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Fram 1972 untif 1989 Bougainville Copper Limited
(BCL) operated a large open pit mine and processing
facility at Panguna on Bougainville Island in the North
Solomons Province of Papua New Guinea producing
copper concentrate containing significant quantities of
gold and silver. On 15 May, 1989 production was
brotght to a halt by miitant activity.

in the eighteen years before suspension of operations in
1989, the mine had produced concentrate containing

3 million tonnes of copper, 306 tornes of gold and 784
tonnes of siver. The production had a value of K5.2
billion, which represented approximately 44 per cent of
Papua New Guinea's exporis over that period.
Contributions to the Nationat Government in the form
of taxes, duties and dividends were approximately 17
per cent of internally generated Papua New Guinea
Government revenue during that time.

A total of K1,088 million was contributed to the
National Government, which represented 62 per cent of
the net cash generated by the project between 1972-
1989, In addition, payments to the North Solomons
Provincial Government and Panguna landowners,
together with provisions made since 1990, amounted
to K114 million. Further, the company's presence in the
North Solomons Province had promoted the
development of significant local buskness enterprises to
provide goods and services required for the mining
operation and for the residents of the province.

Company training programs for some 12,000
employees, including approximately 1,000 completing
{uli trade apprenticeships and some 400 completing
graduate and post graduate studies, had previously
resulted in considerable progress in the tocalisation of
the company's employees and also added significantly
to the number of skilled workers elsewhere in the
country's work-force. At the end of 2006, the
company had no employees. The activities of the
company are managed on a coniracted services hasis by
a small team of Rio Tinto Minerals (PNG) Limited staff
based in Port Moreshy.

Since the suspenston of mining operations the company
has retained, it good standing, its mine lease and other
leases on Bougainville.

Bougainville Copper Limited is owned 53.58 per cent by
Rio Tinto Limited {(RTL). The Papua New Guinea

government owns 19.06 per cent, while public
shareholders hold the remaining 27.36 per cent of the
share capital.
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Informaticn about Bougainvilie Copper is avaitlable on
our website — wawww.bougainvillecopper.com.pg — and
the annual report and other information may be
downloaded from the site,
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The Annual Generat Meeting of Bougainville Copper
Limited will be held at 16.00am on the 9th day of May,
2007 at the Crowne Plaza, Hunier Street, Port Moreshy,
Papua New Guinea.

A separate Notice of Meeting is enclosed.

All shareholders are cordially invited 1o attend.
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% Mining operations remain

% Access fo Panguna mine by the Investment income K'000) 8,203 7,434
company still not possible.
Operating profit K'000) 3,657 116
% Consolidation of investments into
fisted investment companies. Earnings per share (toea) 0.912 0.029
® Tax dispute of substantial Shareholders’ funds (K'000) 378,240 340,566
proportions remains unresolved,
Return on shareholders’ funds {per cent) 0.967 0.034

% Shareholder wealth increased by
Hper cent fo K378 milfion
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For the year ended 31 Decemnber 2006 the after tax
profit was K3.7 million (AUDS1.6) compared with KG.1
miilion (AUDS0.64 million} the previous year. The
increase in profit is due 1o higher dividend income of
K0.9 million and reduced expenses principally due 1o
lower expenditure on the tax dispute and a K1.4 million
reduction in exchange fosses.

in addition to retained profit of K3.7 million the
Investrment portfolio increased in value by K34 million
resulting In Shareholder Funds growing by 11 per cent
to K378.2 million.

The strategy to cover operating expenses from dividend
income was achieved.
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The strategic decision to place the company’s
ihvestrment funds in the Australian equities market
again proved beneficial this year with the strong growth
experienced by the Australian markets. The hvestment
portfolio 18 predominately held in listed investment
companies who by their very nature engage in
diversified investments and provide an ideal investment
vehide at a low management cost.

The investment Committee meets regularly to review
the investment strategy and resulls; fine tuning the
situation as the market conditions change. Investment
performance for the year was pleasing.
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The World Bank provided a loan to PNG to allow
capacity building for the Government’s mining sector.
Parts of those funds were used to carry out tax audits in
the mining sector. Although BCL has been unable to
mine at Panguna for over a decade it was selected’ as
the first resources company to be audited. The audit
process ook many months to complete and the
company was reguired to spend considerable money
and management fime complying with the audit
process. No monetary compensation was provided,

Suspension of the mining activities in 1989 resulted in
considerable losses to the company. in line with normal
practice the company offset those losses against
revenue as well as claiming depreciation of its

remaining mine assets. Despite this approach being
accepted by the iInternat Review Commission (IRC) every
year since 1389 the tax audit resulted in reassessments
being issued. The basis for the re-assessment is that the
IRC claims the company has no assets that can be
depreciated. (See note 13 to the financial statements).
In effect what was normal practice is being discarded by
the IRC in a retrospective action.

BCL has taken expert advice and on the basis of that
advice lodged formal objections to the amended
assessments and has appealed the disallowance of
those objections to the National Court, In the meantime
the {RC has issued banks in PNG with notice that any
BCL funds held by them be paid to the RC. The
company challenged the enforceability of these notices
but in recent weeks the Supreme Court of Papua New
Guinea has ruled in favour of the IRC, resulting in PNG
held funds of K12.9 million being transferred to the IRC
pending the cutcome of the substantive appeat against
the tax assessments which has not yet been heard. The
company is currently relying on Rio Tinto to facilitate
payments of its day o day expenses in PNG.

I the fast Budget the Government referred specifically
ta BCE foreshadowing amendments to tax regulations
aimed at making BCL subject to provisional tax on its

earnings.

There are many unresolved issues between the
Government and the company resulting from the
suspension of mining, tax being just one of them. The
company has proposed to Government that all the
outstanding issues, including claims by the company
against the Government, be the subject of talks aimed
at avoiding the need for protracted and expensive
arbitration and litlgation. | reported last year the
Government has agreed to a formal re-negotiation of
the BCA and it has agreed that the Autonomous
Government of Bougalnvilie and mine lease landowners
being invited 1o join the negotiations.

Unfortunately the review process stalled in the early
stages when the faciitator resigned. BCL is working to
have the process recommenced as a matter of priority.



Although the profit was up on last years results they are
ihsufficient to warrant a dividend being paid.
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There have been press reports about a possible
resumption of exploration and mining on Bougainville
and mining companies who are said to have
connections with the Autonomous Bougainvifle
Government. There s a moratorium on new exploration
and mining on Bougainville cutside BCLs lease area.
The National Government has agreed to review that
moratorium but this has also stalled and requires re-
activation of the Government’s initiative.

Separately the Autonomous Bougairville Government
has formally requested that mining powers on
Bougainville he transferred to iis jurisdiction. |
understand that this requires & 12 month period of
notice but the National Government may still not
accede 1o the request if Bougainville cannot show
capacity to administer these powers. BCLs rights under
the Bougainville Copper Agreement Act will also need
to be considered. At this stage the company has not
been consulted on the matter. BCLS position will be
formulated when the necessary information on the
proposal s made available.
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The company s not a parly to the class action litigation
irwolving & group of Bougainville plaintiffs in the US
Federal Court. Nonetheless the litigation does create
uncertainty that the company cannot ignore. | have
previously reported that at the court of first instance the
case was dismissed in its entirety. The plaintiffs
appealed and the matter was subsecuently heard by
three Federal Court of Appeals judges. A 2-1 decision
of the Appeal Court reinsiated the case. The
defendants have petitioned the Federal Court to rehear
the appeal decision. That could involve either rehearing
by the same three judge panel or what is known as a
rehearing en banc. The latter involves & large panel of
judges, more than ten judges is possible. 1t s also
possible the matter will ultimately go to the US
Suprerne Couri. [t is ikely to be a considerable period
before the matter is finally determined. An adverse

finding in the US Court could be a major disincentive to
future investment in PNG and Bougainville,

The Minister for Bougainvilie Affairs announced just
prior 1o Christmas that a high level taskforce would
consider the potential adverse investment conseguences
for PNG and Bougainvitle of this type of litigation. What
is of particular concern is that US rather PNG law will
be used io decide matters occurring wholly within PNG.

A separate claim against the company concerning
fandowner compensation is still pending however the
plaintiffs in the case have expressed a willingness 1o
bring their claims within Bougainville Copper
Agreement renegofiation process.
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BCL has governance reporting obligations to the
Australian Stock Exchange and internally to Rio Tinto
Limited its parent company. A statement on BCEL
complance with the guidelines is contained in this
report. In addition BCL has responded to the Rio Tinto
governance guestichnaire which incorporates the
Group’s comprehensive range of policy incduding safety,
ervironment, finandal management and many other
risk management matters.

