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The General Manager

Stock Exchange Of Newcastle Limited
Ground Floor

384 Hunter Street

Newcastle NSW 2300

Dear Sir

RE : ANNUAL GENERAL MEETING

Diatreme Resources Limited will hold its Annual General Meeting at the offices of
Pitcher Partners, Level 21, 300 Queen Street, Brisbane, on Thursday 26 May 2005 at
10:00am.

The Notice of Meeting, Proxy Form and 2004 Annual Report attached have today been

mailed to shareholders.

Yours faithfully
DIATREME RESOURCES LIMITED

[0 pe

DAVID H HALL
Director

encl



DIATREME RESOURCES LIMITED

ABN 33 061 267 061

NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the Annual General Meeting of the members of Diatreme Resources
Limited will be held at the offices of Pitcher Partners, Level 21, 300 Queen Street, Brisbane, on Thursday
26 May 2005 commencing at 10:00am.

BUSINESS

Item 1 : Financial Statements and Reports

To receive and consider the Financial Statements and Reports of the Directors and the Auditor in respect of the
year ended 31 December 2004.

Item 2 : Election of Director

To consider, and if thought fit, to pass the following ordinary resolution :

"That Mr Lawrence Litzow, a director retiring pursuant to requirements of the Corporations Act 2001, being eligible,
is re-elected as a director of Diatreme Resources Limited."

Item 3 : Other Business

To transact any other business which may be brought legally before the meeting.

By Order of the Board

L J Litzow
Director / Corporate Secretary Brisbane, 22 April 2005

In accordance with the Corporations Act, it has been determined that for the purposes of the meeting, all securities of the
Company are taken to be held by the persons who held them at 5:00pm on Tuesday 24May 2005.

Proxies

A Proxy Form, including completion instructions, is attached.

To be valid proxies must be lodged not less than 48 hours before the time appointed for the meeting with the Company's
share registry, ASX Perpetual Registrars Limited :

e by delivery Level 22, 300 Queen Street, Brisbane, Qld, 4000.

e by mail GPO Box 2537, Brisbane, Qld, 4001

e by facsimile 07 3228 4999



Proxy Form

4 DIATREME RESOURCES LIMITED g«]'tCOTT‘E{SPOHdenIfe .tod:
iatreme Resources Limite
\ ABN 33 061 267 061 PO Box 10288 Brisbane Adelaide St
Queensland 4000
Telephone : 617 3229 9927
Mark this box with an "X" if you have made any changes to your address details (see reverse) I:' Facsimile : 61 7 3229 6627

Email : manager@diatreme.com.au

Appointment of Proxy

I/We being members of Diatreme Resources Limited are entitled to attend and vote hereby appoint

the Chairman of the Meeting OR Write here the name of the person you are
I:I (mark with an "X") appointing if the person is someone other
than the Chairman of the Meeting.

or failing the person named, or if no person is named, the Chairman of the Meeting, as my/our proxy to act generally at the meeting on
my/our behalf and to vote in accordance with the following directions (or if no directions have been given, as the proxy sees fit) at the
Annual general Meeting of Diatreme Resources Limited to be held at Pitcher Partners offices, Level 21, 300 Queen St, Brisbane, Qld, on
26 May 2005 at 10:00am and at any adjournment of that meeting.

IMPORTANT: FOR ITEM 2 BELOW
(¢ I:I The Chairman of the Meeting intends to vote undirected proxies in favor of ltem 2.

If the Chairman of the Meeting is to be your proxy and you have not directed your proxy how to vote on Item 2 below, please place a
mark in this box. By marking this box you acknowledge that the Chairman of the Meeting may exercise your proxy even if he has an
interest in the outcome of that item and that votes cast by him, other than as proxy holder, would be disregarded because of that
interest. If you do not mark this box, and you have not directed your proxy how to vote, the Chairman of the Meeting will not cast your
votes on Item 2 and your votes will not be counted in computing the required majority if a poll is called on this item.

Voting directions to your proxy - please mark "X" to indicate your directions

Ordinary Business

FOR AGAINST ABSTAIN *
Item 1 Financial Statements and Reports are received and considered -
no voting conducted
Item 2 To elect a director — L J Litzow ] ] []

* If you mark the Abstain box for a particular item, you are directing your proxy not to vote on your behalf on a show of hands or on a poll
and your votes will not be counted in computing the required majority on a poll.

PLEASE SIGN HERE This section must be signed in accordance with instructions overleaf to enable your directions to be implemented.

Individual or Securityholder 1 Securityholder 2 Securityholder 3

Sole Director and Director Director/Company Secretary
Sole Company Secretary

Contact Name Contact Daytime telephone Date



How to complete the Proxy Form

1 Your Name and Address

This is your name and address as it appears on the company’s share register. If this information is incorrect,
please mark the box and make the correction on the form.Securityholders sponsored by a broker should advise
their broker of any changes. Please note, you cannot change ownership of your securities using this form.

2 Appointment of a Proxy

If you wish to appoint the Chairman of the Meeting as your proxy, mark the box. If the person you wish to appoint
as your proxy is someone other than the Chairman of the Meeting please write the name of that person. If you
leave this section blank, or your named proxy does not attend the meeting, the Chairman of the Meeting will be
your proxy. A proxy need not be asecurityholder of the company.

3 Votes on Items of Business

You may direct your proxy how to vote by placing a mark in one of the boxes opposite each item of business. All
your securities will be voted in accordance with such a direction unless you indicate only a portion of voting rights
are to be voted on any item by inserting the percentage or number of securities you wish to vote in the
appropriate box or boxes. If you do not mark any of the boxes on a given item, your proxy may vote as he or she
chooses. If you mark more than one box on an item your vote on that item will be invalid.

4 Appointment of a Second Proxy

You are entitled to appoint up to two persons as proxies to attend the meeting and vote on a poll. If you wish to
appoint a second proxy, an additional Proxy Form may be obtained by telephoning the company ’s share registry
or you may copy this form.

To appoint a second proxy you must:

(@) on each of the first Proxy Form and the second Proxy Form state the percentage of your voting rights ol
number of securities applicable to that form. If the appointments do not specify the percentage or number of
votes that each proxy may exercise, each proxy may exercise half your votes. Fractions of votes will be
disregarded.

(b)  return both forms together in the same envelope.

5 Signing Instructions
You must sign this form as follows in the spaces provided:

Individual: where the holding is in one name, the holder must sign.
Joint Holding: where the holding is in more than one name, all of thesecurityholders should sign.
Power of Attorney: to sign under Power of Attorney, you must have already lodged this document with

the registry. If you have not previously lodged this document for notation, please
attach a certified photocopy of the Power of Attorney to this form when you return it.

Companies: where the company has a Sole Director who is also the Sole Company Secretary, this
form must be signed by that person. If the company (pursuant to section 204A of the
Corporations Act 2001) does not have a Company Secretary, a Sole Director can also
sign alone. Otherwise this form must be signed by a Director jointly with either another
Director or a Company Secretary. Please indicate the office held by signing in the
appropriate place.

If a representative of the corporation is to attend the meeting the appropriate "Certificate of Appointment of
Corporate Representative" should be produced prior to admission. A form of the certificate may be obtained from
the company's share registry.

Lodgement of a Proxy

This Proxy Form (and any Power of Attorney under which it is signed) must be received at an address given
below not later than 48 hours before the commencement of the meeting at 10:00am on 26 May 2005. Any Proxy
Form received after that time will not be valid for the scheduled meeting.

Documents may be lodged using the reply paic Diatreme Resources Limited

envelope or by posting, delivery or facsimile to the C/- ASX Perpetual Registrars Limited

Company's share registry at the address opposite. Level 22, 300 Queen St, Brisbane,Qld, 4000
GPO Box 2537

Brisbane, Qld, 4001
Facsimile: 07 3228 4999
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CORPORATE DIRECTORY

Company Share Registry
Diatreme Resources Limited ASX Perpetual Registrars Limited
ABN 33 061 267 061 Level 22, 300 Queen Street

Brisbane QUEENSLAND 4000
Registered & Principal Office

Suite 3, Level 8 Telephone (Call Centre): 02 8280 7454
26 Wharf Street Facsimile: 07 3228 4999

Brisbane QUEENSLAND 4000 Email: registrars@asxperpetual.com.au
Telephone: 07 3229 9927 Postal Address

Facsimile: 07 3229 6627 GPO Box 2537

Email: manager@diatreme.com.au Brisbane QUEENSLAND 4001
Website: www.diatreme.com.au

Postal Address Auditor

PO Box 10288 Pitcher Partners

Brisbane Adelaide Street Level 21, 300 Queen Street
QUEENSLAND 4000 Brisbane QUEENSLAND 4000

Telephone: 07 3228 4000
Facsimile: 07 3221 6420
Email: info@pitchergld.com.au

Directors & Corporate Secretary Solicitors

Directors Oakley Thompson and Co Pty Ltd
Anthony John Fawdon Level 17, 500 Collins Street
David Hugh Hall Melbourne VICTORIA 3000
Lawrence James Litzow

Corporate Secretary Telephone: 03 9614 3771
Lawrence James Litzow Facsimile: 03 9629 2883

Email: frontdesk@otlawyers.com
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Figure 1: Diatreme Resources limited - Project locations.



