REALM RESOURCES LIMITED
ABN 98 008 124 025

NOTICE OF GENERAL MEETING
AND

EXPLANATORY MEMORANDUM

Date of Meeting:  Tuesday, 12 February 2013
Time of Meeting:  11.00 am (EDST)
Place of Meeting: Level 2

3 Spring Street
Sydney NSW 2000

This Notice of General Meeting and Explanatory Memorandum should be read in their entirety.
If shareholders are in doubt as to how they should vote, they should seek advice from their
accountant, solicitor or other professional adviser prior to voting.




Time and Place of Meeting and How to Vote
VENUE

The general meeting of the Shareholders to which this Notice of Meeting relates will be held at
11.00am (EDST) on Tuesday, 12 February 2013 at Level 2, 3 Spring Street, Sydney, New
South Wales, 2000.

YOUR VOTE IS IMPORTANT

The business of the General Meeting affects your shareholding and your vote is important.
VOTING IN PERSON

To vote in person, attend the General Meeting on the date and at the place set out above.
VOTING BY PROXY

To vote by proxy, please complete and sign the enclosed Proxy Form and return by:

(a) postto Realm Resources Limited, GPO Box 4216, Sydney, NSW, 2001; or

(b) facsimile to the Company on facsimile number (+61 2) 8249 4001,

so that it is received not later than 11.00am (EDST) on Sunday, 10 February 2013.

Proxy Forms received later than this time will be invalid.



NOTICE OF GENERAL MEETING

REALM RESOURCES LIMITED
ABN 98 008 124 025

Notice is hereby given that a general meeting of Realm Resources Limited (Realm or the
Company) will be held at 11.00am (EDST) on Tuesday, 12 February 2013 at Level 2, 3 Spring
Street, Sydney, New South Wales, 2000.

The Explanatory Memorandum which accompanies and forms part of this Notice of Meeting
describes the various matters to be considered at the General Meeting and contains a glossary
of defined terms that are not defined in full in this Notice of Meeting.

The Directors have determined pursuant to Regulation 7.11.37 of the Corporations Regulations
2001 (Cth) that the persons eligible to vote at the General Meeting are those who are registered
Shareholders at 7pm (EDST) on Sunday, 10 February 2013.

AGENDA

1.

Resolution 1 — Issue of Options to Taurus Funds Management
Pty Ltd as trustee for Taurus Resources No. 2 Trust and
Taurus Funds Management Pty Ltd for and on behalf of Taurus
Resources Fund No. 2, L.P.

To consider and, if thought fit, to pass, with or without amendment, the following as an
ordinary resolution:

"That, for the purposes of section 208 and item 7 of section 611 of the Corporations
Act, Listing Rules 10.1 and 10.11 and for all other purposes, approval be given for the
issue of:

(a) 94,389,209 Options to JP Morgan Nominees Australia Limited as nominee
of JP Morgan Chase Bank N.A. (Sydney Branch) acting as custodian for
Taurus Funds Management Pty Limited for and on behalf of Taurus
Resources Fund No.2 L.P.; and

(b) 5,610,791 Options to JP Morgan Nominees Australia Limited as nominee of
JP Morgan Chase Bank N.A. (Sydney Branch) acting as custodian for
Taurus Funds Management Pty Limited as trustee for Taurus Resources
No. 2 Trust,

and the resultant issue of shares upon exercise of the Options (each Option entitling
the holder to acquire a fully paid ordinary share in the Company), as a result of which
Taurus Funds Management Pty Limited for and on behalf of Taurus Resources Fund
No. 2, L.P. and Taurus Funds Management Pty Limited as trustee for Taurus
Resources No. 2 Trust and their respective associates will increase their relevant
interest in voting shares in the Company and thereby, acquire a voting power in the
Company of up to 42.49% on the terms and conditions set out in the Explanatory
Statement accompanying this Notice.”

Voting Exclusion: The Company will disregard any votes cast on this resolution by JP
Morgan Nominees Australia Limited, JP Morgan Chase Bank N.A. (Sydney Branch), Taurus
Resources No. 2 Trust, Taurus Resources Fund No. 2, L.P. and Taurus Funds Management
Pty Limited and their associates. However, the Company need not disregard a vote if it is cast
by a person as a proxy for a person who is entitled to vote in accordance with the directions on
the proxy form or it is cast by the person chairing the meeting as proxy for a person who is
entitled to vote in accordance with a direction on the proxy form to vote as the proxy decides.
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Expert's Report: Shareholders should carefully consider the report prepared by the
Independent Expert for the purposes of the Shareholder approval required under item 7 of
section 611 of the Corporations Act and Listing Rule 10.1. The Independent Expert's Report
comments on the fairness and reasonableness of the transactions the subject of Resolution 1
to the non-associated Shareholders of the Company.

