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Pegmont Mines Limited
ABN 97 003 331 682

Corporate Office

65 Hume Street .
Crows Nest NSW 2065
Postal Address
PO Box 849
Crows Nest NSW 1585
Telephone: (02) 8437 3591
Facsimile: (02) 8437 3599

FAX TO: NATIONAL STOCK EXCHANGE OF AUSTRALIA
ATTENTION: MR SCOTT EVANS

FAXNO: (02) 49291556

FROM: CHRIS LESLIE

SUBJECT:  AUDITED FINANCIAL ACCOUNTS TO 31 DECEMBER 2007

DATE: 28 MARCH 2008

Dear Scott,

We attach our Audited financial Report for the year ended 31 December 2007
together with the Chairman’s report, review of operations and Directors’ report.

o
| Chris Leslic
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Pegmont Mines Limited ANNUAL REPORT 2007
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Figure I General Location, Mount Isa - Cloncurry Region, North Queensland

Glossary of Terms
Ag Chemical symbol for silver Orebody
Au Chemical symbal for gold
Co Chemical symbol for cobalt Pb
Cut Off The minimum grade for RC
an economic deposit
SG
Cu Chemical symbol for copper
Zn
DD Diamond drill (hole)

Mineralisation Process by which minerals
are introduced and concentrated
within a host rock, and the

product of this process

Zone from which a mineral
or minerals, of economic
value,can be extracted
Chemical symbol for lead
Reverse circulation (hole)
Specific gravity

Chemical symbol for zinc
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Pegmont Mines Limited

2007 PERFORMANCE HIGHLIGHTS

The Company’s activities are mineral exploration and investment which produced another successful
result in 2007,

This dual purpose activity enabled the company to be self funding by creating short term cash flow
from trading profit, to pay expenses (including exploration) while pursuing the potential for longer
term capital gain from exploration success without repeated recourse to equity funding.

Since we sold our interest in Reefway Pty Lid in September 2004, for $4.1million, we have:

Generated share trading profits of $16.7 million at a margin of 24.5% on turnover;
Spent $1.45 miilion on exploration;

Paid company tax of $4.63million;

Lifted shareholders’ funds from $6.7 million to $14,7 million (ie 28.9 cents a share);
Paid two fully franked dividends totalling $1.lmillion (2.2 cents a share),

* & & B @

During the past year we negotiated an option sale agreement on the Pegmont tenements with Cloncurry
Metals limited (ASX code CLU. If exercised by 28 February 2009, this could realise $12.0 million in
shares and cash, plus a 1.25% net smelter return royalty.

A drill program of 5,410 metres in 48 holes was completed at Pegmont, the results of which broadly
confirmed earlier work and provides the basis for a further program of 6,000 metres planned for 2008.

Exploration on the New Hope gold-cobalt prospect, under option to the Company yielded promising
high- grade drill results, for follow-up this year.

At 31 December 2007 our cash balances increased to $4,043,012 (2006-$3,591,064).

We are budgeting for $1.5million share trading profit this year. This goal represents a profit margin of
7.5% on estimated turnover, compared with last year's very respectable margin of 22.7% before loss
provision.
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CHAIRMAN’S REPORT

Pegmont conselidated its financial position
during 2607:

o Earnings after tax were 53,915,921
(7.7 cents per share);

e A fully franked dividend of 1.2 cents
per share was paid; up 20%.

+ Sharcholder’s funds are $14.7million
( ie 29 cents per share) up 30%.

These results were achieved despite several
stock market pull backs during March (-6.3%),
August (-12.2%) Nov-Jan (-23.8%) due to US
subprime mortgage and banking difficulties.

The Company agreed to enter in an option
sale agreemeni with Cloncurry Metals Limited
(ASX code: CLU) whereby CLU may acquire
the Pegmont tenements (including the
Pegmont tead-zinc deposit) for $12 million.
The option agreement (exercise date is 28
February 2009) required the drilling of a
minimum 4,000 metres by 31 December 2007
and a further 6000 metres during 2008.

The minimurn drill commitment of 4,000
metres has been completed with detailed
results provided in the December quarterly
report This work largely confirmed previous
drill results. CLU intends to undertake a follow
up drill program of 6,000 metres during 2008.

Exploration undertaken on the New Hope
(gold-cobalt) mining lease in North
Queensiand (under option to the company) has
successfully outlined a small high grade gold
deposit. Further work will be undertaken to
delineate the deposit for possible development.

