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Director’'s Report

The directors of Morning Star Gold NL present the financial report of the Company for the year ended
30 June 2011.

Directors
The names of the directors of the Company in office during the year and up to the date of printing this

report, unless otherwise stated, are:

Nicholas M. Garling - Director (Chairman)
Appointed as Director 20t March 2007, Chairman 28" April 2010

Nick Garling worked in banking and broking for 21 years in areas concerning equity capital raising, asset
disposal, structured derivatives and listed markets sales & trading. He worked with a Sydney legal
practice Barraket Kemp & Strang for 4 years and studied law at Sydney Uni part-time. Following this, Nick
changed direction and moved into the financial markets field working in Sydney for Fay Richwhite &
FIMAT Societe Generale. He spent 10 years in the 20s/00s in Tokyo, Japan & Hong Kong SAR, China with
UBS Warburg & Lehman Brothers where he was a Managing Director of UBS's Equity Markets Group and
before that a Managing Director of Lehman's Asia-Pacific Equity business. Nick is a substantial
shareholder in Morning Star Gold and works in their Sydney office with regular visits fo the mining

tenements in and around Woods Point.

Dr. Peter G. Jackson BSc PhD (Geology) - Non-Executive Director (Independent)
Appointed as Director 10t March 2008

Dr Jackson has been the Director of Exploration and Geology for Morning Star for 5 years and a Board
participant since early 2008. He has over 20 years of extensive practical & technical experience in the
Woods Point Dyke Swarm (the local geology surrounding Morning Star's eastern Victorian mining &
exploration tenements). Peter lectured at Melbourne's La Trobe University for many years in economic
geology and has co-authored scientific texts on the area of MCO's fenements, conducted scores of
economic studies intfo the historic gold mines of eastern Victorian. Peter has a wealth of experience in
the Walhalla-Woods Point syncline, where MCQO's tenements lie. Peter lived for many years on/off at
Australia's Antarctic post and is based in Melbourne, spending working weeks in Woods Point at the

Morning Star mine site.
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Dr. Alexei V. Motlokhov PhD (Eco) - Director (Non-Executive)

Appointed as Director 15t February 2011

Dr Motlokhov was welcomed to the Board of Morning Star Gold NL on 1t February 2011. He is based in
London and represents the interests of substantial shareholder Chillee Ltd which holds a tad more than
35 Million shares in Morning Star Gold common stock or around 12.3% of the issued capital. This holding
was initiated via a $15M investment via placement in late 2010 and has since been added to on
market. Alexei Motlokhov works in London for Latymer Management as their Finance Director. He has
extensive experience in strategic and corporate finance consulting. Prior to joining Latymer
Management, Alexei worked for Oxera Consulting in various roles over a number of years. His work
included provision of strategic advice on corporate restructuring, valuation of intangible assets and
valuation of damages in the context of commercial litigation. Alexei also has experience in an advisory

capacity on asset valuations as part of global commercial equity financing fransactions.

Zhaoquin Zeng - Director (Non-Executive)

Appointed as Director 15t February 2011

Mr Zeng is the Chairman of Shandong Tianye Group (a publicly listed company on Shanghai), which
presently holds 28M shares of MCO (9.9% of issued capital) and has a $4.5M regional joint venture with
MCO on two of its five mining titles in the Woods Point regional program. Zhaogqin Zeng holds an MBA
from Nankai University. He established Shandong Tianye Real Estate Development Ltd in 1997 and was
appointed Chairman at that time. In November 2006, he started what is effectively the 'diversity
development' of the Shandong Tianye Group, growing the corporation's business aggressively in size
and scope. His entrepreneurial approach has seen Shandong Tianye Group grow strongly to be one of
the largest privately run corporations in Shandong Province (China's 2nd largest province by GDP). Mr
Zeng has won national and provincial awards for his works in China. STG has interests in real estate,
mining, energy and financial services. He is regularly in Australia with offices in Perth and Jinan. He will
be a direct contributor fo MCO and STG's joint venture interests and a valued board member bringing
great skill to MCO around his experience of growing small business enterprises into substantial entities
with his energy, drive, ideas and his contacts in China. Mr Zeng is based in Jinan, Shandong Province,
China.

Jeffrey W. Williams - Director (Resigned)

Ceased as Director 30t June 2011

Peter G. Hepburn-Brown - Director (Resigned)
Ceased as Director 31t Dec 2010
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Noel R. Laidlaw MSc (Eng) - Non-Executive Director (Independent)

Appointed as Director 1st July 2011

Noel Laidlaw is a mining engineer with over 30 years of experience in narrow vein underground mining
and also with relevant experience in gold processing operations and metallurgy. Noel was the State
Mining Warden of Victoria for ten years and in that role was the most senior independent statutory
officer appointed by the State Government to oversee mining disputes and regulatory issues in Victoria
and to assist the Minister and entities involved in mining in Victoria in administering the Mineral Resources
(Sustainable Development) Act, 1990. Noel has significant experience relevant to MCO's growing
projects in eastern Victoria in  areas including project management and facilitation,
stakeholder/tenements negotiation, knowledge of the MR(SD)A 1990 & the accompanying regulatory
framework, project compliance, cost estimation of underground and open-cut mining operations &
associated freatment plants, mine planning, budget preparation & cost control within mining
operations and a very experienced player in occupational health and safety vis a vis mining &
exploration projects. Noel is based in Maryborough, Victoria - an area which was at the epicentre of

world gold output at one time.

Company Secretary — Peter F. Harrowsmith

Appointed as Company Secretary 18 February 2011

Peter has been involved in the accountancy industry for nearly 40 years. During that period he has been
a director in or a principal of several chartered accounting firms operating in Sydney. He has relevant
experience gained from some years as lead auditing partner responsible for half and full year audits of
another publicly listed mining company. He is an active advisor to small businesses and is based in

Sydney.

Chief Executive Officer - Michael Botting BSc (Eng)
Appointed as CEO in July 2011

Mike Botting has been appointed CEO of Morning Star Gold NL following the end of the 2011 Financial
Year. Mike is a mining engineer with over 25 years' relevant experience to the role envisaged at
Morning Star. MCO'’s appointment of Mike as CEQ is aimed at the company’s fransition into gold
production. Mike has held senior in-house positions and consulfed in senior roles on gold projects in
Australia with considerable parallels to the challenges at Morning Star. His work has been for WMC
Resources, Bendigo Mining, Central Norseman, Beaconsfield, BHP Billiton, Newmont and Barrick. Mike is

based in Melbourne and at the company’s eastern Victorian project area.
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DIRECTOR'’S SHAREHOLDINGS

Particulars of shares and opfions over shares of Morning Star Gold NL in which directors have a relevant

interest at financial year end are as follows:

Director July 1, 2010 Movement June 30, 2011
N M Garling - Direct 15,541,276 4,659,768 20,201,044
N M Garling - Indirect 15,890,912 433,668 16,324,580
P G Jackson - - -
P G Hepburn-Brown 889,270 (370,000) 519,270
J W Williams 1,150,000 - 1,150,000
L Zeng 28,000,000 - 28,000,000
AV Motlokhov - 35,008,696 35,008,696

DIRECTOR’S MEETINGS

During the financial year 6 meetings of directors were held. Attendance at these meetings was as
detailed below:

Director Meetings eligible to attend Meetings altended
N M Garling 6
J W Williams 4
P G Jackson 6

4

A N M O

P G Hepburn-Brown
ZZeng 1 1
AV Motlokhov 1 0

PRINCIPAL ACTIVITIES

The principal activity of Morning Star Gold NL in the course of the 2011 financial year was gold
exploration across five eastern Victorian mining tenements and also refurbishment of the Morning Star
Goldmine (MIN 5009) in preparatfion for commencement of gold production at the historic gold
production cenfre in calendar 2011. Secondarily to looming gold production, the company is focused
on surrounding exploration opportunities at several historic gold production sites in close proximity
(20kms radius) of its base in Woods Pointf, Victoria. The Company remains in an explorafion and
development joint venture with Chinese partners (Shandong Tianye Group), who are spending $4.5M in
five cash franches over the 2011-12 financial years and will progressively acquire 51% of Regional Mining
Titles MIN 5299 (Dempsey/Rose of Denmark) and MIN 5241 (All Nations/Loch Fyne). There were no other
significant changes in the nature of the activities during the year.
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TRADING RESULTS
The net loss of the Company for the year ended 30th June, 2011 was ($4,450,942) (2010 $4,223,365).

