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Precious Metals Australia Limited and its controlled entities
Directors’ report

The directors of Precious Metals Australia Limited (“Company”) present their report together with the
consolidated financial report for the half-year ended 31 December 2005 and the review report thereon.

Directors

The directors of the Company at any time during or since the end of the half-year are:

Name Period of directorship

Non-executive

Anthony J Grey Appointed 1 December 2005

Chairman

Earl of Warwick Appointed 14 January 1999

Non-Executive Director

Michael J Fry B.Comm, FSIA Appointed 3 March 2004

Non-Executive Director

lan Macpherson B. Comm, CA Appointed 3 March 2004, Resigned 3 February 2006

Non-Executive Director

Executive
Roderick H J Smith B. Comm, CA, FSIA Appointed 29 March 2004
Managing Director

Shaun R Bunn Appointed 3 February 2006
Director of Operations

Other Executives
Michael Drew, B.Bus
Chief Financial Officer & Company Secretary

Brett R Foster, Dip. Eng(Mech)
Windimurra Project Manager

Review of operations
Xstrata AG Settlement

During the half year to 31 December the Company completed all the conditions precedent to the Asset Purchase
Agreement made with Xstrata in April 2005. Completion was reached on 9 August 2005 and as a result Xstrata
paid the Company a further amount of $14.3 million. The Company has taken over all environmental obligations
Xstrata had or may have had in respect to the Windimurra Site. In addition the Company paid $4 million to
Xstrata to acquire all the Windimurra project tenements, information, intellectual property, patents and plant and
equipment remaining on the site.
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Windimurra Vanadium Mine

The Windimurra mine is located some 600km north-east of Perth in Western Australia, the nearest town being Mt
Magnet. The Midwest Natural Gas Pipeline, for which Windimurra was the foundation customer, supplies natural
gas to the region, with a spur pipeline direct into the mine. Natural gas is required at Windimurra for power
generation and to fuel the rotary kiln.

The previous owner of the mine removed much of the plant and equipment from Windimurra, however some key
items such as the rotary kiln remain on site as are all of the plant services, bore fields, and roads. These assets,
constructed six years ago cost approximately $60 million at the time. Whilst capital is required to restore these
assets to be ready for use, that capital is significantly less than the >$75m that it could cost to replace those
assets today.

Hatch Associates (“Hatch”) has been appointed to carry out a detailed Bankable Feasibility Study (BFS) on re-
opening the Company’s Windimurra Vanadium Project. Work has neared completion on stage 1 of that BFS which
is an optimisation study focused on identifying those areas of the Windimurra mine that worked efficiently and
can be rebuilt or re-commissioned without substantial change, and those areas of the process which provide
opportunity for further enhancement and cost reduction.

The first stage of the study (ODS) has identified the key re-design options, generated a new process flow sheet,
and will produce a capital cost estimate of +/- 20% and confirm operating costs.

The project is now in an unusual position that it was not afforded when the project was first built in that it can now
base the process re-design on actual operating data from 3 years of mining and processing together with the
hands-on experience of key team members who worked at the mine, and whom have been recruited by the
Company.

Last year, prior to taking possession of the project and prior to the feasibility study work commencing, the
Company announced an indicative estimate that the capital cost would be in the order of $100 million.
Expectations now are that a fully optimized plant, expanded to lift production to 20mlbs V,Os equivalent, will be
significantly higher than that figure.

However until Hatch has completed the test work currently underway and have finalised a series of as yet
incomplete design reviews, the capital cost cannot be determined with any degree of accuracy.

Hatch is currently finalising the detailed work schedule, however it is expected that the full BFS will be completed
in June 2006 at a cost of approximately A$3.5m including test work and overheads.

In the original plant, processes such as the grinding and magnetic beneficiation areas, whilst sound from a
technical perspective, did not produce the levels of magnetite recovery expected.