CHAIRMAN'S REPORT

Dear Shareholder

Following the successful listing of the Company on the Newcastle Stock Exchange Limited (NSX) in
October 2003, the past year has seen Diatreme consolidating its position as a diversified mineral
explorer through:
e active exploration on its project areas,
e acquisition of further mineral interests to enhance its portfolio, and
e the preparation of a prospectus to raise exploration funds and seek listing on the Australian
Stock Exchange (ASX).

The Company's current project locations are shown on Figure 1 (inside front cover).

Exploration during the year produced mixed results:

e Drilling at the Clermont South Prospect encountered minor gold grades. However, the Clermont
Copper Gold Project has increased in size through the grant of additional tenements covering
an intermittent 40 km strike length of prospective volcanic massive sulphide copper-rich rocks.

e Dirilling of several magnetic anomalies through shallow sandstone cover rocks at the Gwydir
Diamond Project in northern NSW penetrated deep seated intrusives. These results give
confidence to the Company’s exploration methods in exploring for kimberlitic pipes as hardrock
sources to the northern NSW alluvial diamond fields.

e Data research and later field work at the Tick Hill Gold Project identified an Induced Polarisation
chargeability geophysical target which is interpreted to be a potential extension of the main gold
bearing zone north of the disused open pit. Five proposed drillholes will test this zone.

The Company acquired two very prospective projects:
e The Eucla Basin Heavy Mineral Sands Project covering an area of nearly 7 000 km 2 in South
Australia and Western Australia (Lost Sands Pty Ltd 100% acquisition), and
o the Tick Hill (high grade) Gold Project in the Mount Isa mineral belt of north Queensland (Option
and Sale Agreement with Mount Isa Mines Limited, a member of the Xstrata Copper Group of
companies).

During the latter part of the year, Diatreme produced a prospectus for the purpose of raising $5.0 million
of exploration funds and to seek listing on the ASX. The Prospectus was lodged with ASIC on
10 January 2005 and a copy of the document forwarded to each shareholder.

Diatreme originally listed on the Stock Exchange of Newcastle (NSX) at an issue price of 10 cents per
share. During 2004 there were approximately 3 million shares traded on market, with a common trading
range between 8 and 11 cents per share. With the announced discoveries of zircon-rich heavy mineral
sands in the Eucla Basin by an established sand miner, lluka Resources Limited, the Company's share
price increased to 18 cents per share just prior to lodgement of the Company's listing application with
the ASX. This rise saw the Company's market capitalisation lift from approximately $5.0 million to
approximately $9.0 million.

With the proposed ASX listing and the raising of substantial capital, the Company looks forward to a
successful future in its exploration activities.

Executive Chairman/CEO



DIATREME RESOURCES LIMITED
ABN 33 061 267 061

CORPORATE REVIEW

As a disclosing entity on the NSX, the Company has made regular releases during the year to the market
providing information on all its activities. The Company's Prospectus, issued in January 2005 and circulated
to all shareholders in early February 2005, provided very detailed, up to date information on Diatreme's
profile, exploration rationale, strategy and projects. Currently, Diatreme has interests in 23 granted mineral
tenements and 10 mineral tenement applications, full details of which are included within the Prospectus.

The Company has a website, www.diatreme.com.au, from which NSX market disclosures can be accessed
and copies of the current Prospectus downloaded.

The following is a summary of important events and results during the past year.

EXPLORATION

EUCLA BASIN HEAVY MINERAL SANDS PROJECT (100% Diatreme)
South & Western Australia

In September 2004, Diatreme shareholders approved the 100% acquisition of Lost Sands Pty Ltd (LSPL), a
company holding significant exploration licence applications covering over 6 700 km 2 of the Eucla Basin of
South Australia and Western Australia. For the past two years LSPL had been conducting research into the
heavy mineral sand potential of the Basin, identifying an under-explored ancient “fossil” marine shoreline
crossing between the two States. The applications extend along 300 km of the most prospective portions of
the ancient shoreline which exhibits high potential to be a World-Class heavy mineral sand province. Scout
drilling by a previous explorer in a small portion of the Eucla Basin Project area recovered 2.85% heavy
minerals with up to 47% of “high priced zircon” in the mineral assemblage.

The mineral exploration model adopted by the Company includes the possibility of finding heavy mineral
sands, gold, platinum, and possibly diamonds, as part of the mineral assemblage within the licence areas.
Under the model, the minerals deposited and accumulated on the “fossil shoreline” are from ancient rivers
which flowed for extended periods of geological time from mineral rich provinces in the north and west.
These include the Kalgoorlie and Eastern Goldfields and the Musgrave Mineral Province.

TICK HILL GOLD PROJECT (Rights to acquire 100%)
Northwest Queensland

In August 2004, Diatreme entered into an "option and sale agreement" with Mount Isa Mines Limited, a
member of the Xstrata Copper Group of companies, over the Tick Hill mining leases (covering 390 ha)
situated in the highly prospective and mineralised Mt Isa region.

Under the agreement, Diatreme can acquire a 100% interest in the three Tick Hill mining leases ( ML’s 7094,
7096 & 7097) subject to the Company meeting annual exploration expenditures on the leases. Diatreme has
the right to purchase the mining leases at any time by exercising the Option. A royalty will apply to any gold
produced, with the royalty rate based upon recovered gold grade and the royalty amount based upon gold
produced.

The annual reports of MIM Holdings Limited (now known as Xstrata Queensland Limited) indicate that
between 1991 and 1995 the Tick Hill Gold Mine produced 513 333 ounces of gold from 705 000 tonnes of
ore at an average grade of 22.6 g/t gold. The mine was a highly profitable operation with estimated net cash

in excess of $150 million from total capital costs of $25 million. Near surface ore was mined by a 70 m deep
open pit prior to a decline being developed to access the deeper underground ore.

Diatreme rates the potential in the immediate mine area as high despite extensive exploration completed by
Xstrata. Previous work resulted in an extensive high quality exploration database on the mining leases area,
including modern geophysical survey results with only limited follow-up work. An extensive high quality
database also resulted from mining the Tick Hill deposit.

Exploration to be conducted by Diatreme will target strike extensions to the mined deposit and will also
search for new deposits in adjacent areas using database information and results of field work to be
undertaken by the Company.



DIATREME RESOURCES LIMITED
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Diatreme has commenced the task of compiling, upgrading and interpreting the extensive Tick Hill Gold
Project database. An initial field visit has been conducted, aimed at validating interpretations completed to
date, completing an environmental audit of the site and confirming the best drill sites from which to drill a
chargeability geophysical anomaly which is a potential northern extension of the main Tick Hill gold bearing
zone. The anomaly is situated immediately north of and adjacent to the decommissioned mine.

GWYDIR DIAMOND PROJECT (100% Diatreme)
Northern New South Wales

No hard rock source has yet been discovered for the alluvial diamonds at Bingara and Copeton, not
withstanding that they have been the largest producing diamond fields in eastern Australia with a collective
estimated production of 400 000 metric carats. Diatreme is using innovative geological methods coupled with
interpretation of the latest high quality geophysical and radiometric data in the search for the diamond
source(s). Over 50 high priority magnetic anomalies, prospective for diamond pipes, have been defined
within the extrapolated source areas.

Drainage patterns at the time of deposition of the alluvial diamonds in the elevated ancient river system at
Bingara/Copeton have been reconstructed. Importantly, the paleo-drainage directions are interpreted as
being reversed from those of the present time. This has enabled Diatreme to identify the possible ancient
headwater catchments supplying diamonds to the alluvial deposits in pre-Tertiary times.

The Company completed detailed ground magnetic surveys over five airborne magnetic anomalies. This
work enabled the location of drill targets on the ground to be refined. Two anomalies were field inspected
and downgraded due to evidence of a Tertiary basaltic origin. However, three anomalies were considered
prospective for deep seated volcanic pipes.

A four hole reverse circulation percussion (RC) drilling program was completed on two magnetic targets for a
total of 197.5 m of driling. The drilling at the Moven Prospect intersected basic intrusive diatremes of
probable Jurassic age. Petrological examinations of the drill samples resulted in the identification of basanite
and possible deep seated diatreme rock types. These results are encouraging in that they confirm the validity
of the Company's diamond exploration methodology which is based upon magnetic and radiometric
geophysical signatures and the targeting of diamond bearing diatremes under cover adjacent to alluvial
diamond fields. This approach to diamond exploration has been used successfully by other explorers in
discovering new diamond bearing pipes in other parts of the world. Further drilling on this project is planned.

DIRRANBANDI DIAMOND PROJECT (100% Diatreme)
Southwestern Queensland

This project area covers 18 magnetic anomalies coincident with unusual low circular topographic features
which are considered to be favourable surface indications of diamond-bearing pipes. Past shallow drilling of
some anomalies by other parties has identified some of the indicator minerals normally found in diamond-
hosting pipes. Deeper drilling is required to assess diamond potential. Reconnaissance field work will consist
of preliminary geochemical sampling, geological mapping and ground geophysical magnetics.