Looking to the current year:

e  Share trading profits are budgeted at
$1.5 million which is a sharp
reduction on the $8.2 million earned
during 2007 dug to bearish sentiment
and increased market volatility.

e  QOur exploration budget is $800,000
including ongoing metallurgical
research on refractory ores and further
delineation of the New Hope gold-
cobalt deposit.

e  Ongoing drill activity by CLU at
Pegmont in order to conclude the
option agreement.

e Seeking new investment and
corporate apportunities to continue
the company’s growth,

e Payment of a dividend provided that
after tax profits exceed $2 million.

The recent share market volatility, we suspect,
may have been exaggerated by the
combination of margin lending and short
selling which have little regard to underlying
investment values. However , this volatility
has changed the nature of investment risk and
requires us to hold larger cash balances and to
increase our portfolio percentage of operating
companies.

Despite the track record we are building, the
Company’s share price continues to lag behind
our working capital {mainly cash and trading
investments) at 21.4 cents per share. Should
CLU exercise its option to acquire the
Pegmont tenements, our working capital would
increase significantly (net of tax) to around 40
cents per share,

Meanwhile we will continue to develop our
business model of share trading for short term
profits to pay expenses and dividends, provide
seed capital and undertake mineral exploration
for long term capital growth. This model has
been the basis of our success in recent years.

I thank the board, our shareholders, contractors
and our friends for their support during the
past year. We look forward to another exciting
year of opportunity.

pom as

John M. Armstrong
Chairman
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Summary of Financial Results

Financial Resuits

Gross Revenue

Profit on share sales
Exploration
Administration

Provision for share loss
Net Profit/(Loss) before tax
Net Profit/(Loss) after tax
Cash

Investments

Total Assets

Total Liabilities
Shareholders’ Funds
Earnings per share (E)
Dividends per share

Net Tangible Assets per
share

Working Capital per share
Share Price (last sale - P)
Price Earnings ratio P/E
Shares on Issue

Options on Issue

$00C
$000
$000
$000
$000
$000
$000
$000
$000
$000
$000

$000
cents

cents

cents
cents
cents
X
000
000

2007

36,314
8,230
(662)
(896)
(980)
6,017
3,916
4,043
7,528
15,424
864
14,670
7.7

1.2

28.9
214
18.0
23
50,887

2006

20,875

7,374
(432)
(448)
(390)
6,249
4,258
3,591
5,271
12,261
1,016
11,245
8.4
1.0

222
15.6
12.0
1.4
50,687
1,549

2005

9,124
2,050
(351)
{459)
(110)
1,302

765

1272,

3429
8,074
580

7,493
1.5

14.8
82
4.0
27

50,687
4129

2004

8,208
510
(55}

(363}

2,978
2,362
2,315
1,237
7,722

994
6,728

4.7

13.3
6.6
8.0
1.7

50,687
5301

* Deconsolidated results to exclude Reefiway Pty Ltd which was sold 28 September 2004,

2003*
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Performance at a Glance (2003-2007)

Operating Profit (before Provisions)
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Net Profit (after Taxation)
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REVIEW OF OPERATIONS

2007 was another great year for Pegmont, Net
after tax profit of $3,915,921 (2006-
$4,258,462) was achieved and working capital
exceeded $10 million for the first time.

$

Operating income $8.554.966
Less
Administration 895,785
Exploration & metallurgy 662,180
Provision for share loss 980.000

2,537,965
Pre-tax Profit 6,017,001
Less, Company tax 2.101.080
Net Profit after tax 3915921
Earnings per share (cents) 7.7
Dividend per share (cents) 1.2

This result includes the write off against
profits of ali exploration expenditures incurred
during the year and excludes net unrealized
gaing on investments amounting to $737,533
(2006- $1,641,500).

In view of subsequent market volatility and
downside market trends, our policy of
providing for unrealised losses on an
individual share basis appears appropriate,

On 4 December 2007, Pegmont paid its second
dividend of 1.2 cents per share (2006-1cent per
share) amounting to $610,641 (2006-
$506,868).

2007 results may represent a high water mark
for several years to come. 2008 has started on
a challenging note with a banking /subprime
mortgage crisis in USA and further interest
rate hikes in Australia putting pressure on
share market prices. The stock market All
Ordinaries Index peaked on 1 November and
fell 24% from previous close of 6853 to 5222
on 22 January 2008, thus heralding a possible
bear market. Some mining stocks have fallen
more than 60% from their peaks. Our own
portfolio has suffered, necessitating a
provision of $1,480,000 for market loss at year
end,

Despite current market volatility, we feel that
the mining sector is likely to be resilient on
account of China's ongoing demand for
resources.