2. Other Business

To transact any other business that may be lawfully brought forward in accordance
with the constitution of the Company and the Corporations Act.

BY ORDER OF THE BOARD

Theo Renard
Director

19 December 2012




EXPLANATORY MEMORANDUM

REALM RESOURCES LIMITED
ABN 98 008 124 025

This Explanatory Memorandum has been prepared for the information of Shareholders in
connection with the business to be considered at the General Meeting to be held at Level 2,
3 Spring Street, Sydney New South Wales at 11.00 am (EDST) on Tuesday, 12 February 2013.

The Explanatory Memorandum should be read in conjunction with the accompanying Notice of
Meeting. For the assistance of Shareholders, a glossary of defined terms is included at the end of
the Explanatory Memorandum.

Full details of the business to be considered at the General Meeting are set out below.

1.

1.1

Resolution 1 — Issue of Options to Taurus Funds Management
Pty Ltd as trustee for Taurus Resources No. 2 Trust and Taurus
Funds Management Pty Ltd for and on behalf of Taurus
Resources Fund No. 2, L.P.

Background

As announced to ASX on 2 July 2012, the Company agreed a $5,000,000 Convertible
Equity Linked Facility (CELCF or Facility).

In connection with the CELCF the Company agreed, subject to the Company obtaining all
necessary Shareholder approvals under the Corporations Act and the Listing Rules, to
grant 100,000,000 options with a term of 5 years and an exercise price of $0.05 (each
Option being a right to acquire one Share) (Options). The Options will be granted under
Option Deeds the Company intends to execute with each of the Lenders. The terms and
conditions of the Options are set out in Appendix B to this Explanatory Memorandum.

Taurus Funds Management Pty Limited (Taurus Funds Management) as trustee for
Taurus Resources No. 2 Trust (Taurus No. 2 Trust) and Taurus Funds Management for
and on behalf of Taurus Resources Fund No. 2 L.P. (Taurus Resources) Taurus No. 2
Trust and Taurus Resources (together, the Lenders) provided the Company with the
Facility, being an 8% loan of $5,000,000 to be repaid on or before 30 September 2013, or
such other date agreed to in writing by the Company and each of the Lenders.
(Repayment Date) by the repayment of cash or subject to Shareholder approval, through
conversion into Shares. Any repayment of the Facility through conversion into Shares
will require Shareholder approval, which will be sought at the appropriate time.

The Lenders have nominated the following entities to receive the Options:

e 94,389,209 Options to JPM Morgan Nominees Australia Limited (JPM Nominees)
as nominee of JP Morgan Chase Bank, N.A. (Sydney Branch) (Bank) acting as
custodian for Taurus Funds Management for and on behalf of Taurus Resources;
and

e 5,610,791 Options to JPM Nominees as nominee of the Bank acting as custodian for
Taurus Funds Management as trustee for Taurus No. 2 Trust.

The material terms and conditions of the CELCF as set out in the agreement between the
Lenders and the Company (Facility Agreement) are as follows:

(@) Facility: the Lenders agreed to provide the Facility to the Company on 28 June 2012;

(b) Repayment: the Facility must be repaid by the Company on or before the
Repayment Date;



(c)

(d)
(e)

(f)

Break costs: if the Event of Default contemplated under paragraph (f)(ii) below
occurs (i.e. the Company fails to secure the necessary authority to issue the
Options), the Company must immediately pay a break fee of A$900,000 (Break
Fee) to the financiers;

Interest: interest is payable at a rate of 8% per annum on the Facility;

Conversion obligation to pay: the parties have agreed that that the obligation
to repay money under the Facility can be partly or wholly the subject of a share
conversion election on the following terms and conditions:

(i) where the Lenders issue a notice to the Company which elects that
share conversion is applicable to some or all of the amount of
outstanding drawings (Election Notice), the Company must, within
three business days following receipt of that Election Notice notify the
Lenders as to whether it accepts that election (any such acceptance
being subject to the appropriate Shareholder approvals being sought);

(i) if no Election Notice is given in respect of a convertible obligation to
pay, or if the Company rejects an Election Notice in respect of such
convertible obligation to pay, share conversion is deemed to be not
applicable to such convertible obligation to pay; and

(iii) Election Notices cannot be given whilst there is an Event of Default or
potential Event of Default (as described below) subsisting.