Deficiencies in the original design have been identified and Hatch has proposed a number of solutions including
the introduction of a scrubber prior to milling, changing the method (of classification) of the mill product from
cyclones to screening and the introduction of an intermediate stage of drum magnets in the beneficiation plant.

Other changes have been proposed to materials handling in some areas of the plant to increase throughput to a
level of 9,000 tonnes (20m Ibs) of V,05 equivalent and to improve the operability based on the lessons learnt
from the 1999 plant.

It is also proposed that the new Windimurra design will incorporate additions to manufacture 5,000 tonnes per
year of ferrovanadium (FeV). FeV is an alloy of vanadium and iron which is used directly by steel manufacturers
and adds significant value to the project.
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Lead Auditor’s Independence Declaration under Section 307C of the

Corporations Act 2001

The lead auditor’s independence declaration is set out on page 22 and forms part of the directors’ report for the

half-year ended 31 December 2005.

Dated at Perth this 14th day of March 2006.

Signed in accordance with a resolution of the directors:

.‘\\ -

- ) il

Roderick H J Smith
Director
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Precious Metals Australia Limited and its controlled entities
Condensed consolidated interim income statement

For the six months ended 31 December 2005
Note

Revenue

Other operating income

Mine care & maintenance expenses
Administrative expenses

Depreciation expense

Write down in value of investments
Other operating expenses

Operating loss before financing costs

Financial income
Financial expenses
Net financing costs

Loss before tax

Income tax expense
Loss for the period

Basic and diluted earnings per share attributable to 7
ordinary equity holders

$ $
31 Dec 2005 31 Dec 2004
- 250,000
6,719 -
(283,919) -
(1,145,376) (248,547)
(7,598) (688)
- (45,900)
(68,247) (228,004)
(1,498,421) (273,139)
598,519 10,928
(181) -
598,338 10,928
(900,083) (262,211)
(900,083) (262,211)
($0.02) ($0.01)

The income statement is to be read in conjunction with the notes to the interim financial statements

set out on pages 8 to 20.
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Condensed consolidated interim statement of recognised
income and expense

For the six months ended 31 December 2005 $ $

31 Dec 2005 31 Dec 2004
Loss for the period (900,083) (262,211)
Total recognised income and expense for the period (900,083) (262,211)
Accumulated Losses at beginning of the period (44,329,393) (51,148,426)
Loss for the period (900,083) (262,211)
Accumulated losses at the end of the period (45,229,476)  (51,410,637)

The interim statement of recognised income and expense is to be read in conjunction with the notes
to the interim financial statements set out on pages 8 to 20.
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Precious Metals Australia Limited and its controlled entities
Condensed consolidated interim balance sheet

As at 31 December 2005

Current Assets
Cash and cash equivalents
Trade and other receivables
Inventories
Prepayments
Other Assets

Total current assets

Non-Current assets
Property, plant and equipment
Exploration & evaluation
Royalty entitlement

Total non-current assets

Total assets

Current Liabilities
Trade and other payables
Employee benefits

Total current liabilities

Non-Current Liabilities
Provision for site restoration

Total Non-Current Liabilities
Total liabilities

Net assets

Equity
Issued capital
Reserves
Accumulated losses

Total equity

$ $

31 Dec 2005 30 June 2005
Note
45,238,402 11,014,983
5,034 133,853
10,280 -
23,467 -
3,500 9,500
45,280,683 11,158,336
1,524,898 18,132
2,073,802 -
3,598,700 18,132
48,879,383 11,176,468
1,002,272 1,084,688
39,647 19,230
1,041,919 1,103,918
9 12,107,392 -
12,107,392

13,149,311 1,103,918
35,730,072 10,072,550
4 76,889,566 50,436,171
5 4,069,982 3,965,772

(45,229,476)

(44,329,393)

35,730,072

10,072,550

The balance sheet is to be read in conjunction with the notes to the interim financial statements set out on pages

