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REVIEW OF OPERATIONS

SAMAG Limited - Magnesium Project

SAMAG Limited is the 100% owned subsidiary of Magnesium International Ltd that is undertaking the development of the Port Pirie
magnesium project. Significant progress has been made over the past 12 months, culminating in the completion and release of the Bankable
Feasibility Study in August 2002. The BFS confirms the financial attractiveness of the Project, not just in terms of potential returns to
investors, but also reflecting the competitive cost structures which will ensure that SAMAG will be in the lowest quartile worldwide in cash
operating costs. Full details will be available in the Annual Report. For further information refer to the Company's web-site (www.mgil.com.au).

All other non-magnesium projects

Consistent with measures implemented previously, the Board of Magnesium International Ltd decided to dispose of all its non-magnesium
assets by means of the sale of its 100% shareholding in Kelaray Pty Ltd to Star Mining Corporation NL (subsequently renamed Argonaut
Resources NL).



MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES

TENEMENT SCHEDULE AS AT 30 JUNE 2003

MAGNESIUM DEVELOPMENTS LIMITED

SOUTH AUSTRALIA

Area MIL Interest
EXPLORATION LICENCES Km2 Expiry Date Held %
Willouran Ranges EL 2565 783.00 18.11.2003 100%
Nelshaby EL 2828 1415.00 16.07.2005 100%
Germein EL 2944 69.00 16.05.2005 100%
Area MIL Interest
Hectares Expiry Date Held %
MINING LEASES
Myrtle Springs Nth ML 4998 16.80 30.03.2022 100%
Myrtle Springs Nth ML 4999 14.90 30.03.2022 100%
Myrtle Springs ML 5000 18.00 30.03.2022 100%
Myrtle Springs ML 5001 14.30 30.03.2022 100%
Mundallio ML 5549 30.00 01.01.2009 100%
Camel Flat ML 5594 33.00 30.03.2022 100%
Camel Flat ML 5595 21.50 30.03.2022 100%
Mount Hutton Sth ML 5617 33.00 30.03.2022 100%
Mount Hutton Sth ML 5618 60.00 30.03.2022 100%
Myrtle Springs ML 6092 30.00 30.03.2022 100%
MISCELLANEOUS PURPOSE LEASES
Myrtle Springs MPL 18 16.00 30.03.2022 100%
Myrtle Springs MPL 27 5.40 30.09.2008 100%
Mount Hutton Sth MPL 37 27.00 30.03.2022 100%
RETENTION LEASES
Witchelina RL 96 33.00 02.04.2006 100%
Pug Hill RL 97 21.50 02.04.2006 100%
Myrtle Springs/ Mt Playfair RL 98 33.00 30.04.2006 100%
Termination Hill RL 99 60.00 27.04.2006 100%
NORTHERN TERRITORY
Huandot ERL 128 319.90 05.04.2008 100%
Huandot MC 4493 5.29 31.12.2006 100%
Huandot MC 4494 5.29 31.12.2006 100%
Huandot MLA 23992 330.00 100%









MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
DIRECTORS' REPORT

Your directors present their report on the company and its controlled entities together with the financial report for the financial year ended 30
June 2003 together with the auditors' report thereon.

DIRECTORS

The names and positions of the directors of the company during or since the end of the financial year are:

David Simon Karpin - AM, B Com (Hons), MBA, Hon LLD, FCPA, FAICD, FAIM, ACIS, MACS

- Director and Chairman
Mr Karpin, aged 60, has had a career which includes 22 years with RTZ-CRA, which culminated in his role as Group Executive -
Economic Resources with CRA Ltd from 1992 to 1996. His other roles with CRA included Managing Director of Argyle Diamonds.
Commercial Director of Hamersley Iron and Executive Manager - Commercial with Bougainville Copper Limited. He is currently Chairman

of Melbourne Health and the Mt. Eliza Business School. He is a director of Placer Dome Inc. and Warrnambool Cheese and Butter
Factory Ltd.

Patrick James Dymock Elliott - MBA, BComm, CPA
- Director and Deputy Chairman

Mr Elliott, aged 51, has had over 30 years experience in investment, financial and industrial management, having previously been with
Consolidated Goldfields Australia Limited, Morgan Grenfell Australia Limited and Natcorp Investments Limited. He is also a Director of
St. Francis Group Ltd, Marlborough Resources NL, Argonaut Resources NL, and Eastern Star Gas Ltd

Gordon Thomas Galt - B Com, B Eng (Mining Hons)

- Managing Director
Mr Galt, aged 52, was Chief Executive of gold mining company, Newcrest Mining, from December 1997 to March 2000 and was
responsible for the development of the Cadia mine at Orange in NSW and for bringing the Gosowong mine in Indonesia into production.
Previously, Mr Galt was Managing Director of NSW coal producer Cumnock Mining. Most recently Mr Galt has been Head of the

Integrated Energy division at leading investment bank ABN Amro. He is a member of the Australian Institute of Mining and Metallurgy and
the Australian Institute of Company Directors.

Andy John Hogendijk - AAUQ, FCPA
- Director

Mr Hogendijk, aged 61, has extensive senior management and financing experience having previously been Chief Financial Officer,
Suncorp Metway Ltd (1997 - 2000), Commonwealth Bank of Australia Limited (1991 - 1997) and John Fairfax Group (1989 - 1991). Mr
Hogendijk has also held several senior positions with Shell Company Australia and Australian Paper Manufacturers and is currently
Chairman of L.J. Hooker Ltd and Hooker Corporation Ltd in addition to a number of other private companies.

Malcolm Ross Richmond - BSc(Hons), BComm, FAIMM
- Director

Professor Richmond, aged 58, is currently visiting Professor of Business and Professor of Engineering at the University of Western
Australia, Adviser Technology Commercialisation at Curtin University and a member of the Senate at Murdoch University. He is also a
non-executive Director of Sons of Gwalia Limited and SGS (Australia) Ltd. Professor Richmond is a metallurgist by profession whose
career spanned 26 years with CRA / Rio Tinto Group. He worked for the CRA/Rio Tinto Group in a number of positions including: Vice
President - Strategy and Acquisitions; Managing Director - Research and Technology; Managing Director - Development - Hamersley Iron
Pty Limited. He was recently Vice Chairman of the Australian Mineral Industries Research Association.

Richard Clement Fitzhardinge Tiley - FCA, ACIS
- Director (retired 9 September 2002)

Cedric Murray Horn - BSc., FAus.|.M.M., Geol.Soc.Aust., AICD
- Managing Director (retired 9 September 2002)

Rhoderic Charles Whyte - BEc, BA, MSI (Dip)
- Director (retired 9 September 2002)

Directors have been in office since the start of the financial year to the date of this report unless otherwise stated.



MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
DIRECTORS' REPORT (CONTINUED)
DIRECTORS' EMOLUMENTS
The parent entity's policy for determining the nature and amount of emoluments of board members and senior executives of the company is

as follows:

The remuneration structure for executive officers, including executive directors, seeks to emphasise payment for results through providing
various reward schemes, for example the incorporation of incentive payments based on the achievement of specific targets.

The objective of the reward schemes is to both reinforce the short and long term goals of the company and to provide a common interest
between management and shareholders.