Any share conversion election may only be given effect once the appropriate
Shareholder approvals have been sought. Accordingly, in the event that the
Lenders issue an Election Notice, the Company may only accept that election
subject to obtaining the relevant Shareholder approvals for the issue of Shares
to the Lenders.

Event of Default: upon the occurrence of one of the following events (Event of
Default), the Lenders may by written notice to the Company declare the Facility
to be immediately due and payable to the Lenders without the need for any
further demand or notice to be given:

(i) (failure to pay) the Company does not pay within 2 business days of
the due date and in the specified manner, any amount payable by it
under the Facility Agreement;

(i) (failure to issue Options) the Company fails to secure the necessary
authority to issue the Options;

(iii) (failure to comply) the Company defaults in fully performing,
observing and fulfilling any provision of the Facility Agreement other
than a provision requiring the payment of money as contemplated by
the Facility Agreement and the issue of Options, provided that in the
case of a default capable of remedy, that default has not been
remedied within 14 days of the occurrence of that default;

(iv) (Controlling Shareholder) a Shareholder (other than the Lenders
and their related entities) otherwise acquires control of the Company;

(V) (appointment of receiver, administrator etc.) a receiver, manager,
receiver and manager, trustee, administrator, controller or similar
officer is appointed in respect of the Company;

(vi) (appointment of liquidator) a liquidator or provisional liquidator is
appointed in respect of the Company;



(vii)

(viii)

(ix)

(x)

(xi)

(xii)

(xiii)

(xiv)

(xv)

(xvi)

(order or resolution for winding up) an order is made, or a
resolution is passed, for the purpose of:

a) appointing a person referred to in paragraph (f) (v) or
paragraph (f) (vi) above;

b) winding up the Company; or

c) proposing or implementing a scheme of arrangement in
respect of the Company;

(untrue warranty) any representation or warranty made or repeated
in the Facility Agreement proves to be untrue or misleading and the
circumstances giving rise to the breach of representation or warranty
are likely to have a material adverse effect;

(illegality) at any time it is unlawful for the Company to perform any
of its obligations under the Facility Agreement;

(material change) any other event or series of events whether related
or not occurs which is likely to have a material adverse effect; or

(acceleration)

a) any borrowing of an amount not less than A$250,000 is validly
declared due and payable prior to its stated maturity and that
declaration is not withdrawn within 10 days;

b) the Company fails to pay within 10 days after it becomes due
and payable or, if applicable, after the expiration of any grace
period, any indebtedness of an amount not less than
A$250,000;

c) any stock or Share issued by the Company is validly required
to be redeemed or repurchased in advance of its stated
maturity (other than at its option) in an amount not less than
A$250,000; or

d) the Company fails to pay within 10 days a demand or claim
under any guarantee issued by it exceeding A$250,000;

(insolvency event) the Company is insolvent or deemed to be
insolvent under any applicable law;

(void agreement) the Facility Agreement is or becomes wholly or
partly void or unenforceable;

(Cleansing notice) any cleansing notice issued by the Company is
defective or the Company becomes required to give or gives a
corrective notice under section 708A(9) of the Corporations Act;

(change of corporate status) the Company ceases to have its
ordinary share capital currently listed and trading on the ASX other
than as a result of a suspension extending for a period of not more
than 15 trading days; and

(changes of constituent documents) without the prior written
consent of the Lenders, the Company amends its constituent
documents in a manner that materially prejudices the Lenders’ rights
under the Facility Agreement.



1.2

1.3

Resolution 1 seeks Shareholder approval pursuant to sections 208 and item 7 of section
611 of the Corporations Act and Listing Rules 10.1 and 10.11 in relation to the proposed
issue of the Options and the resultant issue of Shares upon exercise of the Options
(Option Shares). Further details are set out below.

Listing Rule 10.1

Listing Rule 10.1 provides that an entity (or any of its subsidiaries) must not acquire a
“substantial asset” from, or dispose of a substantial asset to, a substantial holder (if the
person and the person’s associates have a “relevant interest”, or had a relevant interest
at any time in the 6 months before the transaction, in at least 10% of the total votes
attached to the voting securities).

An asset is substantial if its value or the value of the consideration for it is, or in ASX’s
opinion is, 5% or more of the equity interests of the company as set out in the latest
accounts given to ASX under the Listing Rules.

Section 671B of the Corporations Act defines a substantial holder as a person who has a
substantial holding. A person and the person's associates have a substantial holding
where they have a relevant interest in not less than 5% of the total votes attached to the
voting shares in the Company.

