QUARTERLY REPORT QUARTERLY REPORT QUARTERLY REPORT

Quarterly Report — Quarter ended 30 September 2004

l. Magnesium Smelter Project

The smelter project is Magnesium International Limited’s (MIL’s) major asset. The project involves
the construction and operation of a world class (88,000tpa) magnesium smelter for the production
of mainly high quality magnesium alloys for the automotive diecasting industry.

1.1 Work Completed during the Quarter

During the quarter MIL completed feasibility studies for five potential sites for the smelter — two
sites in Queensland plus Sokhna in Egypt, Mesaieed in Qatar and Fujairah in the UAE. As a result
of these studies MIL has now decided to focus on the three offshore sites. The key advantages of
the sites being evaluated are low energy (gas and power) costs, low labour and capital costs, low
transport and logistics costs and very favourable tax and duty regimes.

The feasibility studies showed that the smelter could be the world’s lowest cost magnesium
smelter, with ex works costs in the range of USD 0.55-0.60/lb. This evaluation used the
conservative assumption that all magnesite was imported from Australia. The estimated capital
cost for the first stage of the smelter is USD360m. Further results of the feasibility studies are
available in recent press releases on MIL’s website (www.mgil.com.au).

1.2 Current Work and Future Schedule

Project related work in the current quarter includes

e Securing firm contractual arrangements for power, gas and land

e Selection of EPC contractors (MIL has completed contractor prequalification and two
international groups are currently preparing bids for this work)

e Selection of consultants to undertake environmental impact studies (completed)

e Appointment of project debt adviser (proposals in hand)

e Sampling and leach testing of magnesite from MIL’s Huandot mining tenement in the
Northern Territory (MIL has a current application for a mining lease on this deposit)

MIL will complete the site selection process in the next few months. Funding for the work
between final site selection and financial close will be jointly provided by MIL and MIL’s partner in
the selected location. The target for financial close for the smelter project is Q3 of calendar 2005.
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2, Corporate

The Annual general Meeting was held on 27 August.

MIL has listed its ordinary shares in Germany and they are now tradable on the Deutsche Bourse
and Xetra. This has been undertaken to increase awareness of the company in Germany and to
highlight its significant German connections. New research on MIL in English and German is
available on the MIL website. MIL intends to list on the AIM market in London after final site
selection is completed.

3. Magnesium Market Update

Publicly available prices for magnesium metal (pure) and magnesium alloys (alloys) are shown
below. It should be noted that magnesium is not an LME traded commodity and that few public
price lists are available. Magnesium alloys in particular are priced in term contracts which are not
made public. MIL’s smelter project targets the alloy market and the project’s economics have
been based on a delivered, duty paid (DDP) long term alloy price of 1.40/Ib.

The Jun-Sep quarter was, as usual, the quiet time in the annual magnesium market. Despite this,
e DDP prices for magnesium alloy were firmer at $1.55/Ib,
e in the USA, pure magnesium prices rose again as duties were imposed on Chinese alloys
(+100%) and Russian pure and alloys (10-20%), and

e pure prices in Europe remained steady with deliveries realigning due to the US duty

impositions

Date, 2004 Jan | Mar 31 Jun 30 Sep 30
Pure Magnesium

US Spot import, USD/Ib, DDP 1.08 [.35 1.50 .55

China Price, FOB, USD/Ib* 0.80 1.04 0.84 0.85

Magnesium Alloy

Hydro Mag List, €/kg, DDP 2.50 2.75 2.75 2.75
Hydro Mag List, USD/Ib, DDP 1.36 1.50 1.50 .55

* Note that duty, storage and transport from China to the customers’ works are to be added to
the China FOB price to obtain the DDP price. The approximate cost of these items to a
European customer is in the range of USD 0.15/lb.

The Chinese have released their total production figures to the end of August. These showed an
increase in production of 29% which is equivalent to 90,000 tonnes on an annualised basis. With
all smelters in the West/Russia operating at capacity and closures in the west amounting to less
than 20,000 tonnes (2004 versus 2003), and little inventory change, this could mean that overall
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market growth for primary magnesium products in 2004 may be as high as 70,000 tonnes, or
around 15%.

4. About Magnesium International

Magnesium International Ltd is the exclusive global licensee of Dow electrolytic magnesium
smelting technology. Dow’s technology is the world’s most proven magnesium smelting technology
and was developed and operated competitively by Dow Chemical in the USA over a period of 60
years. The Dow process has produced 3.5mt of primary metal over this period, which greatly
exceeds production by any other primary magnesium technology.

Demand for magnesium is rising strongly with a major driver being magnesium’s intrinsic merit as
the lightest weight structural metal for use in automobiles and as a result of good economic
growth rates throughout many parts of the world. Magnesium’s strong light weight alloys assist
auto makers to decrease greenhouse gas emissions and fuel consumption by reducing overall
vehicle weight. This issue will become even more significant and topical with ratification of the
Kyoto protocol now imminent.

MIL’s has a Metal Sales contract with ThyssenKrupp Metallurgie (TKM) under which TKM will
purchase 100% of the smelter’s production. The contract has a minimum price provision which
guarantees that all operating costs and senior debt service costs will be covered.

Dated: 25 October 2004

Gordon Galt
Managing Director
Magnesium International Limited

In accordance with Australian Stock Exchange listing requirements, any geological information in this report has been
based on information provided by geologists who are corporate members of the Australian Institute of Mining and
Metallurgy or Australian Institute of Geoscientists and who have had in excess of 5 years experience in their field of
activity.

Sydney Office:
Level 6

210 George Street
Sydney NSW 2000
Tel: 02 9252 1505
Or 1800 775 505
Fax: 02 9252 1507

Magnesium International web site: www.mgil.com.au



http://www.mgil.com.au/
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Compliance statement

1 This statement has been prepared under accounting policies which comply with accounting standards as
defined in the Corporations Law or other standards acceptable to ASX (see note 4).

2 This statement does give a true and fair view of the matters disclosed.

Sign here: - Date: 25 October 2004
(Company Secretary)

Print name: James Beecher
Notes

1 The quarterly report provides a basis for informing the market how the entity's activities have been financed
for the past quarter and the effect on its cash position. An entity wanting to disclose additional information
is encouraged to do so, in a note or notes attached to this report.

2 The "Nature of interest” (items 6.1 and 6.2) includes options in respect of interests in mining tenements
acquired, exercised or lapsed during the reporting period. If the entity is involved in a joint venture
agreement and there are conditions precedent which will change its percentage interest in a mining
tenement, it should disclose the change of percentage interest and conditions precedent in the list required
for items 6.1 and 6.2.

3 Issued and quoted securities The issue price and amount paid up is not required in items 7.1 and 7.3 for
fully paid securities.

4 The definitions in, and provisions of, AASB 1022: Accounting for Extractive Industries and AASB 1026:
Statement of Cash Flows apply to this report.

5 Accounting Standards ASX will accept, for example, the use of International Accounting Standards for
foreign entities. If the standards used do not address a topic, the Australian standard on that topic (if any)
must be complied with.
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