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Key POINTS

Production at Los Santos increased quarter on quarter.
Process modifications on schedule for start of Q2 2010
commissioning.

Exploration at Los Santos successfully defined new
mineralisation adjacent to the current Los Santos Sur pit.

Demand for industrial minerals in Canada up sharply
quarter on quarter reflecting strong seasonal demand.
Sales more than doubled.

Oil and gas drilling activity in western Canada up strongly
over last six weeks

Consistent gold production at Pajingo (40% equity)
quarter on quarter.

Summary Comment

In relation to the quarter to December 2009, the Managing
Director, Mr Kevin Robinson made the following observations.

“The first quarter for the 2010 financial year has gone very
well with increases in production at both the Canadian
and Spanish operations. The dramatic increase in oil and
gas drilling activity in North America has taken everyone
by surprise and is continuing into January. Our operation
is at full capacity.

The “65/65 modification program” at Los Santos is on
schedule and budget. Changes are being implemented
progressively and the benefits are already starting to
show through from the work completed to date. Tungsten
prices have strengthened in recent weeks due to
shortages of material especially in China. With little
significant new production scheduled over the next few
years markets should continue to tighten.

The solid contribution from the gold operation has
continued. Gold prices have improved over the quarter.
The resource announced during the quarter for Twin Hills
was very significant and provides a big addition to the
Pajingo gold inventory.

There is a lot happening at all sites and we are seeing the
benefits as demand for our products strengthens.”
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Pajingo Gold Mine (40% Equity: ASX
Listed North Queensland Metals holds the
remaining 60% and are operator)

Operations

Gold production (100%) for the quarter was
steady at 13,503 ounces at a cash cost of $741
per ounce, compared with the previous quarter
of 13,540 ounces at a cash cost of $705 per
ounce.

HSK’s average gold price received for the
quarter was $1,216 per ounce ($1,193 previous
quarter) and produced a margin of $475 per
ounce ($488 previous quarter).

Mine production grade increased significantly
QO0Q as the benefits of improved mine
planning and stope development were
realised. Cash costs were up slightly on the
previous quarter and mine development was
slightly higher.

Record development metres (1,217m vs 1,196m
in previous quarter).

Planning was completed for drilling at the
Anne, Janet A and Ralph Porter orebodies.

Whilst design work on the Jandam Deeps and
Veracity orebodies is well advanced, much of
the September and December quarters’
production came from the Janet B area.

The main focus of capital development is on
the two access drives to the Zed and Sonia
orebodies.

Planning and evaluation studies continue on
several open pit options in the Pajingo lease.
The first pit at Janet is scheduled to commence
in April 2010. If the continuing feasibility work
proves successful, the future mine plan will
likely include the mining of one open pit per
year.

Table 1 : December Quarter Production
Pajingo JV*
Quarter ending Quarter ending
30 Sep 09 31 Dec 09
Development (m) 1,196 1,217
Mine Production (t) 91,588 73,894
Mine Grade (g/t) 4.8 6.9
Mill Production (dry t) 89,813 72,396
Mill Grade (1) 4.9 6.1
Recovery (%) 95.7 95.9
Gold Produced (02) 13,540 13,503
Cash Cost AUD/oz 705 741

*Heemskirk 40% equity
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Drilling at Pajingo since April 2009 has amounted | EEENEEE

to 9722 metres comprising 4659 metres RC and
5063 metres diamond core. These figures include
the drilling at Moonlight.

A program of re-logging and re-assaying previous