CLERMONT COPPER GOLD PROJECT (100% Diatreme)
Central Queensland

This project, consisting of three tenements, contains prospective areas for copper at the Comstock and Oaky
Creek prospects. These prospects may contain resources which would complement the reported 30 000
tonnes of copper metal oxide resource at the Peak Downs deposit held by Diatreme. Future exploration will
be directed towards generating copper / gold drill targets along the volcanic massive sulphide horizon (VMS)
consisting of lenses of exhalite chert. This VMS horizon is interpreted to extend from the Peak Downs copper
resource toward the Oaky Creek and Comstock areas, to the northwest, and beyond.

In early 2004, a seven hole RC drilling program was completed at the Clermont South Prospect to depths
ranging between 40 and 144 m for a total of 532 m of drilling. Best grades encountered were 2 m at 4.05 g/t
gold and 2 m at 2.46% copper. The program was designed to test a discontinuous exhalative chert horizon,
anomalous in gold and copper, for mineralisation within the shallow oxide and deeper sulphide zones. The
erosion of this unit is believed to have contributed significant quantities of gold to the historic alluvial gold
workings in the local area.

The Company proposes to conduct exploration along the mineral belt, to identify resources through drilling,
and to increase them to a level that makes it attractive to sustain a mining and heap leach processing
operation in the area to recover copper product.
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NYMBOOL GOLD PROJECT (Diatreme 100%)
North Queensland

This project contains the Nymbool Gold Prospect over which drilling was conducted by the Company in late
2003. That drilling intersected a substantial gold-rich zone which is 150 m or more in width, with internal
grades in excess of 3.0 g/t gold. The gold mineralisation occurs within a wide shallow easterly dipping
porphyritic granite which has been tested by drilling from its outcrop for a distance of 200 m down dip. Gold
grades appear to be increasing incrementally as it dips deeper to the east.

BURDEKIN GOLD PROJECT (Diatreme 100%)
Central Queensland

This project covers three mineral tenements with a total area of 960 km % in the very productive central
Queensland area that hosts many significant gold deposits including Pajingo, Vera Nancy, Wiralie, Yandan,
Mount Coolon and Twin Hills/Lone Sister. The project aims to find a significant body of high-grade epithermal
gold mineralisation.

Within the Pyramid tenement, Diatreme is able to commence exploration directed towards evaluating eight
high priority targets using soil geochemistry, detailed geological mapping and IP resistivity geophysical
surveys. Data research and target definition has been carried out for the purpose of planning reverse
circulation drilling programs. At present drill targets have been identified on a shallow north plunging
structure on the northern strike extensions of the Gettysburg Prospect. Best drilling intersections reported by
previous explorers from the Gettysburg Prospect were 8m at 18 g/t gold, 24 m at 5.0 g/t gold and 26 m at 2.5
g/t gold. This structure appears to strike north-east for several kilometres towards the Sellheim area.

The Company is evaluating further data from the tenement areas to help establish other drill targets.

BURNETT GOLD COPPER PROJECT (100% Diatreme)
Southeast Queensland

Diatreme aims to outline substantial additional higher-grade gold resources adjacent to the known resources
at the Yarrol and Mount Steadman gold prospects. A prominent magnetic anomaly has been identified within
the Mount Cannindah Prospect. This high priority target is interpreted as being the geophysical signature for
an intrusive body. Mineralisation in this area is related to intrusives, skarns and breccia stockworks.

GEORGETOWN INLIER GOLD PROJECT (100% Diatreme)
North Queensland

The aim of exploration on this project is to find substantial gold mineralisation at the Warrigal Creek,
Munitions Creek (Langdon River) and Ironhurst gold prospects. These prospects can be brought very rapidly
into drill ready status.

BELLFIELD BASE METAL PROJECT (100% Diatreme)
North Queensland

The aim of exploration on this project is to discover a major Mount Isa style copper-lead-zinc-silver deposit
within Proterozoic age rocks (where the bulk of Australia's large base metal mineral deposits occur).

Work to date has identified a base metal project area within similar rocks and in a similar structural setting to
the giant Mount Isa deposit.

CAPITAL RAISING ACTIVITIES

During the year the Company raised operating funds totalling $766 371 through a share purchase plan
conducted in June 2004 and private share placements conducted in November - December 2004. These
funds have assisted in the conduct of exploration activities and the preparation of the Prospectus issued in
January 2005.

POST YEAR END EVENTS

Since 31 December 2004 the Company has:

e Issued its 2005 Prospectus to raise up to $5.0 million for exploration funding and to seek listing on the
ASX (January),
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e Conducted reconnaissance exploration over the Dirranbandi Diamond Project and the Burnett Gold
Copper Project (Mt Cannindah tenement) (February/March),

e Announced the signing of Heads of Agreement with ASX listed Minerals Corporation Limited (MSC)
representing buy-in and development arrangements over the Company's Eucla Basin Heavy Mineral
Sands Project and its Bellfield Base Metal Project (April), and

e Announced an alliance with MSC wherein that company has sub-underwritten up to $3.5 million of the
funds to be raised under the 2005 Prospectus offer (April).

CORPORATE GOVERNANCE

The Board has put in place the framework and operational policies for the management of the Company
ensuring the proper management of internal controls and risk.

The Board of Directors

The Board carries out its responsibilities according to the following mandate:

¢ the Board should comprise at least three Directors;

the Board should include at least one non-executive Director;

the Directors should possess a broad range of skills, qualifications and industry experience;

the Board should meet on a regular basis; and

all available information in connection with items to be discussed at a meeting of the Board shall be
provided to each Director prior to that meeting.

The primary responsibilities of the Board include:

e the approval of the annual and half year financial reports;

o the establishment of the long-term goals of the Company and strategic plans to achieve those goals;

e the review and adoption of annual budgets for the financial performance of the Company and monitoring
the results on a quarterly basis; and

e ensuring that the Company has implemented adequate systems of internal controls together with
appropriate monitoring of compliance activities.

Independent Professional Advice

With the prior approval of the Chairman, each Director has the right to seek independent legal and other
professional advice at the Company's expense concerning any aspect of the Company's operations or
undertakings in order to fulfil their duties and responsibilities as Directors.

Audit Committee

The Board has established an Audit Committee consisting of three Directors. The current members of the
Audit Committee are:

AJ Fawdon (Chairman)
DH Hall
LJ Litzow
The Audit Committee provides a forum for the effective communication between the Board and the auditors.

The Audit Committee reviews:

e the annual and half year financial reports prior to their approval by the Board;
o the effectiveness of management information systems and systems of internal control; and
o the efficiency and effectiveness of the audit functions.

The Audit Committee invites the auditors to attend Audit Committee meetings.
Remuneration Committee

The Remuneration Committee consists of the following Directors:
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AJ Fawdon (Chairman)
LJ Litzow

The policy of the Company is to set remuneration at competitive levels so as to attract the appropriate levels
of skill and experience in Directors and senior executives. The Remuneration Committee will commission
external independent experts to guide the Board in setting appropriate industry remuneration levels on a
case by case basis. The Remuneration Committee will recommend in each case (subject to Shareholder
confirmation where applicable):

e the amount of the remuneration; and
e the term of appointment.

Risk Management

The Board is responsible for the Company's system of internal controls. The Board monitors the operational
and financial aspects of the Company's activities and, through the Audit Committee, the Board considers the
recommendations and advice of the auditors and other external advisers on the operational and financial
risks that face the Company.

The Board ensures that recommendations made by the auditors and other external advisers are investigated
and appropriate action is taken to ensure that the Company has an appropriate internal control environment
in place to manage the key risks identified.

In addition, the Board investigates ways of enhancing existing risk management strategies, including
appropriate segregation of duties and the employment and training of suitably qualified and experienced
personnel. To manage risk, the Company has formed a Risk Management and Compliance Committee
consisting of:

DH Hall ( Chairman)
LJ Litzow
AJ Fawdon

Code of Conduct

As part of the Board's commitment to the highest standard of conduct, the Company has adopted a Code of
Conduct to guide executives, management and employees in carrying out their duties and responsibilities.
The Code of Conduct covers such matters as:

responsibilities to Shareholders;

compliance with laws and regulations;

relations with customers and suppliers;

ethical responsibilities;

employment practices; and

responsibilities to the environment and the community.
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DIRECTORS’ REPORT

Your Directors present their report on the consolidated entity consisting of Diatreme Resources
Limited and the entities it controlled at the end of, or during, the year ended 31 December 2004.

Directors

The following persons were Directors of the Company during the whole of the financial year and
continue in office at the date of this report:

A J Fawdon
D H Hall
L J Litzow

Principal activities

The principal continuing activities of the consolidated entity have been the exploration for gold,
base metals and diamonds in Australia. There were no significant changes in the nature of the
consolidated entity’s principal activities during the year.

Operating results and review of operations

The operating profit/(loss) after income tax of the consolidated entity for the financial year ended
31 December 2004 was a loss of $219,234 (2003 : loss of $294,235).

