006.

The initial application of the AASB 2005-9 could have impact on the financial results of the Company and
the consolidate entity as the amendment could result in liabilities being recognised for financial
guarantee contracts that have been provided by the Company and the consolidated entity. However, the
quantification of the impact is not known or reasonably estimatable in the current financial year as a
exercise to quantify the financial impact has not been undertaken by the Company and the consolidated
entity to date.

The accounting policies have been consistently applied by the group to all periods presented in these
financials statements, except for the adoption of AASB 132 Financial Instruments: Disclosure and
Presentation, and AASB 139 Financial instruments: Recognition and Measurement. The Group has
continued to apply its previous GAAP in the preparation and presentation of the comparative
information.

Basis of consolidation

(i) Subsidiaries

Subsidiaries are entities controlled by the Company. Control exits when the Company has the power,
directly or indirectly, to govern the financial and operating policies of an entity so as to obtain benefits
from its activities. In assessing control, potential voting rights that presently are exercisable or
convertible are taken into account. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control commences until the date that control
ceases.

Investments in subsidiaries are carried at their cost of acquisition in the Company’s financial statements.
(i) Transactions eliminated on consolidation

Intragroup balances, and any unrealised gains and losses or income and expenses arising from
intragroup transactions, are eliminated in preparing the consolidated financial statements.

(d) Foreign currency

(i) Foreign currency transactions

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date
are translated to Australian dollars at the foreign exchange rate ruling at that date. Foreign exchange
differences arising on translation are recognised in the income statement. Non-monetary assets and
liabilities that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate at the date of the transaction. Non-monetary assets and liabilities denominated in foreign
currencies that are stated at fair value are translated to Australian dollars at foreign exchange rates ruling
at the dates the fair value was determined.

(ii) Financial statements of foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on
consolidation, are translated to Australian dollars at foreign exchange rates ruling at the balance sheet
date. The revenues and expenses of foreign operations, excluding foreign operations in
hyperinflationary economies, are translated to Australian dollars at rates approximating to the foreign
exchange rates ruling at the dates of the transactions. The revenues and expenses of foreign operations
in hyperinflationary economies are translated to Australian dollars at the foreign exchange rates ruling at
the balance sheet date. Foreign exchange differences arising on retranslation are recognised directly in a
separate component of equity.

Prior to translating the financial statements of foreign operations in hyperinflationary economies, the
financial statements, including comparatives, are restated to account for changes in the general
purchasing power of the local currency. The restatement is based on relevant price indices at the
reporting date.

22



MIRABELA NICKELLTD
Notes to the consolidated financial statements

(e)

(f)

(iii) Net investment in foreign operations

Exchange differences arising from the translation of the net investment in foreign operations, and of
related hedges are taken to translation reserve. They are released into the income statement upon
disposal.

In respect of all foreign operations, any differences that have arisen after 1 July 2004, the date of
transition to AIFRS, are presented as a separate component of equity.

Property, plant and equipment

(i) Owned assets

Items of property, plant and equipment are stated at cost or less accumulated depreciation (see below)
and impairment losses (see accounting policy (i)). The cost of self-constructed assets includes the cost of
materials, direct labour, and an appropriate proportion of production overheads. The cost of self-
constructed assets and acquired assets includes the cost of materials, direct labour, the initial estimate,
where relevant, of the costs of dismantling and moving the items and restoring the site on which they are
located , and an appropriate proportion of production overheads.

Mining property and development assets include costs transferred from exploration and evaluation
assets once technical feasibility and commercial viability of an area of interest are demonstrable and
subsequent costs to develop the mine to the production phase.

(ii) Subsequent costs

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

(iii) Depreciation

With the exception of freehold land and mining property and development assets, depreciation is
charged to the income statement using a diminishing value method over the estimated useful lives of
each part of an item of property, plant and equipment. Land is not depreciated. Mining property and
development assets are depreciated on the units of production basis over the life of the economically
recoverable reserves.

The estimated useful lives in the current and comparative periods are as follows:
Plant and equipment 2.5to 10 years

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

Exploration Expenditure

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

Exploration and evaluation assets are only recognised if the rights of the area of interest are current and
either:
(i) the expenditures are expected to be recouped through successful development and
exploitation of the area of interest; or
(ii) activities in the area of interest have not at the reporting date, reached a stage which permits a
reasonable assessment of the existence or other wise of economically recoverable reserves and
active and significant operations in, or in relation to, the area of interest are continuing.
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(9)

(h)

(i)

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

Once the technical feasibility and commercial viability of the extraction of mineral resources in an area of
interest are demonstrable, exploration and evaluation assets attributable to that area of interest are first
tested for impairment and then reclassified from intangible assets to mining property and development
assets within property, plant and equipment.

Other receivables
Other receivables are recorded at amounts due less any allowance for doubtful debts.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances, short term bills and call deposits. Bank overdrafts
that are repayable on demand and form an integral part of the consolidated entity’s cash management
are included as a component of cash and cash equivalents for the purpose of the statement of cash flows.

Impairment

The carrying amounts of the consolidated entity’s assets, other than exploration assets (see accounting policy
f), and deferred tax assets, are reviewed at each balance sheet date to determine whether there is any
indication of impairment. If any such indication exists, the asset’s recoverable amount is estimated (see
accounting policy (i)).

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

An impairment loss is recognised whenever the carrying amount of an asset or its cash generating unit
exceeds its recoverable amount. Impairment losses are recognised in the income statement unless the
asset has previously been revalued, in which case the impairment loss is recognised as a reversal to the
extent of that previous revaluation with any excess recognised through profit or loss.

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

(i) Calculation of recoverable amount

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

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

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For 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.
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1)

(k)

U]

(ii) Reversals of impairment

Impairment losses, other than in respect of goodwill, are reversed when there is an indication that the
impairment loss may no longer exist and there has been a change in the estimate used to determine the
recoverable amount.

An impairment loss in respect of goodwill is not reversed.

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

Share capital

(i) Dividends
Dividends on redeemable preference shares are recognised as a liability and expressed on an effective
interest yield basis. Other dividends are recognised as a liability in the period in which they are declared.

(ii) Transaction costs
Transaction costs of an equity transaction are accounted for as a deduction from equity, net of any
related income tax benefit.

Employee Benefits

(i) Share-based payment transactions

The directors may, at their discretion, issue options to employees or consultants of the Company or
consolidated entity as part of their compensation arrangement. The fair value of options granted is
recognised as an employee or consultants expense with a corresponding increase in equity. The fair
value is measured at grant date and spread over the period during which the employees become
unconditionally entitled to the options. The fair value of the options granted is measured using a
binomial option-pricing model, taking into account the terms and conditions upon which the options
were granted. The amount recognised as an expense is adjusted to reflect the actual number of share
options that vest except where forfeiture is only due to share prices not achieving the threshold for
vesting.

(ii) Wages, salaries and annual leave

Liabilities for employee benefits for wages, salaries and annual leave that are expected to be settled
within 12 months of the reporting date represent present obligations resulting from employees’ services
provided to reporting date, are calculated at undiscounted amounts based on remuneration wage and
salary rates that the consolidated entity expects to pay as at reporting date including related on-costs,
such as workers compensation insurance and payroll tax.

Provisions
A provision is recognised in the balance sheet when the consolidated entity has a present legal or
constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits
will be required to settle the obligation. If the effect is material, provisions are determined by discounting
the expected future cash flows at a pre-tax rate that reflects current market assessments of the time value
of money and, when appropriate, the risks specific to the liability.
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(i) Site restoration
In accordance with the consolidated entity’s published environmental policy and applicable legal
requirements, a provision for site restoration in respect of contaminated land is recognised when the
land is contaminated.

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

The amount of the provision for future restoration costs is capitalised and is depreciated over the useful
life of the mineral reserve. The unwinding of the effect of discounting on the provision is recognised as a
finance cost.