DIVIDEND

No dividend has been paid during the year nor have the directors recommended that dividends be
paid at this stage.

REVIEW OF OPERATIONS

During the 2011 annual reporting period Morning Star Gold NL (ASX: MCQO) was increasingly involved
with development of a gold production hub based at the Morning Star Goldmine in Woods Point,
Victoria.

The first gold was produced from the Morning Star site in 50 years.

The company also carried out exploratfion on its surrounding eastern Victorian tfenements with the
object of identifying additional economic mineral deposits to aid production. Such exploration and
development was both on wholly owned tenements and as part of the company’s Joint Venture with
Shandong Tianye Group.

The company constructed onsite gravity milling facilities at Morning Star and commenced a significant
expansion and renewal of on-site infrastructures within its main shaft at Morning Star, in haulage, in its
site geological camp, in power supply both above-ground and in-mine, in water treatment facilities, in
mobile plant and staff accommodation at site.

A review of the company's operations during the 2011 financial year and the results of those operations
will appear in the company’s Annual Report, which will be released shortly both online and in hard copy
format.
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REMUNERATION REPORT

The remuneration of directors is established by the shareholders by way of a fixed annual fee.
There is no relationship between executive remuneration and the performance of the Company.

The Company is not of a size to justify a separate remuneration committee; all matters regarding
directors’ emoluments are subject to scrutiny at board meetings.

Remuneration of key management personnel for the year ended 30/06/11

' Directors’ Consulting ons:t?ciri-on Cash ('\:lg?y; '
Directors Fees Fees Contribution Bonus Benefifs Options Total

$ $ $ $ $ $ $

N M Garling 20,000 250,028 24,302 - - - 294,330
J W Williams 30,000 - 1,800 - - - 31,800
P G Jackson 20,900 66,424- - - - - 87,324
P G Hepburn-Brown 10,900 23,100- - - - - 34,000
LZeng - - - - - - -
AV Motlokhov - - - - - - -
81,800 339,552 26,102 - - - 447 454

Remuneration of key management personnel for the year ended 30/06/10

. Directors’ ~ Consulting ons:fciri;)n Cash gg;‘} .
Directors Fees Fees Contribution Bonus Benafifs Options Total

$ $ $ $ $ $ $

N M Garling 31,800 140,000 - - - - 171,800
J W Williams 31,800 - - - - 31,800
P G Jackson 31,800 80,930 - - - - 112,730
P G Hepburn-Brown 7.944 43,477 - - - - 51,421
M H Bird - - 33,797 - - - 33,797
M M Garling 26,843 94,000 - - - - 120,843
130,187 358,407 33,797 - - - 522,391

Directors or their associates were paid consulting fees in the normal course of business in respect to the
Company's mining and exploration program as set out in Note 20.
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The Company had up to 29 employees during the year ended 30th June, 2011. Employment and
service contracts were instigated in the annual period with staff.

INTEREST IN CONTRACTS

Since the end of the previous financial year no director has had any interest in any contract or
proposed contract with the Company.

SIGNIFICANT CHANGES

Since the end of the previous financial, there have been no significant changes in the state of affairs of
the Company. However the company significantly increased available infrastructure at the Morning
Star Goldmine in order to facilitate upcoming gold production, including the establishment of a gravity
gold treatment plant. Haulage enhancements at the Morning Star Goldmine were progressing at the
close of the period.

FINANCIAL POSITION

Despite an increased expenditure of $4,776,827 ($3,151,649 in 2010) on its exploration and development
programs, an issue of 32,608,696 shares raised $15,000,000 before costs of the issue ($12,359,660 in 2010)
and the Company'’s net assets increased by $9,659,058 to $19,662,547 ($7.623,109 to $10,003,489 in
2010).

LIKELY FUTURE DEVELOPMENTS

Morning Star continues to plan regional exploration around its Woods Point hub in order to supplement
resources available to put through its mill at Woods Point. Several high potential exploration and
development sites continue to be advanced.

ENVIRONMENTAL REGULATIONS

The Company is subject fo environmental regulations in respect fo its exploration and mining activities
and has fully complied with its obligations. No known rehabilitation commitments exist at the date of
preparation of the accounts.

SINCE BALANCE DATE
There have been no significant changes since balance date.

OPTIONS

At the date of this report there are no unissued ordinary shares of the Company under option. However
500,000 1 cent partly paid shares (with 9 cents to pay) are held by a former director Mr Bird.

NON-AUDIT SERVICES

There were no non-audit services provided to the Company during the year by the independent
auditors.

AUDITOR’S INDEPENDENCE DECLARATION

The Company’s auditor has provided an independence declaration to the Company for the year
ended 30" June 2011. The declaration forms part of this report.

Signed in Sydney on this 30" day of September, 2011 in accordance with a resolution of directors.

%\ c %A,L.,

N M Garling P G Jackson
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Auditor's Independence Declaration
Under Section 307c of the Corporations Act 2001

To the Directors of Morning Star Gold N.L.

| declare that, to the best of my knowledge and belief, during the year ended June 2011 there have
been:

1. no contraventions of the auditor independence requirements as set out in the Corporations Act
2001 in relation to the audit; and

2. no contraventions of any applicable code of professional conduct in relation to the audit.

Name of Firm: D FKaye & Co

Chartered Accountants

ute T Ry~

Name of Principal: DALE F KAYE FCA

Address: 666B Pittwater Road

Brookvale NSW 2100

Dated this 30th day of September 2011



Statement of Comprehensive Income
For the year ended 30 June, 2011

30 June 2011 30 June 2010

Notes $ $

Revenue 4 2,970,000 174,736
Gain/(loss) on revaluation of investments 439,000 138,700
Exploration & development expenses (4,776,827) (3.151,649)
Administration expenses (3,083,11¢6) (1,385,152)
Profit/(loss) before income tax (4,450,942) (4,223,365)
Income tax expense 2 - -
Profit/(loss) for the year (4,450,942) (4,223,365)
Other comprehensive income i i
Other comprehensive income for the year, net of tax i i
Total comprehensive income for the year (4,450,942) (4,223.365)
Basic earnings per share 17 (1.64) cents (2.42) cents
Diluted earnings per share 17 (1.64) cents (2.42) cents

The accompanying notes form part of these Financial Statements
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30 June 2011 30 June 2010
Notes S $
Current Assets
Cash and Cash Equivalents 6 10,549,618 6,782,432
Receivables 7 446,608 301,662
Inventory 8 254,459 -
Financial Assets 9 734,000 259,000
Total Current Assets 11,984,685 7,343,094
Non-Current Assets
Property, Plant & Equipment 10 8,070,605 3.971.566
Mining Properties 11 716,858 716,858
Mine Security Bond 2,000 2,000
Total Non-Current Assets 8,789,463 4,690,424
Total Assets 20,774,148 12,033,518
Current Liabilities
Trade and Other Payables 12 1,050,283 1,466,774
Provisions 13 61,318 46,455
Other Current Liabilities - 516,800
Total Current Liabilities 1,111,601 2,030,029
Total Liabilities 1,111,601 2,030,029
Net Assets 19,662,547 $10,003,489
Equity
Issued Capital 14 43,771,891 28,519,395
Reserves 15 664,760 1,807,256
Retained Profits (Accumulated Losses) (24,774,104) (20,323,162)
Total Equity 19,662,547 10,003,489

The accompanying notes form part of these Financial Statements
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Statement of Changes in Equity
For the year ended 30 June, 2011

Expired
1992
Option
Premiu Employee
Share  Accumulated m Option Benefits
Capital Losses  Reserve Reserve Reserve Total
$ $ $ $ $ $
Balance as at 30 June 2009 16,670,391 (16,099.797) 54,820 1,753,466 1,500 2,380,380
Shares Issued 12,359,660 - - - - 12,359,660
Options Issued - - - 7.000 - 7,000
Issue costs (506,745) - - (7,000) - (513,745)
Irecoverable subscriptions (5.411) - - (1,030) - (6,441)
Profit/(loss) - (4,223,365) - - - (4,223,3695)
Other comprehensive
income - - - - - -

Transfer to option reserve
from 1992 option premium
reserve - - (54,820) 54,820 - -