The Rio Tinto Group s particularly safety conscious and
has in place comprehensive requirements 1o ensure its
employees and contraciors comply with best practice
safety procedures. BCL complies with the reguirements
of the Rio Tinto safety policy.
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The Board has adopied a new and comprehensive three
year plan with a vision of returning to active exploration
and profitable mining in PNG. The main focus in 2007
will be on getting resolution on the tax dispute,
cotmmencing the Bougairvilie Copper Agreement
Review, preparation in the event the exploration
mofratorium is lifted, communication with stakeholders,
and the completion of a mine asse? stock take.

f expect the Bougainville Copper Agreement
re-negoliations will be revived and make significant
progress. The opportunities that the current resources
boom offer will not be maintained indefinitely. If the



main stakeholders are to gain mutual economic benefiy
from Bougainville’s mineral potential a praper
framework needs to be put in place without delay.

The peak in copper and gold prices may have

already passed.

During the year more work will be undertaken on
preparing for the possible iifting of the moratorium on
new exploration and mining. i/ is intended to identify
targets within the company Hcences and identify how
best 10 manage an exploration program. That may
involve entering info an exploration agreement with
others. Work is also being undertaken to ensure the
extensive mine database the company has is up o date
and able to be utilised guickly and effectively if a return
to mining at Panguna is agreed.

The Mineral Resources Authority (MRA) has been
established to act as a statutory authority to manage
and regulate the industry. A board of directors, which
includes industry nominees, has been appointed. The
MRA board now has the task of selecting a managing
director. 1 hope the MRA can play an active and guiding
role in facilitating the BCA re-negotiation.

A communications plan has been developed. Now that
circumstances oh Bougainville have changed and
exploration and mining are being openly debated the
company needs ta publicly project its position on key
issues affecting it. The plan also aims o enhance the
company’s image among key stakeholders.

An important component in achieving the vision will be
an erwvironmental plan that is not only based on best
practice but also meets the expeciations of the local
community. Work will be done on identitying the key
1ssues and solutions.

As explained in the body of this report the mine assets
are still not accessible to the company. To understand
the true value of these assets and the extent to which

they may be used for future mining and exploration,
access 10 the mine site is needed. For this BCL needs
the support of local landowners and will be working to
enhance relations with them. The ultimate aim is to
obtain landowner support for exploration and mining.

Dhirewiews” Flecting

f am pleased that Mr. John Leahy joined the Board at
the beginning of 2007. Mr. Leahy is a lawyer and has
had a long association with Bougainville and PNG. Mr.
Leahy has also had an ongoing assoctation with BCL
and has provided it with 1ax support in recent years as a
Partner of PricewaterhouseCoopers. As an apbointed
Director Mr Leahy is required 1o submit himsedf for
election at the next general meeting of the company. He
offers himself for election and | support the election of
M Leaky

The company’s constitution requires that one third of
the directors retire annually by rotation. This year Mr,
Mclellan retires by rotation and as he is approaching his
72nd birthday has decided not 10 seek re-election. Mr.
Mclellan has had & lonhg assodation with PNG. Prior to
joining the BCL Board he was the chief executive of
Burnis Philp in the Pacific region, incduding PNG. Mr.
Mclellan joined the Board of BCL in 1998, He has
chaired the audit committee of the Board since iis
inception. 1 wish to thank Mr, Mclellan for his long and
valuable contribution to the company and wish him
weill for the future,

Peter R Taylor

Chairman & Managing Director.

7 February 2007
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The Directors of Bougainville Copper Limited present
their report on the audited finandial statements of the
company for the year ended 31 December 2006.

Foy

Operating profit for 2006 increased K3.7 midlion due to -
* Lower taxation and audit fees of K1.0 million

* Lower exchange losses of K1.4 million

s Higher dividend income of KG.9 million.

The Board's strategic goal of an investment porticlic
which generates sufficient cash flow to cover annual
operating costs, with prospects of a steady capital gain,
was recorded in 2006 with capital appreciation of
K34,017 million being added to shareholders’ funds.

piveciurs:

The directors of Bougatnville Copper Limited at balance
date are:

BR Tavioy

Age 60 BA BSc LLB UM

Lanwyer formerly in private practice. Within the Rio Tinto
Group formerly Company Secretary Bougainvilie Copper
Limited, Generat Manager Commercal CRA Exploration
Pty Limited, CRA Projects and General Corporate
Caounse] CRA Services Limited. Appointed director of
Bougainville Copper Limited Aprit 1997 and Managing
Director March 2000. Appointed Chairman October
2003, Currently Chairman of Australian Business
Yoiunteers and Vice President of the Ausiralia Papua
New Guinea Business Councii and a Director of Rio
Tirto Shipping Piy. Limited.

BE Aleraraier

Age 64 FAICD

Forty years with Westpac Banking Corporation incuding
five years as Chief Executive, Pacific Regional Banking
and Chairman, Westpac Bank {(PNG} Limited (1994~
1999}, Former President, Australia PNG Business
Council. Former Chairman, AESOP Business Volunteers,
Hunter Olive Co-operative Limited and Delhi Petroleum
Pty Limited. Appointed director of Bougairwille Copper
Limited May 1999,

R L
Age 71

Extensive experience of commercial business in Papua
MNew Guinea as former Managing Director of Burns

Philp (PNG) Ltd. Former President of PNG Employers
Federation. Former Chairman of Australian Executive
Overseas Program Ld. Appointed director of
Bougainville Copper Limited July 1998,
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Age 57 FAIMM FRMIT (Primary Metallurgy)

Metallurgist by profession. Twenty seven years with the
Rio Tinto Group. Seven years with Bougainviile Copper
Limited. Other Rio Tinto roles include Senior Project
Manager with CRA Gold and Resource & Processing
Developments, General Manager Wimmera industrial
Minerals, General Manager Kelian Eguatorial Mining,
Managing Director Northparkes/ Peak Mines, General
Manager Improving Performance Together Team,
currently Chief Advisor Rio Tinto Operational and
Technical Exceilence Melbourne. Chairman Northparkes
Mines Joint Venture. Trustee Aus IMM Educational
Endowment Fund. Appeinted a director of Bougainwille
Copper Limited January 2006.

Aztivities: Bougairwille Copper Limited has produced
copper concentrate containing gold and sitver from a
mire at Panguna, Bougainville, Papua New Guinea,
from 1972 until operations were suspended due 1o
rilitant activity, in May 1989. The company now
derives investment income. The company has no
subsidiaries.

Bt Ewrrvinggs: The net profit of Bougainville Copper

Limited for 2006 was K3,657,074
{2005: K115,514),

axatiern No future income tax benefits have been
recognised in the accounts.
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: fad: There was no change in the company's
capital structure during the year.

Losg Termy Loavs: The company has no foans and no
tines of credit are in place.

ftvidends: The Directors have not declared a dividend
for 2006.

Ageaaiting Fol

‘w5 There have been no changes
made in the companys accounting policies during 2006,

£

4 Directors' interests in the share
capital of the company and its related companies as at
27 February 2007 were;

Ddrectors’ intes



P R Taylor
500 Shares — Rio Tinto Limited
7,361 Conditional shares awarded under the

Mining Companies Comparative Plan
- Rio Tinto Limited,
1,875 Options — Rio Tinto Share Savings Plan
15,780 Options — Rio Tinto Share Option Plan

B R Alexander  No interests

O H Mclelian No interests

RS Burns

Nl Shares — Rio Tinto Limited

4,400 Conditional shares awarded under the
Mining Companies Comparative Plan
- Rio Tinto Limited,

601 Options — Rio Tinto Share Savings Plan

7,284 Options — Rio Tinto Share Option Plan

than the directors’ interests in the shares of the
company as shown above.

Faefifors: The retiring auditors,
PricewaterhouseCoopers, being eligible, offer

themselves for re-appointment. Details of amounts paid

to the auditors for audit and other services are shown
in hote 2 1o the financial staterments,

Fremunsration of Frmpdoyees: The company had no
employees during the year. All administrative services
were provided by Rio Tinto Minerals (PNG} Limited on a
cost reimbursement basis

fremuneration of Birectors: The amount of directors’
remuneration, nciuding the value of benefits, received
during the year is shown in note 12 to the financial
statements.

Drepticns: The company made no donations during
the year. The company does not make donations to
political parties. The Bougairville Copper Foundation
continues to provide educational and other support.
BCL provides administrative support to the Foundation.
Envirpruness; Mining operations of the company
ceased in 1989 and 1 has been denied access 10 iis
mine site because of avil disorder since that year. The
company is not aware of any Hability being incurred
under any environmental legislation,
Fagteditional information: The directors also state that:
1. There were no significant changes in the state of
affairs of the company during the vear except that,

subseqguently, on 2nd February 2607, the Supreme
Court of PNG handed down a decision to the effect
that the tax dispute was required to paid to the
Internal Revenue Commission, pending the resolution
of the substantive appeat which has not yet occured.