For the purposes of Listing Rule 10.1, JPM Nominees is the registered holder of
114,407,615 Shares and Taurus Resources (as the holder of a relevant interest in
108,153,228 Shares) and Taurus SM Holdings Pty Limited (Taurus SM Holdings) (as
the holding company of Taurus Funds Management and Taurus Funds Management is
the appointed investment manager of Taurus Resources Fund No. 2 and is therefore the
holder of a relevant interest in 114,407,615 Shares) are considered to be substantial
shareholders in the Company.

The Company is therefore seeking Shareholder approval for the issue of the Options for
the purpose of Listing Rule 10.1.

Listing Rule 10.1 provides that shareholder approval sought for the purpose of Listing
Rule 10.1 must include a report on the proposed acquisition from an independent expert.

The Independent Expert’'s Report prepared by RSM Bird Cameron Corporate Pty Ltd sets
out a detailed examination of the issue of the Options (and the Option Shares)
contemplated by Resolution 1 to enable Shareholders to assess its merits (refer Appendix
A). The Independent Expert’'s Report concludes that the issue of the Options and Option
Shares is fair and reasonable to the non-associated Shareholders of the Company.

Chapter 2E of the Corporations Act

Chapter 2E of the Corporations Act regulates the provision of financial benefits to related
parties by a public company. A “financial benefit” is defined broadly in the Corporations
Act and includes a public company issuing securities.

Section 208 of the Corporations Act prohibits a public company giving a financial benefit
to a related party unless an exception set out in section 210 to 216 of the Corporations
Act applies.

Where no exception is applicable, section 208 of the Corporations Act provides that for a
public company to give a financial benefit to a related party of the company, the public
company must:

(a) obtain the approval of members in the way set out in sections 217 to 227 of the
Corporations Act; and

(b) give the benefit within 15 months after the approval is obtained.



1.4

1.5

Listing Rule 10.11

Under Listing Rule 10.11, the Company must obtain the approval of its Shareholders by
ordinary resolution before it can issue securities to a related party or a person whose
relationship with the Company or a related party is, in the opinion of the ASX, such that
Shareholder approval should be obtained unless an exception in Listing Rule 10.12
applies.

Shareholder approval (Chapter 2E of the Corporations Act and Listing Rule 10.11)

The Company has decided to obtain Shareholder approval under section 208 of the
Corporations Act and Listing Rule 10.11 because the issue of the Options constitutes
giving a financial benefit to Taurus Funds Management, Taurus Resources Fund No. 2
and Taurus SM Holdings.

Taurus Funds Management has confirmed that it is intended that the Options will be
registered in the name of JPM Nominees (in its capacity as nominee of the Bank acting
as custodian for Taurus Resources Fund No. 2 and Taurus Funds Management).
Further, each of Taurus Funds Management and Taurus SM Holdings (the holding
company of Taurus Funds Management and Taurus Funds Management is the appointed
investment manager of Taurus Resources Fund No. 2) will hold a relevant interest in the
Options upon their issue.

In addition to their role as Shareholders of the Company, Taurus Funds Management,
Taurus Resources Fund No. 2 and Taurus SM Holdings have a relationship with the
Company by virtue of Mr Michael Davies, a Director, also being involved with Taurus
Funds Management (Mr Davies is a director of Taurus Funds Management) and Taurus
Funds Management is the appointed investment manager of Taurus Resources Fund No.
2. While the Directors believe that the Taurus entities referred to above would not be
considered to be related parties of the Company, for good corporate governance reasons
and in light of the fact that the issue of the Options involves an issue of securities in the
Company, the Company thought it prudent to seek Shareholder approval for the issue of
the Options (and the Option Shares) for the purposes of section 208 of the Corporations
Act and Listing Rule 10.11.

As previously noted, there are exceptions to the requirement to seek Shareholder
approval for the provision of a financial benefit to a related party and these are set out in
sections 210 to 216 of the Corporations Act. One such exception is set out in section 210
of the Corporations Act and provides that shareholder approval is not needed to give a
financial benefit on terms that:

(a) would be reasonable in the circumstances if the company and the related party
were dealing at arm's length; or

(b) are less favourable to the related party than the terms referred to in paragraph
(a) above.

In light of the Directors' view that the Company would be unable to secure financing on
any more favourable terms than those offered under the Facility, the Directors believe
that the terms of the Facility would be considered reasonable if the parties were dealing
at arm's length. Accordingly, if any of the Lenders were considered to be related parties
of the Company, the Directors are of the view that the "arm's length" exception set out in
section 210 of the Corporations Act would be available to the Company in any event.
That said, as previously noted the Company is seeking Shareholder approval of the
security issue for purposes of section 208 of the Corporations Act as a matter of
prudence.