The emoluments of each Director are as follows:

Parent Entity Director's Consulting Superannuation Options
Salary Fees Fees Contributions (See note (1)) Total
$ $ $ $ $ $

Mr DS Karpin - 100,000 100,000 - - 200,000
Mr PJD Elliott - 40,000 75,000 - - 115,000
Mr GT Galt (appointed 1.8.02) 440,999 - - 10,519 523,832 975,350
Mr AJ Hogendijk - 40,000 228,850 - - 268,850
Prof MR Richmond - 40,000 85,000 3,600 - 128,600
Mr RCF Tiley (retired 9.9.02) (2) - 43,663 - - - 43,663
Mr CM Horn (retired 9.9.02) (2) 110,852 - 54,387 6,437 - 171,676
Mr RC Whyte (retired 9.9.02) (2) - 46,996 99,155 - - 146,151

(1) The directors have used the Black-Scholes model to ascribe a value to options issued in prior years or vesting in the current year and this
amount has been included in the total emoluments above as required by the Australian Securities and Investment Commission. The
directors believe that this model does not accurately reflect the value of options issued by the company. In previous years, the directors
have not ascribed any value to options as the exercise price at the time of issue was higher than the market value of the company's
shares. At the date of this report, the market price of the underlying shares was less than the exercise price of all options. Details of
options granted during the year are set out under directors' interests below.

(2) An additional retirement benefit of $60,667 is payable on financial close.

EXECUTIVE OFFICERS' EMOLUMENTS

The emoluments of the four executive officers of the company and the economic entity receiving the highest emoluments are as follows:

Economic Entity Consulting Superannuation Options
Salary Fees Contributions (See note) Total
$ $ $ $ $
Mr D Smith - 295,626 - 32,202 327,828
Mr R Eaglesham 252,488 - 22,724 36,714 311,926
Mr N Hooper* 250,000 - 22,500 12,238 284,738
Mr P Baily - 254,441 - - 254,441

* Executive officer of parent entity

The directors have used the Black-Scholes model to ascribe a value to options issued in prior years or vesting in the current year and this
amount has been included in the total emoluments above as required by the Australian Securities and Investment Commission. The directors
believe that this model does not accurately reflect the value of options issued by the company. In previous years, the directors have not
ascribed any value to options as the exercise price at the time of issue was higher than the market value of the company's shares. At the date
of this report, the market price of the underlying shares was less than the exercise price of all options. Details of options granted during the
year are set out under directors’ interests below.



MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
DIRECTORS' REPORT (CONTINUED)

MEETINGS

The following table sets out the number of directors' meetings (including meetings of committees of directors) held during the
financial year and the number of meetings attended by each director (while they were a director or committee member).

Board of Directors Audit Committee Remuneration & Nomination
Committee

Held Attended Held Attended Held Attended
Mr DS Karpin 19 17 - - 1 1
Mr PJD Elliott 19 19 2 2 1 1
Mr GT Galt (appointed 1.8.02) 18 18 - - - -
Mr AJ Hogendijk 19 19 2 2 1 1
Prof MR Richmond 19 12 - - - -
Mr RCF Tiley (retired 9.9.02) 3 3 - - - -
Mr CM Horn (retired 9.9.02) 3 3 - - - -
Mr RC Whyte (retired 9.9.02) 3 1 - - - -
DIRECTORS' INTERESTS

ORDINARY
SHARES B SHARES OPTIONS

Mr DS Karpin - - -
Mr PJD Elliott 2,881,544 576,308 10,600,000
Mr GT Galt - 100,000 13,500,000
Mr AJ Hogendijk 272,647 54,520 3,000,000

Prof MR Richmond - - -
Full details of options issued are contained in Note 23.

PRINCIPAL ACTIVITIES

The principal activities of the economic entity during the course of the financial year consisted of the development of the SAMAG magnesium
project and evaluation of other magnesium opportunities

No significant changes in the nature of the principal activities occurred during the financial year.

OPERATING RESULTS

The results of the operations of the company and the consolidated entity during the financial year were as follows:

Economic Entity Parent Entity
2003 2002 2003 2002
$ $ $ $
Net loss (3,594,989) (2,781,995) (3,594,992) (2,232,743)



MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
DIRECTORS' REPORT (CONTINUED)

DIVIDENDS

No dividends have been paid or declared since the start of the financial year. The directors do not recommend the payment of a dividend in
respect of the year ended 30 June 2003.

REVIEW OF OPERATIONS

From 1 July 2002 to the date of this report, the economic entity's principal operations have been directed toward the development of the
SAMAG magnesium project. Further details are contained in the Chairman's Address and Review of Operations.

CHANGES IN STATE OF AFFAIRS

During the financial year there was no significant change in the state of affairs of the consolidated entity other than that referred to in the
financial statements or notes thereto.

SUBSEQUENT EVENTS

On 10 July 2003, 28,946,795 B shares were issued after the successful completion of a 1 for 5 rights issue at 10 cents per share. The issue
raised $2.9 million. $2.726 million received up to 30 June 2003 has been included in the financial statements as issued capital.

There has not been any other 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
future financial years.

FUTURE DEVELOPMENTS

Disclosure of information regarding likely developments in the operations of the consolidated entity in future financial years and the expected
results of those operations is likely to result in unreasonable prejudice to the consolidated entity. Accordingly, this information has not been
provided in this report.

ENVIRONMENTAL REGULATIONS

The economic entity's operations are subject to normal environmental regulations under both Commonwealth and State legislation in relation
its mining exploration activities. The directors believe that the economic entity has adequate systems in place for the management of its
environmental requirements and are not aware of any significant breaches of those environmental requirements during the period covered by
this report.

-10 -



MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
DIRECTORS' REPORT (CONTINUED)

SHARE OPTIONS

73,833,468 options to take up ordinary shares issued remain unexercised at 30 June 2003. During the year, 13,500,000 options were issued
to the Managing Director, with a value according to the Black-Scholes model of $523,832 and 500,000 options expired. From the
commencement of the financial year to the date of this report there have been no shares issued by virtue of the exercise of options. Further
information is given in Note 23 to the financial statements.

INDEMNIFICATION OF OFFICERS AND AUDITORS

Indemnification

The parent entity has indemnified or agreed to indemnify each director and all officers of the company or of any related body corporate against
a liability incurred as such an officer in accordance with section 199A of the Corporations Act 2001.

The parent entity has not indemnified or agreed to indemnify the auditor of the company or of any related body corporate against a liability
incurred by the auditor.

Insurance Policies

Since the end of the financial year the ultimate parent entity has paid premiums in respect of directors' and executive officers' liability and legal
expenses insurance contracts for the year ended 30 June 2004. Such insurance contracts insure against certain liability (subject to specific
exclusions) persons who are or have been directors or executive officers of the parent entity.

Directors have not included details of the nature of the liabilities covered, or the amount of the premium paid, as such disclosure is prohibited
under the terms of the contract.

Signed in accordance with a resolution of the directors.

On behalf of the Directors

GT GALT
Managing Director

Sydney, 23 September 2003

-11-



MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
STATEMENT OF FINANCIAL PERFORMANCE
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Note Economic Entity Parent Entity
2003 2002 2003 2002
$ $ $ $
Revenue from ordinary activities 2 689,815 534,291 1,144,232 1,863,069
Administration expenses (520,468) (339,947) (343,775) (176,101)
Borrowing costs (864) (685) (833) (685)
Corporate expenses (386,314) (138,833) (151,611) (138,633)
Depreciation and amortisation expense (43,840) (62,258) (41,340) (46,151)
Employment expense (2,358,908) (2,348,700) (1,439,348) (1,617,057)
Exploration expenditure expensed - (24,437) - -
Occupancy expenses (343,699) (423,283) (343,699) (314,739)
Provision against advances to controlled entities - - (1,872,283) (1,784,190)
Provision against investments 90,138 140,889 3,090,138 140,889
Loss from disposals (7,576) - (3,007,576) -
Written down value of investments sold (224,945) - (224,945) -
Other expenses from ordinary activities (488,328) (119,032) (403,952) (159,145)
Loss from Ordinary Activities
before Income Tax Expense 3,4 (3,594,989) (2,781,995) (3,594,992) (2,232,743)
Income tax expense relating to
ordinary activities 5 - - - -
Net Loss (3,594,989) (2,781,995) (3,594,992) (2,232,743)
Basic and diluted (loss) per share
(cents per share) 8 (0.86) (0.83)

The Statements of Financial Performance are to be read in conjuction with the notes set out on pages 14 to 32.