(m) Trade and other payables
Trade and other payables are non-interest bearing liabilities stated cost and settled within 30 days.

(n) Revenue recognition
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.

(i) Net financial income

Net financial income comprise interest payable on borrowings calculated using the effective interest
method, dividends on preference shares classified as liabilities, interest receivable on funds invested,
dividend income, foreign exchange gains and losses, and gains and losses on hedging instruments that
are recognised in the income statement.

Interest income is recognised in the income statement as it accrues, using the effective interest method.
Dividend income is recognised in the income statement on the date the entity’s right to receive
payments is established which in the case of quoted securities is the ex-dividend date. The interest
expense component of finance lease payments is recognised in the income statement using the effective
interest method.

(o) Income tax
Income tax on the income statement for the periods presented comprises current and deferred tax.
Income tax is recognised in the income statement except to the extent that it relates to items recognised
directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantially enacted at the balance sheet date, and any adjustment to tax payable in respect of previous
years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be
available against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is
no longer probable that the related tax benefit will be realised, or to the extent that the group has
deferred tax liabilities with the same taxation authority.

Additional income taxes that arise from the distribution of dividends are recognised at the same time as
the liability to pay the related dividend.
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(p) Segment reporting
A segment is a distinguishable component of the consolidated entity that is engaged either in providing
products or services (business segment), or in providing products or services within a particular
economic environment (geographical segment), which is subject to risks and rewards that are different
from those of other segments.

(q) Goods and Services Tax
Revenue, expenses and assets are recognised net of the amount of goods and services tax (GST), except
where the amount of GST incurred is not recoverable from the taxation authority. In these circumstances,
the GST is recognised as part of the cost of acquisition of the asset or as part of the expense.

Receivables and payables are stated with the amount of GST included. The net amount of GST
recoverable from, or payable to, the ATO is included as a current asset or liability in the statement of
financial position.

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

2. Segmentinformation

During the year Mirabela Nickel Limited operated in one business segment - mineral exploration, and in one
geographical area - Brazil.

3. Net financial income

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Interest received 161,918 86,490 161,893 86,483
Foreign exchange gain - - - 2,394
Net financial income 161,918 86,490 161,893 88,877
4, Personnel expenses
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Wages and salaries 107,426 17,915 86,842 17,915
Directors fees 60,000 60,000 60,000 60,000
Share-based payments 242,339 - 242,339 -
409,765 77,915 389,181 77,915
5. Professional fees
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Auditors of the Company
KPMG Australia:
Audit and review of financial reports 33,683 22,090 33,683 22,090
Other assurance services 16,639 - 16,639 -
Total auditors' remuneration 50,322 22,090 50,322 22,090
Other professional fees 19,413 60,834 10,175 20,166
Total professional fees 69,735 82,924 60,497 42,256
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6. Income tax expense

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Current tax expense
Current year 7,051 - 7,051 -
Adjustments for prior years - - - -
7,051 - 7,051 -
Deferred tax expense
Origination and reversal of temporary differences - - - -
Total income tax expense in income statement 7,051 - 7,051 -
Attributable to:
Continuing operations 7,051 - 7,051 -
Discontinuing operations - - - -
7,051 - 7,051 -
Numerical reconciliation between tax expense and pre-tax net profit
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Profit/(loss) before tax- continuing operations (918,709) (620,741)  (3,493,157)  (1,485,328)
Profit/(loss) before tax- discontinued operations - - - -
Profit/(loss) before tax (918,709) (620,741) (3,493,157) (1,485,328)
Income tax using the domestic corporation tax rate of
30% (2005: 30%) (275,613) (186,222) (1,049,947) (445,598)
Increase in income tax expense due to:
Non-deductible expenses 299,858 203,416 1,074,192 462,792
Effect of tax losses previously unrecognised (17,194) - (17,194) -
Under / (over) provided in prior years - (17,194) - (17,194)
Income tax expense on pre-tax net profit 7,051 - 7,051 -

7. Earnings per share

Basic loss per share

The calculation of basic loss per share at 30 June 2006 was based on the loss attributable to ordinary
shareholders of $925,760 (2005: $620,741) and a weighted average number of ordinary shares outstanding
during the financial year ended 30 June 2006 of 43,387,986 (2005: 28,271,014), calculated as follows:

Loss attributable to ordinary shareholders
Consolidated

2006 2005
AUD AUD
Loss attributable to ordinary shareholders (925,760) (620,741)
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Weighted average number of ordinary shares

Issued ordinary shares at 1 July

Effect of issue of shares to 30 June 2005

Effect of October 2005 share issue

Effect of December 2005 share issue

Effect of February 2006 share issue

Effect of February 2006 share issue

Effect of April 2006 share issue

Effect of May 2006 options conversion to ordinary shares
Effect of May 2006 share issue

Effect of June 2006 options conversion to ordinary shares
Weighted average number of ordinary shares at 30 June

Basic loss per share

Basic loss per share (cents per share)

8. Cash and cash equivalents

Cash at bank and on hand

Call deposits

Cash and cash equivalents in the statement of cash
flows

9. Trade and other receivables

Current
Trade receivables
Other receivables and prepayments

Note

Consolidated
2006 2005
37,161,000 -
28,271,014
1,458,630 -
536,986 -
789,041 -
2,087,671 -
1,164,384 -
62,877 -
123,288 -
4,110 -

43,387,987 28,271,014

Consolidated

2006 2005
AUD AUD
(2.13) (2.20)
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
1,107,978 1,762,998 695,806 1,736,806
5,319,819 - 5,319,819 -
6,427,797 1,762,998 6,015,625 1,736,806
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
70,998 38,685 68,143 31,722
696,537 48,370 88,791 39,426
767,535 87,055 156,934 71,148

At 30 June 2006, other receivables include Brazilian withholding taxes of $525,593 (2005: $49,365). Other
receivables and prepayments are non-interest bearing and are settled within 12 months.

10. Investments

Investments in controlled entity - at cost
Mirabela Mineracao Brasil Ltda (100%)

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
= - 9,488,366 3,283,085
= - 9,488,366 3,283,085
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11. Property, plant and equipment

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Plant and equipment at cost 342,436 145,576 171,773 123,234
Less: Accumulated depreciation (55,718) (26,913) (45,242) (24,211)
Total property, plant and equipment 286,718 118,663 126,531 99,023
Reconciliation of carrying amount of property, plant and equipment
Consolidated The Company
2006 2005 2006 2005
Plant and equipment at cost AUD AUD AUD AUD
Balance at the beginning of the year 145,576 - 123,234 -
Acquisitions 190,847 142,536 48,539 123,234
Effect of movements in foreign exchange 6,013 3,040 - -
Balance at the end of the year 342,436 145,576 171,773 123,234
Plant and equipment - depreciation
and impairment losses
Balance at the beginning of the year (26,913) - (24,211) -
Depreciation charge for the year (28,311) (26,545) (21,031) (24,211)
Effect of movements in foreign exchange (494) (368) -
Balance at the end of the year (55,718) (26,913) (45,242) (24,211)
Carrying amounts
Balance at the beginning of the year 118,663 - 99,023 -
Balance at the end of the year 286,718 118,663 126,531 99,023
12. Exploration and evaluation expenditure
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Balance at the beginning of the year 4,555,681 - - -
Exploration properties acquired - 176,777 - -
Expenditure incurred during the year 8,631,863 4,378,904 - -
Effect of movements in foreign exchange 306,827 - - -
Balance at the end of the year 13,494,371 4,555,681 - -

The recoverability of the carrying amounts of exploration and evaluation assets is dependent on the successful

development and commercial exploitation or sale of the respective area of interest.