2. The resuits of the company during the financial year
have not been, in the opinion of the direciors,
substanttally affected by events of a material and
urusual nature other than contained in this report,
and as set out in the notes to the accounts.

3. Except as reported in this annual report, no matters
or circumstances have arisen since the end of the
financial year which significantly affect or may
significantly affect:

(i} the operations of the company
(i) the results of those operations or

(i} the state of affairs of the company in the
financial year sthsequent 1o 31 December 20056,

4. The directors do not have an interest in any contract
or proposed contract with the company, are not
parties to any material contract involving direciors’
interests, and are not in receipt of any loans or
benefits other than the aggregate amount of
emolurments recelved or due and receivable by
directors shown in the accounts and the amount of
fixed salary derived from the company or from a
related corporation.

5. No opticns over shares of the company have been
granted by the company during the financial year or
since the end thereof, no shares of the company
were issued during the year or have been issued
since the end thereof by virtue of the exercise of any
option granted by the company; and no aptions over
shares of the company are outstanding at the date
of this report.

Signed this 7th day of February 2007 in accordance
with a resolution of the directors of Bougainville Copper
Limited.

P R Taylor

Chairman and Managing Director

D H McLellan

Director




The Board is responsible 1o ensure that Bougainvilie
Capper Limited {(BCL) is managed in a way that meets
the obijectives of all its sharehoiders, while paying
proper regard 1o the interests of external stakeholders.
This statement outlines the main corporate governance
practices that were followed during the Hnancial year
ended 31 December 2006, The Directors are commitied
to high standards of corporate governance. The
recomnmendations of the ASX Corporate Governance
Cauncil (*Councit”} on corporate governance practices
have been considered by the Board. The Directors
concluded that the corporate governance structures and
processes in place at BCL are substantially in compliance
with the Councils recommendations. In some areas,
minor changes were required which have been
concluded or are in the process of implementation.

The Board has noted that the Coundl described
corporate governance as “the systern by which
companies are directed and managed. it influences how
the objectives of the company are set and achieved,
how risk is monitored and assessed and how
performance 15 optimised. There 5 no single modei of
good corporate governance. What constitutes good
corporate governance will evolve with the changing
circumnstances of & company and must be tailored o
meet those circumstances”.

The Directors are aware of the valuable contribution
made 1o the company by its major shareholder Rio
Tirto Limdted ("RTE”) in terms of policies and practices.
Notwithstanding this, the Directors acknowledge that
they must, and do, act in the best interests of all
shareholders.
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The Board has instituted & Charter and reviews its
suitability on an annual basis, this last occured in
February 20067,

In carrying out fts responsibilities and powers, the Board
at all times recognises its over-riding responsibility to act
honestly, fairly, difigently and in accordance with the
law in serving the interests of the Company’s
shareholders and employees and the community,

The Directors approve strategy and business plans and
monitor the performance of the Company against these
plans, The Directors also monitor compliance with

policies prescribed by the Board in areas such as health
and safety, ervironment, business ethics, internal
control and risk management. These policies are
designed to ensure that Bougainvilie Copper Limited
meets of exceeds the regulatory requirements
governing s operations.

The Board s aware that related party transactions must
be considered carefudly and these are vetted by the
independent Directors on the Audit Committee.
Directors associated with the relevant related party do
not vote on transactions involving the related party.

In addition to the matters expressly required to be
approved by the Board by law, the powers specifically
reserved for the Board are;

{a} the confirmation of the appointment of the
Managing Director;

{by all matters in excess of discretions that it may have
deiegated to the Managing Director; and,

{c} approval of each of the following:

{iy the acquisition, divestments or establishment of
any significant business assets;

{H) changes to the discretion delegated from the
Board:

(i} business strategy and the annual operating
plar,

{iv} changes to the capiial and operating approval
limits of the Managing Director;

fv) the annual report and full-year/hatf-year results;

Wi} interim and final dividends payable;

fvii} significant changes in accounting policies or
practices;

{viil) auditor remuneration and recommendations for

appointment or removal of auditors; and

{ix} proposed business ventures not in the ordinary
course of the Company's business.

The Company’s formalisation and disclosure of the
functions reserved to the Board and those delegated to
management are consistent with recommendation 1.1
of the Council,

fraard Compositiog
During the reporting period the Board of Directors of
Bougainville Copper Limited consisted of four directors.



Mr Taylor is a current executive of Rio Tinto. RTL holds a
53.58 per cent interest in the share capital of BCL.

Details of the Directors, their quakifications and
experience are set out on page 6.

Qualification for Board membership is related to the mix
of skills and knowledge that the Board considers will
best serve the interests of BCL and all of its
shareholders. Decisions relating to appointment of
Diractors are made by the full Board. Directors
appointed by the Board are required by BCLs
Canstituticn to submit themselves for election by
shareholders at the Annual General Meeting following
their appointment. There is no share ownership
guaiification for appointment as a Director. The Board
has not established & nomination committee, The Board
as a whole reviews and determines nominations. The
Board recognises that this is not compliant with
recommendation 2.4 of the Coundil, but considers that
existing practices are satisfaciory.

Diractors are stblect to retirement by rotation in
accordance with BCUs Constitution, but may offer
themsebves for re-election. The person holding the
position of Managing Director is not subject to
retirement by rotation while holding that position.

The Board of Directors consists of two “independent”
Diractors and two “non-independent” Direciors.

The Directors believe that it is acceplable for My Taylor
to have the dual responsibility of Chairman and
Managing Director. This is not compliant with
recommendation 2.2 of the Council. Given the
respective roles of Managing Director and Chatrman
have been codified with authority levels set for each
position 1o ensure the combined roles do not result in
unfetiered power being held by a single member of the
Board. The independent Directors do not believe this is
disadventageous to shareholders generally.
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The Audit Committee is appointed by the Board and
comprises two non-executive Directors both of whom
are independent. Mr David Mclellan is the Chairman of
the Audit Committee. The Board has approved a formal
Charter for this committes, which is reviewed annually
(February 2007 to ensure suitability.

The Committee provides a formal structure for
reviewing BCLS financial statements, accounting
policies, contral systems, risk management practices
and Haising with the external and internal auditors.

The Committee advises the Board of any matters that
might have a significant impact on the financdal
condition of Bougainviile Copper Limited and has the
authority to investigate any matters within the terms of
reference, having full access to the information and
resources of Bougainville Copper Limited to fulfif its
function. Related party fransactions are considered by
the Audit Committes.

The Committee reviews compliance with PNG law, BCL
being & PNG registered company, and the requirements
of the Australian Stock Exchange and other regulatory

requirements,

Attendance details of the 2006 meetings of the Audit
Committee are set out in the table below.

Meetings Meetings
Director Attended Whilst in Office
D Melellan {Chairman) 4 4
B Alexander 3 4

Any work to be conducted by the external auditor other
than the audit is approved by the Audit Commitiee,

Among the Committee’s responsibilities is the review of
the adequacy of existing internal and external audit
arrangements, accounting policies, finandal reporting
and procedures, risk management, taxation and the
oversight of compliance with internal control systems
and regulatory reguirement.

The Committee seeks 1o ensure that the Board is made
aware of any matters that might have a significant
impact on the financial condition or affairs of the
Company.

The financial reporting practices and the compostion of
the Audit Committes complies with recommendations
4.1, 4.2, 43 and 4.4 of the Council.

4

£riede Bedan pnt SE D gl ey 48
fick ilentification B

Bougainville Copper Limited has in place a range of
policies and procedures to manage the risks associated
with its operaling activities. These policies have been
adopted by the Board to ensure that



s,

potential business risks are identified and appropriate
action taken. The management of risk is an integral
part of the responsibility of both the Board and
Management and is carded out throtgh an integrated
risk management assurance process, BCL benefits from
the knowledge, policies and practices adopted by Rio

Tinto to manage its diverse business activities covering a

variety of commadities and operation focations.

The Board has in place a number of systems to identify
and manage risk. These incdlude:

s the identification and regular review of ali of the
significant business risks facing the company;

s the provision of information by Management to the
Board, oh a periodic basis, as 10 the status of any
pans, controls, policies and/or procedures to manage
the significant business risks;

s guidelines for ensuring that capital expenditure and
revenue commitments exceeding certain approved
Hirmits are placed before the Board for approval,

+ limits and controls for all financial exposures.
* 3 regulatory compliance program; and

+ safety, health and ervironment policies which are
supported by a set of standards and management
systerns which recognise the company’s commitment
to achieving high standards of performance in all its
activities in these areas.