-12 -



MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES

STATEMENTS OF FINANCIAL POSITION AS AT 30 JUNE 2003

Note
CURRENT ASSETS
Cash assets 9
Receivables 10
Investments 11
Other current assets 12
TOTAL CURRENT ASSETS
NON-CURRENT ASSETS
Receivables 13
Investments 14
Property, plant and equipment 16
Exploration and evaluation expenditure 17
TOTAL NON-CURRENT ASSETS
TOTAL ASSETS
CURRENT LIABILITIES
Payables 18
Provisions 19
TOTAL CURRENT LIABILITIES
NON-CURRENT LIABILITIES
Payables 20
Provisions 21
TOTAL NON-CURRENT
LIABILITIES
TOTAL LIABILITIES
NET ASSETS
EQUITY
Contributed equity 22
Accumulated Losses 24

TOTAL EQUITY

The Statements of Financial Position are to be read in conjuction with the notes set out on pages 14 to 32.

Economic Entity

Parent Entity

2003 2002 2003 2002
$ $ $ $
5,493,058 12,266,305 5,491,904 10,283,582
149,324 343,769 123,147 134,680
25,575 248,769 25,575 248,769
30,012 16,100 15,012 1,100
5,697,969 12,874,943 5,655,638 10,668,131
- - 34,175,084 32,390,783
- 2 19,535,561 17,535,563
572,597 135,777 103,900 93,603
53,391,993 50,627,543 - -
53,964,590 50,763,322 53,814,545 50,019,949
59,662,559 63,638,265 59,470,183 60,688,080
538,018 3,073,257 538,018 327,706
97,471 93,116 97,471 84,855
635,489 3,166,373 635,489 412,561
- - 10,002 6,002
443 - 443 -
443 - 10,445 6,002
635,932 3,166,373 645,934 418,563
59,026,627 60,471,892 58,824,249 60,269,517
73,390,028 71,240,304 73,390,028 71,240,304

(14,363,401)

(10,768,412)

(14,565,779)

(10,970,787)

59,026,627

60,471,892

58,824,249

60,269,517

-13 -



MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
STATEMENTS OF CASH FLOWS

FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

CASH FLOWS FROM OPERATING ACTIVITIES
Payments to suppliers and employees

Interest received

Interest paid

Exploration and evaluation expenditure

Sundry receipts

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Payments for property, plant and equipment
Payments for shares in controlled entity

Proceeds from sale of property, plant and equipment
Proceeds from sale of investments

Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from share issues

Share issue costs
Advances to controlled entities

Net cash provided by (used in)financing activities

NET INCREASE/(DECREASE) IN CASH HELD

CASH AT THE BEGINNING OF THE FINANCIAL YEAR

CASH AT THE END OF THE FINANCIAL YEAR

Note Economic Entity Parent Entity
2003 2002 2003 2002
$ $ $ $
(5,818,519) (2,477,452) (1,869,322) (2,256,733)
328,208 313,876 300,461 247,227
(864) (685) (833) (685)
(3,763,309) (14,250,139) - -
78,128 220,415 13,749 7,425
34 (c) (9,176,356) (16,193,985) (1,555,945) (2,002,766)
(490,094) (67,839) (18,897) (39,448)
- - (2,000,000) -
1,750 - 1,750 -
281,729 - 281,729 -
(206,615) (67,839) (1,735,418) (39,448)
2,726,200 24,679,741 2,726,200 24,679,741
(116,476) (947,364) (116,476) (947,364)
- - (4,110,039) (13,078,639)
2,609,724 23,732,377 (1,500,315) 10,653,738
(6,773,247) 7,470,553 (4,791,678) 8,611,524
12,266,305 4,795,752 10,283,582 1,672,058
34 (a) 5,493,058 12,266,305 5,491,904 10,283,582

The Statements of Cash Flows are to be read in conjuction with the notes set out on pages 14 to 32.
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MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Statement of Significant Accounting Policies
Revenue

Sales of Assets

Loss From Ordinary Activities

Income Tax

Remuneration and Retirement Benefits
Auditors' Remuneration

Earnings per Share

Cash

Current Receivables

Current Investments

Other Current Assets

Non-Current Receivables

Non-Current Investments

Particulars Relating to Controlled Entities
Property Plant And Equipment
Exploration and Evaluation Expenditure
Current Payables

Current Provisions

Non-Current Payables

Non-Current Provisions

Contributed Equity

Options

Accumulated Losses

Related Party Disclosures

Operating Leases

Commitments for Exploration Expenditure
Contingent Liabilities

Interests in Joint Ventures

Segment Information

Events Subsequent to Reporting Date
Financial Instruments

Net Fair Values of Financial Instruments
Notes to Statement of Cash Flows
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Framework

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

The financial report covers the economic entity of Magnesium International Ltd and its controlled entities, and Magnesium International
Ltd as an individual company. Magnesium International Ltd is a listed public company, incorporated and domiciled in Australia.

The financial report has been prepared on an accruals basis and is based on historical costs and, except where stated, does not take into
account changing money values or current valuations of non-current assets. Cost is based on the fair values of the consideration given in
exchange for assets.

The financial report has been prepared on a going concern basis, which presumes the realisation of assets and discharge of liabilities in
the normal course of business for the foreseeable future. The directors confirm, on an ongoing basis, that the company and the economic
entity continue to meet this criteria.

Significant Accounting Policies

Accounting policies are selected and applied in a manner which ensures that the resultant financial information satisfies the concepts of
relevance and reliability, thereby ensuring that the substance of the underlying transactions and other events is reported.

The company has adopted relevant new and revised accounting standards and pronouncements with no material impact.
The following significant accounting policies have been adopted in the preparation and presentation of the financial report:

(@) Accounts Payable

Trade payables and other accounts payable are recognised when the consolidated entity becomes obliged to make future payments
resulting from the purchase of goods and services.

(b) Acquisition of Assets

Assets acquired are recorded at the cost of acquisition, being the purchase consideration determined as at the date of acquisition
plus costs incidental to the acquisition.

In the event that settlement of all or part of the cash consideration given in the acquisition of an asset is deferred, the fair value of
the purchase consideration is determined by discounting the amounts payable in the future to their present value as at the date of
acquisition.

(c) Cash

For the purpose of the statement of cash flows, cash includes:
- cash on hand and at call deposits with banks or financial institutions, net of bank overdrafts; and
- investments in money market instruments with less than 90 days to maturity.

(d) Comparative Figures

Where required comparative figures have been adjusted to conform with changes in presentation for the current financial year.

-16 -



MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(e)

®

)

Depreciation

Depreciation provided on buildings, plant and equipment is calculated on a straight line basis so as to write off the net cost or other
revalued amount of each asset over its expected useful life. Estimated useful lives are used in the calculation of depreciation are:

- Buildings 40 years
- Plant and equipment 3-8 years
- Plant and equipment - leased 3-4 years

Employee Entitlements

Provision is made for the parent entity's liability for employee entitlements, including on-costs, in respect of wages and salaries,
annual leave and long service leave arising from service rendered by employees to balance date.

Provisions made in respect of wages and salaries, annual leave, and long service leave expected to be settled within 12 months, are
measured at their nominal values.

Provisions made in respect of other employee entitlements which are not expected to be settled within 12 months are measured as
the present value of the estimated future cash outflows to be made by the consolidated entity in respect of services provided by
employees up to the reporting date.

Contributions are made by the economic entity to employee superannuation funds and are charged as expenses when incurred.

Exploration and Evaluation Expenditure

Exploration, evaluation and development expenditure incurred is accumulated in respect of each identifiable area of interest. These
costs are only carried forward where there is current activity, to the extent that they are expected to be recouped through the
successful development of the area, or where activities in the area have not yet reached a stage which permits reasonable
assessment of the existence of economically recoverable reserves.