13. Trade and other payables

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Trade payables 273,901 216,839 273,901 216,839
Other payables and accrued expenses 200,638 11,578 180,969 10,734
474,539 228,417 454,870 227,573

Trade and other payables are non-interest bearing liabilities stated at cost and settled within 30 days.
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14. Employee benefits

Salaries and wages accrued
Liability for long service leave

Share-based payments

a) Option Plans
At 28 April 2005, the consolidated entity established share option programmes that entitle key
management personnel and consultants to purchase shares in the entity. At 24 April 2006, a further grant
on similar terms has been offered to the consultants. In accordance with these programmes options are
exercisable at the market price of the shares at the date of grant.

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
4,562 734 4,562 734
5,498 - 5,498 -
10,060 734 10,060 734

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

shares:
Contractual
Grant Number of life of
Date Employee Entitled instruments Vesting conditions options
25 May 2005 Consultants Options 800,000 | Pro-rata over 2 years 4 years
25 May 2005 Consultants Options 400,000 | Pro-rata over 3 years 4 years
16 June 2005 | Directors' Options 100,000 | The first commercial shipment of saprolite ore 4 years
Nick Poll by the company.
16 June 2005 | Directors' Options 100,000 | Completion of a bankable feasibility study on 4 years
Nick Poll the Santa Rita nickel project
16 June 2005 Directors' Options 200,000 | Completion of financing for the development 4 years
Nick Poll of Santa Rita project
24 April 2006 | Consultants Options 200,000 | Probable reserve and mine design 4 years
24 April 2006 | Consultants Options 250,000 | Project financing (debt and equity) 4 years
24 April 2006 | Consultants Options 200,000 | Completion of EPCM contract 4 years
24 April 2006 | Consultants Options 50,000 | Flow sheet design 4 years
24 April 2006 | Consultants Options 150,000 | Six months remaining on the project 4 years
24 April 2006 | Consultants Options 150,000 | Twelve months remaining on the project 4 years
Total share options 2,600,000
Set out below are the summaries of options granted under the plan:
Consolidated and parent entity - 2006
Vested and
Balance at Granted Exercised Forfeited Balance at exercisable at
Exercise start of the during the during the during the end of the end of the
Grant date Expiry date price year year year year year year
Number Number Number Number Number Number
25/05/2005 30/06/2009 $0.60 1,200,000 - - 1,200,000 1,106,250
16/06/2005 30/06/2009 $0.60 400,000 = = 400,000 =
24/04/2006 30/09/2009 $0.95 = 1,000,000 o 1,000,000 =
1,600,000 1,000,000 o 2,600,000 1,106,250
Weighted average exercise price $0.60 $0.95 $0.73 $0.60
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Consolidated and parent entity — 2005

Vested and
Balance at Granted Exercised Forfeited Balance at exercisable at

Exercise start of the during the during the during the end of the end of the

Grant date Expiry date price year year year year year year
Number Number Number Number Number Number
25/05/2005 30/06/2009 $0.60 - 1,200,000 - - 1,200,000 -
16/06/2005 30/06/2009 $0.60 - 400,000 - - 400,000 -
- 1,600,000 — — 1,600,000 —
Weighted average exercise price $0.60 $0.60

The options outstanding at 30 June 2006 have an exercise price in the range of $0.60 to $0.95 and a weighted
average contractual life of 4 years.

During the financial year, no options issued under the plan were exercised (2005: nil).

The fair value of services received in return for share options granted are measured by reference to the fair
value of share options granted. The estimate of the fair value of the services received is measured based on the
binominal option-pricing model. The contractual life of the option is used as an input into this model.
Expectations of early exercise are incorporated into the binominal option-pricing model.

Consultant Director Consultant
options options options
issued on issued on issued on
25 May 2005 16 June 2005 24 April 2006
Fair value at measurement date ($) 0.3811 0.3811 0.4139
Share price 54 54 92
Exercise price 60 60 95
Expected volatility
(expressed as weighted average volatility used in the
modelling under binominal option-pricing model) 100 100 75
Option life
(expressed as weighted average life used in the modelling
under binominal option-pricing model) 4 years 4 years 4 years
Expected dividends - - -
Risk-free interest rate
(based on national government bonds) 5.305 5.305 5.750

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

Share options are granted under a service condition and, for grants to key management personnel, market and
non-market performance conditions. Non-market performance conditions are not taken into account in the
grant date fair value measurement of the services received.

b) Expenses arising from share-based transactions

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Share options granted in 2005 - equity settled 31,335 - 31,335 -
Share options granted in 2006 - equity settled 211,004 - 211,004 -
Total expense recognised as employee costs 242,339 - 242,339 -
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15. Provisions

Consolidated The Company
2006 2005 2006 2005
Annual leave provision - current AUD AUD AUD AUD
Balance at the commencement of the financial period - - - -
Provision made during the financial period 5,498 - 5,498 -
Balance at 30 June 5,498 - 5,498 -
Provision for income tax
Balance at the commencement of the financial period - - - -
Provision made during the financial period 7,051 - 7,051 -
Balance at 30 June 7,051 - 7,051 -
12,549 - 12,549 -
16. Contributed equity
Share capital
The Company Number of securities Value in AUD
2006 2005 2006 2005
Ordinary shares 65,950,000 37,150,000 20,687,000 6,786,000
Performance shares = 11,000 = 11,000
Share issue cost - (624,486) (349,903)
Total paid up capital 65,950,000 37,161,000 20,062,514 6,447,097
Movement in share capital for the period ended 30 June 2005
Number of
Ordinary shares shares Issue price AUD
Balance at incorporation - -
4 March 2004 Issue of ordinary shares fully paid 21,000,000 $0.001 21,000
19 April 2004 Issue of ordinary shares fully paid 1,000,000 $0.001 1,000
4 May 2004 Cancellation/conversion of ordinary shares (11,000,000) $0.001 (11,000)
6 May 2004 Issue of ordinary shares fully paid 4,500,000 $0.100 450,000
9 July 2004 Issue of ordinary shares fully paid 15,000,000 $0.200 3,000,000
31 March 2005 Issue of ordinary shares fully paid 4,500,000 $0.500 2,250,000
25 May 2005 Issue of ordinary shares fully paid 2,150,000 $0.500 1,075,000
30 June 2005 Closing balance 37,150,000 6,786,000
Convertible performance shares
Balance at incorporation - -
4 May 2004 Issue of performance shares fully paid 11,000 $1.000 11,000
30 June 2005 Closing balance 11,000 11,000
Less:
Share issue costs (349,903)
6,447,097
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Movement in share capital for the year ended 30 June 2006

Number of
Ordinary shares shares Issue price AUD
1 July 2005 Opening balance 37,150,000 6,786,000
31 October 2005 Issue of ordinary shares fully paid 2,200,000 $0.600 1,320,000
16 December 2005  Issue of ordinary shares fully paid 1,000,000 $0.800 800,000
6 February 2006 Issue of ordinary shares fully paid 2,000,000 $0.850 1,700,000
23 February 2006 Issue of ordinary shares fully paid 6,000,000 $0.800 4,800,000
27 February 2006 Conversion of 11,000 performance shares 11,000,000 $0.001 11,000
6 April 2006 Issue of ordinary shares fully paid 5,000,000 $0.850 4,250,000
10 May 2006 Conversion of options 450,000 $0.200 90,000
16 May 2006 Issue of ordinary shares fully paid 1,000,000 $0.900 900,000
20 June 2006 Conversion of options 150,000 $0.200 30,000
30 June 2006 Closing balance 65,950,000 20,687,000
Convertible performance shares
1 July 2005 Opening balance 11,000 11,000
Converted to ordinary shares (11,000) (11,000)
30 June 2006 Closing balance - -
Less share issue costs:
Opening balance (349,903)
Current year costs (274,583)
Share issue costs at the end of the year (624,486)
20,062,514
Options on issue
Options
The Company Number of securities Value in AUD
2006 2005 2006 2005
Options exercisable at 20 cents each
on or before 31 May 2008 3,000,000 3,600,000 720 720
Options exercisable at 20 cents each
on or before 30 June 2009 1,600,000 1,600,000 - -
4,600,000 5,200,000 720 720
Movement in options
Exercisable Number of Exercise Value
on or before Reconciliation of issued options - 2006 options price AUD
Opening balance 5,200,000 $0.200 720
10 May 2006 Conversion to ordinary shares (450,000) =
20 June 2006 Conversion to ordinary shares (150,000) -
Closing balance at 30 June 2006 4,600,000 720
Exercisable Number of Exercise Value
on or before Reconciliation of issued options - 2005 options price AUD
Balance at incorporation - -
31 May 2008 Issue of unlisted options 3,600,000 $0.200 720
30 June 2009 Issue of unlisted options 1,600,000 $0.200 -
Closing balance at 30 June 2005 5,200,000 720
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17. Reserves

Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
Share-based payments reserve
Balance at the beginning of the period - - - -
Equity settled share-based payment transactions 242,339 - 242,339 -
Balance at 30 June 242,339 - 242,339 -
Foreign currency translation reserve
Balance at the beginning of the period 468,904 - - -
Effect of translation of foreign currency operations to
group presentation currency 1,261,357 468,904 = -
Balance at 30 June 1,730,261 468,904 - -
Option premium reserve
Balance at the beginning of the period 720 - 720 -
Option issues - 3,600,000 options exercisable at 20c on
or before 31 May 2008 - 720 - 720
Balance at 30 June 720 720 720 720

1,973,320 469,624 243,059 720

Share based payments reserve

The reserve represents the value of options issued under the compensation arrangement that the consolidated
entity is required to include in the consolidated financial statements. This reserve will be reversed against share
capital when the underlying options vest and are exercised by the employee or consultant. No gain or loss is
recognised in the profit or loss on the purchase, sale, issue or cancellation of the consolidated entity’s own
equity instruments.

Translation reserve

The translation reserve comprises all foreign exchange differences arising from the translation of the financial
statements of foreign operations where their functional currency is different to the presentation currency of the
reporting entity, as well as from the translation of liabilities that hedge the Company’s net investment in a
foreign subsidiary.

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

(a) Interestrate risk
The Consolidated entity’s exposure to interest rate risk and the effective weighted average interest rate
for classes of financial assets and liabilities is set out below:

Effective
interest 6 months 6-12 More than
Note rate Total or less months 1-2years 2 - 5years 5years
Consolidated - 2006 AUD AUD AUD AUD AUD AUD
Cash and cash
equivalents 8 5.50% 1,107,978 1,107,978 - - -
Term deposits* 8 6.00% 5,319,819 5,319,819 - - -

6,427,797 6,427,797 = = =
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Consolidated - 2005

Cash and cash
equivalents 8 5.15% 1,762,998 1,762,998 - - -
1,762,998 1,762,998 - - -
*These assets / liabilities bear interest at a fixed rate.
Effective
interest 6 months 6-12 More than
Note rate Total or less months 1-2years 2-5years 5years
The Company - 2006 AUD AUD AUD AUD AUD AUD
Cash and cash
equivalents 8 5.50% 695,806 695,806 -
Term deposits* 8 6.00% 5,319,819 5,319,819 @
6,015,625 6,015,625 =
The Company - 2005
Cash and cash
equivalents 8 5.15% 1,736,806 1,736,806 — — - -

(b)

(c)

(d)

1,736,806 1,736,806 - - -

*These assets / liabilities bear interest at a fixed rate.

Credit risk

The maximum exposure to credit risk, excluding the value of any collateral or other security, at balance
date in portion to each class of recognised financial asset, is the carrying amount, net of any provisions
for doubtful debts, as disclosed in the balance sheet and notes to the financial statements.

The Company does not have any material risk exposure to any single debtor or group of debtors.

Foreign currency risk
Foreign exchange risk arises when future commercial transactions and recognised assets and liabilities
are denominated in a currency that is not the entity’s functional currency.

The Consolidated entity operates internationally and is exposed to foreign exchange risk arising from
currency exposures to Brazilian Real and US dollar.

Net fair values

Methods and assumptions used in determining net fair value.

For assets and other liabilities, the net fair value approximates their carrying value. No financial assets
and financial liabilities are readily traded on organised markets in standardised form. The Company has
no financial assets where carrying amount exceeds net fair values at balance date.

The aggregate net fair values and carrying amounts of financial assets and financial liabilities are
disclosed in the balance sheet and in the notes to and forming part of the financial statements.
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19. Capital and other commitments

Employee remuneration commitments

Commitments under the Executive Services contracts

(Managing Director) not provided for in the financial
statements and payable:
Within one year

Operating lease commitments

Commitments under lease agreements not provided for
in the financial statements and payable:

Within one year

Exploration expenditure commitments
Commitments for rental fees under exploration licence

agreements:
Within one year

20. Contingent liabilities

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
190,000 150,000 190,000 150,000
190,000 150,000 190,000 150,000
104,000 65,000 104,000 95,000
104,000 65,000 104,000 95,000
79,550 30,000 = -
79,550 30,000 = -

The directors are of the opinion that provisions are not required in respect of these matters, as it is not probable
that a future sacrifice of economic benefits will be required or the amount is not capable of reliable
measurement.

(i)

(iii)

Contingent liabilities considered remote:
Compensation payable to CBPM* if the Company's
acts or omissions result in the loss of mineral rights
Transfer premium payable to CBPM* and/or Rio
Salitre upon entering into a mining lease in favour of
the Company. If not paid the Company's rights to the
respective tenement will be relinquished.

Penalty payable upon termination of the

mining lease.

Consolidated

Parent Entity

2006 2005 2006 2005
AUD AUD AUD AUD
310,035 278,567 = -
316,236 284,138 = -
310,035 278,567 = -
936,306 841,272 = -

*CBPM (Companhia Bahiana de Pesquisa Mineral) is one of the parties to the Exploration and Mining Lease
Agreement for Mirabela Project in Brazil.
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21. Consolidated entities

Country of
Name of entity incorporation Class of shares Ownership interest
2006 2005
% %
Parent entity
Mirabela Nickel Ltd Australia Ordinary
Preference
Subsidiary
Mirabela Mineracao Brasil Ltda Brazil Ordinary 100 100
22, Reconciliation of cash flows from operating activities
Consolidated The Company
2006 2005 2006 2005
Cash flows from operating activities Notes AUD AUD AUD AUD
Profit for the period (925,760) (620,741) (3,500,208) (1,485,328)
Adjustments for:
Depreciation and amortisation 28,311 26,545 21,031 24,211
Written off exploration expenses - 13,325 - 13,325
Interest income (161,918) (86,490) (161,893) (86,483)
Equity-settled share-based payment expenses 242,339 - 242,339 -
Income tax expense 7,051 - 7,051 -
Operating profit before changes in working capital
and provisions (809,977) (667,361) (3,391,680) (1,534,275)
Increase in trade and other receivables (721,154) (87,055) (68,437) (71,148)
Increase in trade and other payables 246,122 228,417 227,297 227,573
Increase in reserves = 39,453 = 720
Increase in provisions 5,498 - 5,498 -

(1,279,511) (486,546) (3,227,322) (1,377,130)
Income taxes paid = - - -
Net cash from operating activities (1,279,511) (486,546) (3,227,322) (1,377,130)

23. Related parties
The following were key management personnel of the consolidated entity at any time during the reporting
period and unless otherwise indicated were key management personnel for the entire period:

Non-executive directors Executive director Executives
Bill Clough Nick Poll Stephen Hills (Chief Financial Officer, appointed 1 Jun 2006)
Craig Burton David Chapman (Operations Manager)

Paulo Oliva (Mine Manager, Mirabela Mineracao Brasil Ltda)
Brett Mitchell (Company Secretary)
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Key management personnel compensation
The key management personnel compensation included in ‘personnel expenses’ and ‘contractor expenses’ are
as follows:

Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
Short-term employee benefits 834,560 439,530 834,560 439,530
Other long term benefits - - - -
Post-employment benefits - - - -
Termination benefits - - - -
Equity compensation benefits 169,664 - 169,664 -
1,004,224 439,530 1,004,224 439,530

Information regarding individual directors and executives compensation and some equity instrument
disclosures as permitted by Corporations regulation 2M.3.03 and 2M.6.04, is provided in the Remuneration
Report section of the Directors’ report on pages 5 to 9.