8 to 20.
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8
Precious Metals Australia Limited and its controlled entities Condensed

consolidated interim statement of cash flows

As at 31 December 2005

Cash flows from operating activities
Cash receipts

Cash paid to suppliers and employees
Cash generated from operations
Interest paid

Interest received

Net cash from operating activities

Cash flows from investing activities
Proceeds from sale of investments
Acquisition of property, plant and equipment
Net proceeds on Xstrata agreement

GST payable on Xstrata agreement
Exploration and evaluation expenditure

Net cash from investing activities

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

Net cash from financing activities

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

Cash and cash equivalents at 31 December

Explanatory notes to statement of cash flows

Note

$ $
31 Dec 2005 31 Dec 2004
- 293,045
(1,349,834) (471,759)
(1,349,834) (178,714)
(181) -
598,519 10,928
(751,496) (167,786)
6,000 -
(789,457) -
11,391,812 -
(1,035,619)
(1,051,215) -
8,521,521 -
27,321,373 -
(867,979) -
26,453,394 -
34,223,419 (167,786)
11,014,983 428,516
45,238,402 260,730

During the half year to 31 December 2005, the Consolidated Entity acquired plant and equipment of $728,612 and
mineral tenements of $1,022,587 being the assets of the Windimurra mine. This amount was set-off against an
amount of $14,374,812 which was paid to the company by Xstrata, resulting a net cash inflow of $11,391,812.

(Refer note 3).

This statement of cash flows is to be read in conjunction with the notes to the interim financial statements set out

on pages 8 to 20.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies

Precious Metals Australia Limited (the “Company”) is a company domiciled in Australia. The condensed
consolidated interim financial report of the Company for the six months ended 31 December 2005 comprise the
Company and its subsidiaries (together referred to as the “consolidated entity”)

The condensed consolidated interim financial report was authorised for issue by the directors on 14 March 2006.

Statement of Compliance

The condensed consolidated interim financial report is a general purpose financial report which has been
prepared in accordance with Australian Accounting Standards, Urgent Issues Group Interpretations adopted by
the Australian Accounting Standards Board (“AASB”) and the Corporations Act 2001.

International Financial Reporting Standards (“IFRS”) form the basis of Australian Accounting Standards adopted
by the AASB, and for the purpose of this report are called Australian equivalents to IFRS (“AIFRS"), to
distinguish from previous Australian GAAP.

This is the consolidated entity’s first AIFRS condensed consolidated interim financial report for part of the period
covered by the first AIFRS annual financial report and AASB 1 First time adoption of Australian equivalents to
International Financial Reporting Standards. The condensed consolidated interim financial report does not
include all of the information required for a full annual financial report.

The interim financial report is to be read in conjunction with the most recent annual financial report, however, the
basis of their preparation is different to that of the most recent annual financial report due to the first time
adoption of AIFRSs. This report must also be read in conjunction with any public announcements made by
Precious Metals Australia Limited during the half year in accordance with continuous disclosure obligations
arising under the Corporations Act 2001.

An explanation of how the transition to AIFRSs has affected the reported financial position, financial performance
and cash flows of the consolidated entity is provided in note 11.

Basis of Preparation
The financial report is presented in Australian dollars.

The financial report is prepared on the historical cost basis, unless otherwise stated.

The preparation of an interim financial report in conformity with AASB 134 Interim Financial Reporting requires
management to make judgements, estimates and assumptions that affect the application of policies and reported
amounts of assets and liabilities, income and expenses.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies (continued)

Basis of Preparation (continued)

These 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.

This condensed consolidated interim financial report has been prepared on the basis of AIFRSs in issue that
are effective at the consolidated entity’s first AIFRS annual reporting date, 30 June 2006. Based on these
AIFRSs, the Board of Directors have made assumptions about the accounting policies expected to be
adopted when the first AIFRS annual financial report is prepared for the year-ended 30 June 2006.