Our goal is to earn $1,500,000 from trading on
the share market in 2008, determined as
follows:

$000
Gross Share Turnover 20,000
Profit Margin 7.5%

Operating Profit from share trading 1,500

These estimates are a sharp reduction on 2007
when gross share turnover was $36.3 million at
an average profit margin of 22.7% (before
provision for share loss),

Our Company’s budget for 2008 is for a pre-
tax profit of $250,000 estimated as follows:-

2008
5000
Operating Income
Interest on deposits 250
Share trading profits 1,500
1750
Less
Administration 700
Exploration & metallurgy _800
1500
Pre-tax Profit Budget _ 250

Our profit estimate is aspirational and designed
to keep us focused on making share profits to
COVET COStS.

Administration costs are expected to decline,
since 2007 included legal expenses of
$128,000 relating to the option agreement with
Cloncurry Metals Lid and payment of deferred
Directors fees of $238,000 from previous
years.

Exploration activity during 2008 will
concenirate on the New Hope gold-cobalt
deposit and nearby application areas. This
activity, including drilling, is budgeted to cost
$800,000.

Cloncurry Metals Limited will continue to
evaluate the Pegmont lead—zinc deposit and
other Company tenements Their expenditure
may also exceed $800,000.

T-239 PB08/043 F-974
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INVESTMENT ACTIVITIES
2007 2006
$000 $000
Tutrnover 36,314 20,875
Realised Profit 8,230 7374
Profit Margin % 227 353

The Company invests mainly in resource
equities which are in production or who have
advanced projects with near term production
potential. Also we have provided seed capital
to several pre- IPO opportunities.

After the August market break, we found it
hard to operate in the volatile market
conditions, causing profit margins to fall away
to 8.7% for the December quarter. The sharp
market decline since November has limited
profitable opportunitics. We are challenged to
be able to trade profitably.

Net unrealised market gain at 31 December of
$737,533 (2006- $1,641,500) has been carried
forward to 2008,

A provision for market loss of $570,000
(2006-$390,000) was made over tradable share
inventory where the bid quote for an
investment was less than average holding cost
(using the lower of market or cost valuation
method). As a result of a post balance day
event, where one of the Company’s
investments was placed in Administration, an
additional provision of $410,000 was made.
Unrealised gains are not taken into account.
Thus the total provision increased to
$1,480,000 (2006- $500,000) at balance date.

Our current investment strategy is to
concentrate on companies with production or
near term production (within 2008) which are
trading at a large discount to their peak value.
In some cases they may be oversold due to
technical market factors which can apply
without reference to underlying value. Some
companies have been marked down more than
60% from their peaks.

In order to take advantage of such
opportunities a cash holding of between 15-
30% of current assets is maintained.

During 2007, funds available to invest
increased from $8.9M to $11.6M by year end.
In summary, our portfolio, at cost was:

$000 Yo
Listed shares 2643 744
Seed Capital 475 4.1
CMT deposit 2505 215
Portfolio at cost 11.623 1000

We can expect market volatility to last
sometime, until it can be demonstrated that the
US housing and equity markets have bottotned.
Fortunately, Australia’s resource sector is
supported to a large extent by ongoing demand
from China. Therefore, we anticipate limited
time duration for the market correction in the
resource scctor.

2007 2006

$000  $000
The net wading result was:
Realised net Profit 8,230 7,374
Less: Loss Provision _980 _390
Net Trading Profit 7.250 6,984
Total Return on Investment funds

$000  $000
Net Trading Profit 7250 6,984
Interest 238 141
Dividends _ 5 _ 4

7.493 7.129

Opening Balance of
Current Assets 8,911 4,724
Return on Current Assets % 84 151

During the current market correction, we
would consider genuine cash flow
opportunities that may become available
through corporate restructuring,

T-239 PBE9/@43 F-974
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EXPLORATION ACTIVITIES

Cloncurry District, N-W Queensland

Total Exploration 2007 2006
$000 $000
Expenditure 1,104 432
Less: Cost recovery 442 -
Net Expenditure 662 432
Drill Activity-metres
Pegmont 5,410 -
New Hope 978 -
6.388 -

Cost per metre drilled
(excluding metallurgy $159
$90,135)

Pegmont

Exploration during 2007 was concentrated on
the Pegmont Pb-Zn Prospect, specifically on
Mining Leases 2620, 2621 and 2623. A
modern 10 man exploration camp was
constructed at Pegmont in the first half of the
year at a cost of $327,000. In the second half
of the year a substantial drilling program was
undertaken, co-managed by Pegmont and
Cloncurry Metals. Exploration expenditure at
Pegmont was $908,015.