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

Loans to key management personnel and their related parties (consolidated)
No loans have been made during the reporting period and at the reporting date there were no loans
outstanding to key management personnel and their related parties (2005: nil).

Other key management personnel transactions with the Company or its controlled entities
A number of key management persons, or their related parties, hold positions in other entities that result in
them having control or significant influence over the financial or operating policies of those entities.

A number of these entities transacted with the Company or its subsidiaries in the reporting period. The terms
and conditions of the transactions with management persons and their related parties were no more favourable
than those available, or which might reasonably be expected to be available, on similar transactions to non-
director related entities on an arm’s length basis.

The aggregate amounts recognised during the year relating to key management personnel and their related
parties were as follows:

Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
Bill Clough (i) 7,550 351,126 7,550 351,126
Craig Burton (ii) 25,519 184,076 25,519 184,076
Nick Poll (iii) 15,000 - 15,000 -
Brett Mitchell (iv) 47,300 36,000 47,300 36,000
95,369 571,202 95,369 571,202
(i) The Company was invoiced by W M Clough Pty Ltd a total of $7,550 (2005: nil) for reimbursement

of expenses. W M Clough Pty Ltd is a director related entity associated with Mr Bill Clough.

(i) The Company was invoiced by Mitchell River Group Pty Ltd $65,700 (2005: nil) for provision of
technical services during the period. The services were provided on commercial arms length
terms. The Company recharged the Mitchell River Group Pty Ltd the total of $33,481 (2005: nil) for
the rent and shared overheads. Mitchell River Group Pty Ltd is a director related entity associated
with Mr Craig Burton.
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(iii)

(iv)

The Company was invoiced by Verona Capital Pty Ltd a total of $3,553 (2005: $114,076) for
reimbursement of expenses. Verona Capital Pty Ltd is a director related entity associated with Mr
Craig Burton.

The Company charged $36,347 (2005: nil) to Exco Resources Ltd for the shared overheads and
premises rent costs. Exco Resources Ltd is a director related entity associated with Mr Craig
Burton.

The Company charged $24,944 (2005: nil) to Livingstone Petroleum Ltd for the shared overheads
and premises rent costs. Livingstone Petroleum Ltd is a director related entity associated with Mr
Craig Burton.

The Company was invoiced by Delacroix (Poll Consulting) Pty Ltd a total of $15,000 (2005; nil) for
provision of consulting services during the period. Delacroix (Poll Consulting) Pty Ltd is a director
related entity associated with Mr Nick Poll.

During the period the Company had transactions with Sibella Pty Ltd, a related entity associated
with Mr Brett Mitchell. The Company was invoiced $60,500 (2005: nil) for company secretarial
services. Also, the Company invoiced Sibella Pty Ltd $13,200 (2005: nil) for the recharge of rent
and overheads.

All amounts for services were billed based on normal market rates for the services provided.

Assets and liabilities arising from the above transactions

Current receivables

Trade debtors

Current payables
Trade creditors

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
52,608 21,371 52,608 21,371
52,608 21,371 52,608 21,371
36,667 92,408 36,667 92,408
36,667 92,408 36,667 92,408

Options and rights over equity instruments granted as compensation
The movement during the reporting period in the number of options over ordinary shares in Mirabela Nickel
Limited held, directly, indirectly or beneficially, by each key management person, including their related parties,

is as follows:

2006 - Directors

Bill Clough

Craig Burton

Nick Poll

2005 - Directors

Bill Clough

Craig Burton

Nick Poll

Vested and
Vested exercisable
Held at Granted as Other Held at during the at 30 June
1July2005 compensation Exercised changes* 30 June 2006 year 2006
400,000 = = = 400,000 280,000 280,000
400,000 = = = 400,000 280,000 280,000
Vested and
Vested exercisable
Held at Granted as Other Held at during the at 30 June
1July 2004 compensation Exercised changes* 30 June 2005 year 2005
- 400,000 - - 400,000 - -
- 400,000 - - 400,000 - -
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Vested and
Vested exercisable
Held at Granted as Other Held at during the at 30 June
Executives - 2006 1July 2005 compensation Exercised changes* 30 June 2006 year 2006
Stephen Hills - 300,000 - - 300,000 75,000 75,000
David Chapman 300,000 200,000 = = 500,000 308,333 300,000
Paulo Oliva 400,000 = = = 400,000 333,333 333,333
700,000 500,000 = = 1,200,000 716,666 708,333
Vested and
Vested exercisable
Held at Granted as Other Held at during the at 30 June
Executives - 2005 1July2004 compensation Exercised changes* 30 June 2005 year 2005
David Chapman - 300,000 - - 300,000 - -
Paulo Oliva - 400,000 - - 400,000 - -
- 700,000 - - 700,000 - -
* Other changes represent options that expired or were forfeited during the year.
No options held by key management personnel are vested but not exercisable.
Movement in options - other than options granted as compensation
Held at Held at 30
Directors - 2006 1 July 2005 Acquired Exercised June 2006
Nick Poll 2,000,000 = 2,000,000
2,000,000 - - 2,000,000
Held at Held at 30
Directors - 2005 1 July 2004 Acquired Exercised June 2005
Nick Poll 2,000,000 - - 2,000,000
2,000,000 - - 2,000,000
Held at Held at 30
Executives- 2006 1 July 2005 Acquired Exercised June 2006
Brett Mitchell 300,000 = 300,000 =
300,000 = 300,000 =
Held at Held at 30
Executives - 2005 1 July 2004 Acquired Exercised June 2005
Brett Mitchell 300,000 - 300,000
300,000 - - 300,000
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Movement in shares

The movement during the reporting period in the number of ordinary shares in Mirabela Nickel Limited held,
directly, indirectly or beneficially, by each key management person, including their related parties, is as follows:

Directors - 2006
Bill Clough

Craig Burton
Nick Poll

Directors - 2005
Bill Clough

Craig Burton
Nick Poll

Executives - 2006
Brett Mitchell

Executives - 2005
Brett Mitchell

Conversion of

Held at performance Held at 30
1July2005 Purchases shares Sales June 2006
4,000,000 = 4,000,000 = 8,000,000
3,000,000 = 3,000,000 = 6,000,000
1,000,000 = 1,000,000 = 2,000,000
8,000,000 = 8,000,000 = 16,000,000
Conversion of
Held at performance Held at 30
1July 2004  Purchases shares Sales June 2005
- 4,000,000 - - 4,000,000
- 3,000,000 - - 3,000,000
- 1,000,000 - - 1,000,000
- 8,000,000 - - 8,000,000
Held at Exercise of Held at 30
1July2005 Purchases options Sales June 2006
= = 300,000 = 300,000
= = 300,000 = 300,000
Held at Exercise of Held at 30
1July 2004  Purchases options Sales June 2005

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

The movement during the reporting period in the number of Performance Shares in Mirabela Nickel Limited
held, directly, indirectly or beneficially, by each key management person, including their related parties, is as

follows:

Directors and executives - 2006

Bill Clough
Craig Burton
Nick Poll
Brett Mitchell

Eliminated on

conversion to

Held at ordinary Held at 30

1July 2005 Purchases shares Sales June 2006
4,000 = 4,000 = =
3,000 = 3,000 = =
1,000 = 1,000 = =
8,000 = 8,000 = =
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Eliminated on

conversion to

Held at ordinary Held at 30

Directors and executives - 2005 1July 2004  Purchases shares Sales June 2005
Bill Clough 4,000 - - 4,000
Craig Burton 3,000 - - 3,000
Nick Poll 1,000 - - 1,000
Brett Mitchell - - - -
8,000 - - - 8,000

On 27 February 2006 all of the 11,000 fully paid Performance Shares were converted to ordinary shares, as the
vesting hurdle to enable conversion had been satisfied.