The Australian Accounting Standards and UIG Interpretations that will be effective or available for voluntary
early adoption in the annual financial statements for the period ended 30 June 2006 are still subject to
change therefore cannot be determined with certainty. Accordingly, the accounting policies for that annual
period that are relevant to this interim financial information will be determined only when the first AIFRS
financial statements are prepared at 30 June 2006.

The preparation of the condensed consolidated interim financial report in accordance with AASB 134
resulted in changes to the accounting policies as compared with the most recent annual financial statements
prepared under previous GAAP

The accounting policies have been applied consistently throughout the consolidated entity for purposes of
this condensed consolidated interim financial report, except for AASB132 “Financial instruments, recognition
and measurement” these accounting standards were applied form 1 July 2005 and the impact of this change
in accounting policy is disclosed in Note 10.

Basis of consolidation

Subsidiaries

Subsidiaries are entities controlled by the Company. Control exists when the Company has the power,
directly or indirectly, to govern the financial and operating policies of an 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 condensed consolidated
interim financial report from the date that control commences until the date that control ceases.

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 condensed consolidated interim financial statements.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies (continued)

Property, plant and equipment

Owned assets

Items of property, plant and equipment are stated at cost or cost less impairment losses (see accounting
policy (j)). 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 (i) the initial estimate at the time of installation and during the period of use, when relevant, of the
costs of dismantling and removing the items and restoring the site on which they are located, and (ii)
changes in the measurement of existing liabilities recognised for these costs resulting from changes in the
timing or outflow of resources required to settle the obligation or from changes in the discount rate.

Where parts of an item of property, plant and equipment have different useful lives, they are accounted for
as separate items of property, plant and equipment.

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.

Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of
each part of an item of property, plant and equipment. Land is not depreciated. The estimated useful lives
in the current and comparative periods are as follows:

o fixtures and fittings  3-5 years

The Company has elected not to depreciate some assets associated with the Windimurra vanadium mine
until they are employed in use for the purpose to which they are intended. This policy has been determined
as the mine is currently on care and maintenance.

Exploration and Evaluation Expenditure

Exploration and evaluation expenditure is accumulated in respect of each separate area of interest and is
carried forward where right to tenure of the area of interest is current and where there is an expectation
that expenditure will be recouped through sale or successful development of and exploitation of the area
of interest; or where exploration activities in respect of an area of interest have not yet reached a stage that
permits a reasonable assessment of the existence of economically recoverable reserves.

When an area of interest is abandoned, or the directors determine that it is not commercially viable, any
accumulated expenditure in respect of that area is written off in the financial period in which that decision is
made. Each are of interest is reviewed at the end of each accounting period and accumulated costs written
off to the extent that they will not be recovered in the future.

Amortisation is not charged on exploration and evaluation expenditure carried forward in respect of areas of
interest in the development phase until production commences. When production commences carried
forward expenditure is amortised on a units of production basis over the life of the economically recoverable
reserves.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies (continued)

Investments

Current Accounting Policy
Financial instruments held by the consolidated entity are classified as available for sale and are stated at
fair value with any resultant gain or loss recognised directly in equity, except for impairment losses

Comparative Accounting Policy

Investments in other listed entities, other unlisted entities and debentures are measured at the lower of
cost and recoverable amount. Investments in marketable securities held for the purpose of trading are
measured at fair value.

In measuring fair value, revaluation increments on a class of assets basis are recognised in the
revaluation reserve except that amounts reversing a decrement previously recognised as an expense are
recognised as revenues. Revaluation decrements are only offset against revaluation increments relating
to the same class of asset and any excess is recognised as an expense.

Trade and other receivables
Other trade and other receivables
Trade and other receivables are stated at their cost less impairment losses (see accounting policy (j)).