Dividends paid or recommended

No dividend has been paid since the end of the previous financial year and the directors do not
recommend the payment of any dividend for the year ended 31 December 2004.

Significant changes in state of affairs

On 15 October 2004, the Company acquired 100% of the issued shares of Lost Sands Pty Ltd, for
a total consideration of $1,342,000 satisfied by the issue of 13,420,000 ordinary shares at $0.10
each by the Company.

There has been no other significant change to the nature of the consolidated entity’s activities or
state of affairs during the financial year and no changes are anticipated.

Matters subsequent to the end of the financial year

Subsequent to year end the Company issued a prospectus offering 25,000,000 fully paid ordinary
shares at $0.20 per share to raise $5,000,000, with a minimum subscription set at 15,000,000 fully
paid ordinary shares. The Company issued a supplementary prospectus on 28 February 2005
extending the closing date of the prospectus to 22 March 2005 and subsequently a second
supplementary prospectus on 22 March 2005 further extending the closing date to 31 May 2005.

Other than the issuing of a prospectus and associated supplementary prospectus’, there is no
matter or circumstance that has arisen since the end of the financial year that has significantly
affected, or may significantly affect the operations of the consolidated entity, the results of those
operations, or the state of affairs of the consolidated entity in financial years subsequent to
31 December 2004.
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DIRECTORS’ REPORT
(continued)

Likely developments

The consolidated entity has issued a prospectus to raise additional capital to enable it to continue
to conduct mineral exploration and drilling programs on selected projects.

Information on Directors

Director Qualifications Experience Special
responsibilities
Executive:
A J Fawdon F.A.I.C.D., 34 years in the metalliferous Chairman/CEO
F.Aus..M.M. exploration and mining
industry
D H Hall B.App.Sc.(Geol), 25 years as a geologist and Exploration
G.Dip.E.Sc. manager in the mineral Administrator

exploration industry

Non-executive:

L J Litzow F.CA,AAUQ, Professional Company Corporate Secretary
A.CILS Director and Corporate
Secretary in various
industries

Meetings of Directors

During the financial year there were 8 meetings of Directors held. Attendances were as follows:

Director Meetings attended Meetings held whilst a
director
A J Fawdon 8 8
D H Hall 7 8
L J Litzow 8 8

Remuneration
Principles used to determine the nature and amount of remuneration

Executive Directors
The combination of Directors’ fees, salary, non-cash benefits and superannuation make up the
Executive Directors total remuneration. The salary component of Executive Directors’
remuneration packages is reviewed annually to ensure the Executives' pay is competitive with the
market. Executive Directors’ pay is not directly linked to the financial performance of the
consolidated entity.

Non-executive Director
Fees and payments to Non-executive Directors reflect the demands which are made on, and the
responsibilities of, the Director. Non-executive Directors’ fees and payments are reviewed
annually by the Board.
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DIRECTORS’ REPORT
(continued)

Remuneration (continued)

Aggregate Directors’ fees

Directors’ fees are determined within an aggregate Directors’ fee pool limit, which is periodically
recommended for approval by shareholders. The maximum currently stands at $150,000 in
aggregate plus statutory superannuation.

Details of remuneration

Details of the nature and amount of each major element of the emoluments of each Director of the
Company and the officers of the Company and the consolidated entity are:

2004
Directors' Salary Non- Super
Name fees cash | contribution Other Total
$ $ benefits $ $ $
$
A J Fawdon - 65,000 - 5,850 - 70,850
D H Hall - 65,000 - 5,850 - 70,850
L J Litzow - - - - 19,996 19,996
Total - 130,000 - 11,700 19,996 161,696
2003
Directors' Salary Non- Super
Name fees cash contribution Other Total
$ $ benefits $ $ $
$
A J Fawdon - 54,907 - 4,942 - 59,849
D H Hall - 49,625 - 4,466 - 54,091
L J Litzow - - - - 19,996 19,996
K J Harvey * - 21,274 - 1,914 - 23,188
Total - 125,806 - 11,322 19,996 157,124

* Remuneration during the period from 1 January 2003 to date of resignation as a Director on
11 July 2003.

Specified Executives

The Company and consolidated entity did not have any other executives (“specified executive”)
with authority for the strategic direction and management of the consolidated entity during the
financial year.
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DIRECTORS’ REPORT
(continued)

The number of ordinary shares in the parent entity held during the financial year by each Director

and their personally related entities is set out below:

Balance at Received on Net Balance at

the start of exercising purchased / | Other changes the end of
Name the year options (sold) * the year
A J Fawdon 3,094,370 - 92,500 1,036,204 4,223,074
D H Hall 982,005 - 295,553 863,505 2,141,063
L J Litzow 1,023,378 - 158,333 1,079,381 2,261,092
Total 5,099,753 - 546,386 2,979,090 8,625,229

* Movement recorded to recognise acquisition of Lost Sands Pty Ltd.

Directors’ option holdings

The number of options in the Company held during the financial year by each Director and their
personally related entities is set out below:

Balance at Received on Net Other Balance at
the start of the purchased / changes the end of
Name the year exercising (sold) the year
options
A J Fawdon 1,000,000 - - - 1,000,000
D H Hall 1,000,000 - - - 1,000,000
L J Litzow 1,009,617 - - - 1,009,617
Total 3,009,617 - - - 3,009,617

Share options

Options over unissued ordinary shares of the Company at the beginning of the financial year are
as follows:

Date options Expiry date Exercise price Number of
granted options
3 June 2002 30 May 2007 $0.20 4,000,000
20 December 2002 30 May 2007 $0.20 512,791
13 March 2003 30 May 2007 $0.20 125,000
30 May 2003 30 May 2007 $0.20 150,000
24 June 2003 30 May 2007 $0.20 150,000
08 July 2003 30 May 2007 $0.20 750,000
17 July 2003 30 May 2007 $0.20 1,000,000

6,687,791
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Share options (continued)

Options over unissued ordinary shares of the Company granted during or since the end of the
financial year are as follows:

Date options Expiry date Exercise price Number of
granted options
17 December 2004 30 May 2007 $0.20 1,000,000
1,000,000

No options were exercised or expired during or since the end of the financial year.

Options over unissued ordinary shares of the Company at the end of the financial year are as
follows:

Expiry date Exercise price Number of
options
30 May 2007 $0.20 7,687,791
7,687,791

Insurance of officers

During the financial year, the consolidated entity did not pay a premium to insure certain officers of
the consolidated entity. However, at an appropriate time, the consolidated entity will be seeking to
insure certain officers of the consolidated entity under an appropriate Directors and officers
insurance policy.

Environmental regulation

The consolidated entity is not subject to any significant environmental regulation (apart from
normal requirements under its mineral tenements) in respect of its operations.

Proceedings on behalf of consolidated entity

No person has applied to the Court under Section 237 of the Corporations Act 2001 for leave to
bring proceedings on behalf of the Company, or to intervene in any proceedings to which the
Company is a party, for the purpose of taking responsibility on behalf of the Company for all or part
of those proceedings.

No proceedings have been brought or intervened in on behalf of the consolidated entity with leave
of the Court under Section 237 of the Corporations Act 2001.
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Corporate Governance

The Board of Directors is responsible for the Corporate Governance of the consolidated entity. The
Board is committed to achieving the highest standards of corporate behaviour and accountability.

Auditor's Independence Declaration
Section 307C of the Corporations Act 2001 requires the company's auditors, Pitcher Partners, to
provide the directors with a written Independence Declaration in relation to their audit of the

financial report for the year ended 31 December 2004. The Auditor's Independence Declaration is
attached and forms part of this Directors' Report.

Signed in accordance with a resolution of the Board of Directors.

D H Hall
Executive Director

Brisbane, 30 March 2005



PITCHER PARTNERS

ACCOUNTANTS AUDITORS & ADVISORS

Level 21 Postal Address:
300 Queen Street GPO Box 35
Brisbane Brisbane Qld 4001
Queensland 4000 Australia

Tel: 07 3228 4000
Fax: 07 3221 6420

www.pitcher.com.au
info@pitcherqgld.com.au

AN INDEPENDENT MEMBER OF BAKER TILLY INTERNATIONAL - OFFICES THROUGHOUT THE WORLD

AUDITOR’S INDEPENDENCE DECLARATION TO THE DIRECTORS OF
DIATREME RESOURCES LIMITED

In relation to our audit of the financial report of Diatreme Resources Limited for the year ended
31 December 2004, to the best of my knowledge and belief, there have been no contraventions of
the auditor independence requirements of the Corporations Act 2001 or any applicable code of
professional conduct.

PITCHER PARTNERS

S A Green
Partner

Brisbane, 30 March 2005
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DIRECTORS’ DECLARATION

The Directors declare that the financial statements and notes set out on pages 9 to 25:

(@) comply with Accounting Standards, the Corporations Regulations 2001 and other mandatory
financial reporting requirements; and

(b) give a true and fair view of the Company’s and consolidated entity’s financial position as at
31 December 2004 and of their performance, as represented by the results of their
operations and their cash flows, for the financial year ended on that date.