The Board, having reviewed and adopted them as
appropriate for the company, acknowledges that BCL
has agreed to comply with all relevant Rio Tinto health,
safety and emvironment policies and believes there are
considerable advantages.

These policies and procedures satisfy recommendation
7.1 of the Council.

The Managing Director and the Rio Tinto Chief
Finandal Officer {a Rio Tinto Executive responsible for
BCL} responsible for BCL state in writing to the Board

that: “the finandal reporting and operational results are

founded on a sound system of risk management and
internal compliance and control which implements the
policies adopted by the Board”. This process satisfies
recommengdation 7.2 of the Council

Buoard Bleetings
The Board nommally has four scheduled meetings per
year and may meet ai other times 1o deal with urgert

issues. in 2006 there were four meetings of the Board

w Governance Statement - confine

and the attendance details for Directors are set out in
the table below.

Meetings Meetings
Director Attended Whilst in Office
8 Alexander 3 4
R Burns 4 4
D Mclellan 4 4
? Tayior 4 4

- SRS SRS SRS i SR JUNI VT S Y J
indlependent Professional Advice

Directors may seek independent professional advice,
both individually and collectively at BCLs expense,
Directors are required to give prior notice to the
Chairman of their intention to seek independent
professional advice and provide the names of any
professional advisers they propose to instruct together
with & brief summary of the subject matter. Any advice
obtained by a Director must be made avaiable to the
other Direciors.

F T S
Hoprriprmration

BCL has no employees of its own. The company's day to
day management is conducted pursuant to the Service
Agreement with Rio Tinto Services Limited,
Remuneration of senior executives providing
management services ta BCE under the Agreement is
adrministered by Rio Tinto in conformance with Rio
Tinto senior management remuneration systerms,

The Board considers that application of Rio Tinio's
Remuneration Policy complies with recommendations
9.1, 9.3 and 9.4 of the Council. The Board does not
consider it necessary to establish a Remuneration
Commiitee as proposed by the Coundll
{Recommendaticn 9.2} given the size of the Board and
ary remmuneration matters are dealt with at Board level.

The maximurm limit for Directors’ remuneration is
determined by shareholders in a General Meating.
Withiry that allowance the remuneration of Directors is
generally determined by the full Board after taking into
accound data on market remuneration levels. During
2006 there was no increase in Directors remuneration.
Netther the Managing Director or Mr Burns receives
directors’ fees.

Details of Directors’ remuneration and superannuation
are set out in the financial statements.

There are no execulive based share schemes provided
by BCL.



- TART VR GURT J Ali
Froretiase a0 ke

Fa

v
# F

ey

DIVIEITY RECHITHES

BCL complies with the Rio Tinto policy that reinforces to
all directors and officers the prohibition against insider
trading. The Share Trading Policy is available for
ihspection on Rio Tinto's website in compliance with
recommendation 3.2 of the Council.

Under the policy:

* Directors and senior managers must advise the
Chairman if they intend to purchase securities in the
company or any other company with which BCL s
conducting business, In regard to his own dealings
the Chairman is reguired to notify the full Board.

+ No dealings in securities by directors and officers of
the Company may take place during the period two
maonths immediately preceding the announcement of
the Company's annual resulis or half year results,

The particulars of the Directors’ interests in shares in the
company and related bodies corporate as at
31 December 2006 are set out on page 7.

Each of the Directors has given a general notice in
accordance with PNG corporations law {and consistent
with the Australian Corporations Act 2001) stating that
he is an officer and/or member of certain specified
corporations and, as such, is to be regarded as having
an interest in any contract which may be made
between BCL and those corporations.

s s i, st gcns wow g oy A0 e ol o o e g oo ars gy
Portormarme Soib Assessment

The Board undertakes an annual performance
evaluation (self-assessment) that:

s compares the requirements of the Charter with the
performance of the Board;

* sets out goals and objectives or changes to this
Charter deemed necessary or desirable

The performance evaluation is conducied in a manner
that the Board deems appropriate and any issues of
relevance are disclosed on the company’s website.

The company’s formalisation of this process is consistent
with recommendation 8.1 of the Council,

oo

S B B A e e and
Cesrte of €

Ratetatore s

BCL has adopied Rio Tinto's Code of Conduct and
statement of business practice, The way we work.
{conforms with recommendation 10,1}

All employees of Rio Tinto providing services to BCL are
required 1o maintain high standards of ethical behaviour
it the execution of thelr duties and comply with all
applicable laws and regudations applicable to the
Company. These employees are required to comply with
Rio Tinto's statement of business practice — The way we
work and as a conseruence, BCL conforms to
recommendation 3.1 of the Coundil.

Rio Tinto policy apphes to all staf! and Directors at BCL
i relation to disdesure and irading in Rio Tinto and
BCL shares. {conforms with recommendation 3.2}

Rio Tinto has a confidential whistleblower program
known as “Speak-Out”. Employees of Rio Tinto
engaged in BCL business are encouraged 1o report any
unethical or illegal practices through this process.
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BCL makes full and timely disclosures to its shareholders
and the market in accordance with is legal and
regutatory obligations. Established systems are in place
to ensure compliance. The Managing Director and
Company Secretary are responsible for such disclosures.
The company's policies and procedures comiply with
recommendation 5.1 of the Coundil.

5

Sharsholder Uomprupioation

it

The Board informs shareholders and others of all major
developments and complies with its continuous
disclosure requirements. Any material information is
announced io the Australian Stock Exchange in
accordance with the Listing Rules. The company has
established a web site with links to relevant company
information. This is in accordance with recommendation
6.1 of the Council.

In compliance with recommendation 6.2 of the Counc,
the external auditor attends the annual general meeting
ta answer shareholder questions.



--'.._._'_'Exchange gams
o :D;wdends -

Exchange Iosses
- Cperating f:_e_;_a.f o

ﬁzr}c_ome fax .

S Dperating protit after
"~ Earnings per share (toea)

"capitaf _revaiuatlon___ . '.: 'Iosses

" Brought forward at 01.01.05 '_'_";__3-[4;}_1@_6_3 o _(122 526)
_-Operating profit = 2005 = e e '
- Fair value gains 2005 -

Balance at 3112057 401,063 1 31,276 [ 30,637 :_ (?22 410)
- Fair value gains — 2006 -
"._j__Ba]ance at311206 T aoroesEn — ‘ : (? 18 753) 378 240

.o Al amounts are expressed in Pa,oua Newy Gumea Ama Roundmg to the neare:.z‘ fhousand kina has been adopred
L Thﬂ notes on pdges 5w 2? form parf cn‘ the:.e am:runts and ore ro be read in con,runcm:rn Wrrh z‘hem




o ':Provzssons .
. Other payab%es
- Income 1ax ..

Esrrent Linlsii

- :"Trade payables. -

FEEFETR

:Avaziabie a‘or~sale EmamaE asseis

:'-.'_'_:'Other recewables

Current  fsmety
©Cash and cash equwd]ents
. Held-to-maturity E;nanmaE dsseis
.'_Other recelvabies e

401,063

31,276
64,654 o
{118,753)

30, 637
(122 410)

37280 T

:":-'2__2,'073 o
4888

340 566 ::.".

4,810 i

33642

SO TEYY

75413

. 3;909
197,894 -

18025
Cgare

15,295 L
17,492 o

"'34855

33,634

35413

) -Detar!s of ‘,onfmgenf liabilities and assels are shcwn in m:are ?3 Aﬁ amounts are expresSﬂd i Papua Hew Guines kina. Rounqu ta zbe :Jearesf '
T rhc;usand kma na.s been ddo,oz‘ed The ﬂDIE'h on pages ?5 fo 2? form parr of rhe:.e aocounts. cmd arg IO be read i con,funcffon wmn tnem




'.._'_Peymems o supphers T ' ,359) - - {8,390)
- Monies paid to the Supreme Court I .
: 1,030 -
15,399

:_"jNet Gperaung cash onws _ 2, (12,952)

ek o Wi fronyy Bvvesting avtivifies .0
_'Z_Paymeﬂ‘zs for. purahase of shares in non~related emmes L
Proceeds from sale of shares in non-related entmes -
Cincrement in held-to-maturity investments '

- Proceeds from held-to- matunty mvestmems
"'Net mvestmg cash ﬂows -

..f__'Cash and cash equwalents at begmnmg of year SRR S . S '_'_2_3_,155
. Effect of exchange rate changes on cash-and cash equsvaients R o 376

.___Cash and cash equwaients at end of year T . ' - e ""_'847

" :AH amounts are expressed in Papua New Guines kma Roundmg to rhe nearehf rheusand kma has been ddopted The nofeh on pagﬂb 1‘5 fo 21
L fcrm parr of t‘hese c:cccunrs and are. to be read in coryuncrron wrrh rhem R e . .