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

There were no changes in key management personnel in the period after the reporting date and prior to the
date when the financial report is authorised for issue.

Other related party transactions

In the current year, further investments were made by the Company to a wholly owned subsidiary for capital
purchases. During the financial year ended 30 June 2006, the investment in the subsidiary totalled $9,488,366
(2005: $3,283,085).

24, Subsequent events
The Company announced on 28 August 2006 that it had completed a placement of 9,000,000 ordinary shares at
$1.25 each to raise $11.25m with institutional investors from Australia and the United Kingdom. The funds
raised will be used to fund additional drilling programs directed to increase the Santa Rita resource, working
capital for completion of the bankable feasibility study and the ordering of long lead time items such as a
grinding circuit.

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

The policies set out in the significant accounting policies section of this report have been applied in preparing
the financial statements for the financial year ended 30 June 2006, the comparative information presented in
these financial statements for the financial year ended 30 June 2005 and in the preparation of an opening AIFRS
balance sheet at 1 July 2004 (the consolidated entity’s date of transition).

In preparing its opening AIFRS balance sheet, the consolidated entity has adjusted amounts reported previously
in financial statements prepared in accordance with its old basis of accounting (previous GAAP). An
explanation of how the transition from previous GAAP to AIFRSs has affected the consolidated entity’s financial
position, financial performance and cash flows is set out in the following tables and the notes that accompany
the tables.
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1) Reconciliation of equity reported under previous Australian Generally Accepted Accounting
Principles (AGAAP) to equity under Australian equivalents to IFRSs (AIFRS) at the end of the last
reporting period under previous AGAAP: 30 June 2005

Note
Assets
Cash and cash equivalents
Trade and other receivables
Total current assets
Investments in controlled entities c)
Property, plant and equipment a)
Exploration and evaluation expenditure a)

Total non-current assets
Total assets

Liabilities

Trade and other payables
Total current liabilities
Total liabilities

Net assets

Equity

Issued capital

Reserves

Accumulated losses
Total equity

2) Reconciliation of profit for the year ended 30 June 2005

(9]

Professional fees
Personnel expenses
Contractor expenses
Depreciation expense 12
Exploration expenditure

Property lease and overheads

Printing, stationery and postage

Other

Results from operating activities

BN

Financial Income 3
Financial Expenses

Net financing income

Profit/(loss) before tax

Income tax expense

Profit/(loss) for the year attributable to
equity holders of the parent

Consolidated The Company
Effect of Effect of
Previous transition Previous transition
GAAP to AIFRSs AIFRSs GAAP to AIFRSs AIFRSs
AUD AUD AUD AUD AUD AUD
1,762,998 - 1,762,998 1,736,806 - 1,736,806
87,055 - 87,055 71,148 - 71,148
1,850,053 - 1,850,053 1,807,954 - 1,807,954
- - - 4,196,636 (913,551) 3,283,085
115,991 2,672 118,663 99,023 - 99,023
4,128,182 427,499 4,555,681 - - -
4,244,173 430,171 4,674,344 4,295,659 (913,551) 3,382,108
6,094,226 430,171 6,524,397 6,103,613 (913,551) 5,190,062
228,417 - 228,417 227,573 - 227,573
228,417 - 228,417 227,573 - 227,573
228,417 - 228,417 227,573 - 227,573
5,865,809 430,171 6,295,980 5,876,040 (913,551) 4,962,489
6,447,097 - 6,447,097 6,447,097 - 6,447,097
720 468,904 469,624 720 - 720
(582,008) (38,733) (620,741) (571,777)  (913,551) (1,485,328)
5,865,809 430,171 6,295,980 5,876,040 (913,551) 4,962,489
Consolidated The Company
Effect of Effect of
Previous transition Previous transition
GAAP to AIFRSs AIFRSs GAAP to AIFRSs AIFRSs
AUD AUD AUD AUD AUD AUD
(82,924) (82,924) (42,256) (42,256)
(77,915) (77,915) (77,915) (77,915)
(254,336) (254,336) (254,336) (254,336)
(26,545) (26,545) (24,211) (24,211)
(13,325) (13,325) (13,325) (913,551) (926,876)
(195,663) (195,663) (198,798) (198,798)
(5,458) (5,458) (5,458) (5,458)
(12,332) (38,733) (51,065) (44,355) (44,355)
(668,498) (38,733) (707,231) (660,654) (913,551) (1,574,205)
86,490 86,490 88,877 88,877
86,490 - 86,490 88,877 - 88,877
(582,008) (38,733) (620,741) (571,777)  (913,551) (1,485,328)
(582,008) (38,733) (620,741) (571,777) (913,551) (1,485,328)
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3) Reconciliation of cash flow statement for the year ended 30 June 2005

The adoption of AIFRS has not resulted in any material adjustments to the cash flow statement.

4) Notes to reconciliations

a)

b)

c)

Foreign currency translation reserve: cumulative translation differences

The consolidated entity has applied AASB 121 “The Effects of Changes in Foreign Exchange Rates” in
respect of the translation for reporting purposes of its foreign operation. Under the requirements of
AASB 121 the Assets and Liabilities of the group’s foreign operations are translated at the rate of
exchange at the balance date, with items of income and expense being translated at the rates of
exchange at the date of the transaction. Previously the groups controlled entities were considered
to be integrated operations, with certain non-monetary assets being translated at historical rates of
exchange and all exchange differences being recognised through the Profit and Loss. Under AASB
121, the gain or losses arising from the translation of these operations will be recognised through
the Foreign Currency Translation Reserve as a component of equity.

This has resulted in an adjustment as at 30 June 2005 as follows:

Property Plant and Equipment 2,672
Exploration Expenditure 427,499
Foreign Exchange Gain/Loss (Income Statement) 430,171
Foreign Exchange Gain/Loss (Income Statement) (468,904)
Foreign Currency Translation Reserve 468,904

Deferred tax asset and deferred tax liability
Under AIFRS the balance sheet method of tax effect accounting is adopted rather than the liability
method previously applied under GAAP.

Under the balance sheet approach, income tax on the profit and loss for the year comprises current
and deferred taxes. Income tax is recognised in the income statement except to the extent that it
relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted
or substantively enacted at reporting date, and any adjustments to tax payable in respect of
previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amount of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes. The Group presently offsets deferred tax assets and
deferred tax liabilities relating to the same taxation authority.

The residual of any deferred tax assets are not presently recognised as they do not meet the ‘highly
probable’ requirements of AASB 112.

Deferred tax assets will be reduced to the extent it is no longer probable that the related tax benefit
will be realised.

Restatement of exploration expenditure in the Company

In the prior year, certain expenditure incurred by the Company was treated as an investment in a
subsidiary, as the intent of the Group was for such costs to be transferred to the wholly owned
controlled entity. As those costs were not transferred they have now been recognised as an expense
in the records of the parent entity. This results in a difference between amounts reported in
accordance with previous GAAP and AIFRS, as under previous AGAAP corrections are adjusted in the
year in which they are identified without restatement of the prior year financial statements, as is
required under AIFRS.
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At 30 June 2005, this has resulted in a decrease in investments in controlled entities and an increase
in retained losses, as follows:

The Company

Year ended

30 June 2005

Investments (Balance Sheet) (913,551)
Exploration expenditure (Income Statement) 913,551

26. Change of accounting policy
In the current financial year the Company and the consolidated entity have adopted AASB 132 Financial

Instruments: Disclosure and Presentation and AASB 139 Financial Instruments: Recognition and Measurement.
This change in accounting policy has been adopted in accordance with the transition rule contained in AASB 1,
which does not require the restatement of comparative information for financial instruments within the scope

of AASB 132 and AASB 139.