In the Directors’ opinion:

(a) the financial statements and notes are in accordance with the Corporations Act 2001; and

(b) there are reasonable grounds to believe that the Company will be able to pay its debts as

and when they become due and payable.

This declaration is made in accordance with a resolution of the Directors.

D H Hall
Executive Director

Brisbane, 30 March 2005



DIATREME RESOURCES LIMITED
ABN 33 061 267 061

STATEMENTS OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 31 DECEMBER 2004

Note Consolidated Parent
2004 2003 2004 2003
$ $ $ $

Revenue
Revenue relating to exploration operations 59,667 87,704 59,667 87,704

2 59,667 87,704 59,667 87,704
Expenditure
Employee benefits and on costs 132,529 121,969 132,529 121,969
Professional fees 47,296 40,429 47,296 38,529
Exploration expenditure written off 824 138,875 824 7,585
Depreciation 1,932 1,487 1,932 1,487
Administration costs 96,320 79,179 86,493 78,882
Provision for diminution in value - - - 1,979,960
Profit (loss) from ordinary activities before
income tax expense 3 (219,234) (294,235) (209,407) (2,140,708)
Income tax expense 4 - - - -
Net profit(loss) 18 (219,234) (294,235) (209,407) (2,140,708)

Cents Cents

Basic earnings per share (0.64) (1.21)
Diluted earnings per share (0.64) (1.21)

The above statements of financial performance should be read in conjunction with the accompanying notes.
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STATEMENTS OF FINANCIAL POSITION
AS AT 31 DECEMBER 2004

Consolidated Parent
Note 2004 2003 2004 2003
$ $ $ $

Current Assets
Cash 5 456,608 38,574 433,032 37,886
Receivables 6 17,890 17,069 13,511 16,604
Investments 7 - 280,000 - 280,000
Other 8 44,405 5,211 44,405 5,211
Total Current Assets 518,903 340,854 490,948 339,701
Non Current Assets
Investments 9 51,603 47,275 1,691,643 345,315
Property, plant and equipment 10 6,735 3,000 6,735 3,000
Receivables 11 3,214 3,155 279,606 156,218
Exploration interests 12 4,281,350 2,737,814 661,047 589,983
Other 13 109,960 31,533 24,960 12,500
Total Non Current Assets 4,452862 2,822,777 2,663,991 1,107,016
Total Assets 4,971,765 3,163,631 3,154,939 1,446,717
Current Liabilities
Payables 14 227 32,136 - 32,136
Provisions 15 11,335 12,423 11,335 12,423
Total Current Liabilities 11,562 44 559 11,335 44 559
Non Current Liabilities
Borrowings 16 - - 130,848 240,360
Total Non Current Liabilities - - 130,848 240,360
Total Liabilities 11,562 44 559 142,183 284,919
Net Assets 4,960,203 3,119,072 3,012,756 1,161,798
Equity
Contributed equity 17 5,818,878 3,758,513 5,818,878 3,758,513
Accumulated profits/(losses) 18 (858,675) (639,441) (2,806,122) (2,596,715)
Total Equity 4,960,203 3,119,072 3,012,756 1,161,798

The above statements of financial position should be read in conjunction with the accompanying notes.
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DIATREME RESOURCES LIMITED

ABN 33 061 267 061

STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2004

Cash flows from operating activities
Sundry receipts (GST inclusive)
Payments to suppliers and employees
(GST inclusive)

Payments for exploration expenditure
Interest received

Net cash inflow(outflow) from
operating activities

Cash flows from investing activities
Payments for property, plant and
equipment

Acquisition of investment in unlisted entity
Proceeds from sale of investment

Net cash inflow(outflow) from
investing activities

Cash flows from financing activities
Loan from related entity

Proceeds on issue of shares

Capital raising costs

Loan to related entity

Net cash inflow(outflow) from
financing activities

Net increase (decrease) in cash held
Cash at beginning of financial year

Cash at the end of financial year

Consolidated Parent
Note 2004 2003 2004 2003
$ $ $ $
Inflows Inflows Inflows Inflows
(Outflows) (Outflows) (Outflows) (Outflows)
90,967 88,646 86,867 92,198
(465,001) (265,694) (381,420) (248,079)
(202,359) (129,361) (71,887) (128,548)
6,116 2,208 6,116 2,208
24 (570,277) (304,201) (360,324) (282,221)
(5,667) (405) (5,667) (405)
(4,328) - (4,328) -
- 19,300 - 19,300
(9,995) 18,895 (9,995) 18,895
- - (232,841) (22,505)
766,371 671,447 766,371 671,447
(48,006) (156,423) (48,006) (156,423)
(59) (1,495) (59) (1,495)
718,306 513,529 485,465 491,024
138,034 228,223 115,146 227,698
318,574 90,351 317,886 90,188
25 456,608 318,574 433,032 317,886

The above statements of cash flows should be read in conjunction with the accompanying notes.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

1. Summary of Significant Accounting Policies

This general purpose financial report has been prepared in accordance with Accounting Standards, other
authoritative pronouncements of the Australian Accounting Standards Board, Urgent Issues Group
Consensus Views and the Corporations Act 2001.

Except for certain assets which, as noted, are at valuation, the financial statements are prepared in
accordance with the historical cost convention. Unless otherwise stated, the accounting policies adopted are
consistent with those of the previous year.

(a) Principles of consolidation

The consolidated financial statements incorporate the assets and liabilities of all entities controlled by
Diatreme Resources Limited (“parent entity’) as at 31 December 2004 and the results of all controlled
entities for the year then ended. Diatreme Resources Limited and its controlled entities together are referred
to in this financial report as the consolidated entity. The effects of all transactions between entities in the
consolidated entity are eliminated in full.

Where control of an entity is obtained during a financial year, its results are included in the consolidated
statement of financial performance from the date on which control commences.

(b) Revenue

Revenue is recognised when the service is provided, or there is an unconditional contract for the sale of an
asset.

(c) Income Tax

Tax effect accounting procedures are followed whereby the income tax expense in the statement of financial
performance is matched with the accounting profit (after allowing for permanent differences). The future tax
benefit relating to losses is not carried forward as an asset unless the benefit can be regarded as being
virtually certain of realisation. Income tax on net cumulative timing differences is set aside to the deferred
income tax and future income tax benefit accounts at the rates which are expected to apply when those
timing differences reverse.

(d) Non-Current Assets

The carrying amounts of all non-current assets are reviewed at least annually to determine whether they are
in excess of their recoverable amount. If the carrying amount of a non-current asset exceeds the
recoverable amount, the asset is written-down to the lower value. In assessing recoverable amounts the
relevant cash flows have not been discounted to their present value.

(e) Investments

Term deposits

Investments in term deposits are recorded at cost. Interest is recognised as earned and accrued as required
in the financial statements.

Interests in securities

Investments in securities are recorded at cost less a provision for diminution in value. Dividends are
recognised as earned and accrued as required in the financial statements.

12
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

1. Summary of Significant Accounting Policies (continued)
(f) Depreciation

Depreciation on fixed assets has been calculated on diminishing value basis. Estimates of remaining useful
lives are made on a regular basis for all assets.

The depreciation rates used for each class of assets are as follows:

Furniture and fittings 20% Diminishing value
Field vehicles 22.5% Diminishing value
Plant and equipment 40% Diminishing value

(g) Exploration Expenditure

Expenditure is accumulated separately for each area of interest until such time as the area is abandoned or
sold. The realisation of the value of the expenditure carried forward depends on any commercial results that
may be obtained through successful development and exploitation of the area of interest or alternatively by
its sale. If an area of interest is abandoned or is considered to be of no further commercial interest the
accumulated exploration costs relating to the area are written off against income in the year of abandonment.
Some exploration expenditure may also be written off where areas of interest are partly relinquished. In
cases where uncertainty exists as to the value, provisions for possible diminution in value are established.

(h) Trade and Other Creditors

These amounts represent liabilities for goods and services provided to the economic entity prior to the end of
the financial year and which remain unpaid. The amounts are unsecured and are usually paid within 30 days
of recognition.

(i) Employee Entitlements

Amounts expected to be paid to employees for their pro-rata entittements to annual leave are accrued
annually at the current pay rates having regard to years of service and statutory awards. Contributions for
superannuation are made in accordance with statutory requirements. Any liability for superannuation unpaid
at balance date has been accrued.

(j) Cash
For the purpose of the statements of cash flows, cash includes deposits at call, which are readily convertible

to cash on hand, and which are used in the cash management function on a day-to-day basis, net of
outstanding bank overdrafts.