Accumulated costs in relation to an abandoned area are written off, in full, in the year in which the decision to abandon the area is
made.

When production commences, the accumulated costs for the relevant area of interest are amortised over the life of the area
according to the rate of depletion of the economically recoverable reserves.

A regular review is undertaken of each area of interest to determine the appropriateness of continuing to carry forward costs in
relation to that area of interest.

Costs of site restoration are provided over the life of the facility from when production commences and are included in the costs of
that stage. Site restoration costs include the dismantling and removal of mining plant, equipment and building structures, waste
removal, and rehabilitation of the site in accordance with clauses of the mining permits. Such costs have been determined using
estimates of future costs, current legal requirements and technology on an undiscounted basis. Any changes in the estimates for
the costs are accounted on a prospective basis. In determining the costs of site restoration, there is uncertainty regarding the
nature and extent of the restoration due to community expectations and future legislation. Accordingly the costs have been
determined on the basis that the restoration will be completed within one year of abandoning the site.

The parent entity's loans to controlled entities, whose principal activity is the exploration and evaluation of mining and tenement
interests, have been utilised by those entities for exploration and evaluation expenditure and have therefore been accounted for in
accordance with the above accounting policy as this represents the underlying substance of these loans.

The company's ability to recoup exploration and evaluation expenditure is dependent upon raising the equity and project finance
necessary to develop the project, or alternatively by its sale or joint venturing. If the company is unable to commercialise the
project, a write down in the carrying amount may be required.

-17 -



MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(h)

0]

@

)

U]

Foreign Currency

Foreign currency transactions are translated to Australian currency at the rates of exchange ruling at the dates of the transactions.
Amounts receivable and payable in foreign currencies at balance date are translated at the rates of exchange ruling on that date.

Exchange differences relating to amounts payable and receivable in foreign currencies are brought to account as exchange gains or
losses in the statement of financial performance in the financial year in which the exchange rates change.

Goods and Services Tax
Revenues, expenses and assets are recognised net of the amount of goods and services tax (GST), except:

(a) Where the amount of GST incurred is not recoverable from the taxation authority, it is
recognised as part of the cost of acquisition of an asset or as part of an item of expense; or
(b) For receivables and payables which are recognised inclusive of GST.

The gross amounts of GST recoverable from, or payable to, the taxation authority are included as part of receivables or payables.

Income Tax

The economic entity adopts the income statement liability method of tax-effect accounting whereby the income tax expense is based
on the profit from ordinary activities adjusted for any permanent differences.

Timing differences, which arise due to the different accounting periods in which items of revenue and expense are included in the
determination of accounting profit and taxable income, are brought to account as either a provision for deferred income tax, or as a
future income tax benefit at the rate of income tax applicable to the period in which the benefit will be received, or the liability will
become payable.

Future income tax benefits are not brought to account unless realisation of the asset is assured beyond reasonable doubt. Future
income tax benefits in relation to tax losses are not brought to account unless there is virtual certainty of realisation of the benefit.

The amount of benefits which may be realised in the future is based on the assumption that no adverse change will occur in income
taxation legislation and the anticipation that the economic entity will derive sufficient future assessable income to enable the benefit
to be realised and comply with the conditions of deductibility imposed by the law.

Interests in Joint Ventures

The economic entity's share of the assets, liabilities, revenue and expenses of joint venture operations are included in the
appropriate items of the consolidated statements of financial performance and financial position. Details of the economic entity's
interests in joint ventures are shown in Note 26.

Investments

Shares in listed companies held as current assets are measured on the cost basis. Where the directors consider that a diminution in
value has occurred a provision is made against the cost of those investments.

Non-current investments are measured on the cost basis. The carrying amount of non-current investments is reviewed annually by
directors to ensure it is not in excess of the recoverable amount of these investments. The recoverable amount is assessed from the
quoted market value for listed investments or the underlying net assets for other non-listed investments. The expected net cash
flows from investments have not been discounted to their present value in determining the recoverable amounts.
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MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(m) Leased Assets

(n)

(0)

()

(@

Leases of fixed assets' where substantially all the risks and benefits incidental to the ownership of the asset, but not the legal
ownership, are transferred to entities in the economic entity are classified as finance leases. Finance leases are capitalised,
recording an asset and a liability equal to the present value of the minimum lease payments, including any guaranteed residual
values. Leased assets are depreciated on a straight line basis over their estimated useful lives, where it is likely that the economic
entity will obtain ownership of the asset, or over the term of the lease. Lease payments are allocated between the reduction of the
lease liability and the lease interest expense for the period.

Lease payments for operating leases, where substantially all the risks and benefits remain with the lessor, are charged as expenses
in the periods in which they are incurred.

Principles of Consolidation

The consolidated financial statements are prepared by combining the financial statements of all the entities that comprise the
economic entity, being the company (the parent entity) and its controlled entities as defined in Accounting Standard AASB 1024
"Consolidated Accounts". A list of controlled entities appears in note 15 to the financial statements. Consistent accounting policies
are employed in the preparation and presentation of the consolidated financial statements.

The consolidated financial statements include the information and results of each controlled entity from the date on which the
company obtains control and until such time as the company ceases to control such entity.

In preparing the consolidated financial statements, all intercompany balances and transactions, and unrealised profits arising within
the consolidated entity, are eliminated in full.

Receivables
Trade receivables and other receivables are recorded at amounts due less any provision for doubtful debts.

Recoverable Amount of Non-Current Assets

The carrying amounts of non-current assets, other than exploration and evaluation (refer note 1(g)), are reviewed to determine
whether they are in excess of their recoverable amount at balance date. 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 of non-current assets the
relevant cash flows have not been discounted to their present value, except where specifically stated.

Revenue Recognition
Sale of Goods and Disposal of Assets

Revenue from the sale of goods and disposal of other assets is recognised when the economic entity has passed control of the
goods or other assets to the buyer.

Interest Income

Interest income is recognised on a proportional basis, taking into account the interest rates applicable to financial assets.
Other Income

Other income is recognised on receipt.

General

All revenue is stated net of goods and services tax (GST).
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Economic Entity

Parent Entity

2003 2002 2003 2002
$ $ $ $
REVENUE FROM ORDINARY ACTIVITIES
Operating Revenue
Interest - Other entities 328,208 313,876 300,461 247,227
Government subsidies received 60,519 171,407 1,650 4,125
Management fees:
- Controlled entity - - 546,543 1,608,417
Other income 17,609 49,008 12,099 3,300
Non-Operating Revenue
Proceeds from sale of:
- Plant and equipment 1,750 - 1,750 -
- Investments 281,729 - 281,729 -
Total revenue from ordinary activities 689,815 534,291 1,144,232 1,863,069
LOSS FROM ORDINARY ACTIVITIES
Loss from ordinary activities before income tax has been
determined after charging/(crediting) the following items:
Interest paid:
- Other entities 864 685 833 685
Depreciation of non-current assets:
- Plant & equipment 43,024 59,081 40,524 42,974
- Leased Plant & equipment 816 3,177 816 3,177
Total Depreciation 43,840 62,258 41,340 46,151
Transfers to/(from) provisions:
- Employee entitlements 4,798 55,348 13,059 47,087
- Advances to controlled entities - - (1,127,717) 1,784,190
- Diminution of investments (90,138) (140,889) (3,090,138) (140,889)
Operating lease rental expenses 304,881 281,577 304,881 251,383
Superannuation contributions 100,721 89,338 100,721 89,338
Write off of exploration expenditure - 24,437 - -
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Economic Entity
2003 2002
$ $
4 SALES OF ASSETS

Sales of assets in the ordinary course of
business has given rise to the following
profits and losses:

Net Profits
Plant and equipment - -
Investments 58,537 -

Parent Entity
2003 2002
$ $

58,535 -

Net Losses

Plant and equipment 7,576 -
Investments - -

7,576 -
3,000,000 -

5 INCOME TAX

a) The prima facie income tax on pre-tax accounting loss reconciles to the income tax expense/benefit in the financial statements as

follows:
Loss from ordinary activities (3,594,989) (2,781,995) (3,594,992) (2,232,743)
Prima facie income tax benefit calculated at
30% (2002 30%) of operating profit (1,078,497) (834,599) (1,078,498) (669,823)
Permanent differences:
Non allowable items 2,772 1,512 2,772 1,512
Future income tax benefits not recognised 1,075,725 833,087 1,075,726 668,311
Income tax expense
attributable to operating profit - - - -
b) Franking account balance - - - -
c) Future income tax benefit not recognised
The potential future income tax benefit calculated at 30%
(2002 30%) arising from tax losses and timing
differences has not been recognised as an asset
because recoverability is not virtually certain.
Tax losses
Revenue losses 14,631,099 14,364,652 2,208,097 1,555,337
Capital losses 2,868,185 1,984,926 2,868,185 1,984,926
Timing Differences (Net) (11,729,917) (11,046,826) 1,933,553 2,094,679
Total 5,769,367 5,302,752 7,009,835 5,634,942

The taxation benefits of capital tax losses not brought to account will only be obtained if:

i) the company and the consolidated entity derive further assessable income of a nature and of an amount sufficient to enable the

benefit from the deductions to be realised;

i) the company and the consolidated entity continue to comply with the conditions for deductibility imposed by the law; and

i) no changes in tax legislation adversely affect the company's and the consolidated entity's ability in realising the benefit from the

deductions.
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Economic Entity
2003 2002
$ $
REMUNERATION AND RETIREMENT BENEFITS

The aggregate of income, including superannuation and

retirement benefits, paid or payable, or otherwise made

available, in respect of the financial year, to all directors, of

each entity in the consolidated entity, directly or indirectly, by

the entities in which they are directors or by any related party 2,028,714 1,735,519

Parent Entity

2003
$

1,589,504

2002
$

1,243,690

The number of directors of the company whose total income
falls within each successive $10,000 band of income
(commencing at $0):
$ 10,000-$ 19,999
$ 40,000-$ 49,999
$100,000 - $109,999
$110,000 - $119,999
$120,000 - $129,999
$140,000 - $149,999
$150,000 - $159,999
$170,000 - $179,999
$200,000 - $209,999
$260,000 - $269,999
$280,000 - $289,999
$360,000 - $369,999
$970,000 - $979,999
Economic Entity
(b) Executive Officers 2003 2002
$ $

The aggregate of income paid or payable, or otherwise made

available, in respect of the financial year, to all executive

officers of the company, directly or indirectly, by the company

or by any related party in excess of $100,000. 1,737,385 2,330,882

2003
No.

PR Ny

- A

1

2002
No.

Parent Entity

2003
$

1,260,088

2002
$

1,094,366

The number of executive officers of the company whose total
income, including superannuation and rertirement benefits,

falls within each successive $10,000 band of income 2003 2002
(commencing at $100,000): No. No.

$100,000 - $109,999 - 1

$110,000 - $119,999 1 -

$150,000 - $159,999 - 1
$160,000 - $169,999 - 1

$170,000 - $179,999 1 -

$200,000 - $209,999 - 1
$220,000 - $229,999 - 1

$250,000 - $259,999 1 -

$260,000 - $269,999 - 1

$270,000 - $279,999 - -

$280,000 - $289,999 1 2
$290,000 - $299,999 - 1
$310,000 - $319,999 1 -
$320,000 - $329,999 1 -

$360,000 - $369,999 - 1

$970,000 - $979,999 1 -
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

AUDITORS' REMUNERATION

Remuneration of the auditor of the parent entity for:
Auditing or reviewing the financial report

Other services

EARNINGS PER SHARE

Basic and diluted (loss) per share (cents per share)

Weighted average number of ordinary shares outstanding
during the year used in calculation of basic (loss) per share

"B" shares have not been included in the weighted average

number of shares as the shares were allotted on 10 July 2003.

The options outlined in Note 23 are not considered potential
ordinary shares and not dilutive because the exercise price is
higher than the market value of the Company's shares at
reporting date.

CASH ASSETS

Cash at bank and on hand
Term deposits

CURRENT RECEIVABLES

GST receivables
Other receivables

CURRENT INVESTMENTS

Shares in listed companies at cost
Provision for diminution in value

OTHER CURRENT ASSETS

Security deposit

Prepayments

NON-CURRENT RECEIVABLES

Amount due from wholly owned controlled entities
Provision for diminution in value
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Economic Entity

Parent Entity

2003 2002 2003 2002
$ $ $ $

32,795 30,810 32,795 30,810

- 10,000 - 10,000

32,795 40,810 32,795 40,810

(0.86) (0.83)
417,827,486 337,174,363

2,793,058 266,305 2,791,904 83,582
2,700,000 12,000,000 2,700,000 10,200,000
5,493,058 12,266,305 5,491,904 10,283,582
46,873 342,648 20,696 133,559
102,451 1,121 102,451 1,121
149,324 343,769 123,147 134,680
25,575 338,907 25,575 338,907
- (90,138) - (90,138)

25,575 248,769 25,575 248,769
17,600 16,100 2,600 1,100
12,412 - 12,412 -
30,012 16,100 15,012 1,100

- - 39,842,557 39,185,973
- - (5,667,473) (6,795,190)

- - 34,175,084 32,390,783




MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

14. NON-CURRENT INVESTMENTS
Economic Entity

Parent Entity

2003 2002 2003 2002
$ $ $ $
Unlisted investments - at cost
Shares in controlled entities - - 19,535,561 17,535,563
Provision for diminution in value - - - -
- - 19,535,561 17,535,563
Shares in other entities - 2 - -
- 2 19,535,561 17,535,563
15. PARTICULARS RELATING TO CONTROLLED ENTITIES
Country of Ownership Ownership
Name of Entity Incorporation Interest Interest
2003 2002
Controlled entities % %
GAMAS Magnesium Technology Pty Ltd Australia 100 100
Kelaray Pty Ltd Australia 0 100
Magnesium International (No 1) Pty Ltd Australia 100 100
Magnesium International (No 2) Pty Ltd Australia 100 100
SAMAG Limited Australia 100 100
Magnesium Holdings Pty Ltd Australia 100 100
Magnesium Developments Ltd Australia 100 100
16. PROPERTY, PLANT AND EQUIPMENT Economic Entity Parent Entity
2003 2002 2003 2002
$ $ $ $
Land -at cost 371,197 - - -
Buildings
at cost 100,000 - - -
accumulated depreciation (2,500) - - -
97,500 - - -
Plant and equipment
at cost 317,649 329,514 317,649 256,768
accumulated depreciation (213,749) (203,968) (213,749) (173,396)
103,900 125,546 103,900 83,372
Leased plant and equipment
capitalised leased assets - 27,960 - 27,960
accumulated depreciation - (17,729) - (17,729)
- 10,231 - 10,231
Total property, plant and equipment 572,597 135,777 103,900 93,603
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Economic Entity

Parent Entity

2003
$

2002
$

2003 2002
$ $
17. EXPLORATION AND EVALUATION EXPENDITURE
Costs carried forward in respect of areas of interest in 53,391,993 51,827,543
exploration and evaluation phases
Provision for diminution in value - (1,200,000)
Total exploration and evaluation expenditure 53,391,993 50,627,543

18.

19.

20.

21.

At 30 June 2003 this expenditure relates to mining properties associated with the SAMAG project. The company has completed a
bankable feasibility study for the SAMAG project. The recoupment of expenditure carried forward in respect of mining properties depends
on the successful development and commercial exploitation or sale of mineral resources which have been, or may be discovered in those

properties.