There is no impact on the balance sheet at 1 July 2005 from this change.
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Corporate Governance

The Board of Directors of the Company are committed to good corporate governance taking into account the
Company's size and activities and has a range of policies and processes in place to ensure the rights of the
Company and our shareholders are protected.

In March 2003, the Australian Stock Exchange Corporate Governance Council published its Principles of Good
Corporate Governance and Best Practice Recommendations ("Recommendations”). This document is for
guidance purposes, however all listed companies are required to disclose the extent to which they have
followed the recommendations; to identify any recommendations that have not been followed and reasons for
not doing so.

The Company's Board of Directors has reviewed the recommendations. In many cases the Company was already
achieving the standard required. In a limited number of instances, the Company may determine not to meet
the standard set out in the recommendations, largely due to the recommendation being considered by the
Board to be unduly onerous for a Company of this size.

This statement outlines the main corporate governance practices in place throughout the financial year, which
comply with the Australian Stock Exchange ("ASX") Corporate Governance Council recommendations, unless
otherwise stated.

The Company's Corporate Governance Statement is now structured with reference to the Corporate
Governance Council’s principles and recommendations, which are as follows:

Lay solid foundations for management and oversight
Structure the board to add value

Promote ethical and responsible decision making
Safeguard integrity in financial reporting

Make timely and balanced disclosure

Respect the rights of shareholders

Recognise and manage risk

Encourage enhanced performance

Remunerate fairly and responsibly

Recognise the legitimate interests of stakeholders

Oo0OoO0OO0OO0OOOOOO

For further information on Corporate Governance policies adopted by the Company, refer to our website:
www.mirabela.com.au.

BOARD OF DIRECTORS

Role of the Board

The primary role of the Board of Directors is the protection and enhancement of long-term shareholder value.
To fulfil this role, the Board is responsible for the overall corporate governance of the Company including
formulating its strategic direction, approving and monitoring capital expenditure, setting remuneration,
appointing, removing and creating succession policies for Directors and senior executives, establishing and

monitoring the achievement of management's goals and ensuring the integrity of internal control and
management information systems. It is also responsible for monitoring financial and other reporting.
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Board processes

The Board has established a framework for the management of the Company including a system of internal
control, a business risk management process and the establishment of appropriate ethical standards.

The Company listed on ASX in July 2004 and is currently engaged in exploration and evaluation of mining
interests. The critical skills required by the Board in pursuing the Company's business plan at this relatively early
stage of its development are expert geological and exploration and evaluation project management skills
together with strong fiscal management skills. In addition, each Director is charged with having a thorough
understanding of and responsibility for the protection of the rights of the Company and its shareholders.

The Board has these skills (refer to the biographies in the Director's Report) and as the Company's business plan
progresses will add new Directors as and when complimentary skills are required.

The Board presently comprises three Directors. There are two independent Directors. The Company primarily
engages consultants to provide technical services, and employs four full time employees. All the senior
technical and financial personnel are highly qualified and have previously held roles of executive responsibility
in much larger organisations.

The Directors all live in Perth and meet frequently, both formally and informally, to ensure a mutually thorough
understanding of the Company's business and all the Company's policies of corporate governance are adhered
to. The agenda for meetings is prepared in conjunction with the Chairman and Company Secretary and is
circulated in advance.

Director education

The Company has a process to educate any new Directors about the nature of the business, current issues, the
corporate strategy and the expectations of the Company concerning the performance of Directors. Directors
are given access to and encouraged to participate in continuing education opportunities to update and
enhance their skills and knowledge.

Independent professional advice and access to company information

Each Director has the right of access to all relevant Company information and to the Company's executives and,
subject to prior consultation with the Chairperson, may seek independent professional advice from a suitably
qualified advisor at the Company's expense. The Director must consult with an advisor suitably qualified in the
relevant field and obtain the Chairperson's approval of the fee payable for the advice before proceeding with
the consultation. A copy of the advice received by the Director is made available to all other Board members.

Independence

Corporate Governance Council Recommendation 2.1 requires a majority of the Board to be independent
Directors. The Corporate Governance Council defines independence as being free from any business or other
relationship that could materially interfere with, or could reasonably be perceived to materially interfere with,
the exercise of unfettered and independent judgement. In accordance with this definition, the Company has
two independent Directors.

Recommendation 9 states that non-executive directors should not receive options or bonus payments. The

Company may award options or other securities to non-executive Directors if it considers this to be a
reasonable and appropriate method of assisting in attracting and retaining suitably skilled Board members.
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Nomination committee

Recommendation 2.4 requires listed entities to establish a nomination committee. During the year ended 30
June 2006, the Company did not have a separate nomination committee. The duties and responsibilities
typically delegated to such a committee are considered to be the responsibility of the full board, given the size
and nature of the Company's activities. The Board does not believe that any marked efficiencies or
enhancements would be achieved by the creation of a separate nomination committee. The Board has
reviewed its policy on nominations and incorporates below its summarised policy.

Factors considered for a new candidate include:

(i) The skills required for appointment to the Board;

(i) How differing skills are represented on the Board;

(iii) Processes for the identification of suitable candidates for the Board;

(iv) The time commitment required by a Director to effectively discharge duties;

(v) The number of existing directorships and other commitments that the candidate may have;

(vi) Assessment of the ‘independence’ of the candidate; and

(vii) The extent to which the appointee is likely to work constructively with the existing Directors and

contribute to the overall effectiveness of the Board.

The following procedure is followed in selecting and appointing a new Director:

(i) Utilize personal networks or external consultants to identify potential candidates;

(ii) Assess appropriateness of candidate with consideration to the above points;

(iii) Determine the terms, conditions, responsibilities and expectations of the new position;

(iv) Non-executive Directors should be appointed for specific terms subject to re-election and to the ASX
Listing Rules and Corporations Act provisions concerning removal of a Director;

(v) Ultimate decisions about who is elected to the board are to be made by the shareholders; and

(vi) Ensuring that the new Board member is inducted and that they have every opportunity to increase

their knowledge about the Company to ensure that they can participate in an effective manner to the
board deliberations.

CONTINUOUS DISCLOSURE POLICY

The Company is required to immediately tell the ASX once it becomes aware of any information concerning it
that a reasonable person would expect to have a material effect on the price or value of the entity’s securities.

Therefore to meet this obligation the Company undertakes to:

(i) Notify the ASX immediately it becomes aware of any information that a reasonable person would
expect to have a material effect on the price and value of the companies securities, unless that
information is not required to be disclosed under the listing rules;

(ii) Disclose notifications to the ASX on the Company website following confirmation of the publishing of
the information by the ASX; and
(iii) Not respond to market speculation or rumour unless the ASX considers it necessary due to there being,

or likely to be, a false market in the Company’s securities.

The Company Secretary is responsible for coordinating the disclosure requirements. To ensure appropriate
procedure all Directors, officers and employees of the Company coordinate disclosures through the Company
Secretary, including:

(i) Media releases;
(i) Analyst briefings and presentations; and
(iii) The release of reports and operational results.

Information not disclosed via ASX announcement that might be considered share price sensitive will not be
discussed with any external parties other than on a confidential basis in order to conduct the business of the
Company. Discussions with external parties will only occur following an ASX announcement. All written
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materials containing new price sensitive information to be used in briefing media, investors and analysts will be
notified to the ASX prior to the commencement of that briefing.

In reviewing the content of analysts' reports and profit forecasts, the Company will correct factual inaccuracies
or historical matters.