13
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2004

Consolidated Parent
2004 2003 2004 2003

$ $ $ $
2. Revenue
Management fees 50,958 64,784 50,958 64,784
Insurance claim - 19,300 - 19,300
Interest 6,116 2,208 6,116 2,208
Other 2,593 1,412 2,593 1,412

59,667 87,704 59,667 87,704
3. Profit/(Loss)
Profit/(loss) from ordinary activities before
income tax expense has been arrived at after
recording the following specific credits and
charges:
Credits:
Interest received 6,116 2,208 6,116 2,208
Profit on disposal of non-current asset - 16,549 - 16,549
Charges:
Exploration expenditure written off 824 138,875 824 7,585
Depreciation 1,932 1,487 1,932 1,487
Provision for employee entitiements (1,088) (11,703) (1,088) (11,703)
Provision for diminution in value - - - 1,979,960
4. Income Tax Expense and Future Income Tax Benefits
Profit (loss) from ordinary activities before
income tax expense (219,234) (294,235) (209,407) (2,140,708)
Prima facie income tax expense (benefit)
calculated at 30% (65,770) (88,270) (62,822) (642,212)
Tax effect of permanent differences
1 Other - - - -
Future income tax benefit not brought to 65,770 88,270 62,822 642,212

account

Income tax expense

The future income tax benefit has not been brought to account. The future income tax benefit of the income
tax losses carried forward will only be obtained if:

0] the consolidated entity derives assessable income of a nature and an amount sufficient to enable the
benefit from the deduction of the losses to be realised;
(i) the consolidated entity continues to comply with the conditions for deductibility imposed by

legislation; and

(iii) no changes in tax legislation adversely affect the consolidated entity in realising the benefit of the
deduction of the losses.

14
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

5. Current Assets — Cash

Cash at bank and on hand

6. Current Assets — Receivables

Trade debtors
Sundry debtors

7. Current Assets — Investments

Term deposits

8. Current Assets — Other

Prepayments

9. Non Current Assets — Investments

Investment in unlisted entities
Investment in controlled entities (Note 23)
Provision for diminution in value

10. Non Current Assets — Property, Plant and
Equipment

Office equipment — at cost

Accumulated depreciation

Furniture and fittings — at cost
Accumulated depreciation

Motor vehicles — at cost
Accumulated depreciation

Plant and equipment — at cost
Accumulated depreciation

Consolidated Parent
2004 2003 2004 2003
$ $ $ $
456,608 38,574 433,032 37,886
4.417 477 4.417 477
13,473 16,592 9,094 16,127
17,890 17,069 13,511 16,604
- 280,000 - 280,000
44 405 5,211 44,405 5,211
51,603 47,275 51,603 47,275
- - 3,620,000 2,278,000
- - (1,979,960) (1,979,960)
51,603 47,275 1,691,643 345,315
5,578 5,578 - -
(5,578) (5,578) - -
20,297 19,826 15,106 14,635
(19,830) (19,826) (14,639) (14,635)
467 - 467 -
22,647 22,647 22,647 22,647
(20,597) (20,026) (20,597) (20,026)
2,050 2,621 2,050 2,621
83,986 78,479 83,327 77,820
(79,768) (78,100) (79,109) (77,441)
4218 379 4218 379
6,735 3,000 6,735 3,000

15
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

10. Non Current Assets — Property, Plant and Equipment (continued)

Reconciliations of the carrying amounts of each class of property, plant and equipment at the beginning and
end of the current financial year are set out below:

Furniture Motor Plant and Total
and fittings  vehicles equipment
Consolidated

Carrying amount at 1 January 2004 - 2,621 379 3,000
Additions 471 - 5,196 5,667
Disposals - - - -
Depreciation (4) (571) (1,357) (1,932)
Carrying amount at 31 December 2004 467 2,050 4,218 6,735
Parent
Carrying amount at 1 January 2004 - 2,621 379 3,000
Additions 471 - 5,196 5,667
Disposals - - - -
Depreciation (4) (571) (1,357) (1,932)
Carrying amount at 31 December 2004 467 2,050 4,218 6,735
Consolidated Parent
2004 2003 2004 2003
$ $ $ $
11. Non Current Assets — Receivables
Loan to controlled entity - - 276,392 153,063
Loan to a director related entity 3,214 3,155 3,214 3,155
3,214 3,155 279,606 156,218
The loan to a director related entity is interest
free, unsecured with no fixed term of repayment.
12. Non Current Assets — Exploration Interests
Geological, geophysical, drilling and other
expenditure at cost 4,281,350 2,737,814 661,047 589,983
13. Non Current Assets — Other
Security deposits 109,960 31,533 24,960 12,500
14. Current Liabilities — Payables
Sundry creditors 227 32,136 - 32,136
15. Current Liabilities — Provisions
Employee entitlements 11,335 12,423 11,335 12,423
Number Number Number Number
Number of employees at year end 3 4 3 4
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

16. Non Current Liabilities — Borrowings

Loan from controlled entity

17. Contributed Equity
Issued capital
a) Ordinary shares

Number of ordinary fully paid shares
Weighted average number of shares

Movements in ordinary share capital:

Date

1 January 2003
13 March
30 May
24 June
8 July
17 July
24 October
24 October

31 December 2003
29 June

15 October

12 November

17 December

31 December 2004

b) Options

Details

Balance

Private placement
Private placement
Private placement
Private placement

Underwriters placement
Share issue — prospectus

Prospectus costs
Private placement
Balance

Share purchase plan issue
Lost Sands Pty Ltd acquisition

Private placement
Private placement
Prospectus costs
Balance

Movements in option capital:

Date

1 January 2003
13 March
30 May
24 June
8 July
17 July
31 December 2003

22 December
31 December 2004

Details

Balance

Private placement
Private placement
Private placement
Private placement
Private placement
Balance

Private placement
Balance

Consolidated Parent
2004 2003 2004 2003
$ $ $ $
- - 130,848 240,360
5,818,878 3,758,513 5,818,878 3,758,513
Number Number
52,610,234 30,409,127
34,096,027 24,361,476
Number of  Issue Price $
shares
21,683,394 3,077,859
250,000 $0.08 20,000
300,000 $0.07 21,000
300,000 $0.07 21,000
1,500,000 $0.07 105,000
1,000,000 $0.00 1,000
5,044,473 $0.10 504,447
- (157,423)
331,260 $0.50 165,630
30,409,127 3,758,513
1,005,877 $0.07 66,600
13,420,000 $0.10 1,342,000
945,000 $0.09 85,050
6,830,230 $0.09 614,721
- (49,006)
52,610,234 5,817,878
Number of Issue Price $
shares $
4,512,791 - -
125,000 - -
150,000 - -
150,000 - -
750,000 - -
1,000,000 - -
6,687,791 -
1,000,000 0.001 1,000
7,687,791 1,000
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

17. Contributed Equity (continued)

b) Options (continued)

Grant date Expiry date Exercise price Options Options Unissued
granted exercised shares
1 January 2003 balance 4,512,791 - 4,512,791
13 March 2003 30 May 2007 $0.20 125,000 - 125,000
30 May 2003 30 May 2007 $0.20 150,000 - 150,000
24 June 2003 30 May 2007 $0.20 150,000 - 150,000
8 July 2003 30 May 2007 $0.20 750,000 - 750,000
17 July 2003 30 May 2003 $0.20 1,000,000 - 1,000,000
31 December 2003 balance 6,687,791 6,687,791
22 December 2004 30 May 2007 $0.20 1,000,000 - 1,000,000
31 December 2004 balance 7,687,791 7,687,791
Consolidated Parent
2004 2003 2004 2003
$ $ $ $

18. Accumulated profits/(losses)

Accumulated profit/(loss) at the beginning

of the financial year (639,441) (345,206) (2,596,715) (456,007)
Net profit/(loss) (219,234) (294,235) (209,407) (2,140,708)
Accumulated profit/(loss) at the end of the

financial year (858,675) (639,441) (2,806,122) (2,596,715)

19. Segment Information

The consolidated entity operates in one business segment as an explorer for gold, base metals and
diamonds in Australia.

20. Directors and Executives Disclosures

Directors

The names of persons who were directors of the Company at any time during the year are as follows:

Executive Directors
A J Fawdon and D H Hall

Non-executive Director
L J Litzow

Principles used to determine the nature and amount of remuneration

Executive Directors

The combination of Directors’ fees, salary, non-cash benefits and superannuation make up the Executive
Directors total remuneration. The salary component of Executive Directors’ remuneration packages is
reviewed annually to ensure the Executives pay is competitive with the market. Executive Directors’ pay is
not directly linked to the financial performance of the consolidated entity.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

20. Directors and Executives Disclosures (continued)

Non-executive Directors

Fees and payments to Non-executive Directors reflect the demands which are made on, and the
responsibilities of, the Director. Non-executive Directors’ fees and payments are reviewed annually by the
Board.

Aggregate Directors’ fees

Directors’ fees are determined within an aggregate Directors’ fees pool limit, which is periodically
recommended for approval by shareholders. The maximum currently stands at $150,000 in aggregate plus

statutory superannuation.