Inventories

Inventories are stated at the lower of cost and net realisable value. Net realisable value is the estimated
selling price in the ordinary course of business, less the estimated costs of completion and selling
expenses.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with an original maturity of three
months or less. 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 inventories (see accounting policy j),
employee benefit assets (see accounting policy (k)), and deferred tax assets (see accounting policy 0),
are reviewed at each reporting date to determine whether there is any indication of impairment. If any
such indication exists, the asset’s recoverable amount is estimated (refer below).

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 the income statement.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies (continued)

Calculation of recoverable amount

The recoverable amount of the consolidated entity’s 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.

Reversals of impairment

An impairment loss in respect of a held-to-maturity security or receivable carried at amortised cost is
reversed if the subsequent increase in recoverable amount can be related objectively to an event
occurring after the impairment loss was recognised.

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

In respect of other assets, an impairment loss is reversed if there has been a change in the estimates
used to determine the recoverable amount.

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.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies (continued)

(k)  Employee benefits

0) Share-based payment transactions
The share option programme allows consolidated entity employees to acquire shares of the Company.
The fair value of options granted is recognised as an employee expense with a corresponding increase in
equity. The fair value is measured at grant date and spread over the period during which the employees
become unconditionally entitled to the options. The fair value of the options granted is measured using a
Black-Scholes 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, annual leave, sick leave and non-monetary benefits
Liabilities for employee benefits for wages, salaries, annual leave and sick leave represent present
obligations resulting from employees' services provided to reporting date, 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.

Non-accumulating non-monetary benefits (if any) are expensed based on the net marginal cost to the
consolidated entity as the benefits are taken by the employees.

) 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.

0) Provision for Site Restoration
In accordance with applicable legal requirements, a provision for site restoration in respect of mining
projects is recognised where the mining or exploration activity undertaken, requires rehabilitation in the
future, usually upon final and permanent closure of the relevant mine.

The provision is the best estimate able to be made at the reporting date, of the present value of the future
expenditure required to settle the restoration obligation, 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 in accordance
with the policy set out in “accounting policy (d)”. The unwinding of the effect of discounting on the
provision is recognised as a finance cost.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies (continued)

Trade and other payables
Trade and other payables are stated at cost.

Expenses

Net financing costs

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

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

Income tax

Income tax on the 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. The following temporary differences are not provided for: the initial recognition
of assets or liabilities that affect neither accounting nor taxable profit, and differences relating to
investments in subsidiaries to the extent that they will probably not reverse in the foreseeable future. The
amount of deferred tax provided is based on the expected manner of realisation or settlement of the
carrying amount of assets and liabilities, using tax rates enacted or substantively enacted at the balance
sheet date.

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.

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.
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Notes to the condensed consolidated interim financial
statements

Significant accounting policies (continued)

(@) 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. Segment Reporting

The Company is developing a mining project in Western Australia. At the date of this financial report it
operated solely in the mining industry, and in Western Australia.

3. Acquisition of Windimurra Assets

During the period ended 31 December 2005 the Company completed its acquisition of the Windimurra
Mine assets and associated liabilities from Xstrata AG.

The agreement with Xstrata required it to pay the consolidated entity $14.3 million partly in consideration
of the Company accepting environmental obligations relating to the Windimurra vanadium mine. The
consolidated entity in turn paid Xstrata $4 million for all of Windimurra mine assets and mining information
which amount was set off against the $14.3 million payment due from Xstrata.

Of the $14.3 million received the company has recognised $2,266,801 as being compensation paid to
PMA in respect of settlement of legal action, and this amount has been set off against capitalised
exploration and evaluation, with the balance of the amount $12,107,392 being charged to provision for
rehabilitation of mine site (refer note 9).