Transfer to share capital
from employee benefits

reserve 1,500 - - - (1,500) -
Balance as at 30 June 2010 28,519,395 (20,323.162) - 1,807,256 - 10,003,489
Employee
Share  Accumulated General Option Benefits
Capital Losses Reserve Reserve Reserve Total
Shares Issued 15,000,000 - - - - 15,000,000
Issue costs (200,000) - - - - (200,000)
Profit/(loss) - (4,450,942) 10,000 - - (4,440,942)
Transfer to/(from) option
reserve 1,152,496 (1,152,496) -
Transfer to/(from) general
reserve - - 654,760 (654,760) - -
Balance as at 30 June 2011 43,771,891 (24,774,104) 664,760 - - 19,662,547

The accompanying notes form part of these Financial Statements
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Statement of Cash Flows
For the year ended 30 June, 2011

30 June 2011 30 June 2010
Inflows Inflows
(Outflows) (Outflows)
Notes
Cash Flows from Operating Activities
Fuel tax credits received 21,535 178
Interest received 538,258 136,106
Payments to suppliers & employees (5.794,921) (3,925,282)
Interest paid - (445)
Net increase/(decrease) in cash from operating activities 24 (5,235,128) (3.789,443)
Cash Flows from Investing Activities
Payments for property, plant & equipment (4,572,376) (3,100,584)
Purchase of financial assets (36,000) -
Proceeds from sale of fixed assets 25,000
Net increase/(decrease) in cash from investing activities (4,583,376) (3.100,584)
Cash Flows from Financing Activities
Proceeds from issue of shares and opftions 15,000,000 12,296,660
Placement fees & other share issue costs (900,000) (443,745)
Proceeds from funding of joint venture 1,750,000 750,000
Expenses of joint venture (2,264,310) (173,548)
Net increase/(decrease) in cash from financing activities 13,585,690 12,429,367
Net increase/(decrease) in cash held 3,767,186 5,539,340
Cash at the beginning of the financial year 6,782,432 1,243,092
Cash at the end of the financial year 23 10,549,618 6,782,432

The accompanying notes form part of these Financial Statements
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Notes to Financial Statements
For the year ended 30 June, 2011

1. SIGNIFICANT ACCOUNTING POLICIES

Statement of Compliance:

The financial report is a general purpose financial report prepared in accordance with the requirements
of the Corporations Act 2001, Australian Accounting Standards, Australian Accounting Interpretations
and other authoritative pronouncements of the Australian Accounting Standards Board.

The financial statements have been prepared in accordance with Australian equivalents to
International Financial Reporting Standards (AIFRS). Compliance with AIFRS ensures that the financial
report, comprising the financial statements and notes, complies with International Financial Reporting
Standards (IFRS).

The financial report was authorised for issue by the Directors on 30 September, 2011.

Basis of Preparation:

The financial report is presented in Australian dollars.

The financial report is prepared on the historical cost basis except for financial instruments which have
been stated at their fair value.

(a) Income Tax

The charge for current income tax expenses is based on the profit for the year adjusted for any non-
assessable or disallowed items. It is calculated using tax rates that have been enacted or are
substantively enacted by the balance sheet date.

Deferred tax is accounted for using the balance sheet liability method in respect of temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts in the
financial statements.

Deferred income tax assets are recognised to the extent that it is probable that future tax profits will be
available against which deductible temporary differences can be utilised.

The amount of benefits brought fo account or 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 fo enable the benefit to be realised
and comply with the conditions of deductibility imposed by the law.

(b) Property, Plant and Equipment

Each class of property, plant and equipment is carried at cost less, where applicable, any accumulated
depreciation and impairment losses.

Buildings, Plant and Equipment

Buildings, plant and equipment are measured on the cost basis less depreciation and impairment losses.
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al Sta
For the year ended 30 June, 2011

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, Plant and Equipment (continued)

The carrying amount of buildings, plant and equipment is reviewed annually by directors to ensure it is
not in excess of the recoverable amount from these assets. The recoverable amount is assessed on the
basis of the expected net cash flows that will be received from the assets employment and subsequent

disposal. The expected net cash flows have been discounted to their present values in determining
recoverable amounts.

Depreciation

The depreciable amount of all fixed assets including buildings, is depreciated over their useful lives to
the economic entity commencing from the time the asset is held ready for use.

The depreciation rates used for each class of depreciable assets are:

Class of Fixed Asset Depreciation Rate Method
Buildings 2.5% Straight Line
Plant and equipment 10% - 50% Diminishing Value

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance
sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with the carrying amount. These
gains and losses are included in the statement of comprehensive income.

(c) Exploration and Development Expenditure

Exploration and Development Expenditure consists of expenditure on prospects still at an exploratory
stage or at an early stage of development. These costs include costs of acquisition, exploration,
determination of recoverable reserves, economic feasibility studies, mine refurbishment and all
technical and administrative overheads directly associated with those projects. Recoupment of
exploration and development costs is dependent upon the successful commercial exploitation of each
area of interest. The company adopfts the “area of interest” method of accounting whereby all
exploration and development costs relating to areas of interest are written off as incurred.

(d) Mining and Development Leases
Mining and Development leases are carried at cost less, where applicable, impairment losses.
When production commences, the cost of the relevant lease will be amortised over the life of the mine

according fo the rate of depletion of the economically recoverable reserves. Estimated costs of site
restoration, where material, are provided over the life of the mine from when the lease is acquired.
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Notes to Financial Statements
For the year ended 30 June, 2011

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

Security deposits have been lodged with the Department of Mineral Resources in relation to potential
site restoration costs.

(e) Financial Instruments

Recognition

Financial instruments are initially measured at fair value. Subsequent to initial recognition these
insfruments are measured as set out below.

Financial assets at fair value through profit and loss

Financial assets in this category are stated at fair value. Realised and unrealised gains and losses arising
from changes in fair value are included in the statement of comprehensive income in the period in
which they arise.

Fair Value
Fair value is determined based on current bid prices for all quoted investments.

(f) Impairment of Assets

At each reporting date, the company reviews the carrying values of its tangible and intangible assets to
determine whether there is any indication that those assets have been impaired. If such an indication
exists, the recoverable amount of the asset, being the higher of the asset’s fair value less costs to sell
and value in use, is compared to the asset’s carrying value. Any excess of the asset’'s carrying value
over it recoverable amount is expensed to the statement of comprehensive income.

(9) Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, deposits held at call with banks and bank overdrafts.
Bank overdrafts are shown within short-term borrowings in current liabilities on the statement of financial
position.

(h) Inventories
Inventories are measured at the lower of cost and net realisable value.

The cost of mining stocks includes direct materials, direct labour, fransportation costs and variable and
fixed overhead costs relating to mining activities.

(i) Goods and Services Tax (GST)

Revenues, expenses and assets are recognised net of the amount of GST, except where the amount of
GSTincurred is not recoverable from the Australian Tax Office. In these circumstances the GST is
recognised as part of the cost of acquisition of the assets or as part of an item of the expense.
Receivables and payables in the statement of financial position are shown inclusive of GST.
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Notes to
For the year ended 30 June, 2011

1. SIGNIFICANT ACCOUNTING POLICIES (continued)
)] Share-Based Payments

Equity — settled share — based payment fransactions with suppliers are measured at the fair value of the
goods and services received. The fair value is measured at the market price for those goods and
services.

Equity-settled share-based payments to employees and others providing similar services are measured
at the fair value of the equity instruments at the grant date. Fair value is determined based on current
bid prices for all quoted investments.

(k) Interests in Joint Ventures

The company'’s share of the assets, liabilities, revenue and expenses of joint venture operations are
included in the appropriate items of the statement of comprehensive income and statement of
financial posifion.

(0] Critical Accounting Estimates and Judgments

The preparation of a financial report in conformity with Australian Accounting Standards requires
management to make judgments, estimates and assumptions that effect the application of policies
and the reported amounts of assets, liabilities, revenue and expenses.

The estimates and judgments incorporated into the financial report are based on historical experiences
and the best available current information on current trends and economic data, obtained both
externally and within the company. The estimates and judgements made assume a reasonable
expectation of future events but actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision effects only that
period, or in the period of the revision and future periods if the revision affects both current and future
periods. There were no key adjustments during the year which required accounting estimates and
judgments.

(m) Key Estimates

Impairment

The company assesses impairment at each reporting date by evaluating conditions specific to the
company that may lead to impairment. Where an impairment trigger exists, the recoverable amount of
the asset is determined. Value in use calculations performed in assessing recoverable amounts
incorporate a number of key estimates.