Pursuant to and in accordance with the requirements of sections 217 to 227 of the
Corporations Act and Listing Rule 10.13, the following information (current as at the date
of this Notice of Meeting and Explanatory Statement) is provided in relation to Resolution
1 and the proposed issue of the Options:
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(b)

(c)

()

(9

the parties are Taurus Funds Management, Taurus Resources Fund No. 2 and
Taurus SM Holdings. Each of these entities has a relationship with the
Company by virtue of Mr Michael Davies, a Director, also being a director of
Taurus Funds Management and Taurus Funds Management is the appointed
investment manager of Taurus Resources Fund No. 2.

as outlined above, each of Taurus Funds Management, Taurus Resources
Fund No. 2 and Taurus SM Holdings will hold a relevant interest in the Options
(and upon exercise, the Option Shares);

a maximum number of 100,000,000 Options will be issued as follows:

(i 94,389,209 Options to JPM Nominees as nominee of the Bank acting
as custodian for Taurus Funds Management for and on behalf of
Taurus Resources;

(i) 5,610,791 Options to JPM Nominees as nominee of the Bank acting
as custodian for Taurus Funds Management acting as trustee for
Taurus No. 2 Trust;

the Options will be issued no later than one month after the date of the General
Meeting (or such later date as permitted by any ASX waiver or modification of
the Listing Rules) and it is anticipated the Options will be allotted and issued on
one and the same date;

the Options are being issued to JPM Nominees as nominee of the Bank acting
as custodian for Taurus Funds Management for and on behalf of Taurus
Resources and to JPM Nominees as nominee of the Bank acting as custodian
for Taurus Funds Management as trustee for Taurus No. 2 Trust as
compensation for the financial accommodation requested by the Company
under the CELCF. The terms of the Facility, including the issue of the Options
are very similar in nature and commercial terms to other financing facilities that
the Lenders have offered to other entities.;

the Options may be exercised at any time within 5 years at an exercise price of
$0.05. The Option Shares issued on exercise of the Options will be fully paid
ordinary shares in the capital of the Company and will rank equally with the
Company's existing Shares on issue. Proceeds from the exercise will first be
applied to any out-standings under the CECLF,;

the value of the Options has been calculated using the Black and Scholes
pricing model and based on the following assumptions:

(i) the underlying valuation of each option is based on the closing price
of Shares on ASX on 17 December 2012, being $0.018;

(i) a risk free rate of return 2.85% 5 year bond indicator rate as at 18
December 2012);
(iii) share price volatility of 76.29%, based on Realm's historical share

price volatility;

(iv) the options may be assigned by the option holder and will not be
quoted on ASX; and

(V) an exercise price of $0.05.

Based on the assumptions outlined above, the Black and Scholes pricing
model attributes a theoretical value of $766,993 to the Options.



(h)
(i)

)

(k)

(1)

The Black and Scholes pricing model assumes that the equity instruments the
subject of the valuation can be sold on a secondary market. The Options are
assignable but not tradeable in the open market. Accordingly, a discount for
lack of marketability is required to determine an indicative fair value of the
Options. The calculated indicative fair value of the Options, based on a
discount factor of 20% applied to the theoretical valuation of the Options, is
$613,595. In arriving at a discount factor of 20% consideration has been given
to the discounts that have traditionally been applied in the range of 10% to
20% to reflect the non-negotiability of unlisted equities and the fact that the
Options will be unlisted.

no funds will be raised on issue of the Options. Funds raised on exercise of the
Options will be used to repay the Facility;

the relevant interests of Taurus Funds Management, Taurus Resources Fund
No. 2 and Taurus SM Holdings in securities of the Company are set out below:

Party Shares Options

Taurus Funds Management Pty Limited as 6,254,387" Nil
trustee for Taurus Resources No. 2 Trust

Taurus Funds Management Pty Limited for | 108,153,228 Nil
and on behalf of Taurus Resources Fund
No. 2, L.P.

Taurus SM Holdings Pty Limited 114,407,615° Nil

Notes:

1 Taurus No. 2 Trust holds a relevant interest in the Shares (which are
registered in the name of JPM Nominees) as the beneficial holder.

2 Taurus Resources holds a relevant interest in the Shares (which are
registered in the name of JPM Nominees) as the beneficial holder.