The financial statement recognition of the settlement was as follows:

Cash received from Xstrata 11,391,812
GST payable on settlement amount (1,035,619)
Exploration and evaluation 1,022,587
Plant and equipment 728,612
Amount charged to rehabilitation provision (12,107,392)
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Notes to the condensed consolidated interim financial
statements

$ $

31 December 2005 30 June 2005
EqLth Note
Issued and paid up capital
Ordinary Shares Fully Paid 76,889,566 50,436,171
Movements in Shares No Shares No Shares
Balance at the beginning of the period 45,536,844 32,997,713
Rights issue 6,599,543
Placement ® 19,000,000 5,939,588
Exercise of un-listed options (i) 500,000 -
Exercise of listed options (iii) 3,586 -
Placement (iv) 9,680,000 -
Balance at the end of the period 74,720,430 45,536,844

(i) Placement of 19,000,000 ordinary shares at $0.70 each on 30 September 2005

(i) Exercise of 500,000 unlisted options on 7 November 2005 at $0.15 per share

(iii) Exercise of 3,586 listed options at $2.00 per share on 1 December 2005

(iv) Placement of 9,680,000 ordinary shares at $1.44 cents each on 20 December 2005

5. Reserves $ $

Movements in reserves
Option premium reserve 3,965,772 3,965,772
Employee option issue reserve

Balance at beginning of period - -

Value of options issues (refer note 8) 104,210 -
Balance at end of the period 104,210 -
4,069,982 3,965,772

6. Options

() During the half year to 31 December 2005, 12,892,748 $2.00 listed options expired. 3,586 options were
exercised prior to expiry.

(ii) During the half year to 31 December 2005, 500,000 unlisted options expiring 29/11/2007 and
exercisable at $0.15 were exercised. At 31/12/2005 the company has on issue 500,000 unlisted options at
$0.15 (30 June 2005; 1,000,000).

(iil) During the half year to 31 December 2005, 200,000 options to acquire ordinary shares at $1.30/share
were issued to executives under the Company’s Employee Share Ownership Scheme.
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Notes to the condensed consolidated interim financial
statements

Earnings per share

Basic earnings/ (loss) per share

The calculation of basic earnings per share for the six months ended 31 December 2005 was based on
the loss attributable to ordinary shareholders of $900,083 (six months ended 31 December 2004:
($262,211)) and a weighted average number of ordinary shares outstanding during the six months ended
31 December 2005 of 55,762,863) (six months ended 31 December 2004: 32,997,713) calculated as

follows:

Loss attributable to ordinary shareholders
For the six months ended 31 December 2005

$ $

2005 2004
Loss for the period (900,083) (262,211)
Weighted average number of ordinary shares
For the six months ended 31 December 2005

31 Dec 2005 30 June 2005
Issued ordinary shares at 1 July 45,536,844 32,997,713
Effect of shares issued 30 September 2005 9,500,000 -
Effect of options converted 7 November 2005 146,739 -
Effect of options converted 1 December 2005 585 -
Effect of shares issued in 20 December 2005 578,696 -
Weighted average number of ordinary shares at 31 December 55,762,863 32,997,713

The diluted loss per share is the same as the basic loss per share.

8. Employee benefits

Fair value of share options and assumptions
For the six months ended 31 December 2005

The terms and conditions of the grants made during the six months ended 31 December 2005 are as

follows;

2005 2004
Fair value at measurement date $0.52 -
Share price $1.40 -
Exercise price $1.30 -
Expected volatility (expressed as weighted 50% -
average volatility used in the modelling under the
Black Scholes formula)
Option life (expressed as weighted average life 2.4
used in the modelling under the Black Scholes
formula)
Expected dividends - -
Risk-free interest rate 5.25% -

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.

During the 6 months to 31 December 2005, a total of 200,000 options to acquire fully paid ordinary shares
were issued to two senior executives. An expense of $104,210 has been recognised in the income
statement during this six month period. No vesting condition attached to the options at grant date.

PRECIOUS METALS AUSTRALIA LIMITED
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Notes to the condensed consolidated interim financial
statements

Provisions

In determining the quantum of the provision for rehabilitation the directors have had regard to the best
estimate of the rehabilitation and remediation costs based on current dollars should the Windimurra mine
site be rehabilitated from its current state.