Movement for year:

Balance at beginning of year
Expenditure during year
Sale of Kelaray Pty Ltd
Amounts provided against
Balance at end of year

CURRENT PAYABLES
Unsecured:

Trade payables

Other payables and accruals
Lease liability

GST creditors

CURRENT PROVISIONS

Employee entitlements

The economic entity had 8 employees (2002: 10 employees)

at 30 June 2003

NON-CURRENT PAYABLES

Amount due to controlled entity

NON-CURRENT PROVISIONS

Employee entitlements

50,627,543 36,401,841 - -
3,763,309 14,250,139 - -
(2,198,859) - . .
1,200,000 (24,437) - -
53,391,993 50,627,543 - -
- 4,337 - 4,337

534,775 3,065,212 534,775 319,661

- 3,708 - 3,708

3,243 - 3,243 -
538,018 3,073,257 538,018 327,706
97,471 93,116 97,471 84,855

- - 10,002 6,002

443 - 443 -
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MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Economic Entity Parent Entity
2003 2002 2003 2002
$ $ $ $
CONTRIBUTED EQUITY
417,827,486 fully paid ordinary shares 70,780,304 71,240,304 70,780,304 71,240,304
(2002: 414,409,501)
27,262,002 fully paid "B" shares (see note 29) 2,609,724 - 2,609,724 -
(2002: Nil)
73,390,028 71,240,304 73,390,028 71,240,304

Fully paid ordinary shares carry one vote per share and carry the right to dividends.

Fully paid "B" shares carry one vote per share and carry the right to dividends and the right to a 15% discount on shares issued in a Major
Capital Raising (refer note 29).
Movement in ordinary share capital
Balance at beginning of year 71,240,304 47,507,927 71,240,304 47,507,927
Shares issued during year

Reduction in share capital by in specie distribution of

Argonaut Resources NL securities following sale of

Kelaray Pty Ltd for Argonaut Resources NL securities. (1,000,000) - (1,000,000) -

3,417,985 (2002 Nil) issued as consideration for services

rendered 540,000 - 540,000 -

Nil (2002 29,500,000) issued in a placement to

institutional investors at 18 cents per share - 5,310,000 - 5,310,000

Nil (2002 45,515,879) issued on exercise of options at 20

cents per share - 9,103,176 - 9,103,176

Nil (2002 29,301,228) issued pursuant to a 1 for 10 rights

issue at 20 cents per share - 5,860,246 - 5,860,246

Nil (2002 29,500,000) issued pursuant to a Shareholder

Share Purchase Scheme at 17 cents per share - 4,406,319 - 4,406,319

27,262,002 (2002 Nil) "B™ shares issued pursuant to a 1

for 5 rights issue at 10 cents per share (refer note 29). 2,726,200 - 2,726,200 -
Transaction costs relating to share issues (116,476) (947,364) (116,476) (947,364)
Balance at end of year 73,390,028 71,240,304 73,390,028 71,240,304
OPTIONS

Expiry Date Exercise Number on issue Granted Lapsed Exercised Number on issue

Price 30 June 2002  during year during year during year 30 June 2003

Listed

25.11.2003 $0.1975 14,550,000 - - - 14,550,000

14,550,000 - - - 14,550,000

Unlisted

28.6.2003 $0.3475 500,000 - (500,000) - 0

25.11.2003 $0.1975 3,950,000 - - - 3,950,000

25.11.2003 $0.3475 3,000,000 - - - 3,000,000

27.8.2004 $0.1975 300,000 - - - 300,000

25.11.2004 $0.2975 3,500,000 - - - 3,500,000

31.7.2005 $0.3625 5,066,750 - - - 5,066,750

28.8.2005 $0.2975 3,166,718 - - - 3,166,718

30.9.2006 $0.2375 4,200,000 - - - 4,200,000

30.11.2006 $0.4475 9,600,000 - - - 9,600,000

1.12.2006 $0.2475 10,000,000 - - - 10,000,000

30.3.2007 $0.2475 3,000,000 - - - 3,000,000

MD options (see note below) 0 13,500,000 - - 13,500,000

46,283,468 13,500,000 (500,000) - 59,283,468
Total Options on issue 60,833,468 13,500,000 (500,000) - 73,833,468

MD options have varying exercise prices and vesting dates linked to achievement of specific performance targets.
The market value of shares under these options at 30 June 2003 was $0.087
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

Economic Entity

2002
$

(7,986,417)

(2,781,995)

Parent Entity

2003
$

(10,970,787)

(3,594,992)

2002
$

(8,738,044)

(2,232,743)

2003
$
24. ACCUMULATED LOSSES
Accumulated losses at beginning of financial year (10,768,412)
Net loss for year (3,594,989)
Retained profits
Accumulated losses at end of financial year (14,363,401)

25.

(10,768,412)

(14,565,779)

(10,970,787)

COMMITMENTS FOR EXPENDITURE

(a) Capital Expenditure Commitments
There are no capital commitments at the end of the financial year

(b) Lease Commitments

Operating leases relate to office facilities with lease terms
of between one to three years. The company does not
have an option to purchase the leased asset at the expiry
of the lease period.

Non-cancellable operating leases

Not later than one year 328,000 336,000 328,000 336,000
Later than 1 year but

not later than 5 years 432,000 760,000 432,000 760,000

760,000 1,096,000 760,000 1,096,000
Operating leases are for property expiring from two to five
years and are non-cancellable. Leases generally provide
the economic entity with a right of renewal at which time
terms are re-negotiated. Finance leases are for
equipment expiring in one year. At the end of the loan the
Einance Leases
Not later than one year - 3,921 - 3,921
Deduct future finance charges - (213) - (213)
- 3,708 - 3,708

Current lease liabilities provided for in the financial
statements - 3,708 - 3,708
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

INTERESTS IN JOINT VENTURES

The economic entity (via Kelaray) held interests ranging from 3.3% to 90% in various unincorporated joint ventures whose principal
activities are gold exploration. During the year ended 30 June 2003 the economic entity together with the other venturers were tenants-in-
common in various areas of mining interest. Included in the assets and liabilities of the Parent entity and the economic entity are the
following items which represent the Parent entity's and the economic entity's interest in the assets and liabilities employed in the joint
venture operations, recorded in accordance with the accounting policy described in Note 1 (g). The joint venture interests were disposed
of on 29 July 2002 when the parent entity's interest in Kelaray Pty Ltd was sold.

Economic Entity Parent Entity
2003 2002 2003 2002
$ $ $ $
Non-current assets
Exploration and evaluation expenditure - 972,875 - 972,875
Total non-current assets - 972,875 - 972,875

CONTINGENT LIABILITIES

Termination Benefits
Under a service agreement with a director there is a contingent liability for termination benefits which cannot be quantified at this time.

Dow Chemicals

Under an agreement with The Dow Chemical Company ("Dow") a controlled entity has purchased an exclusive licence to Dow's
technology for the manufacture of magnesium. The purchase gives the controlled entity full access to Dow's technology for the
manufacture of magnesium and to Dow's magnesium database and patents. A technology fee of US$900,000 is payable within 30 days
of the Parent entity receiving final approval of funding to construct a magnesium manufacturing facility in Australia or New Zealand. A
further technology fee of US$4,000,000 is payable within 30 days after Financial Close; plus an expansion fee of $US660,000 also
payable within 30 days after Financial Close.

Native Title Claims

The SAMAG project, in particular the proposed mine site at Mount Hutton (Leigh Creek) is covered by one or more Native Title Claims.
EL's 2100, 2565, 2695 and 2570 are subject to overlapping Native Title claims by the Kuyani Association Inc (SC95/4), Adnyamathanha
(SC99/1) and the Barngarla Families (SC96/4) and are subject to negotiations with representatives of the Traditional Owners.

All other tenements (except EL 1965) in which the economic entity has an interest are covered by one or more Native Title claims or are
within Aboriginal Lands and are subject to negotiations with representatives of the Traditional Owners. The economic entity has
completed a Mining Native Title Agreement (exploration) with respect to EL 2558. However, negotiations are in progress with respect to
work programmes on other tenements.