Rehabilitation

The company is required to estimate the rehabilitation costs of its operations as described in the

accounting policy note in paragraph (d). The estimate is based on management best estimate of the
cost.
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Notes to Financial Statements
For the year ended 30 June, 2011

1. SIGNIFICANT ACCOUNTING POLICIES (continued)
(n) Revenue

Interest revenue is recognised using the effective interest rate method, which, for floating rate financial
assets, is the rate inherent in the instrument.

Other revenue is recognised when the right to receive the revenue has been established.

All revenue is stated net of the amount of goods and services tax (GST).

(o) Employee Benefits

Provision is made for the company'’s liability for employee benefits arising from services rendered by

employees to the end of the reporting period. Employee benefits that are expected to be settled within
one year have been measured af the amounts expected to be paid when the liability is settled.

2. INCOME TAX EXPENSE
No Income Tax is payable is respect of either this year or the previous year.

The Company has residual deductible explorafion expenditure and losses for Income Tax purposes
unrecouped at 30 June, 2011 as shown below, subject fo confirmation by the Australian Taxation office.

The future Income Tax benefit which may be derived from this expenditure and tax losses has not been
carried forward as an asset in the balance sheet and will only be obtained if the Company;

i)  derives future assessable income of a nature and sufficient amount to enable the benefit o be
realised;

i) conftinues to comply with the legal conditions for deductibility; and
i) no changes in legislation adversely affects the ability of the Company to realise the benefit.
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2. INCOME TAX EXPENSE (continued)

30 June 2011 30 June 2010
Exploration & development expenditure & tax losses carried forward 25,438,497 20,192,026
The benefit of these deductions at the income rate of 30%
Future Income tax benefit not brought to account 7,631,549 6,057,608
Numerical reconciliation of income tax expense to prima facie tax
payable is as follows:
Profit (loss) from operations before income tax expense (4,450,942) (4.223,365)
Tax at Australian fax rate of 30% (2010 also at 30%) (1,335,283) (1,267,010)
Tax effect of non-temporary differences 5,927 400
Tax effect of equity raising costs debited to equity (102,781) (52,216)
Tax effect of tax losses and temporary differences not recognised 1,432,136 1,318,826
Income tax expense - -
3. FRANKING ACCOUNT
Balance of franking account at year end 25,496 25,496
4. REVENUE
Interest Received 538,258 136,106
Fuel Tax Credits 21,535 178
Equipment Hire Fee 103,310 10,800
Joint Venture Management Fee 290,330 27,652
Joint Venture Expenditure Recovered 2,016,567 -

2,970,000 174,736

5. PROFIT/(LOSS) FOR THE YEAR
The profit/(loss) for the year has been determined after charging:
Auditors Remuneration: Auditing or Reviewing the Financial Report 92,565 26,167
Other Assurance Services 24,865 -
Depreciation of Property, Plant & Equipment 195,660 297,275
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6. CASH AND CASH EQUIVALENTS
30 June 2011 30 June 2010

Cash on Hand - 401
Cash at Bank 283 6,556,207
Interest Bearing Deposits 10,554,093 229,586
Corporate Credit Card (4,758) (3.762)

10,549,618 6,782,432

7. RECEIVABLES

Due from Joint Venture 181,644 -
Indirect Taxes Recoverable 201,055 297,300
Prepaid Expenses 24,609 -
Other Receivables 39,300 4,362
446,608 301,662
8. INVENTORY
Consumables on hand 180,866 -
Fuel on hand 13,880 -
Gold on hand 59,713 -
254,459 -

9. FINANCIAL ASSETS: AT FAIR VALUE THROUGH PROFIT AND LOSS

Silver Mines Limited 726,000 240,000
Central West Gold 8,000 19,000
At fair value 734,000 259,000

10. PROPERTY, PLANT & EQUIPMENT

Buildings at Cost 360,475 274,159
Less: Accumulated Depreciation 73,963 62,939
286,512 211,220

Plant & Equipment at Cost 8,723,930 4,542,723
Less: Accumulated Depreciation 939,837 782,377
7,784,093 3,760,346

8,070,605 3,971,566
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10. PROPERTY, PLANT & EQUIPMENT (continued)

Movements in Carrying Amounts

Movement in the carrying amounts for each class of property, plant & equipment between the

beginning and the end of the current financial year

Plant &
Buildings Equipment Total
$ $ $
Balance at 30 June 2009 - 328,022 328,022
Additions 214,005 3,726,814 3,940,819
Disposals - - -
Depreciation (2,785) (294,490) (297.275)
Balance at 30 June 2010 211,220 3,760,346 3,971,566
Additions 146,470 4,216,465 4,362,935
Disposals - (68,236) (68.236)
Depreciation (71,178) (124,482) (195,660)
Balance at 30 June 2011 286,512 7,784,093 8,070,606
11. MINING PROPERTIES
30 June 2011 30 June 2010
$ $
Mining & Development Leases - See A below 716,858 716,858
Mining Exploration & Development Expenditure - See B below - -
716,858 716,858
A. Mining & Development Leases:
Balance brought forward 716,858 716,858
Balance carried forward 716,858 716,858
B. Mining Exploration & Development Expenditure:
Balance brought forward - -
Expenditure incurred during the year 4,776,827 3,151,649
Expenditure written off during the year (4,776,827) (3.151,649)

Balance carried forward

Ultimate recoupment of mining exploration & development expenditure carried forward is dependent
upon successful development and exploitation or sale of the respective areas.
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12. TRADE AND OTHER PAYABLES
30 June 2011 30 June 2010

$ $

Trade Creditors 888,776 1,318,766
Sundry Creditors & Accruals - 99,843
Employee Benefits Payable - 15,879
Indirect Taxes Payable 161,507 32,286

1,050,283 1,466,774
13. PROVISIONS
Provision for Annual Leave 61,318 46,455
14. ISSUED CAPITAL
Paid up capital:
At beginning of financial year:
251,701,766 Ordinary Shares (2010 127,950,487) 28,514,395 16,665,391
500,000 @ 1c Paid (2009 500,000) 5,000 5,000
Issued during the year:
32,616,696 Ordinary Shares (2010 123,751,279) 15,000,000 12,359,660
Share Issue Costs (900,000) (506,745)
Transfer from Option Reserve 1,152,496 -
Irecoverable Subscriptions Written Off - (5.411)
Transfer from Employee Benefits Reserve - 1,500

43,771,891 28,519,395

At end of financial year:

284,318,462 Ordinary Shares (2010 251,701,766) 43,766,891 28,514,395

500,000 @ 1c Paid (2010 500,000) 5,000 5,000
43,771,891 28,519,395

During the year the following changes were made to the share capital:
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14. ISSUED CAPITAL (continued)

Partly Paid Shares

During March 2006, 2,000,000 shares were issued to MCQO'’s four directors of the time (Messrs Mal Bird, Jeff
Williams, Tim Allen & Max Garling) at a price of 10c per share, paid to 1c on issue and the unpaid
amount to be called by the Company not later than 10 years after the issue date.

As at 30 June 2011, only 500,000 partly paid shares held by Mr M Bird remained unpaid as to 9c per
share.

Options
As at 30 June 2011, the Company had no share options on issue (2010: no share options on issue)

Ordinary shares participate in dividends and the proceeds on winding up of the Company in proportion
to the number of shares held.

At shareholders meetings each ordinary share is entitled to one vote when a poall is called, otherwise
each shareholder has one vote on a show of hands.

Partly paid shares have no voting rights and no rights to dividends or any other distributions while they
are partly paid.

Share options carry no rights to dividends and no voting rights.
Capital Management

The Company's objectives when managing capital is to safeguard the ability to continue as a going
concern, so that it can continue to provide returns fo shareholders and benefits for other stakeholders
and fo maintain an optimal capital structure to reduce the cost of capital.

Management effectively manages the Company’s capital by assessing the Company's financial risks
and adjusting its capital structure in response to changes in these risks and in the market. There have
been no changes in the strategy adopted by management to control the capital of the Company
since the prior year.

There are no externally imposed capital requirements.

15. RESERVES

Option Reserve
During the current year, option reserves representing unexercised options were fransferred to General
Reserve. Exercised options were transferred to share capital.

16. SEGMENTS

In the year ended 30th June, 2011 the Company operated entirely within Australia and the principal
activity was mineral exploration and refurbishment of the Morning Star Goldmine.
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17. EARNINGS PER SHARE

30 June 2011 30 June 2010

$ $

(a)  Earnings used in calculation of basic EPS (4,450,942) (4,223,365)
(b)  Weighted average number of ordinary shares outstanding during

271,096,306 174,427,236

the year used in calculation of basic EPS.
Diluted Earnings Per Share has the same value as Basic Earnings Per Share for both years.