For _eﬂ_d_Of}_ behalf of, the board.

"_"'Ci’aawman & Mdnagmg Dzrector o




006 accounrs c;f Bougamwﬂe Copper errted dﬂd shoufd be read n conjuncfroﬂ Wrt‘h t‘hem

'-'._'The prmczpdi accoummg policies applzed in the .

.'_'j-_preparation of these financial statements are set Out__

- below. “Accounting policies. relevant 10.mining .

. operations are not presented due to mining ope_r;a_taon_s__ :

" “having ceased Jn 1991, These policies have been
consistently dpphed io ail years presented unEess
- otherwise stdted :

;o ‘”‘é‘f’/‘i} FErEIEs .

. have been prepared in accordance with intema‘uonal‘
 Financial Reporting Standards (FRS) and the PNG. -
- Companies Act 1997. The financial statements have

~“been prepared under the historicat cost convention, as i_
;-__'modlﬂed by revaluatlon of avaslabie for~5die fmar:czai o

- assels,.

._"-_'The pfepdrcztaor; of a‘maﬂcza% statements i conformzty

_with IFRS requires the use of certain critical accou__r;tar}_g

- estimates It also. requires management 10 exercise its

. judgernent in the process of applying the Company’s -
_accounting policies. The areas involving a h:gher cfegree: o

_ __.':'Of judgement or complexity, or areas where |

' - assumptions and estimates are significant o the
.. financial statements, are disclosed in.the accountmg "
'_j '-poilcy note on s;gmficam nsks aﬂd uncertdzm:es :

Foilowmg cessataon of mining acuwiaes in 1991 a

. general provision for an impairment loss of K350 _mlEhQn B

_'_'-_-::\_Nas___made_for.d'ete_{ioraiion, damage or pifferage of

- company assets.on Bougainville. The accuracy of that
provision cannot be proved because of the lack of .7 T
. access to Bougainville prevents a detailed assessment of - '

- the nature or extent of those losses. No d_epreciation_ -
- charge or increase to the impairment loss has been -
ade since 1991 The Directors consider that any .

N lifurther review of the impairment foss at this time would.
- .- be completely arbnrary because _of the commumg Ede of___

i_".access to the mine. "

.":_Tax effect acmummg procedures are ioliowed Any
“current liability for income tax is based on estlmaied._ -

taxable income for the year. The components of this - e

taxable income can differ from. those which make up
. the earnings before tax for the year and these ™~
- differences are either permanent differences or

i_ femnporary differences. Permanent cf:fferences are.
. disclosed in note 4. Teraporary differences arise bec__a_u__s__e. .
- the tax base of some assets and liabilities is different -

C“fromn their accounts carrying value. The tax effect of
-these temporary differences is dassified as either.
- deferred income tax Habiity or future income tax .-

“benefit In the balarce sheet. Future income tax benefits. "
SR ._::a.re not recognised unless their realisation is p_r.oba__b_lg. S
" The financial statements of Bougamwﬁe Copper Lsmaied _'_--_--___'_'_-.Future income tax benefits therefore have not been..
' - recognised pending the developtuent of a clearer. wew Lo
ot *me tlmmg of recommencernient of opera‘zlozﬂs L

a}{”é}"w i1 5,480

-;__"'(1 Junctional aﬂd presentatmn currency .
- .:'_Etems ing uded inthe a‘manc:ai statermnents of the

-."._pff;__mary_econ_pmsc enwonmen_t in .wh__ach 1he .en‘uty _
. operates (“the functional t_u_rrency‘.’), The financial
. statements are presented in PNG Kina, which'is. the_'_----'-"
) ompdnys functzon&i and presemanen curreﬂcy e

Uiy Transactions and balances. L

o '._"';_Forelgﬂ currency transactions are tranﬁiated mto L

Ctunctional currency using the exchange rates prevaslmg s

“at the dates of transactions. Foreign exchange. gdms

- and fosses resulting from the settlement of such .. _

“transactions and translation at year end exchdﬂge rates E

- of monetary assets and labilities determined in f’ore|gﬂ a
o currencies are recogmsed in the income stdtement -

3.'_fvfmfm 350 o :

.__"Prowszons for compensatlon rehabthtatzon aﬂcf _
- stabilisation are recognised when the company has a -
'-..p_reser;t legal Or._c_onstructwe.oblfgauon as a result Q‘_f__ A
:'_'-pasi__ events; it is more Jikely than not that an outflow of '
resources will be required to settle the obligation; and-.
~the amount has been reliably estimated.. Provsszons are .
'-__notrecogmsed a‘or Future operaizr:g iosses L

o (1 Avaziable«z‘or~sale fmamdi assets e

o fnvestments.in marketable securities (shdres in other

".':-aorporanons) are classified as “avatlable-for-sale
financial assets”;
- an indefinite period of time, which.may be sold in

- response to needs for liquidity or changes ininterest

“rates, are classified as available-for-sale; these are. ©. 7.

“included in pon-current assets unless managermnent has .-

~ the express Intention of holding the investments for fess -

investments intended 10 be hald for




-."_There contaraues 1o be aonﬁdemb%e uncerimnty .
- surrounding the future of the Panguna mine. Since the
- withdrawat of company persoﬂﬂei from Bougainville -
- was completed on. 24 March. 1990, there has been no
- care and maintenance of the company’s assets. . .

".__COﬂ_Slcferab_ie deterioration of the assets has._oca_u_rz_ec__i ine

'AJE purchases ar:d sales of, mvestmems are reaogmsed L -__t_he'zratervemng-- pgriod; because of this lack Of'-_“?-.r?_a-f’-? o
“maintenance, their exposure 1o the elements, &

“on the trade date, which is the date that the company . e , i M o S
.:"commtis o purchase or sell the é'sse;t. Cost of purchase 1.__'_'_'_'_--:_:_._vandahsm* p;i.fEfagg Iand railitant action. However: :e_:_s_ =
-..ﬁincludes transaction. Costs. Available- for~sa|’e nvestrnents, ___.access o the mine site has not been possible, the .
“are subsequently carried at fair value. Gains or iosses on.'i' - extent of the necessary wiite- downs s not capdbie Of
K . available-for-sale investments are recognised as a. - reliable measurement or estfmation -
' :-.__separ_aie__compon_ent.of equity untif the. mve_stmer_};_as.
“sold, or until the investment is. determined to be ©..
“.impaired, at'which time the cumulative gain or 3055: -
. previously reported In equity is included in'the incorne -

L staternent. For investments that are actively traded in .7
.:_-.-._...orgarrai-sed__ financial markets, fair value is determined by__:'
~ reference 1o Australian: Stock Exchange Quoted market - -
-'-.:_"-:b;d praces at the close of busmess on, the balance sheet

._'_---___Ehan 12 momhs fmm the baiance sheet daie or unless ;
~they will need to be soid 1o raise operating capziat m '

'...:_'_"'-__whmh case they are included in current assets.

- Management determines the appropriate cEassﬁmataon -

- “of its investrments at the fime. of the purchase and re-

.evaiudtes such de&gnataon ona. regutar basis '

Withe the passage oF hme at s ciear that a ma;or
. wirite-down of assets from their pre-closure Ieveis w;iE o
'.._'be required. To allow for this future write-down, ...
~the directors made an impairment loss in 1991 .'Eor.._"'.'._.. .

'-'..d'etertoration damage and pitferage of K350 million, -7
':.'.wzth Lhts sum bemg class:fsed asan extraordmary lzem

The exact quaratum of 1hzs provision should not be -
o viewed as a precise calculation reflecting an a_c___c__u_rate o
- - estimate of the present value of Josses or likely costs of
- repair. Rather, the reduction in carrying value should be -
- -seen as a broad estimate b‘F the total service potential . '
- financial assets with fixed or determinable. paymems __'_'-_Ezkely 10 have been lost to the operation in respect of
- and fixed maturities that the Company'’s mdnagemem o the whole nwentory of a&sets cczmed m the books

-~ has the positive fntention and ability to hold o mawmy._:.".."-"-':"-Wh|Ee directors have made this provision in good fanh .
“These are measured at cost wsth aacrued mterest o '

. - based on the limited information available to 1hem zi
'--._mcluded_ In other receavab%es ‘st be recognised that the actual extent of the

: " necessary write-downs car only be establzshecf when
- "access 1o the rnine site by appropriate company .