3. Taurus SM Holdings is the holding company of Taurus Funds
Management (and Taurus Funds Management is the appointed investment
manager of Taurus Resources Fund No. 2) and therefore holds a relevant
interest in the Shares held by Taurus Funds Management.

there are no remuneration and emoluments from the Company to Taurus
Funds Management, Taurus Resources Fund No. 2 and Taurus SM Holdings
for the previous financial year or the current financial year.

if Shareholders approve Resolution 1, 100,000,000 Options will be allotted and
issued. If the Options are exercised, 100,000,000 Option Shares will be issued
and the effect will be that the shareholding of non-associated Shareholders
would be diluted from 71.72% to 57.51%. As at the date of this Notice, the
Company has 404,560,478 Shares on issue;

the trading history of Shares on ASX in the 12 months before the date of this
Notice of General Meeting is set out below:

Price Date

Highest $0.08 16 April 2012
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1.6

Lowest $0.017 11 September 2012

Last $0.018 18 December 2012

(m) each of the Directors consider that the issue of the Options is in the best
interests of the Company as it may enable the Company to repay the Facility
through the issue of Option Shares without depleting the Company's existing
cash reserves (on the basis that the funds received by the Company on
exercise of the Options will be used to repay the Facility). The Board does not
consider that there are any significant opportunity costs to the Company or
benefits foregone by the Company in issuing the Options, furthermore should
the Company fail to approve the issue of the Options the Break Fee will be
immediately payable; and

(n) Mr Davies declines to make a recommendation to Shareholders in relation to
Resolution 1 due to his material personal interest in the outcome of the
Resolution. The other Directors (being Messrs Rossiter, Renard and Fong),
who do not have a material personal interest in the outcome of Resolution 1,
recommend that Shareholders vote in favour of Resolution 1. The Board (other
than Mr Davies) is not aware of any other information that would be reasonably
required by Shareholders to allow them to make a decision whether it is in the
best interests of the Company to pass the Resolution.

Item 7 of section 611 of the Corporations Act

Pursuant to section 606(1) of the Corporations Act, a person must not acquire a relevant
interest in issued voting shares in a listed entity if the person acquiring the interest does
so through a transaction in relation to securities entered into, by or behalf of the person
and because of the transaction, that person’s or someone else’s voting power in the
company increases from:

(a) 20% or below to more than 20%; or

(b) a starting point that is above 20% and below 90%,
(Takeover Prohibition).

Voting power

The voting power of a person in a body corporate is determined in accordance with
section 610 of the Corporations Act. The calculation of a person's voting power in a
company involves determining the voting shares in the company in which the person and
the person's associates have a relevant interest.

Associates

For the purposes of determining voting power under the Corporations Act, a person
(second person) is an "associate" of the other person (first person) if:

(a) the first person is a body corporate and the second person is:
(i) a body corporate the first person controls;
(i) a body corporate that controls the first person; or
(iii) a body corporate that is controlled by an entity that controls the
person;
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1.7

(b) the second person has entered or proposed to enter into a relevant agreement
with the first person for the purpose of controlling or influencing the composition
of the company's board or the conduct of the company's affairs; or

(c) the second person is a person with whom the first person is acting or proposed
to act, in concert in relation to the company's affairs.

Relevant Interests

Section 608(1) of the Corporations Act provides that a person has a relevant interest in
securities if they:

e are the holder of the securities;

e have power to exercise, or control the exercise of, a right to vote attaching to the
securities; or

e have power to dispose of, or control the exercise of a power to dispose of, the
securities.

It does not matter how remote the relevant interest is or how it arises. If two or more
people can jointly exercise one of these powers, each of them is taken to have that power.

In addition, section 608(3) of the Corporations Act also deems a person to have a
relevant interest in securities that any of the following has:

e a body corporate in which the person's voting power is above 20%; or
e a body corporate that the person controls.

Although the issue of the Options will not breach the Takeover Prohibition (as the
Options are not voting shares), the issue of the Option Shares upon exercise of the
Options will breach the Takeover Prohibition (as the Options Shares are voting shares).
Accordingly, approval is required under ltem 7 of section 611 of the Corporations Act for
the issue of the Option Shares upon exercise of the Options.

Relevant interest in Shares

Taurus Funds Management is a dedicated manager of investment strategies in the
mineral commodities sector, particularly focusing on early stage mining projects and
companies. The team at Taurus Funds Management has a strong mining operational
and development background particularly in the coal industry.

Taurus SM Holdings is the holding company of Taurus Funds Management.

JPM Nominees is the registered shareholder in its capacity as nominee of the Bank
acting as custodian for Taurus Funds Management and Taurus Resources Fund No. 2.