18. COMMITMENTS FOR EXPENDITURE

Exploration Commitments

In order to maintain current rights of tenure to exploration and mining tenements, the Company is
required to meet the minimum expenditure requirements of the Victorian Department of Primary
Industries. The payment of these obligations, which are not provided for in the accounts are payable as

follows:
30 June 2011 30 June 2010
$ $
Noft later than one year 959,500 936,800
Later than one year but not later than five years 3,626,200 3,747,200
Later than five years - -
19. KEY MANAGEMENT PERSONNEL
Details of Key Management Personnel — Directors
Nicholas M. Garling Chairman, Executive Director
Jeffrey W. Williams Non-Exec Director - Independent (resigned 30 June 2011)
Peter G. Jackson Non-executive Director
Peter G. Hepburn-Brown Director (resigned 31 Dec 2010)
Zhaoquin Zeng Non-executive Director
Alexei V. Motlokhov Non-executive Director
Compensation of Key Management Personnel
30 June 2011 30 June 2010
$ $
Short Term Employee Benefits 331,828 486,794
Post-Employment Benefits 27,002 35,597
357,930 522,391

Remuneration received or receivable by the Directors of the Company is disclosed in the Directors’

Report.
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20. RELATED PARTIES

Key Management Personnel
The aggregate number of shares and options for shares of Morning Star Gold NL acquired or disposed of
by Key Management Personnel during the year is as follows:

Balance at 01.07.10 Balance at 30.06.11
(*or date of appointment) (*or date of retirement)

Key Net

Management Ic Change

Personnel Ordinary Paid Options Other Ordinary 1c Paid Options
N M Garling 15,541,276 - - 4,659,768 20,201,044 - -
J W Williams 1,150,000 - - - 1,150,000 - -
P G Jackson - - - - - - -
P G Hepburn-

Brown 889,270 - - (370,000) 519,270 - -
Zhaoquin Zeng - - - - - - -
AV Motlokhov - - - - - - -
Total 17,580,546 - - 4,289,768 21,870,314 - -

Transactions including GST entered into during the year with Key Management Personnel are as follows:

1. Mr N Garling received a salary of $250,028 in the normal course of business in respect of the
Company's exploration and development program.

2. Mr P Jackson received geological fees of $66,424 in the normal course of business in respect of the
Company's exploration and development program.

3. Mr P. Hepburn-Brown received consulting fees of $23,100 in the normal course of business in respect
of the company’s exploration and development program.

22. CONTINGENT LIABILITIES

As a condition for the granting of Exploratfion and Mining Licences the Company was obliged to lodge
with the Department of Mineral Resources security deposits in the form of Bankers Certificates in the
total sum of $208,500 (2010 $208,500). In the event of the Company failing to fulfil any of its obligations in
relation to the grant of the Exploration Licences the security deposits may be applied at the discretion
of the Minister for Minerals Resources & Energy towards the costs of fulfiling such obligations.

As a condition for the issuing of the Banker's Certificates the Company was obliged to set aside the total
sum of $208,500 (2010 $208,500) which was placed on Term Deposit with its bankers as collateral.

In the event that the bankers are obliged to pay the Minister under the terms of the Banker's Certificates
they would have full recourse to the Company for compensation.

The Directors are not aware of any events that have occurred either before or since 30 June 2011 which
may result in the forfeiture of any of the above-mentioned funds.
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23. RECONCILIATION OF CASH

For the purposes of the statement of cash flows, cash includes cash on hand and "at call" deposits with
financial institutions. Cash at the end of the financial year as shown in the statement of cash flows is
reconciled to the related items in the statement of financial position as follows:

30 June 2011 30 June 2010

$ $
Cash and Cash Equivalents 10,549,618 6,782,432

24. RECONCILIATION OF NET INCREASE (DECREASE) IN CASH FROM OPERATING ACTIVITIES TO OPERATING
PROFIT (LOSS) AFTER INCOME TAX

30 June 2011 30 June 2010

$ $
Operating profit (loss) after income tax (4,450,942) (4.223,365)
Depreciation 195,660 297,275
Employee share-based payments - -
Revaluation of Portfolio Investments (439,000) (138,700)
Change in operation assets & liabilities:
Decrease (increase) in operating receivables (144,944) (286,607)
Decrease (increase) in inventory (254,459)
Increase (decrease) in operating liabilities (141,441) 561,954
Net increase (decrease) in cash from operating activities (5,235,128) (3.789,443)

25. SINCE BALANCE DATE
No significant changes have occurred since balance date.
26. FINANCIAL INSTRUMENT DISCLOSURES

The Company’s activities expose it to a variety of financial risks: market risk (including currency risk,
interest rate risk and price risk), credit risk and liquidity risk. The Company’s overall risk management
program focuses on the unpredictability of financial markets and seeks to minimise adverse affects on
the financial performance of the Company. The Company uses different methods to measure different
types of risk to which it is exposed. These methods include sensitivity analysis in the case of interest rates
and other price risks and aging analysis for credit risk.

Risk management is carried out by the Chief Financial Officer under policies approved by the Board of

Directors. The Chief Financial Officer identifies and evaluates the risks in close cooperation with the
Company's management and Board.
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26. FINANCIAL INSTRUMENT DISCLOSURES (continued)

(a) Market Risk

(i) Foreign exchange risk

The Company does not have any significant exposure to foreign exchange risk.

(i) Price Risk

The Company in the current year did not have any significant exposure to investment or commodity
price risk. The Company will have exposure to gold price risk when mining operations begin. Directors
have not made any determination at this stage as to whether they will consider commodity price
hedge arrangements.

(iii) Cash flow and fair value interest rate risk

The Company has exposure to interest rate risk which is the risk that a financial instrument’s value will
fluctuate as a result of changes in market interest rates and the effective weighted average interest
rates on those financial assets and the financial liabilities.

The Company policy is fo ensure that the best interest rate is received for the short-term deposits. The
Company uses a number of banking instifutions, with a mixture of fixed and variable interest rates.

Interest rates are reviewed prior to deposits maturing and re-invested at the best rate.

The interest rate risk is detailed in the table below.
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26. FINANCIAL INSTRUMENT DISCLOSURES (continued)

Weighted Fixed Interest Rate
Average Maturing
Effective  Floafing Non-
Interest  Interest Within 1 Over 1 interest
Rate Rate year year Bearing Total
2011 % $ $ $ $ $
Financial Assets
Cash assets 6.17 284 10,301,874 238,460 - 10,549,618
Receivables 446,608 446,608
Inventory 254,459 254,459
Financial assets at fair value
through profit and loss 734,000 734,000
Performance guarantee bonds 2,000 2,000

284 10,301,874 238,460 1,437,067 11,986,685

Financial Liabilities

Trade and Other Payables (1.050,283) (1,050,283)

Net financial assets (liabilities) 386,784 10,936,402

2010

Financial Assets

Cash assets 3.82 6,454,316 229,586 - 98,530 6,782,432

Receivables 322,862 322,862

Financial assets at fair value

through profit and loss 259,000 259,000

Performance guarantee bonds - - - 2,000 2,000
6,454,316 229,586 - 682,392 7,366,294

Financial Liabilities

Trade and Other Payables - - - (1,466,774) (1,466.774)

Net financial assets (liabilities) (784,382) 5,899,520

(b) Credit Risk

The maximum exposure to credit risk, excluding the value of any collateral or other security in respect of
recognised financial assefs, is the carrying amount as disclosed in the statements of financial position
and notes to the financial statements.

(d) Liquidity Risk
Prudent liquidity risk management implies maintaining sufficient cash, the availability of funding through
adequate amount of committed credit facilities and the ability to close out market positions. The

Company manages liquidity risk by continuously monitoring forecast and actual cash flows matching
maturity profiles
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26. FINANCIAL INSTRUMENT DISCLOSURES (continued)

of financial assets and liabilities. Surplus funds are generally only invested in instruments that are
tradable in highly liquid markets.

The Company at trading date had deposits which mature within twelve months and cash at bank. Due
to the cash available to the Company there is no use of any credit facilities at balance date.

(e) Net Fair Values

The fair value of financial assets and financial liabilities must be estimated for recognition and
measurement or for disclosure purposes. The net fair values of the financial assets and financial liabilities
approximate their carrying values.

The fair value of financial assets and financial liabilities with standard terms and conditions and fraded
on organised markets are determined with reference to quoted market prices.