:_' “Cash and éa&h equwaiems cormprises cash on hcmcf o
. deposits held at call with banks, and bank deposits and _._:.________'_'t_’epresen_t_a;twes__@ again possible. Accordingly, the 199._1 o

. easury. bdis w;th ongmal maturities of three months :_'FJf’Oﬁf.‘ESEQ” rnay eventually prove 1o be above or bEEOW--._
o - AR Cthe sum that is necessary fo reflect these losses. The

“directors believe that inthe absence of reliable . o
~information and the Jack of a-more, smtdbie aitemdtwe _'; -
: 'this is ihe oniy appropr:aie basxs to use.. ' L

:_:__(u) Heid lo«maturzty fmanual assets | .
-__:Held -to-matyrity nvestments are.non- derzvatlve

'-".'.:'_'interest ingome is. recogmsed ona hme propomon delS_
-using the effective interest method. Dividend mcome zs
:Z'_recogmsecf when the ngh‘z to rece:ve paymem 5.

. eraded oh 15 Mdy ?989
because .of.d.ttc_tcks on ._e_mpioyees, Following repeczted._
: _.'irasta_nces of damage to mine facilities.and the -po_wer. L
'._'Eine and further attacks on employees, it became ~ .0
. necessary 10 evacuate all remammg compaﬂy personnei
--__'-;-from Bougamw!ie eariy in 1990




ﬁ'Bougamee Coppef Lfmxzed year ended 37 December 2006

::_:_;z Ganoral &fﬁ@j atleninistentive.
-~ Remuneration of Dsrectors (Note 12)
_*Auditc}rs remuneratzon B audztmg {he accoz,mts

(T he auditors have recesved no .o‘ther ber:e{ sts) -
" dnsurance L
- :__'_Management fees - rela‘zed party (Note 17)

:'.'__Other genera! and admmlsiratlve expenses _

- _'Non~current
oAt falr value

139,976 .-

139,976 -

Avaziabie for~sale Emamtai asseis consist o*f mvestmems in ordmary shares Sl

'.'----..dﬂif Eherefore have no hxed maiurlty date or- coupon rate.

A m:-".‘“'}f{.efyf"---'“ . e S .. R

_( ) “The following reconcmatzon dlscioses Lhe liems whzch caused the chdrge for

S Cincome tax in-the income statemeﬂt to. vary ffom the incorne wx pnma Eacze
payab%e on reported earnings: | :

. “Operating profit before taxaﬂon

. Prima facie income tax @ 30%

- Future tax benefit now recogmsed
- Income-tax expense . AR

-.An agreemem between the Endependem Sta‘ze of Papud New Gumea cmcf Rio Tsmo )

. Limited provides for the deferral of income tax payable in respect of the 1989 year
- until certain Criteria have been met Eoliowmg successfu] recommer;cemerst of
U operations, - :
{¢) - The future income tax benefst relatmg {0 1ax Iosses hdS not beeﬂ bmughi to accouﬂt
"_'f-..because their realisation is not probable. - o
Avaalabie lax Iosses aamed forward amoum to K186 795 700 (2005 KTOE} 621 O?O)




Cla) The nei exchange gazn/(loss) reflectecf in eammgs arose a‘rom L T T
-~ Related party transactions - - S (] BRGY
Foreign currency amounts mciuded in current assets non- cur:’em assets T T e T e
".f_":'currem Ezabihties aﬂcf non ~current. Elablimes mat are. not effectively hedged are

"--"_'_Curr_e_nt asse.‘tﬁ_ T et e 6,204
____._Non~cmren_t_'ass.e_ft_s . 338 868..
- Current Habilities ' .66 |
" Non-current Izabilsizes _ L
'j_'_--Kmd equwdiem of Austrczlzan doilars

- ..Trade payables N
.{a) Current A
- Provision for care cmci mamtenance
... Trade creditors
- .'.Related corporauons '

'_"::'(b) :Non current
" Other pdyables '

_.':...Payabfea that have been camﬂd forward since rhe SUSEENSION of mining cperam::ns hava been -

classified as non-curfent ) frabfffrres o U"e d!recrors consrder rbey are. unhkeﬁ/ fo be setﬁed wrfhm L

- the following year - 7T e T T T T e
Ac;ed trade payabfﬂh fnar are ng a‘anger CcnSfdered payabfe haue been written back '

Prowsmﬂ for compensaﬂon rehabmtauon and stczbmsa‘zzort

L --The company has & provision for compensation, refiabilitation cmd
w e stabilisation for which it may be liable as 3 consequence of cessation of
... . operations. The directors consider that the provision held of K22.67 miflion f
- .adlequate fo cover dafins for which the company may be liable. "~ .| b




-___--_Bougamw!fe Coppef Lfmszed year ended 3? December 2006___'.--_...__ -

}/ 'zlf’me Azgets - -
{a ) Mine development and bwidmgs Sl e
'+ at directors'- 1980 valuation . 292,165 092,165
: -----LesS_ acc_um&la;_ted _d_emematl@?} k L SoU89,729 4B 7Y
atcost. 102,988 102,988
-Less accumulated depreclatlon B 38664 38664

"---._Net mme deveiopmem and bulidmgs B 196,768 ey 96?68

__'--.._(b) Plant machmery & equzpment - . BRI e
"2 at directors’. 1980 valuation . 245477 24577
Cussss o 1asess
LR | Tegatt T g3y
..___”'a{ COS? o L T30ma86 T 300 406
i Less accumulated depreclatlcm R L 104703 104,703 .
S 199,783 199783 -
_-____:Net plam machmery&eduzpment_";_"'z: 296,094 296,094

e Mme properiy S " e
L Less accumulated amor‘usauon Cas204 T '
._:.-.._l\let mine property " X LT A

".'_'--.(d) Capztal:sed works in progress -
Cnmat cost BT
Total property, plant & equzpmer;t '
Je ol at cost o valuation -. L _ o o
e - Less accumulated depreclatlomamorusatlon L 498,158 498,158 .
. Net book value e T e Tsareel T
CStores L ~10,008 '
...__'ijTotal mine assets 547898 547,894
" Less ;mpa;rmem 1055 | | 350,000 T 350)000
Netbook value 197894 197,894
" "Reconciliation of Movemem in Net Book VaEue ' B e
- -Net Book VaEue at begmmng of year e SO _-_197 894
- T Additions - ' . o L e
.'::'-_Dlsposals SR : -
:"._:'Net Book Value al end olyear RSt Tiermes T igves

".The basis of valuarlen c_f rhese assets is set out in note (b} of the accounts and attention is drawn fo note 1{a) _t‘r'rled
. -"Basis of Freparation”. -Due to.the loss of complete historical information following the suspension of mining -
_pperations it is not possible to relisbly estimate the cartying amount thet Weuld have been mduded bad mme 8536‘!5
-_been Camed at orginal cost less accumulated depreczatlon o . e




) Asset reva%uataon reserve '

In 1980 mine assels were revaiued by K3DO maliion A majorsty of 1he reserve areatecf by this revaluation was -

~ghstributed to sharehoicfers by way of bonus shares ieavmg a residual amour;t as shown i thts ﬂo‘ze that has beeﬂ _ o

--.._____"._'carraed a‘orwarci

-.(a) “Current - -
. Sundry recewabies .
Interest receivable
- Monies paid o the Supreme Court
: W:th xoldmg tax recewabie -

0) "Non current
._'_--Other recezmbies

Prowsmn for. doubifui debts .