As at the date of this Notice of Meeting:

e 6,254,387 Shares (representing a 1.55% interest in the Company) are held by JPM
Nominees as nominee of the Bank acting as custodian for Taurus Funds
Management as trustee for Taurus No. 2 Trust. Taurus No. 2 Trust has a relevant
interest in such Shares by virtue of it having the power to control the exercise of the
right to vote attached to the securities and the power to control the exercise of a
power to dispose of the securities; and

e 108,153,228 Shares (representing a 26.73% interest in the Company) are held by
JPM Nominees as nominee of the Bank acting as custodian for Taurus Funds
Management for and on behalf of Taurus Resources, a Cayman limited liability
company. Taurus Resources has a relevant interest in such Shares by virtue of it
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1.8

1.9

having the power to control the exercise of the right to vote attached to the securities
and the power to control the exercise of a power to dispose of the securities.

In light of the above, as at the date of this Notice of Meeting, each of JPM Nominees (as
the registered holder of the Shares) and Taurus SM Holdings (as the holding company of
Taurus Funds Management) have a relevant interest in 114,407,615 Shares
(representing an 28.28% interest in the Company).

Subject to the receipt of all necessary Shareholder approvals, the Lenders have informed
the Company that it intends to nominate the following entities to receive the Options (and
upon exercise, the Option Shares):

. 5,610,791 Options are to be issued to JPM Nominees as nominee of the Bank acting
as custodian for Taurus Funds Management as trustee for Taurus No. 2 Trust.
Upon exercise of such Options and issue of the relevant Option Shares, this will
result in Taurus No. 2 Trust having a relevant interest in 11,865,178 Shares
(representing a 2.35% interest in the Company); and

. 94,389,209 Options are to be issued to JPM Nominees as nominee of the Bank
acting as custodian for Taurus Funds Management for and on behalf of Taurus
Resources. Upon exercise of such Options and issue of the relevant Option Shares,
this will result in Taurus Resources having a relevant interest in 202,542,437 Shares
(representing a 40.14% interest in the Company.

In addition, assuming all Options are exercised and all Option Shares issued, each of
JPM Nominees and Taurus SM Holdings will have a relevant interest in 214,407,615
Shares (representing a 42.49% interest in the Company based on the number of Shares
on issue as at the date of this Notice of Meeting). This acquisition would be in breach of
the Takeover Prohibition.

As noted above, the Takeover Prohibition prohibits a person from acquiring a relevant
interest in a company if because of that transaction, that persons' or someone else's
voting power in the company increases from 20% or below to more than 20%, or from a
starting point that is above 20% and below 90%, except in certain circumstances. One of
those circumstances is where the shareholders of the relevant company approve the
acquisition of the relevant interest up to a specific amount.

Reasons for Shareholder approval

Iltem 7 of section 611 of the Corporations Act provides an exception to the Takeover
Prohibition in circumstances where shareholders approve the acquisition of the relevant
interest.

Accordingly, the Company seeks Shareholder approval under item 7 of section 611 of the
Corporations Act for the issue of Option Shares (upon exercise of the Options) to JPM
Nominees as nominee of the Bank acting as custodian for Taurus Funds Management for
and on behalf of Taurus Resources and to JPM Nominees as nominee of the Bank
acting as custodian for Taurus Funds Management as trustee for Taurus No.2 Trust as
well as the acquisition of a relevant interest in the issued voting shares of the Company
by Taurus No. 2 Trust and Taurus Resources, and ultimately Taurus SM Holdings as the
holding company of Taurus Funds Management, Taurus Funds Management being the
appointed investment manager of Taurus Resources Fund No. 2).

Information required by Corporations Act and ASIC Regulatory Guide 74

The following information is required to be provided to Shareholders under the
Corporations Act and ASIC Regulatory Guide 74 in respect of obtaining approval for item
7 of section 611 of the Corporations Act. Shareholders are also referred to the
Independent Expert's Report prepared by RSM Bird Cameron Corporate Pty Ltd set out
in Appendix A.
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(b)

The acquirer of the Option Shares will be Taurus Fund No. 2 and Taurus No. 2
Trust, which will be registered in the name of JPM Nominees in its capacity as
nominee of the Bank acting as custodian for Taurus Funds Management for
and on behalf of Taurus Fund No. 2 and as trustee for Taurus No. 2 Trust.

Details of the entities that will have a relevant interest in the Shares to be
acquired are set out in section 1.7 above.