The Company is presently completing a feasibility study to assess whether mining activity will
recommence at Windimurra. If favourable the Company anticipates that it will recommence mining and
processing operations. Should this occur the timing of the majority of the rehabilitation activity and costs
will be deferred until final site closure. Such costs will be assessed as part of a mine closure plan yet to be
addressed in the Notice of Intent to Mine, and then as operations progress.

This may impact upon the quantum of the amount provided and timing of expenditure which would be
recognised in the provision.

Related parties

Transactions with key management personnel

During the six months ended 31 December 2005 the Company paid accounting and corporate services
fees to an accounting firm in which a director has an interest. These fees were charged at normal
commercial rates and amounted to $67,173 (twelve months ended 30 June 2005: $84,080).

Key management personnel receive compensation in the form of salary, short-term employee benefits,
and equity compensation benefits (see note 8). Key management personnel received total compensation
of $223,001 for the six months ended 31 December 2005 (twelve months ended 30 June 2005:
$400,161).

PRECIOUS METALS AUSTRALIA LIMITED 31 DECEMBER 2005 HALF YEAR FINANCIAL REPORT



20

Notes to the condensed consolidated interim financial
statements

11. Explanation of transition to AIFRSs and Change in Accounting Policy

As stated in note 1(a), these are the consolidated entity’s first condensed consolidated interim financial
statements for part of the period covered by the first AIFRS annual consolidated financial statements
prepared in accordance with Australian Accounting Standards - AIFRSs.

The accounting policies in note 1 have been applied in preparing the condensed consolidated interim
financial statements for the six months ended 31 December 2005.

In the current year the consolidated entity adopted AASB 132 “Financial instruments presentation and
disclosure and AASB 139 “Financial Instruments: recognition and measurement”. This change in
accounting policy has been adopted in accordance with the transition rules contained in AASB1, which
does not require the restatement of comparative information for financial instruments within the scope of
AASB132 and AASB 139. There is no impact of the adoption of this policy

The fair value of options granted must be recognised as an employee benefit expense with a
corresponding increase in equity. The Company has used the exemption available in AASB1 to not apply
the recognition and measurement requirements of AASB2 “Share based payments” retrospectively to
equity instruments that were granted after 7 November 2002 and that vested before 1 January 2005.

There were no impacts arising as a result of the consolidated entity’s transition to AFRIS as a result there
is no requirement to restate comparative information.
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Directors’ declaration

In the opinion of the directors of Precious Metals Australia Limited (“the company”):
1. The financial statements and notes set out on pages 5 to 20 are in accordance with the
Corporations Act 2001 including:
@) giving a true and fair view of the financial position of the consolidated entity as at
31 December 2005 and of its performance, as represented by the results of its
operations and cash flows for the half-year ended on that date; and

(b) complying with Australian Accounting Standard AASB 134 Interim Financial Reporting
and the Corporations Regulations 2001; and

2. There are reasonable grounds to believe that the company will be able to pay its debts as and
when they become due and payable.

Dated at Perth, this 14" day of March 2006.

Signed in accordance with a resolution of the directors:

/

Roderick JH Smith
Director
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Alternative independent audit report
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Statement

Based on our review, which is not an audit, we have not become aware of any matter that makes
us believe the half-year financial report of Precious Metals Australia Limited is not in
accordance with:

a) the Corporations Act 2001, including:

i. giving a true and fair view of the Consolidated Entity’s financial position as at 31
December 2005 and of its performance for the half-year ended on that date; and

ii. complying with Australian Accounting Standard AASB 134 Interim Financial
Reporting and the Corporations Regulations 2001; and

b) other mandatory financial reporting requirements in Australia.
kg
KPMG

T R HART
Partner

Perth
/& March 2006