Recefvabies‘ that haue been Cam'ed forward since the suspension of mining operations have been classified as non-current assets, as the directors
L consider they are unfikely to be settled within the following year A significant proportion of these otfer recelvables are receivable by State owned,

- -entities, and afe considered subject to offset on settlernent against amounts owing to the State owned entjties mduded in orher payabfes (Nc;re
. BBl Long outstanding recelvables that are no fonger considered! coflectable have been writfen off - :

- The BNG Internal Revenwe Commission (IRC) fas disafiowed BCUs dlaimed tax depreciation on its Bougamwﬂe Asseals on Ehe ground that BCL o
L dostisurrendered controd of fts assets in 1980, and therefore the assets should have been tofally depreciated in that year and that the avaxfabm@ of
. that depreciation to offset against BCLS nvestment income has now lapsed through passage of time. - The JRC has issued assessments.on that basis.
-BCls gbjections fo the assessments were refected by the IRC and BCL has appealed to the National Courf.  The outcome s unknowrn; our advisors
- angd Senfor Australian Counsel state that BCL has very good argurments in fis matter and fiave a better than average chance of sucteeding against .
_thelRC | The IRC issued garnishee notices under the Income Tax Act to all the FNG banks reguiring thern to pay any funds held by them for BCL o -
the IRC. BUL obtained an injunction preventing the execution of the garnishes but this injunction has since been dismissed. B8O sppegied the -
- . dlismissal of the injunction to the Supreme Court. "The Suprerne Court heard the appeal and handed down Jts decision on the 2nd February, ™ =
- subsequent fo the balance date, and ordered that the funds being hield by the Court be paid to the IRC. The company believes that its position fs
. supportable and the amour_rfs paid are recoverable (refer also note 13} Meamwhile the sufistantive appeal against the fax assessments i pending.

v Yalkt

Fadr value reserve -

'-'-"".This reserve records movements for avaliabie forvsale Fmamaai assets to faar value

-~ Directors’

"B R Alexander

R S Burns** *
_ M A Moramorg* ' ' e e 76
H_‘PRT&E}’EO?**"_"_"' e . : e | 7&2

Dr higrararg passed away on 24 Movemnber 2004, Retirement banefits paid in 200; ——
*: N Taylor is the Managing Director and is employed Dy the Rig Tinto Group which pays his salary and entifements. A portion o‘? the benefits are o
- fe-charged under the Management Services Agreeingnt. The amount indicated.in-the shove table Is the propostion of the remunaration benefits whlc“h -
" have been re-charged 10 the company, - ) R S
LERE Ameant paid directly 1o o Tinto.




."".:.._"Bougamw!fe Copper Limited year ended 31 December 2006 e T
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. Bougainville Copper Limited is defendant to an action Commenced in the Nat:onat Court by two piaanttffs seekmg B
. dedarations that they are the lawful representatives of the mine site and the tailings disposal area landowners and that the

. ~Mining Warden is the proper judicial officer to determine what, if any, compensation is due to landowners for the DEFED{f
- .since the suspension of mining operattons The company has made a prVES]Oﬁ in lts accounts to cover an. award of

~landowner compensation. - -
~The internal Revenue Commission coﬂducted an audlt over severai months as reported in 2003 S annuaE repor’c The audlt
. covered the period from 1990 to 2002 inclusive. The internal Revenue Commission has issued amended assessments clasmmg :
-additional tax of K15.8 million and penalties of K36.6 million arising out of the audit. BCLs tax returns for these and alt other -
- years were prepared on BCLS considered view of the appropriate iax law. BCL believes its view of the law is correct and -
- accordingly no provision has been recognrised for these amounts. (refer note 9b). The company has received expert advice on .
... the matter snciudzng that of Semor Australlan iega! counsei The company has iodged formai objec‘oons and Wi%i strenuousiy B

~defend the dlaim.. - .
~The directors do not expect the company 1o Suffer any rnatenai Eoss as.a resolt of the canceilatzon of purchase ordefs for
ither revenue or cap|ta| contracts T e e

53}{ A{fﬁ’\f}{;f’i‘ ?v 1ot f‘x{e;ﬁ}ﬁ" T .

. The company holds 100 per cent mterest in ioases ‘E 89 86 88 87' 82 B‘ZO 83 and prospectmg authormes ? 2 3 4 S
._'6 7A and 78 on Bougamvtile Isiand """""""

V5, Holding vormg

"-The hoidzng company is Rao T;nto Lsmlted {mcorporated in Australla) e

¥ ; s find J{/{fuf,*,&éxz“’“.___'.'.___'_ e e T e T
“The company carried on investment actmtaes durmg the year its assets are the Panguna mine and assoctated facmtaes on-

'._:Bougalnwlle island, Papua New Guinea, cash and equztles ilsted on the Austrahan Stock Exchange T

3’;5’“; tod F Yty Frang c,fz“ﬁozu' e T T e P T e e

' Transactionss with directors are disclosed in note 12 R ST BRI ERE

- in 2006 the company paid fees of K20,927 (2005 K10,177) for managang mvestment funds and accountmg fees to Rlo

~Tinto Services Limited and K1,694,842 (2005: K1,839,244) for the provision of office space, staff and related services to Rao
- “Tinto Minerals {PNG) Limited and K405,008 (2005 K Nl {or Ehe Panguna restar‘l siuciJes and D|rectors ‘Iees ior Mr R S

L Buns 1o Rio Tinto Qperational and ?echmcaE Excellence. R

'-.th the exception of the above the company did not enter znto any other transactions wzth reiated parttes e

___"'{ma’ ?f’ff‘"’f{f{'?zf} vink f;?s,rf’e,{’}f f’/"?{ ’ ’ N )
- The company’s activities expose i 10 a vanety of fmanclai nsks mciud]ng the eﬁects of changes in market prices, foreagn o
_currency exchange rates and interest rates. The company monitors these financial risks and seeks to minimize the potential ~ .
- adverse effects on the fmanctai peﬁormance of the comoany The company does not use any derava‘ove fananczal |nstruments
10 hedge these exposures, DI - L o . T e e T

7. uz‘z.?fﬁ’z'}’ £ @{.%’FQZM FE

____The company undertakes transactions denommated in forezgn currendies from tame to lime aﬂd resutting from these e
. activities, exposures m foreign currendies arise. 1 is not the company's oolzcy 1o. heoge these forEJgn currency rtsks DetaJEs of

- exchange ﬂuctuattons and forezgn currency amounts are shown in note 5 -
o) Creddit pigk : :
" The company has.no 51gnzfscant concentratlons of net crodzt nsk
et Lot _ ) . L L
~“The company aims 10 pfudentiy manage anmdziy osk by malntainmg suﬁtcaem cash and oiher itqwd assets or the
- availability of funding through uncommitted credtt faczlmes ' L e

fed Fair value estmation e T Ce
~The company is not in a possiton i8] determme the fazr values of its recewabtes and payab]es due to0 the sagmflcant -
“uncertainties arising from the suspension of mining operations. The face value of bank balances and short term Izquld _
""mvestments are assimed. o apprommate the;r fair values Fquity. tnvestments are camed at the1r fazr va]ue bemg R

'.,'.,_?. ?/{ A

_.On 2 February 2007 subseguent Io the.baiance date the Supreme Court nanded cfown its decmon in reiatzon to the " _
gamzshee nottces |Ssued by the ERC The deosson requzres that the funds heEd by the Supreme Court be paid to the ERC Refer.'--.
. note b) . S R TSR TS




Because of the existence of the Emitation in the scope
of our work and the fundamental uncertainties,
including the matters described in the qualification
paragraphs below, and the effects of such adjustments,
if any, as might have been determined to be necessary
had the uncertainties not existed:

(&) we have not obtained all the information and
explanations that we have reguired, and

(b we are unable 1o, and do not express, an opinion
as to whether the Hnancial report of Bougainvilie
Copper Limited:

() gives a true and fair view of the financial
position of Bougainwille Copper Limited as at
31 December 2006 and is performance for the
year then ended; and

iy is presented in accordance with the Companies
Act 1997, International Financial Reporting
Standards and other generally accepted
accounting practice in Papua New Guinea.

In our opinion proper accouniing recards have been
kept by the company as far as appears from our
exarnination of those records.

This opinion must be read in conjunciion with the
gualification paragraphs below and the rest of our audit
repoft.

Cruatification

The financial report of Bougainville Copper Limited for
the year ended 31 December 2006 has been prepared
with the inclusion of the company’s mine assets at their
1 January 1991 book value, with & separate impairment
foss of K350 million having been made in 1991 for the
vatue of the indeterminate level of deterioration,
damage and pifferage of assets which has occurred in
the period since the withdrawal of company personnel
from Bougainviile in 1990, As explained in note 1) to
the accounts, there continues to be considerable
uncertainty surrounding the future of the Panguna
mine, and the extent of deterioration, damage and
pilferage of the company’s assets on Bougainwile, While
the Directors have made this impairment provision in
good faith based on the limited information available to
them, it must be recognised that the actual extent of
the necessary write-downs can only be established
when access 1o the mine site by appropriate company
representatives is again possible or when a reliable
market price for the Panguna assets can be determined.

in our opinion, providing for the probable impairment

foss from deterioration, damage or pilferage is the
appropriate accounting treatment for the actual
impairment which will have occurred in the period to
31 December 2006. However, as the actual extent of
such impairment can only be established after the
cotmpany regains access to the mine site or a reliable
market price can be determined, we recognise that, at
present, the recoverable amount of the company’s
assets on Bougainville is not capable of refiable
measdrement or estimation.  Accordingly the
impalrment provision made by directors in 1991 may
eveniually prove 10 be above of below the sum which is
necessary to reflect this impairment. in the absence of
ali the necessary information and explanations we
require, and for the reasons set out above, we are
unable to form an opinion as to whether or not the
impairment provision against the carrying amount of
mine assets of K356 million is adequate or not.
Accordingly we are unable to form an opinion as to
whether or not the carrying value of the mine assets, as
disclosed in these accounts, is properly stated.