The aggregate net fair values and carrying amounts of financial assets and financial liabilities are
disclosed in the statements of financial position and in the notes fo the financial statements.

(e) Sensitivity Analysis

The Company has not performed a sensitivity analysis on price risk and its impact on current year results
and equity which could result from a change in this risk as the likely impact is insignificant given that no
revenue was generated from gold sales during the year.

27. NEW STANDARDS AND INTERPRETATIONS IN ISSUE NOT YET ADOPTED

The AASB has issued new and amended Accounting Standards and Interpretations that have
mandatory application dates for future reporting periods and which the Company has decided not to
early adopt. A discussion of those future requirements and theirimpact on the Company is as follows:
AASB 9: Financial Instruments (December 2010) (applicable for annual reporting periods commencing
on or after 1 January 2013).

This Standard is applicable refrospectively and includes revised requirements for the classification and
measurement of financial instruments, as well as recognition and derecognition requirements for
financial instruments. The Company has not yet determined any potential impact on the financial
statements.

The key changes made fo accounting requirements include:

. simplifying the classifications of financial assets into those carried at amortised cost and those
carried at fair value;

. simplifying the requirements for embedded derivatives;

. removing the tainting rules associated with held-to-maturity assefs;

. removing the requirements to separate and fair value embedded derivatives for financial assets

carried at amortised cost;

. allowing an irrevocable election on initial recognition to present gains and losses on
investments in equity instruments that are not held for frading in other comprehensive income.
Dividends in respect of these investments that are a refurn on investment can be recognised in
profit or loss and there is no impairment or recycling on disposal of the instrument;
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27. NEW STANDARDS AND INTERPRETATIONS IN ISSUE NOT YET ADOPTED (continued)

. requiring financial assets to be reclassified where there is a change in an entity’s business model
as they are initially classified based on: (a) the objective of the entity’s business model for
managing the financial assets; and (b) the characteristics of the contractual cash flows; and

. requiring an entity that chooses to measure a financial liability at fair value to present the
portion of the change in its fair value due to changes in the entity’s own credit risk in other
comprehensive income, except when that would create an accounting mismatch. If such a
mismatch would be created or enlarged, the entity is required to present all changes in fair
value (including the effects of changes in the credit risk of the liability) in profit or loss.

AASB 124: Related Party Disclosures (applicable for annual reporting periods commencing on or after 1
January 2011).

This Standard removes the requirement for government-related entities to disclose details of all
fransactions with the government and other government-related entities and clarifies the definition of a
“related party” to remove inconsistencies and simplify the structure of the Standard. No changes are
expected to materially affect the Company.

AASB 1053: Application of Tiers of Australion Accounting Standards and AASB 2010-2: Amendments fo
Australian Accounting Standards arising from Reduced Disclosure Requirements [AASB 1, 2, 3, 5,7, 8,
101,102, 107,108, 110, 111, 112,116, 117,119, 121, 123, 124, 127, 128, 131, 133, 134, 136, 137, 138, 140,
141, 1050 & 1052 and Interpretations 2, 4, 5, 15, 17, 127, 129 & 1052] (applicable for annual reporting
periods commencing on or after 1 July 2013).

AASB 1053 establishes a revised differential financial reporting framework consisting of two fiers of
financial reporting requirements for those enfities preparing general purpose financial statements:

. Tier 1: Australian Accounting Standards; and

. Tier 2: Australian Accounting Standards — Reduced Disclosure Requirements.

Tier 2 of the framework comprises the recognition, measurement and presentation requirements of Tier
1, but contains significantly fewer disclosure requirements.

The following entities are required to apply Tier 1 reporting requirements (ie full IFRS):
. for-profit private sector entities that have public accountability; and
. the Australian Government and state, territory and local governments.

Since the Company is a for-profit private sector entity that has public accountability, it does not qualify
for the reduced disclosure requirements for Tier 2 entities.

AASB 2010-2 makes amendments to Australian Accounting Standards and Interpretations to give effect
to the reduced disclosure requirements for Tier 2 entities. It achieves this by specifying the disclosure
paragraphs that a Tier 2 entity need not comply with as well as adding specific “RDR" disclosures.

AASB 2009-12: Amendments to Australian Accounting Standards [AASBs 5, 8, 108, 110, 112, 119, 133, 137,
139, 1023 & 1031 and Interpretations 2, 4, 16, 1039 & 1052] (applicable for annual reporting periods
commencing on or after 1 January 2011).
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27. NEW STANDARDS AND INTERPRETATIONS IN ISSUE NOT YET ADOPTED (continued)

This Standard makes a number of editorial amendments to a range of Australian Accounting Standards
and Interpretations, including amendments fo reflect changes made to the text of IFRSs by the IASB. The
Standard also amends AASB 8 to require entities to exercise judgment in assessing whether a
government and entities known to be under the conftrol of that government are considered a single
customer for the purposes of certain operating segment disclosures. The amendments are not expected
to impact the Company.

AASB 2009-14: Amendments to Australian Interpretation — Prepayments of a Minimum Funding
Requirement [AASB Interpretation 14] (applicable for annual reporting periods commencing on or after
1 January 2011).

This Standard amends Interpretation 14 to address unintended consequences that can arise from the
previous accounting requirements when an entity prepays future contributions info a defined benefit
pension plan.

This Standard is not expected to impact the Company.

AASB 2010-4: Further Amendments to Australian Accounting Standards arising from the Annual
Improvements Project [AASB 1, AASB 7, AASB 101 & AASB 134 and Interpretation 13] (applicable for
annual reporting periods commencing on or after 1 January 2011).

This Standard details numerous non-urgent but necessary changes to Accounting Standards arising from
the IASB’s annual improvements project. Key changes include:

. clarifying the application of AASB 108 prior to an entity’s first Australian-Accounting-Standards
financial statements;

. adding an explicit statement to AASB 7 that qualitative disclosures should be made in the
context of the quantitative disclosures to better enable users to evaluate an entity’s exposure
to risks arising from financial instruments;

. amending AASB 101 to the effect that disaggregation of changes in each component of
equity arising from fransactions recognised in other comprehensive income is required to be
presented, but is permitted fo be presented in the statement of changes in equity orin the

notes;

. adding a number of examples to the list of events or fransactions that require disclosure under
AASB 134; and

. making sundry editorial amendments to various Standards and Interpretations.

This Standard is not expected fo impact the Company.

AASB 2010-5: Amendments to Australion Accounting Standards [AASB 1, 3, 4, 5, 101, 107, 112, 118, 119,
121,132,133, 134, 137, 139, 140, 1023 & 1038 and Interpretations 112, 115, 127, 132 & 1042] (applicable
for annual reporting periods beginning on or after 1 January 2011).

This Standard makes numerous editorial amendments to a range of Australian Accounting Standards
and Interpretations, including amendments to reflect changes made to the text of IFRSs by the IASB.
However, these editorial amendments have no major impact on the requirements of the respective

amended pronouncements.

32



e o morningstar

mining a golden future

Notes to Financial Statements
For the year ended 30 June, 2011

27. NEW STANDARDS AND INTERPRETATIONS IN ISSUE NOT YET ADOPTED (continued)

AASB 2010-6: Amendments to Australian Accounting Standards — Disclosures on Transfers of Financial
Assefs [AASB 1 & AASB 7] (applicable for annual reporting periods beginning on or after 1 July 2011).

This Standard adds and amends disclosure requirements about fransfers of financial assets, especially
those in respect of the nature of the financial assets involved and the risks associated with them.
Accordingly, this Standard makes amendments to AASB 1: First-time Adoption of Australian Accounting
Standards, and AASB 7: Financial Instruments: Disclosures, establishing additional disclosure requirements
in relation to transfers of financial assets.

This Standard is not expected to impact the Company.

AASB 2010-7: Amendments to Australian Accounting Standards arising from AASB 9 (December 2010)
[AASB 1,3,4,5,7,101,102,108, 112, 118, 120, 121, 127,128, 131, 132, 136, 137, 139, 1023 & 1038 and
Interpretations 2, 5, 10, 12, 19 & 127] (applies to periods beginning on or affer 1 January 2013).

This Standard makes amendments to a range of Australian Accounting Standards and Interpretations as
a consequence of the issuance of AASB 9: Financial Instruments in December 2010. Accordingly, these
amendments will only apply when the entity adopts AASB 9.

As noted above, the Company has not yet determined any potential impact on the financial
statements from adopting AASB 9.