Native Title Agreements are in place for all mining tenements expected to be developed as part of the SAMAG magnesium project.

The estimated contingent liability likely to exist with respect to continuing Native Title negotiations during the ensuing year is unlikely to
exceed $90,000 (2002 - $150,000).

Other - Success fees

A number of the Company's advisors have entered into Success Fee arrangements, whereby amounts may become payable upon
Financial Close of the SAMAG project. The majority of these Success Fees are linked to the amount of funds raised by the Company and
cannot therefore be quantified at the present time.

Other - Directors retirement benefits

A number of the Company's former directors have agreed that certain retirement benefits amounting to $182,001 will only become
payable upon Financial Close of the SAMAG project.

SEGMENT INFORMATION
The economic entity operates in one segment only being mineral exploration and development in Australia.

EVENTS SUBSEQUENT TO REPORTING DATE

On 10 July 2003, 28,946,795 "B" shares were issued after the successful completion of a 1 for 5 rights issue at 10 cents per share. The
issue raised $2.9 million. $2.726 million received up to 30 June 2003 has been included in the financial statements as issued capital.
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

30. FINANCIAL INSTRUMENTS

a) Significant Accounting Policies

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basis of measurement
and the basis on which revenues and expenses are recognised, in respect of each class of financial asset, financial liability and
equity instrument are disclosed in note 1 to the financial statements.

b) Interest Rate Risk

The economic entity has not entered into interest rate hedging transactions. The economic entity's exposure to interest rate risk and
the effective weighted average interest rate for classes of financial assets and financial liabilities is set out below :-

WEIGHTED
AVERAGE FLOATING |FIXED INTEREST
2003 INTEREST INTEREST MATURING IN  NON-INTEREST
NOTE RATES RATES 1 YEAR OR LESS BEARING TOTAL
Financial Assets
Cash 9 4.6% 2,793,058 2,700,000 - 5,493,058
Receivables 10 - - 102,451 102,451
Investments 11,14 - - 25,575 25,575
Total Assets 2,793,058 2,700,000 128,026 5,621,084
Financial Liabilities
Payables 18 - - 538,018 538,018
Total Liabilities - - 538,018 538,018
WEIGHTED
AVERAGE FLOATING  |FIXED INTEREST
2002 INTEREST INTEREST MATURING IN  NON-INTEREST
NOTE RATES RATES 1 YEAR OR LESS BEARING TOTAL
Financial Assets
Cash 9 5.0% 266,305 12,000,000 - 12,266,305
Receivables 10 - - 1,121 1,121
Investments 11,14 - - 248,771 248,771
Total Assets 266,305 12,000,000 249,892 12,516,197
Financial Liabilities
Payables 18 - - 3,069,549 3,069,549
Lease Liabilities 18 10.3% - 3,708 - 3,708
Total Liabilities - 3,708 3,069,549 3,073,257

c) Foreign Exchange Risk
Given the minimal exposure to foreign currencies, it is the current policy of the economic entity not to hedge foreign exchange risk.

c) Credit Risk

There is negligible credit risk on financial assets, excluding investments, of the economic entity since there is no exposure to
individual customers or countries and the economic entity's exposure is limited to the amount of cash, short term deposits and
receivables which have been recognised in the balance sheet and is minimised by using recognised financial intermediaries as
counterparties.
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

30. NET FAIR VALUE OF FINANCIAL INSTRUMENTS

Listed shares included in "Investments" are traded in an organised financial market. The net fair values of listed shares are determined
by valuing them at the current quoted market bid price adjusted for transaction costs.

Monetary financial assets and financial liabilities not readily traded in an organised financial market are determined by valuing them at the
present value of contractual future cash flows on amounts due from customers (reduced for expected credit losses) or due to suppliers.
The carrying amounts of cash, accounts receivable, accounts payable approximate net fair value.

The net fair value of investments in unlisted shares in other corporations is determined by reference to the underlying net assets of the
respective corporations.

The carrying amounts and net fair values of financial assets and liabilities as at the reporting date are set out below:

Economic Entity

2003 2002
Carrying Net Fair Carrying Net Fair
Amount Value Amount Value
Financial Assets
Cash 5,493,058 5,493,058 12,266,305 12,266,305
Receivables 149,324 149,324 343,769 343,769
Investments
Shares in other corporations - listed 25,575 86,953 248,769 299,904
Shares in other corporations - unlisted - - 2 2
Financial Liabilities
Payables 538,018 538,018 3,069,549 3,069,549
Lease Liabilities - - 3,708 3,708

31. RELATED PARTY DISCLOSURES Economic Entity

2003 2002
$ $

(a) Directors
The directors of Magnesium International Ltd during the year were:

Mr DS Karpin Prof MR Richmond

Mr PJD Elliott Mr RCF Tiley (retired 9.9.02)

Mr GT Galt (appointed 1.8.02) Mr CM Horn(retired 9.9.02)

Mr AJ Hogendijk Mr RC Whyte (retired 9.9.02)
(b) Egquity interests in controlled entities
Details of the percentage of ordinary shares held in controlled entities are disclosed in note 15 to the
financial statements.
(c) Directors' remuneration
Details of directors' remuneration are disclosed in note 6 to the financial statements.
(d) Transactions within wholly-owned group
MANAGEMENT FEES
A controlled entity, SAMAG Limited, paid management fees to Magnesium International Limited for
services provided by senior management of that company. The fees were determined on a
commercial basis. 546,543 1,608,417
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2003

34. NOTES TO STATEMENTS OF CASH FLOWS

@

(b)

(©

Reconciliation of cash

For the purposes of the statement of cash flows, cash includes cash on hand and in banks and investments in money market
instruments, net of outstanding bank overdrafts. Cash at the end of the financial year as shown in the statement of cash flows is

reconciled in the related items in the statement of financial position as follows:-

Cash
Short term deposits

Non-cash financing and investing activities

Sale of Kelaray Pty Ltd satisfied by securities in Argonaut
Resources NL

Shares issued in satisfaction of liabilities

Reconciliation of operating loss
after income tax to net cash flows
from operating activities

Operating loss after income tax

Non cash items included

in profit and loss

Depreciation and amortisation
Diminution - investments

Diminution - loans to controlled entities
Employee entitlements

Exploration expenditure written off

Net loss on sale of assets

Net (profit)loss on sale of investments

Changes in assets and liabilities
Decrease/(Increase) in receivables and other current
assets

(Increase) in prepayments

(Increase)/decrease in exploration expenditure
Increase/(decrease) in payables

Expense recovery from controlled entity

Economic Entity

Parent Entity

Net cash used in operating activities

2003 2002 2003 2002
$ $ $ $
2,793,058 266,305 2,791,904 83,582
2,700,000 12,000,000 2,700,000 10,200,000
5,493,058 12,266,305 5,491,904 10,283,582
1,000,000 - 1,000,000 -
540,000 540,000
(3,594,989) (2,781,995) (3,594,992) (2,232,743)
43,840 62,258 41,340 46,151
(90,138) (140,889) (3,090,138) (140,889)
- - (1,127,717) 1,784,190
4,798 55,348 13,059 47,087
- 24,437 - -
7,576 - 7,576 -
(58,537) - 2,941,465 -
(3,687,450) (2,780,841) (4,809,407) (496,204)
194,445 (159,171) 11,533 (132,551)
(12,412) - (12,412) -
(3,763,309) (14,250,139) - -
(1,907,630) 996,166 800,884 234,406
- - (546,543) (1,608,417)
(9,176,356) (16,193,985) (4,555,945) (2,002,766)
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MAGNESIUM INTERNATIONAL LIMITED

AND CONTROLLED ENTITIES
DIRECTORS' DECLARATION

The directors declare that:

(a) the attached financial statements and notes thereto comply with Accounting Standards in Australia and the Corporations
Regulations 2001;

(b) the attached financial statements and notes thereto give a true and fair view of the financial position and performance, as represented by
the results of their operations and cash flows, of the company and the consolidated entity.