Details of remuneration

Details of the nature and amount of each major element of the emoluments of each Director of the Company
and the officers of the Company and the consolidated entity are:

2004
Directors' Salary Non-cash Super
Name fees benefits | contribution Other Total
$ $ $ $ $ $
A J Fawdon - 65,000 - 5,850 - 70,850
D H Hall - 65,000 - 5,850 - 70,850
L J Litzow - - - - 19,996 19,996
Total - 130,000 - 11,700 19,996 161,696
2003
Directors' Salary Non-cash Super
Name fees benefits | contribution Other Total
$ $ $ $ $ $
A J Fawdon - 54,907 - 4,942 - 59,849
D H Hall - 49,625 - 4,466 - 54,091
L J Litzow - - - - 19,996 19,996
K J Harvey * - 21,274 - 1,914 - 23,188
Total - 125,806 - 11,322 19,996 157,124

* Remuneration during the period from 1 January 2003 to date of resignation as a Director on 11 July 2003.
Specified Executives

The Company and consolidated entity did not have any other executives (“specified executive”) with authority
for the strategic direction and management of the consolidated entity during the financial year.
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DIATREME RESOURCES LIMITED

ABN 33 061 267 061

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

20. Directors and Executives Disclosures (continued)

Directors’ shareholdings

The number of ordinary shares in the parent entity held during the financial year by each Director and their
personally related entities is set out below:

Balance at the Received on Net purchased | Other changes * | Balance at the
start of the exercising / (sold) end of the year
Name year options
A J Fawdon 3,094,370 - 92,500 1,036,204 4,223,074
D H Hall 982,005 - 295,553 863,505 2,141,063
L J Litzow 1,023,378 - 158,333 1,079,381 2,261,092
Total 5,099,753 - 546,386 2,979,090 8,625,229

* Movement recorded to recognise acquisition of Lost Sands Pty Ltd.

Directors’ option holdings

The number of options in the Company held during the financial year by each Director and their personally
related entities is set out below:

Balance at the Received on Net purchased | Other changes * | Balance at the
start of the the exercising / (sold) end of the year
Name year options
A J Fawdon 1,000,000 - - - 1,000,000
D H Hall 1,000,000 - - - 1,000,000
L J Litzow 1,009,617 - - - 1,009,617
Total 3,009,617 - - - 3,009,617

* Movement recorded to recognise appointment / resignation as a Director.

Related Party Transactions

Aggregate amounts included in the determination of the profit/(loss) from ordinary activities before income
tax expense that resulted from transactions with each class of other related parties were as follows:

Consolidated Parent
2004 2003 2004 2003
$ $ $
Management fees charged to a Director related
entity 28,982 24,107 28,982 24,107
Loans to a Director related entity are disclosed in Note 11.
Loans advanced 59 59

Loan repayments

1,495

1,495

21. Related Parties

Wholly owned group

The wholly owned group consists of Diatreme Resources Limited and its wholly owned controlled entities,
Regional Exploration Management Pty Ltd, Chalcophile Resources Pty Ltd and Lost Sands Pty Ltd.
Ownership interests are set out in Note 23.

Parent Entity

The ultimate parent entity in the wholly owned group is Diatreme Resources Limited.
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DIATREME RESOURCES LIMITED
ABN 33 061 267 061

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

22. Commitments for Expenditure and Contingent Liabilities

No provision has been made for the following in the financial report of the consolidated entity:

(i) The possibility of native title claim applications at some future time, under the provisions of the Native
Title Act (1993), may affect access to and tenure of exploration tenements. Any substantiated claim

may have an effect on the value of the tenement affected by the claim;

(i) So as to maintain current rights to tenure of exploration tenements, the consolidated entity will be
required to outlay amounts in respect of tenement rent to the relevant governing authorities and to meet
certain annual exploration expenditure commitments. These outlays (exploration expenditure and rent),
which arise in relation to granted tenements, inclusive of tenement applications granted subsequent to

31 December 2004 are as follows:

Consolidated Parent
2004 2003 2004 2003

$ $ $ $
Tenement Expenditure:
Payable within 1 year 894,694 606,620 283,026 375,716
Payable between one and two years 602,253 281,528 109,837 4,624

1,496,947 888,148 392,863 380,340

Rental on tenements payable within 1 year 89,755 7,528 28,609 4,624

Other tenement expenditure payable within 1 year -

The outlays may be varied from time to time, subject to approval of the relevant government departments,
and may be relieved if a tenement is relinquished. Cash security bonds totalling $100,000 (2003: $30,000)
are currently held by the relevant governing authorities to ensure compliance with granted tenement

conditions.

(iii) Operating lease commitments for office rental are as
follows:

Payable within 1year 37,462 - 37,462 -
Payable between one and two years 9,712 - 9,712 -
47,174 - 47,174 -

23. Investments in Controlled Entities

Name of entity Country of Class of Equity holding
incorporation shares
2004 2003
% %

Regional Exploration
Management Pty Ltd Australia Ordinary 100 100 2
Chalcophile Resources Pty Ltd * Australia Ordinary 100 100
Lost Sands Pty Ltd Australia Ordinary 100 - 1

* This entity is 100% owned by Regional Exploration Management Pty Ltd.
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DIATREME RESOURCES LIMITED
ABN 33 061 267 061

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

23. Investments in Controlled Entities (continued)

Acquisition of a Controlled Entity

On 15 October 2004 the parent entity acquired 100% of the issued share capital of Lost Sands Pty Ltd for
$1,342,000. The operating results of this newly controlled entity have been included in the consolidated

statement of financial performance since the date of acquisition.

Details of the acquisition are as follows:

$

Cash 3,781

Receivables 63,000

Exploration interests 1,275,219

1,342,000

Outflow of cash to acquire controlled entity, net of cash acquired:

Cash -

Consideration by issue of shares 1,342,000

1,342,000
Consolidated Parent
2004 2003 2004 2003
$ $ $ $

24. Reconciliation of Profit/(Loss) from
ordinary activities after income tax to Net
Cash Flows from Operating Activities
Profit/(loss) from ordinary activities after income (219,234) (294,235) (209,407) (2,140,708)
tax
Depreciation 1,932 1,487 1,932 1,487
(Profit)/loss on disposal of non-current asset - (16,549) - (16,549)
Provision for diminution in value - - - 1,979,960
Decrease / (increase) in other assets (117,621) (13,761) (51,654) 3,739
Decrease / (increase) in receivables (821) (9,909) 3,093 (9,444)
Decrease / (increase) in exploration expenditure (201,536) 9,514 (71,064) (120,963)
Increase / (decrease) in provisions (1,088) (11,703) (1,088) (11,703)
Increase / (decrease) in creditors (31,909) 30,955 (32,136) 31,960
Net cash flows from operating activities (570,277) (304,201) (360,324) (282,221)
25. Reconciliation of Cash Note
Cash as per the Statement of Cash
Flows is reconciled to cash in the
Statement of Financial Position as
follows:
Cash at bank and on hand 5 456,608 38,574 433,032 37,886
Term deposit 7 - 280,000 - 280,000
Cash as per the Statement of Cash Flows 456,608 318,574 433,032 317,886
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

Consolidated Parent
2004 2003 2004 2003

$ $ $ $
26. Remuneration of Auditors
Amounts received, or due and receivable by the
auditors for audit of the parent entity or any entity
in the consolidated entity:
- audit of the financial report 13,000 9,500 13,000 9,500
- taxation compliance services 5,780 5,440 5,780 3,540
- capital raising reports 8,000 13,000 8,000 13,000
- share registry services 307 4,655 307 4,655

27,087 32,595 27,087 30,695

27. Financial Instruments

(a) Interest Rate Risk Exposures
The consolidated entity’s exposures to interest rate risk and the effective weighted average interest rate for
classes of financial assets and financial liabilities are set out below:

2004 Note Floating Fixed Non- Total

Interest Interest interest

Maturing 1 bearing

Financial Asset year
Cash 5 456,608 - - 456,608
Receivables 6 - - 17,890 17,890
Investments 7 - - - -
Other 8/11 - - 157,579 157,579
Total 456,608 - 175,469 632,077
Weighted average interest rate 1.42% - - -
Financial Liability
Payables 13 - - 227 227
Total - - 227 227
Weighted average interest rate - - - -
Net financial asset/(liability) 456,608 - 175,242 631,850
2003 Note Floating Fixed Non- Total

Interest Interest interest

Maturing 1 bearing

Financial Asset year
Cash 5 38,574 - - 38,574
Receivables 6 - - 17,069 17,069
Investments 7 - 280,000 - 280,000
Other 8/11 - - 39,899 39,899
Total 38,574 280,000 56,968 375,542
Weighted average interest rate - 4.81% - -

Financial Liability

Payables 13 - - 32,136 32,136
Total - - 32,136 32,136
Weighted average interest rate - - - -

Net financial asset/(liability) 38,574 280,000 24,832 343,406
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NOTES TO THE FINANCIAL STATEMENTS
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27. Financial Instruments (continued)

(b) Fair Net Values
The consolidated entity’s financial assets and liabilities included in current assets and liabilities in the
statements of financial position are carried out at amounts approximate net fair value.

(c) Credit Risk Exposures

The consolidated entity’s maximum exposure to credit risk at balance date in relation to each class of
recognised financial asset is the carrying amount of those assets as indicated in the statements of financial
position.

28. Impact of adopting Australian equivalents to International Financial Reporting Standards

The Company has investigated the transition from current Australian Accounting Standards to Australian
equivalents of International Financial Reporting Standards “(IFRS)”. Set out below are the key areas
identified at this time where accounting policies may change and have an impact on the financial report of
the Company or consolidated entity.