AASB 2010-8: Amendments to Australian Accounting Standards — Deferred Tax: Recovery of Underlying
Assetfs [AASB 112] (applies to periods beginning on or after 1 January 2012).

This Standard makes amendments to AASB 112: Income Taxes.
The amendments brought in by this Standard infroduce a more practical approach for measuring

deferred tax liabilities and deferred tax assets when investment property is measured using the fair value
model under AASB 140: Investment Property.

Under the current AASB 112, the measurement of deferred tax liabilities and deferred tax assets
depends on whether an entity expects to recover an asset by using it or by selling it. The amendments
infroduce a presumption that an investment property is recovered entirely through sale. This
presumption is rebutted if the investment property is held within a business model whose objective is to
consume substantially all of the economic benefits embodied in the investment property over time,
rather than through sale.

The amendments brought in by this Sfandard also incorporate Interpretation 121 into AASB 112.

The amendments are not expected to impact the Company.

AASB 2010-9: Amendments to Australian Accounting Standards — Severe Hyperinflation and Removal of
Fixed Dates for First-time Adopters [AASB 1] (applies to periods beginning on or after 1 July 2011).

This Standard makes amendments to AASB 1: First-time Adoption of Australian Accounting Standards.

The amendments brought in by this Standard provide relief for first-time adopters of Australian
Accounting...
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27. NEW STANDARDS AND INTERPRETATIONS IN ISSUE NOT YET ADOPTED (continued)

...Standards from having to reconstruct fransactions that occurred before their date of fransition to
Australian Accounting Standards.

Furthermore, the amendments brought in by this Standard also provide guidance for entities emerging
from severe hyperinflation either to resume presenting Australian-Accounting-Standards financial
statements or to present Australian-Accounting-Standards financial statements for the first time.

This Standard is not expected to impact the Company.

AASB 2010-10: Further Amendments to Australian Accounting Standards — Removal of Fixed Dates for
First-time Adopters [AASB 2009-11 & AASB 2010-7] (applies to periods beginning on or after 1 January
2013).

This Standard makes amendments fo AASB 2009-11: Amendments to Australian Accounting Standards
arising from AASB 9, and AASB 2010-7: Amendments fo Australian Accounting Standards arising from
AASB 9 (December 2010).

The amendments brought in by this Standard ultimately affect AASB 1: First-time Adoption of Australian
Accounting Standards and provide relief for first-time adopters from having to reconstruct transactions
that occurred before their fransition date.

[The amendments to AASB 2009-11 will only affect early adopters of AASB 2009-11 (and AASB 9:
Financial Instruments that was issued in December 2009) as it has been superseded by AASB 2010-7.]

This Standard is not expected fo impact the Company.

28. JOINT VENTURE

The Company has entered into a Joint Venture with Ample Rise Investments, a HK based resources
investor with a long term strategic focus.

The key commercial terms of the Joint Venture are that Ample Rise Investments will expend $4.5M over
a two year period to earn a 51% interest in MIN5299 and MIN5241. Morning Star Gold N.L. will manage
and operate the Joint Venture over this time earning 15% of the amounts expended on the Joint
Venture for undertaking that role.

At the balance date, Ample Rise Investments had contributed $2,500,000 to the Joint Venture with
Morning Star Gold N.L.

Once the $2,500,000 has been expended, 10% ownership of the two MINs will be effectively transferred
fo Ample Rise Investments and at that point Morning Star Gold N.L. will own 90% and Ample Rise
(Shandong Tianye) will own 10% of the two MINs.

In the next period it is expected that a further franche will be contributed by Ample Rise Investments as
agreed.
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28. JOINT VENTURE (continued)

The Company’s share of the assefs, liabilities, revenue and expenses of joint venture operations are
included in the appropriate items of the statement of comprehensive income and statement of
financial position.

The Company's share of assets employed in the joint venture was:
30 June 2011 30 June 2010

$ $
Mining Properties 264,000 264,000
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The directors of Morning Star Gold NL declare that:

1. the financial statements and notes are in accordance with the Corporations Act 2001 and;
a) comply with Accounting Standards; and

b) give a true and fair view of the financial position of the Company as at 30t June 2011 and its
performance for the year ended on that date;

2. the Chief Executive Officer of the reporting period herein and the (Acting) Chief Financial Officer
has declared that:

a) the financial records of the Company for the financial year have been properly maintained in
accordance with section 286 of the Corporations Act 2001;

b) the financial statements and notes for the financial year comply with the Accounting Standards;
and

c) the financial statements and notes for the financial year give a tfrue and fair view.

3. in the directors’ opinions there are reasonable grounds to believe that the Company will be able
to pay its debts as and when they become due and payable.

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

. WS

N M GARLING P G JACKSON

Dated this 30" day of September, 2011
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Independent Audit Report
To the Members of Morning Star Gold NL

REPORT ON THE FINANCIAL REPORT

We have audited the accompanying financial report of Morning Star Gold N.L., which comprises the
Statement of Financial Position as at 30 June 2011, and the Statement of Comprehensive Income,
Statement of Changes in Equity and Statement of Cash Flows for the year ended on that date, a
summary of significant accounting policies and other explanatory Notes and the Directors’ Declaration.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL REPORT

The directors of the company are responsible for the preparation and fair presentation of the financial
report that gives a true and fair view in accordance with Australian Accounting Standards (including the
Australian Accounting Interpretations) and the Corporations Act 2001. This responsibility includes
establishing and maintaining infernal control relevant to the preparation and fair presentation of the
financial report that is free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances. In Note 1, the directors also state, in accordance with Accounting Standard AASB 101:
Presentation of Financial Statements, that compliance with the Australian equivalents to International
Financial Reporting Standards (IFRS) ensures that the financial report, comprising the financial statements
and notes, complies with IFRS.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our
audit in accordance with Australian Auditing Standards. These Auditing Standards require that we
comply with relevant ethical requirements relating to audit engagements and plan and perform the audit
to obtain reasonable assurance whether the financial report is free from material misstatement. An audit
involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial report. The procedures selected depend on the auditor’s judgement, including the assessment
of the risks of material misstatement of the financial report, whether due to fraud or error. In making those
risk assessments, the auditor considers internal conftrol relevant to the enfity’'s preparation and fair
presentation of the financial report in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal confrol. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by the directors, as well as evaluating the overall
presentation of the financial report. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

INDEPENDENCE

In conducting our audit, we have complied with the independence requirements of the Corporations Act
2001.
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Morning Star Gold NL

Independent Audit Report
to the Members of
Morning Star Gold NL - (continued)

Auditor’s Opinion

In our opinion:
(a)  the financial report of Morning Star Gold NL is in accordance with the Corporations Act 2001,
including:

(1) giving a true and fair view of the company’s financial position as at 30t June 2011 and of
its performance for the year ended on that date; and

(2) complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporation Regulations 2001;

(b) the financial report also complies with Infernational Financial Reporting Standards as disclosed
in Note 1.

Report on the Remuneration Report

We have audited the Remuneration Report included in the report of the directors for the year ended 30t
June, 2011. The directors of the company are responsible for the preparation and presentation of the
Remuneration Report in accordance with s 300A of the Corporations Act 2001. Our responsibility is to
express an opinion on the Remuneration Report based on our audit conducted in accordance with
Australian Auditing Standards.

Auditor’s Opinion

In our opinion the Remuneration Report of Morning Star Gold NL for the year ended 30" June, 2011
complies with s 300A of the Corporations Act 2001.

Name of Firm: Dale F Kaye & Co
Chartered Accountants

ute T Ry~

Name of Principal:  DALE F KAYE FCA
Address: 666B Pittwater Road, Brookvale, NSW, 2100
Dated this 30th day of September, 2011
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Shareholder Information

ISSUED CAPITAL

As at 27 September 2011 the Company had on issue 284,318,462 ordinary shares and 500,000 partly paid
shares issued at a price of 10c per share and paid to 1c onissue. The partly paid shares are not quoted
on any exchange.

SUBSTANTIAL SHAREHOLDERS

As at 27 September 2011 the Company had the following substantial shareholders:

NM Garling & SJ Graham 36,737,909 shares
Chillee Limited (and nominee accounts) 35,008,696 shares
Yarandi Investments Pty Ltd + Dirdot Pty Ltd 32,119,764 shares
BBY Nominees Pty Ltd 28,000,000 shares

DISTRIBUTION OF SHAREHOLDERS

There were 1,860 shareholders. Each shareholder is entitled to one vote for each share held.