Information is communicated to shareholders as follows:

e theannual report is distributed to all shareholders (unless a shareholder has specifically requested not
to receive the document), including relevant information about the operations of the Company during
the year, changes in the state of affairs and details of future developments.

e the half-yearly report contains summarised financial information and a review of the operations of the
Company during the period. The half-year reviewed financial report is lodged with the Australian
Securities and Investment Commission and the ASX, and sent to any shareholder who requests it.

e quarterly reports are prepared in accordance with ASX listing rules.

e proposed major changes in the Company which may impact on share ownership rights are submitted
to a vote of shareholders.

e allannouncements made to the market, and related information are placed on the Company's website
after they are released to the ASX, including regular updates on operations.

e the full texts of notices of meetings and associated explanatory material are placed on the Company's
website.

All of the above information is made available on the Company’s website. Copies of all presentations made by
the Company in a public forum are posted on the website. The majority of the information is also emailed to all
shareholders who lodge their email contact details with the Company.

The external auditor is requested to attend the Annual General Meeting to answer any questions concerning
the audit and the auditor's report.

The Board encourages full participation of shareholders at the Annual General Meeting to ensure a high level of
accountability and identification with the Company’s strategy and goals. Important issues are presented to the
shareholders as single resolutions.

The shareholders are responsible for voting on the appointment of Directors, approval of the maximum amount
of Directors' fees and the granting of options and shares to Directors.

SHARE TRADING POLICY

The Company has established a policy that imposes certain restrictions on Directors, senior management and
other employees trading in the Company's securities. The policy has been adopted to prevent trading in
contravention of the insider trading provisions of the Corporations Act 2001, in particular when Company
personnel are in possession of price-sensitive information.

In general trading in the Company'’s securities is prohibited:

e whilstin possession of unpublished price sensitive information;
e where officers are engaging in the business of active dealing;

e two weeks before and 24 hours after the release of the Company's quarterly, half yearly or annual
report to the ASX; and

e two weeks before lodgement and during the period that a disclosure document including a prospectus
is open for applications except to the extent that a Director or employee is applying for securities
pursuant to that disclosure document.

In accordance with the provisions of the Corporations Act 2001 and the Listing Rules of the Australian Stock
Exchange, Directors advise the ASX of any transaction conducted by them in shares or options in the Company.
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CONFLICT OF INTEREST

In accordance with the Corporations Act and the Company’s constitution Directors must keep the Board
advised, on an ongoing basis, of any interest that could potentially conflict with those of the Company. Where
the Board believes that a significant conflict exists the Director concerned does not receive the relevant board
papers and is not present at the meeting whilst the item is considered.

REMUNERATION AND PERFORMANCE ASSESSMENT
Remuneration committee

Recommendation 9.2 requires listed entities to establish a remuneration committee. During the year ended 30
June 2006, the Company did not have a separate remuneration committee. The duties and responsibilities
typically delegated to such a committee are considered to be the responsibility of the full board, given the size
and nature of the Company's activities. The Board does not believe that any marked efficiencies or
enhancements would be achieved by the creation of a separate nomination committee.

Remuneration policies

Remuneration of Directors are formalised in service agreements. The Board is responsible for determining and
reviewing compensation arrangements for the Directors themselves and the Managing Director and the
executive team.

It is the Company’s objective to provide maximum stakeholder benefit from the retention of a high quality
board and executive team by remunerating Directors and key executives fairly and appropriately with reference
to relevant employment market conditions. To assist in achieving this objective, the Board links the nature and
amount of executive Directors’ and officers’ remuneration to the Company’s financial and operational
performance. The expected outcomes of the remuneration structure are:

0 Retention and motivation of key executives;
0 Attraction of quality management to the Company; and
0 Performance incentives which allow executives to share the rewards of the success of the Company.

Remuneration of non-executive Directors is determined by the Board with reference to comparable industry
levels and, specifically for Directors' fees, within the maximum amount approved by shareholders.

For details on the amount of remuneration and all monetary and non-monetary components for all Directors
refer to the Notes to the Financial Statements. In relation to the payment of bonuses, options and other
incentive payments, discretion is exercised by the Board, having regard to the overall performance of the
Company and the performance of the individual during the period.

There is no scheme to provide retirement benefits, other than statutory superannuation, to non-executive
Directors.

Performance

The performance of the Board and key executives is reviewed regularly against both measurable and qualitative
indicators. The performance criteria against which Directors and executives are assessed is aligned with the
financial and non-financial objectives of the Company. Directors whose performance is consistently

unsatisfactory may be asked to retire.

RISK MANAGEMENT
Oversight of the risk management system

The Board takes a proactive approach to risk management. The Board is responsible for oversight of the
processes whereby the risks, and also opportunities, are identified on a timely basis and that the Company's
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objectives and activities are aligned with the risks and opportunities identified by the Board. This oversight
encompasses operational, financial reporting and compliance risks.

The Company believes that it is crucial for all Board members to be a part of the process, and as such the Board
has not established a separate risk management committee.

The Managing Director and the Company Secretary have declared, in writing to the Board, that the financial
reporting risk management and associated compliance and controls have been assessed and found to be
operating efficiently and effectively. All risk assessments covered the whole financial year and the period up to
the signing of the annual financial report for all material operations in the Company.

Internal control framework

The Board acknowledges that it is responsible for the overall internal control framework, but recognizes that no
cost effective internal control system will preclude all errors and irregularities. To assist in discharging this
responsibility, the Board has instigated an internal control framework that deals with:

e Financial reporting - there is a comprehensive budgeting system with an annual budget, updated on a
regular basis approved by the Board. Monthly actual results are reported against these budgets.

e Investment appraisal - the Company has clearly defined guidelines for capital expenditure including
annual budgets, detailed appraisal and review procedures, levels of authority and due diligence
requirements where businesses or assets are being acquired or divested.

e Quality and integrity of personnel - the Company's policies are detailed in an approved induction
manual. Formal appraisals are conducted annually for all employees.

AUDIT AND COMPLIANCE POLICY

The Board imposes stringent policies and standards to ensure compliance with all corporate financial and
accounting standards. Where considered appropriate, the Company's external auditors, professional advisors
and management are invited to advise the Board on these issues and the Board meets quarterly to consider
audit matters prior to statutory reporting.

The Company requires that its auditors must not carry out any other major area of service to the Company and
should have expert knowledge of both Australian and international jurisdictions.

Recommendation 4.3 requires listed entities to have an audit committee consisting of only non-executive
directors, a majority of independent directors, an independent Chairperson, who is not Chairperson of the
board and at least three members. Recommendation 4.4 requires the audit committee to have a formal charter.

Due to the size and nature of the Company the audit committee function was incorporated into the Boards
obligations. It is the Board’s responsibility to ensure that an effective internal control framework exists within
the entity. This includes internal controls to deal with both the effectiveness and efficiency of significant
business processes, the safeguarding of assets, the maintenance of proper accounting records, and the
reliability of financial information. The Board continues to maintain a framework of internal control and ethical
standards for the management of the Company.

The Board consists of members with financial expertise and detailed knowledge and experience of the mineral
exploration and evaluation business. The Board meets with the Company's external auditors before finalisation
of any audit or review.

All Directors declared in writing that the Company's financial reports for the year ended 30 June 2006 present a
true and fair view, in all material respects, of the Company's financial condition and operational results and are
in accordance with relevant accounting standards. This statement is required annually.
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ETHICAL STANDARDS

All Directors and employees are expected to act with the utmost integrity and objectivity, striving at all times to
enhance the reputation and performance of the Company.

HEALTH, SAFETY, ENVIRONMENT AND HERITAGE PROTECTION POLICY

The Company is committed to compliance with all relevant laws and regulations and continual assessment of its
operations to ensure protection of the environment, the community and the health and safety of its employees.

The Company has adopted a policy and maintains appropriate procedures to ensure that all Company activities
are carried out in compliance with safety regulations, in a culture where the safety of personnel is paramount
and which recognises environmental sustainability and respect for cultural and heritage issues as essential
requirements for all its activities. Procedures are maintained to govern the activity of employees and
contractors to ensure that the objectives of this policy are met.
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