Exploration and Evaluation Costs

The current accounting policy for exploration and evaluation costs is set out in note 1(g). Under the IASB’s
ED 6 Exploration for and Evaluation of Mineral Resources it was expected that a more rigorous impairment
test would need to be performed in relation to recognised exploration and evaluation assets. However, in its
July 2004 Action Alert the AASB advised that the IASB has decided to fully grandfather national GAAP such
as Australia’s existing area of interest method of accounting for exploration costs until such time as the IASB
produces a comprehensive extractive industry IFRS. Accordingly, at this time it is expected that the current
policy will continue under the grandfathering in the transition to Australian equivalents of IFRS. The policy
will, however, be subject to possible future change under a more comprehensive extractive industry IFRS
post 2005.

Equity-based Compensation Benefits

Under the new standard AASB 2 Shared-based Payments, equity-based compensation to directors and
employees will be recognised as an expense in respect of the services received. This will result in a change
to the current accounting policy where no expense is recognised for equity-based compensation.

Income Tax

Under the new standard AASB 112 Income Taxes, there is a requirement that the company adopt a balance
sheet approach to income tax accounting rather than the current income statement approach. Additionally,
the tests for the recognition of deferred tax assets, such as future income tax benefits, will be based on
where realisation of the benefit is “probable” rather than where realisation of the benefit can be regarded as
being assured beyond any reasonable doubt or virtually certain. The company does not currently recognise
deferred tax assets as these are not considered virtually certain. Adoption of the new standard may result in
recognition of deferred tax assets earlier than under the current standard.

Impact upon financial report
The Company’s assessment of the impact of adopting Australian equivalents of International Financial
Reporting Standards is set out below:

$
Financial position
Total equity as at 1 January 2004 as reported under Australian Accounting Standards 3,119,072
Adjustments relating to the adoption of IFRS -
As restated under Australian equivalents of IFRS 3,119,072
Financial performance
Net profit/(loss) for the year ended 31 December 2004
as reported under Australian Accounting Standards (219,234)
Adjustments relating to the adoption of IFRS -
As restated under Australian equivalents of IFRS (219,234)
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29. Matters subsequent to the end of the financial year

Subsequent to year end the Company issued a prospectus offering 25,000,000 fully paid ordinary shares at
$0.20 per share to raise $5,000,000, with a minimum subscription set at 15,000,000 fully paid ordinary
shares. The Company issued a supplementary prospectus on 28 February 2005 extending the closing date
of the prospectus to 22 March 2005 and subsequently a second supplementary prospectus on 22 March
2005 further extending the closing date to 31 May 2005.

Other than the issuing of a prospectus and associated supplementary prospectus', there is no matter or
circumstance that has arisen since the end of the financial year that has significantly affected, or may
significantly affect the operations of the consolidated entity, the results of those operations, or the state of
affairs of the consolidated entity in financial years subsequent to 31 December 2004.
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PITCHER PARTNERS

ACCOUNTANTS AUDITORS & ADVISORS

Level 21 Postal Address:
300 Queen Street GPO Box 35
Brisbane Brisbane Qld 4001

Queensland 4000 Australia

Tel: 07 3228 4000
Fax: 07 3221 6420

www.pitcher.com.au
info@pitcherqgld.com.au

AN INDEPENDENT MEMBER OF BAKER TILLY INTERNATIONAL - OFFICES THROUGHOUT THE WORLD

INDEPENDENT AUDIT REPORT
TO THE MEMBERS OF DIATREME RESOURCES LIMITED

Scope

The financial report and directors’ responsibility

The financial report comprises the statements of financial performance, statements of
financial positions, statements of cash flows, accompanying notes to the financial statements,
and the Directors’ declaration for both Diatreme Resources Limited (the company) and
Diatreme group (the consolidated entity) for the year ended 31 December 2004. The
consolidated entity comprises both the company and the entities it controlled during that year.

The Directors of the company are responsible for the preparation and true and fair
presentation of the financial report in accordance with the Corporations Act 2001. This
includes responsibility for the maintenance of adequate accounting records and internal
controls that are designed to prevent and detect fraud and error, and for the accounting
policies and accounting estimates inherent in the financial report.

Audit approach

We conducted an independent audit in order to express an opinion to the members of the
company. Our audit was conducted in accordance with Australian Auditing Standards in
order to provide reasonable assurance as to whether the financial report is free of material
misstatement. The nature of an audit is influenced by factors such as the use of professional
judgement, selective testing, the inherent limitations of internal control, and the availability of
persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that all
material misstatements have been detected.

We performed procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001, including compliance with
Accounting Standards and other mandatory financial reporting requirements in Australia, a
view which is consistent with our understanding of the company’s and the consolidated
entity’s financial position, and of their performance as represented by the results of their
operations and cash flows.

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

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

* assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the Directors.

26 An Independent Queensland Partnership. ABN 32 862 011 478
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INDEPENDENT AUDIT REPORT
TO THE MEMBERS OF DIATREME RESOURCES LIMITED
(continued)
Audit approach (continued)
While we considered the effectiveness of management’s internal controls over financial
reporting when determining the nature and extent of our procedures, our audit was not
designed to provide assurance on internal controls.

Independence

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

Audit opinion
In our opinion, the financial report of Diatreme Resources Limited is in accordance with:
(a) the Corporations Act 2001, including:

(1) giving a true and fair view of the company’s and consolidated entity’s financial
position as at 31 December 2004 and of their performance for the year ended on
that date; and

(i1)) complying with Accounting Standards in Australia and the Corporations

Regulations 2001; and

(b) other mandatory financial reporting requirements in Australia.

PITCHER PARTNERS

S A Green

Partner

Brisbane, 30 March 2005
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DIATREME RESOURCES LIMITED

ABN 33 061 267 061

SHAREHOLDER INFORMATION

Shareholding Distribution Table — Prior to the Prospectus 2005 (10 January 2005)
Percentage of Capital

Range No. of Holdings No. of Shares
1-1000 728 191 281
1001 -5 000 238 572 669
5001 - 8 000 102 935 048
8001 - 10000 185 6 651 033
10 001 and above 84 44 260 202
Totals 1337 52 610 233

Top 20 Shareholders prior to the Prospectus 2005 (10 January 2005)

No

o Ok WN -~

7

8

9
10
11
12
13
14
15
16

17
18
19
20

Shareholder

Anthony John Fawdon

Terra Search Pty Ltd

Lawrence James Litzow

David Hugh Hall

Donald Cameron Mclintosh

Australian Rural Group Limited (In Liquidation)
(Exploration & Prospecting Project A/C)

Cardinal Financial Securities Limited (In Liquidation)
Explorers and Prospectors Finance Limited

Richard James Nettleton

Kenneth James Harvey

Elizabeth Anne Harvey

Prue Hannon

Sanperez Pty Limited

Mark & Jennie Smyth (Smyth Superannuation Fund)
David John Horton & Rosalind Denise Horton

Anthony John Fawdon & Rosemarie Monica Fawdon (The Fawdon
Super Fund A/C)

Locope Pty Limited (Locope Account)
Simon David Beams

David Randal Jenkins

Shimfield Pty Ltd

Total Number of Shares — Top 20 Shareholders

Total Number of Shares on issue

Optionholders prior to the Prospectus 2005 (10 January 2005)

No

a b wWwN -

(e BN Ie)]

9
10
1"
12
13
14

Optionholder

Lawrence James Litzow

Kenneth James Harvey

Anthony John Fawdon

David Hugh Hall

Australian Rural Group Limited (In Liquidation)
(Base Metals Exploration & Prospecting Project A/C)
Farcam Pty Ltd

HH Sutton Nominees Pty Ltd

Dronkay Pty Ltd

Martin Place Securities Pty Ltd

Kytron Pty Ltd

Elinora Investments Pty Ltd

Privilege Holdings Pty Ltd

Peregrine Corporate Limited

Elizabeth Anne Harvey

Total Number of 20 cent Options expiring 30 May 2007

Number

3,230,796
3,185,861
1,863,505
1,844,270
1,617,012
1,500,000

1,496,165
1,496,165
1,348,954
1,283,505
1,283,503
1,168,879
1,056,982
1,000,000

993,028

965,201

915,084
863,503
863,503
800,000
28,775,916

52,610,233

Number

1,009,617
1,001,587
1,000,000
1,000,000

750,000

600,000
500,000
500,000
400,000
300,000
250,000
250,000
125,000
1,587
7,687,791

0.36%
1.09%
1.78%
12.64%
84.13%
100.00%

Percent

6.14%
6.06%
3.54%
3.51%
3.07%
2.85%

2.84%
2.84%
2.56%
2.44%
2.44%
2.22%
2.01%
1.90%
1.89%
1.83%

1.74%
1.64%
1.64%
1.52%
54.68%

100.00%

Percent

13.13%
13.03%
13.00%
13.00%

9.76%

7.81%
6.50%
6.50%
5.20%
3.90%
3.26%
3.26%
1.63%
0.02%
100.00%
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