The drilling program, which consisted of
5,410m in 48 holes of mainly reverse
circulation (RC) percussion drilling with a
minor amount of diamond drilling “tails”,
provided results which were broadly consistent
with earlier work. New resource estimates
have not been made, but the drilling will not
have substantially altered the estimates
previously established, However the program
has accomplished the following:

o Infill {closer spaced) drilling which
now exists in the known
mineralisation will add confidence to
calculations of resource volume and
grade and, with the drilling planned
this year, will contribute toward being
able to classify the resource figures
for selected areas, eg the Main Lode,
under the JORC Code.

o  Further metallurgical samples were
obtained which provide a wider and
therefore more representative spread

of the mineralisation than those
samples previously investigated.

» Animproved delineation and
understanding of the oxide-sulphide
interface is being established, with
attention being patd to this important
aspect in the geological logging of the
holes.

»  Magnetic susceptibility readings of
the drill samples established that only
the mineralised banded iron formation
is strongly magnetic (which is
important in the interpretation of the
aeromagnetic and ground magnetic
data).

A new ground magnetic survey was
undertaken late in the field season. Magnetic
inversion models (which take into account the
effect of depth of the magnetic body on ifs
magnetic signature) have been developed.
These have led to increased clarification
compared with previous data and, in
conjunction with the magnetic susceptibility
determinations, the recognition that the
enhanced magnetic anomaly to the south of the
main body of mineralisation offers potential
for additional mineralised rescurces, albeit at
greater depth,

In 2008, Cloncwry Metals will manage the
exploration at Pegmont and on the
neighbouring EPMs (see figure 2). They have
indicated their intention to carry out a further
6000m of driiling, most of it on the Pegmont
MLs and the extension onto EPM 15106. Both
infill drilling and step out (or extensional)
drilling will be undertaken, the latter based in
part on the results of the magnetic inversion
modelling. These aspects, including step oul
drill targets are provided in figure 1. A small
proportion of Cloncurry Metals® drill program
will be taken up on the Lightning Creek area in
EPM 14491 (fig. 2), where the potential for a
different style of mineralisation (I0CG - iron
oxide copper gold) will probably be tested
depending on the results of further geophysical
work.

Metallurgical investigations on Pegmont
mineralisation continued through 2007 ata
cost of $90,135. The fresh sulphide
mineralisation is amenable to conventional
metallurgical (flotation) treatment, but the
oxide and transitional minetalisation is not.
However encouraging results are being
achieved at a laboratory scale using a micro
fluid bed reactor in a non-conventional

T-239 PB10/@43 F-974
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wreatment approach. This will be pursued by
Pegmont Mines’ consultants in the first half of
2008 with larger scale fluid bed reactor
equipment together with the further
investigation of metal recovery circuits.

District Exploration

A major literature review of historical work on
Pegmont Mining's EPMs was commissioned
by Cloncurry Metals and completed earlier in
2007. Most of the direct ficldwork however
concentrated on the activities described above.
Further analysis and prioritising of potential
target areas will be undertaken this year
utilising the literature review and recent
government aeromagnetic and gravity data.

Further analysis of the Freckle Prospect on
EPM 14784 supported the conclusion of earlier
investigators that the mineralisation was too
inconsistent to warrant further work.

New Hope Mining Lease (ML 2487)

The New Hope ML is located 10km scuth of
Selwyn. This small property is under option by
Pegmont Mines. During the year, a total of 11
RC percussion holes were drilled for a total of
978 metres. Gold mineralisation together with
associated cobalt, arsenic and copper was
intersected in a number of holes in the southern
part of the ML. A small, high grade (greater
than 10g/t) gold zone has been partially
outlined and further driliing will be undertaken
this year to better define the extent and grade
of this body.

Arising from this discovery, local and regional
work and assessment will be undertaken in
2008 to determine the potential for the
discovery and econotmic exploitation of small
high grade resources of this kind.

Kimberley Region, WA

No tield work was undertaken during the year.
A number of tenement applications were
withdrawn, resulting in a refund of $49,228,

General Exploration Strategy

o The Company is focused on creating
an economic outcome from the
Pegmoni lead-zinc deposit. The
introduction of Cloncurry Metals
Limited by an option agreemert has
brought fresh ideas and willingness
to expedite this development process.

e We will continue to focus our
attention on exploring the highly
prospective mineral region within
50km radius of Pegmont. New Hope
is located within this area.

e Beyond this circle, we will consider
the acquisition of other mineral
deposits i the Mount Tsa region
provided that there is additional
prospective ground nearby in order to
establish a worthwhile project.

e Apart from direct exploration
exposure, we atre prepared to back
seed capital proposals with
worthwhile concepts, and to leverage
equity positions in listed companies
with exploration expertise and
established mineralisation.

We are optimistic about the current resource
boom that it may continue for some time,
presenting an opportunity to grow the
Company to a 1110T€ CCONOMIC Size.

T-239 P@11/043 F-974



































































