In the directors' opinion,
(c) the attached financial statements and notes thereto are in accordance with the Corporations Act 2001; and

(d) there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due and payable.

Signed in accordance with a resolution of the directors .

On behalf of the Directors

G TGALT
Managing Director

Sydney, 23 September 2003
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MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
Additional Information for Listed Public Companies
Additional information required by the Australian Stock Exchange Listing Rules and not disclosed elsewhere in this report:

1 Shareholding

(i) Distribution schedule of ordinary share holdings as at 23 September 2003

1-1,000 240

1,001 - 5,000 1,602

5,001 - 10,000 1,615

10,001 - 100,000 3,995

100,001 and over 473

Total number of holders 7,925

(i)  Number of shareholders with less than a marketable parcel 2,241
(iii) Percentage held by 20 largest shareholders 36.02%

(iv) Voting Rights
Article 37 of the parent entity's Constitution stipulates the voting rights of members as follows:
Subject to any rights or restrictions attached to any class of shares and to these Atrticles:
(a) at a meeting of Members or class of Members each Member entitled to vote may vote in person or by proxy or attorney;
(b) on a show of hands every person present who is a Member or a representative of a Member shall have (1) vote; and
(c) on a poll, every Member present in person or by proxy, attorney or representative shall have in respect of:
i. each fully paid share held by him in the parent entity, one (1) vote; and
ii. each contributing share held by him in the parent entity, voting rights pro rata to the amount paid up on each share"

(v) 20 Largest Shareholders - Ordinary Shares

Number of % Held

Ordinary Fully

Paid Shares Held
1 Excel Mining Ltd 36,751,037 8.78
2 Permanent Trustee Australia 23,507,895 5.62
3 ANZ Nominees Limited 15,570,691 3.72
4 Bestfield Company Ltd 9,327,997 2.23
5 Pacific Gold Resources 8,411,315 2.01
6 Ipseity Ltd 7,400,000 1.77
7 Catholic Church Insurances 6,000,000 1.43
8 HSBC Custody Nominees 5,831,500 1.39
9 Thiess Pty Ltd 5,818,129 1.39
10 Westpac Custodian Nominees 4,462,837 1.07
11 Mrs Sandra Lyn Baker 4,000,000 0.96
12 Westpac Banking Corporation 3,417,985 0.82
13 Huntley Investment Co Ltd 3,150,000 0.75
14 Rhoderic Charles Whyte 3,000,000 0.72
15 Commonwealth Custodial Services Ltd 2,800,890 0.67
16 Guardian Trust Australia 2,697,373 0.64
17 lonian Nominees Limited 2,601,894 0.62
18 Patrick James Dymock Elliott 2,077,647 0.50
19 Mandalay Capital Pty Ltd 2,000,000 0.48
20 Tarnish Pty Ltd 1,878,825 0.45

150,706,015 36.02
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MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
Additional Information for Listed Public Companies

(vii) 20 Largest Shareholders - "B" Shares

Number of % Held

Listed B shares

Held
1 Permanent Trustee Australia 4,701,579 16.18
2 ANZ Nominees Limited 1,948,009 6.70
3 Alan Cowen 1,275,408 4.39
4 Catholic Church Insurances Ltd 1,200,000 413
5 Ipseity Pty Ltd 750,000 2.58
6 Commonwealth Custodial Services Ltd 560,178 1.93
7 lonian Nominees Limited 520,378 1.79
8 Fulur Pty Ltd 500,000 1.72
9 Newvest Pty Ltd 500,000 1.72
10 Patrick James Dymock Elliott 415,529 1.43
11 HSBC Custody Nominees Australia Ltd 361,100 1.24
12 Cowen Investments Pty Ltd 350,000 1.20
13 Robert Anthony Healy 200,000 0.69
14 B. S. & B. P. Knope 200,000 0.69
15 Pelsect Pty Ltd 200,000 0.69
16 Wilfried Schnedler 200,000 0.69
17 Natcorp Nominees Pty Ltd 160,779 0.55
18 UBS Private Clients Australia Nominees Pty Ltd 152,886 0.53
19 R.H. & D. J. Bichard 150,000 0.52
20 Stan Shenstone 150,000 0.52

14,495,846 49.88

(viii) 20 Largest Shareholders - Listed Options expiring 25 November 2003 with an exercise price of 19.75 cents per share.

Number of % Held

Listed Options

Held
1 Permanent Trustee Australia 5,000,000 34.36
2 Commonwealth Custodial Services Ltd 1,000,000 6.87
3 Finian Maccana 1,000,000 6.87
4 Janet Elizabeth White 562,500 3.87
5 Asiavantage Resources Ltd 550,000 3.78
6 HFT Nominees Pty Ltd 427,778 2.94
7 Invia Custodian Pty Ltd 350,000 2.41
8 Anchorite Ltd 300,000 2.06
9 Catholic Church Insurances 300,000 2.06
10 Parsley Bay Investments Pty Ltd 263,889 1.81
11 Clodene Pty Ltd 250,000 1.72
12 Fortis Clearing Nominees Pty Ltd 250,000 1.72
13 Guardian Trust Australia Ltd 250,000 1.72
14 HSBC Custody Nominees Australia Ltd 250,000 1.72
15 lonian Nominees Limited 250,000 1.72
16 Mulloway Pty Ltd 250,000 1.72
17 National Nominees Ltd 250,000 1.72
18 ANZ Nominees Ltd 215,000 1.48
19 Michael Bell 200,000 1.37
20 Clapsys 200,000 1.37

12,119,167 83.29
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MAGNESIUM INTERNATIONAL LIMITED
AND CONTROLLED ENTITIES
Additional Information for Listed Public Companies

(ix) Distribution of Equity securities not listed

Options on issue

Number

Expiry Date Issued
25 November 2003 3,950,000
25 November 2003 3,000,000
27 August 2004 300,000
25 November 2004 3,500,000
31 July 2005 5,066,750
28 August 2005 3,166,718
30 September 2006 4,200,000
30 November 2006 9,600,000
1 December 2006 10,000,000
30 March 2007 3,000,000
Various 13,500,000

The name of the company secretary is Mr Neil Hooper

Distribution
of holdings
100,000
and over

1

Holders of 20% or more

Name of Holder Number held
Patrick James Dymock Elliott 1,400,000
Cedric Murray Horn 1,250,000
KTM Capital Ltd 3,000,000
Conor Patrick Hennessy 300,000
Patrick James Dymock Elliott 2,000,000
Frank Petitti 1,266,687
Ed Skach 1,266,687
Darryl Smith 3,166,718
Robert Eaglesham 3,000,000
Neil Hooper 1,000,000
Patrick James Dymock Elliott 3,200,000
Patrick James Dymock Elliott 4,000,000
Cedric Murray Horn 2,000,000
Richard Clement Fitzharding Tiley 2,000,000
Rhoderick Charles Whyte 2,000,000
Andrew John Hogendijk 3,000,000
Gordon T Galt 13,500,000

The address of the principal registered office in Australia is
Level 6, 210 George Street, Sydney NSW 2000 Telephone (02) 9252 1505

Registers of securities are held at

Computershare Registry Services Pty Limited

Level 5, 115 Grenfell Street
ADELAIDE SA 5000

Phone: (08) 8236 2300 Facsimile: (08) 8236 2305

Stock Exchange Listing

The parent entity's shares are quoted on the Australian Stock Exchange. The Home Exchange is Sydney

Restricted Securities
There are no restricted securities.

Unquoted Securities

Unlisted Options

59,283,468 unlisted Options are on issue.

Full details of all options on issue are contained in Note 23 to the financial statements.
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