As at the date of this Notice of Meeting:

° JPM Nominees as nominee of the Bank acting as custodian for Taurus
Funds Management as trustee for Taurus No. 2 Trust holds 6,254,387
Shares (representing a 1.55% interest in the Company). Taurus No. 2
Trust has a relevant interest in such Shares by virtue of it having the
power to control the exercise of the right to vote attached to the securities
and the power to control the exercise of a power to dispose of the
securities;

° JPM Nominees as nominee of the Bank acting as custodian for Taurus
Funds Management for and on behalf of Taurus Resources holds
108,153,228 Shares (representing a 26.73% interest in the Company).
Taurus Resources has a relevant interest in such Shares by virtue of
having the power to control the exercise of the right to vote attached to
the securities and the power to control the exercise of a power to dispose
of the securities; and

° upon exercise of the Options, JPM Nominees will be the registered holder
of the Option Shares which are ultimately beneficially held by Taurus SM
Holdings (as the holding company of Taurus Funds Management, Taurus
Funds Management being the appointed investment manager of Taurus
Resources Fund No. 2) equating to a relevant interest in 214,407,615
Shares (representing a 42.49% interest in the Company).

Event' Taurus No. 2 Trust | Taurus Resources | JPM Nominees,
(including their | (including their | Taurus SM Holdings
associates) associates) and Taurus Funds

Management

No. of Shares (% of voting power) held 6,254,387 108,153,228 114,407,615

as at the date of this Notice
(1.55%) (26.73%) (28.28%)

(Total Shares = 404,560,478)

No. of Shares (% of voting power) held 11,865,178 202,542,437 214,407,615

after exercise of the Options and the

issue of the Option Shares (assuming (2.35%) (40.14) (42.49%)

that only the Option Shares

contemplated by Resolution 1 are

issued)

(Total Shares = 504,560,478)

Notes:

1.

This table assumes that no options are exercised (except for the Options the subject of Resolution 1) and no
further Shares (other than the Option Shares contemplated by Resolution 1) are issued. Please note that this
table does not contemplate the issue of any further Shares to the Lenders as a result of any share conversion
election under the Facility, as further approval will be sought at the appropriate time should such election occur.

(c)

As set out in the Company's announcement on 20 October 2011, the Company
appointed Michael Davies, a representative of the Lenders, to the Board.

Mr. Michael Davies (BA Hons, MBA) is a principal of Taurus Funds
Management and a specialist in resource financing with over 20 years
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1.10

experience in major banks (Barclays, BZW and ABN AMRO) originating,
structuring and arranging debt and providing corporate advice to natural
resources companies.

(d) Other than as disclosed elsewhere in this Explanatory Statement, at the date of
this Notice of Meeting, the Company understands that Taurus No. 2 Trust,
Taurus Resources and Taurus SM Holdings (and JPM Nominees in its capacity
as the registered holder of the Option Shares) do not intend to:

. make any changes to the business of the Company;
. inject any further capital into the Company;

° make any changes to the future employment of the present employees of
the Company;

. otherwise redeploy the fixed assets of the Company;

. change significantly the financial or dividend policies of the Company;
and

° transfer any property between the Company and Taurus Funds
Management, Taurus Resources Fund No. 2 and Taurus SM Holdings or
any person associated with any of them.

The Company further understands that Taurus No. 2 Trust, Taurus Resources
and Taurus SM Holdings support the Board's current strategy for the Company
including the acquisition an additional interest in the Katingan Ria Coal Project.

Advantages and Disadvantages of the issue of the Options

There are a number of various advantages and disadvantages which Shareholders need
to consider in assessing the impact of the issue of the Options (and the resultant Option
Shares) on the Company and deciding how to vote on Resolution 1.

These are noted by the Independent Expert who comments, amongst other things, that
the key advantages to non-associated Shareholders are that:

. the issue of the Options (and the resultant Option Shares) is fair and
reasonable;

° the Company will not have to urgently raise alternative funds, either by
equity or debt raising, or the sale of assets, to meet immediate working
capital requirements and to pay the Break Fee. There is no certainty that
the Company would be able to secure the required level of funding or
achieve the sale of assets at a reasonable price or in the required
timeframe to continue as a going concern;

° the Facility will provide the Company with funds to continue as a going
concern and to continue its current plans to raise additional funds to
complete Tranche 2 of the Master Agreement with PT Sinar Mulia
Anugerah Aguing, pursuant to which the Company (through its wholly
owned subsidiary, Kalres Limited) will increase its holding in the Katingan
Ria Coal Project from the currently held 51% to 75%; and

. the Company is also planning to seek shareholder approval to raise
$31 million to fund the acquisition of 100% of the Katingan Ria Project
and develop the asset. The funding provided by the Facility will provide
the Company with working capital to continue with these plans.
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1.1

1.12

The key disadvantages to non-associated Shareholders in approving Resolution