The analysis of the number of holders was:

Size of Holding No. of Holders
1-1,000 147

1,001 - 5,000 395
5,001 - 10,000 279
10,001 - 100,000 778
100,001 and over 261
1,860

There were no shareholders who held less than a marketable parcel. The top twenty holders held 59.32%
of the Company’s share capital.
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TOP TWENTY HOLDERS OF ORDINARY SHARES AS AT 27 SEPTEMBER 2011

Name Shares %
NM Garling & SJ Graham 36,737,909 12.92
Chillee Limited 32,608,696 11.47
BBY Nominees Pty Ltd 28,000,000 9.85
Yarandi Investments Pty Ltd 22,327,265 7.85
Dirdot Pty Limited 9,792,499 3.44
JP Morgan Nominees Australia Limited 8,350,391 2.94
Goldsearch Limited 3,404,633 1.20
Cificorp Nominees Pty Limited 3,387,045 1.19
Drexwill Pty Limited 3,000,000 1.06
Forsyth Barr Custodians Limited 2,108,845 0.74
Reynolds (Nominees) Pty Ltd 2,104,955 0.74
Jayare Nominees Pty Limited 2,066,450 0.73
Max M Garling 2,050,000 0.72
Lugger Bay Pty Ltd 1,950,000 0.69
Ms Georgina Conlon 1,890,756 0.67
Mr S L Crutchett + Mrs A P Crutchett 1,830,370 0.64
P Utiger Pty Ltd 1,787,250 0.63
Mr Mark Bloom 1,766,000 0.62
EG Enterprises Pty Ltd 1,765,000 0.62
Mr Bruce Donald Hunt 1,700,000 0.60
Total 168,628,064 59.32
UNQUOTED SECURITIES

As at 27 September 2011 the Company had 500,000 1c¢ partly paid shares on issue to a former director,
namely Malcolm H Bird.

40



R morningstar

mining a golden future

B e X i

Corporate Governance Statement

Unless disclosed below, all the best practice recommendations of the ASX Corporate Governance
Council have been applied for the entire financial year ended 30th June, 2011.

ETHICAL STANDARDS

All directors, office — holders, employees and consultants are expected to act with the utmost integrity
and objectivity and to enhance the reputation and performance of the company.

A code of conduct has been established requiring directors and employees to act honestly and in good
faith; exercise due care and diligence in fulfiling the functions of office; avoid conflicts and make full
disclosure of any possible conflict of interest; comply with the law; encourage the reporting and
investigating of unlawful and unethical behaviour; and comply with the securities trading policy outlined
below.

THE BOARD OF DIRECTORS

The skills, experience and expertise relevant to the position of each director who is in office, are detailed
elsewhere in Company’s website under the heading "About MCO; Our Team; Directors & CEQ". The board
generally holds 6 formal or informal meetings throughout each financial year. At the present time, the
board comprises 5 directors; 1 executive director and 4 non-executive directors, (incl. 2 independent
directors). A Chief Executive Officer, Michael Botting reports directly to the Board of Directors.

The Board of Morning Star Gold NL is currently as follows:

Nicholas Mark Garling - Chairman / MD (appointed as a Director on 20th March, 2007). Mr Garling
receives a salary for his executive role.

Noel Robert Laidlaw - Non-Executive, Independent Director (appointed as a Director on 1st July, 2011). Mr.
Laidlaw may also act from time to time as a consultant to MCO.

Peter Gilbert Jackson - Non-Executive, Independent Director (appointed as a Director on 10th March,
2008). Dr. Jackson may also act from time to time as a consultant to MCO.

Alexei Vladimir Motlokhov - Non-Executive Director (appointed as a Director on 1st Feb 2011).
Zhaoqin Zeng - Non-Executive Director (appointed as a Director on 1st Feb 2011).

Noel Robert Laidlaw & Peter Gilbert Jackson are considered to be independent directors as they are not
substantial shareholders in the company and are remunerated as non-executive Directors.

The board is responsible for the overall Corporate Governance of the company and its primary functions
include:

The strategic direction of the company

Approval of the long term goals for management and monitoring the achievement of these goals on
behalf of the shareholders;

The approval of the annual and half-yearly financial statements;

The review and adoption of annual budgets for the financial performance of the company and
monitoring the results throughout the year;

Ensuring the company has implemented adequate systems to monitor compliance activities, risk
management and occupational health and safety requirements.
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Corporate Governance Statement

The company does not comply with best practice recommendations 2.1: "A majority of the board should
be independent directors”; 2.2: "The chairperson should be an independent director”; and 2.4: "The board
should establish a nomination committee”. However, the board believes that for a company of its size and
considering the extent of its operations that its present composition provides for efficient decision making
required by the company in its current circumstances. Also, the board does not believe that the formal
establishment of a nomination committee is warranted by ifs size, as in effect, the board as a whole acts
as the nomination committee. The board's nomination of directors and executive officers and other
managers, is dependent on the candidate's range of skills and experience relevant to the business of the
company. The Chairman - in conjunction with external and independent consultants - conducts a
performance evaluation for the board and its members and the CEO and other senior managers during
each annual period using generally accepted and current industry practices.

PERFORMANCE EVALUATION

The Chairman has conducted a performance evaluation for the board and its members during the
financial year using generally accepted industry practises.

AUDIT AND REMUNERATION COMMITTEE

The directors have considered the formation of an audit committee and a remuneration committee in
order to enhance the company’s corporate governance regime in accordance with recommendations
4.1 and 8.1. However, given the number of directors on the board, exclusion of one or more directors
from each committee would detrimentally and unnecessarily limit the available skills. Consequently, it has
been determined that the full board will take responsibility for the issues which would be expected to be
within the purview of these committees.

The company’s remuneratfion policy is disclosed in the Remuneration Report contained within the
Directors’ Report.

The amount of remuneration for all key management personnel for the company including all monetary
and non-monetary components is detailed in the Remuneration Report.

An external audit is undertaken by Dale F Kaye, Chartered Accountant.

The external auditor attends the annual general meetings of the company and is available to answer
shareholder questions.

The full board considers the qualifications and experience of the external auditor when considering

potential appointees fo the position. The rotation of external audit engagement partners is also
considered by the full board in the light of relevant legislative and professional standards.

RISK MANAGEMENT

The directors consider that the identification and management of key risks associated with the business is
vital.  Matters of risk are regularly reviewed at board meetings and a risk management culture is
encouraged amongst directors and employees.
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Areas of risk that are regularly considered include performance and funding of exploration activities;
budgetary control and asset protection; status of mineral exploration licenses; land access and native title
considerations; compliance with laws and regulations; occupational health, safety and the environment;
and continuous disclosure obligafions.

INDEPENDENT PROFESSIONAL ADVICE

Each director has the right to seek independent professional advice, in relation to matters arising in the
conduct of his duties, at the economic entity's expense, subject to prior approval of the Chairman which is
not to be unreasonably withheld.

CONTINUOUS DISCLOSURE

The company has established policies and procedures to ensure compliance with ASX Listing Rule
confinuous disclosure requirements. All proposed company announcements are circulated to each
director for their input before release to the market.

SECURITIES TRADING POLICY

All directors, office holders and employees are bound by the company’s official and public securities
frading policy which prohibits trading in Morning Star Gold NL's securities while they are in possession of
price sensitive information untfil it has been released to the market and adequate time has been given for
this to be reflected in the security's price. The Company’s Securities Trading Policy was revised in
accordance with ASX guidelines 12.9, 12.10 and 12.12 and publicly filed on 315t Dec 2010 during the
reporting period. A full copy of the policy document can be found at the official company website of
Morning Star Gold NL www.msgold.com.au

THE ENVIRONMENT

The company also has in place an Environment Policy under which the company, in seeking to locate
and develop mineral resources, is committed to achieving a high standard of environmental protection.
This will be achieved while ensuring that the needs of the community and the values attached to natural
and physical resources are taken into account in company planning and the way in which business is
conducted.

SHAREHOLDER RIGHTS

The board aims to ensure that all shareholders are informed of significant developments through regular
shareholders communications. These include the Annual Report and distribution of material covering
major events when appropriate. Shareholders are entitled to vote on significant matters impacting on the
business of the company. Shareholders are strongly encouraged to attend and participate in the Annual
General Meetings of the company, to lodge questions to be responded to by the directors and are able
fo appoint proxies.

OTHER INFORMATION

Further information relating to the company’s corporate governance practices and policies has been
made publicly available on the company’s welbsite at www.msgold.com.au.
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