The Diectors have established a provision of K22.1
million for compensation, rehahilitation and stabilisation
for which the company may be liable. The company’s
actual liability for these costs is subject to significant
uncertainty, and we are unable to form an opinion as 1o
whether the provision is fairly stated.

The mine assets, which represent 48 percent of the
book value of total assets and 52 per cent of the book
value of net tangible assets, and the liability for
compensation, rehabilitation and stabilisation, are of
fundamental importance to the presentation of the
accounts. in view of the significant uncertainty over the
carrying amount of the mine assets and the Hability for
compensation, rehabilitation and stabilisation as set out
ahove, we are unable to form an opinion as to whether
or not the financial report gives a true and fair view of
the finandal position of the Company as at 31
December 2006 and its performance for the year ended
on that date.

»
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The financial report and directors’ responsibility

The financial report comprises the balance sheet,
income statement, statement of movements in equity,
statement of cash flows, and the accompanying notes
to the financial statements for Bougainville Copper
Limited (the company} for the year ended 31 December
2006,



The directors of the company are responsible for the
preparation and true and fair preserntation of the
financial report in accordance with the Companies Act
1997, This includes responsibility for the maintenance
of adequate accounting records and internal controls
that are designed 1o prevent and detect fraud and error,
and for the accounting policies and accounting
estimates inherent in the financial report.

Audit approach

We conducted an independent audit in order 10 express
an opinion to the members of the company. Our audit
was conducted in accordance with International
Standards on Auditing, in order to provide reascnable
assurance as o whether the financial report is free of
material misstatement. The nature of an audit is
influenced by factors such as the use of professional
judgement, selective festing, the inherent limitations of
internal control, and the avadability of persuasive rather
thar conclusive evidence. Therefore, an audit cannot
guarantee that ail material misstatements have been
defected,

We performed procedures 1o assess whether in all
material respects the financial report presents fairly, in
accordance with the Compandes Act 1997, International
Financial Reporting Standards and other generally accepted
accounting practice in Papua New Guinea, a view which
is consistent with our understanding of the company’s
financial position, and of its performance as represented
by the results of its operations and cash Hlows.

We formed our audit opinion on the basis of these
procedures, which induded:

*  examining, on a test basis, information to provide
evidence supporting the amounts and disclosures in
the financial report, and

*  assessing the appropriateness of the accounting
policies and disclosures used and the reasonableness
of significant accounting estimates made by the
directors,

We read the other information in the Annual Report to
determine whether it contained any material
inconsistencies with the financial report.

While we considered the effectiveness of management’s
internal controls over finandal reporting when
determining the nature and extent of our procedures,
our audit was not desighed 1o provide assurance on
internal controls.

Our audit did not invalve an analysis of the prudence of
business decisions made by directors or management.

in conducting our audit, we followed applicable
independence requirements of the Certified Practising
Accountants Papua New Guinea and the Companles
Act 1897,

PricewaterhouseCoopers
by J.C. Seeto

Registered under the Accountants Registration Act
{1996) Port Moresby,

on this 7th day of February, 2007
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Directors' declaration Bougainville Copper Limited
31 December 2006

In the directors” opinian:

{a} the financial statements and notes set out on pages
15 10 21 are ih accordance with the PNG
Companies Act 1997, induding:

(i} complying with Accounting Standards, the
Cotmpanies Act 1897 and other mandatory
professional reporting requirements; and

() giving a true and fair view of the company's and
consolidated entity’s financial position as at 31
December 2008 and of its performance, as
representerd by the resulis of its operations and its
cash flows, for the financial year ended on

that date; and

{by 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 directors.

Director: Peter Taylor

s
e R

Director: David Mclellan

Director; Bruce Alexander

Director: Robert Burns

Signed at this 7th day of February 2007



Bougainville Copper Limited

{Incorporated in Papua New Guinea)

# {)fjgc,{z? vered £3F e
6th Floor, Pacific ?Idce

Crnr Champlon Parade & Musgrave Street,
Port Moreshy, Papua New Guinea
Telephone: +(675) 3092800

Facsimile:  +[675) 3213834

E-mail: info@bct.com

Website:  www.bougainvillecopper.com.pg

o Drtien iy Australis

80ugamwl£e Coppef Limited
AR.B.N. 007 497 869
Level 33, 120 Collins Street, Melbourne, VIC 3000
Telephone: +{(613) 92833333
Facsimile: +(613) 92833707
- £
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/o Kina Securmes Limited

2nd Floor, Deloitte Tower, Douglas Street
Port Moreshy

Papua New Guinea

Telephone: +(675) 308 7000

Facsimile:  +(675) 308 7001

E-mail: kina@kina.com.py

Postal address: P O Box 1147 Port Moreshy,
Papua New Guinea

c/o Computershare Registry Services Pty Ltd

Yarra Falls

452 johnston Street

Abbotsford VIC 3087 Australia.

Telephone: 1300 805 0505 (in Ausiralia)
+{613) 9415 4000 {outside Australia}

Facsimile:  +{6713) 9743 2500

Postal Address: GPO Box 2975

Melbourne, VIC 3001

E-mail; weh.queries@computershare.com.au

Website: www.computershare.com

<}€5‘”{ ,< \;y{ H/,,«

Listed with the Austrahdn Stock Exchange Limited

Aesiitors
?ncewatefhouse(ioopers

£ 0 Box 484

Port Moreshy, Papua New Guinea
Bankers:

Commonwealth Bank of Australia
Bank South Pacific

~Edyss

Aiiens Arihur Rohinson
Gadens Lawyers

LA

Py ?f ior v it 5 hareholders
The twenty Idrgest shareholders as at 8th February
2007 and the number of shares held by each were:

Mame and Registered Address % of
issued
Shares  Shares

1. Rio Tevto Limited

Melbourne VIC 214,887,966 5358
2. The independent Siate of

Papua New Guinea 76,430 809 19.06
3. ANZ Nominees Limited

Melbourne VIC 36,166,985 9.02
4. Citicorp Nominees Pty Limited

Melbourne VIC 28,878,608 718
5. Mational Nominees Limited

Melbourne VIC 8,153,601 2.03
6. HSBC Custody Nominees (Australia) Limited

Sydriey NSW 6,258,803 1.b6
7. 1B Morgan Nominees Australia Limited

Sydney NSW 2,028,163 051
8. Franz Heinrich Rast

Bulli NSW 1,657,440 0.41
9. James West

Auckland New Zealand 1,529,511 0.38
10. Merrlil Lynch Australia Nominees Pty Limited

Melbourne VIC 841,832 0.24
11. Bell Potter Nominees Pty Limited

Melbourne VIC 800,000 0.22
12.Mrs Francis Claire Fox

Wheelers Hili VIC 821,765 0.20
13. Deep investments Pty Limited

Pymbie NSW 629,343 0.16
14. Mr Anthony Patrick Cahill

Ascot Vale VIC 477,130 0.12
15.Mr Donald Ranaweera MBE

Colombo, Sr Lanka 400,000 0.16G
16.Deep Valley Pty Limited

Virginia QLD 377,000 0.9
17.The Abdelmalek Family Pty Ltd

Condell Park NSW 350,000 0.9
18.The Noble Hope for Construction Pty itd

Condell Park NSW 350,000 0.9
19. Customer Company INC

New York USA 281,968 0.07
20.ASB Nominees Pty Limited

Auckland, NZ 245,000 0.06

or g a5 o
BL.8Y5.884 957
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As at 6th February 2007 The issued shares of the
company were 401,062,500 fully paid one kina shares,
each carrying one voting right. The number of
shareholders was 15,892,

The distribution of holdings of the issued shares was:

%
H - 1,000 shares 13,214 24.18
1,001 - 5,000 shares 1,843 11.74
5,001 -1G,000 shares 346

10,007 - shares and over

Total Shareholders

There were 12,196 hoidings of shares {77.69 per cent)
which do not form a marketable parcel,

94.88 per cent of the total issued shares were held by
or on behali of the twenty largest shareholders.

The substantial shareholders were;

Ric Tinto Limited and its wholly-owned subsidiary Rio
Tirto Base Metais Pty Limited 214,887 966 shares
{53.58 per cent); Rio Tinto plc has an interest in the
same shares through its wholly-owned subsidiaries’
{Tinto Holdings Australia Pty Limited, Melbourne, Vic,,
Ric Tinto Austratian Holdings Limited, Rio Tinto Pacific
Holdings Limited and Rio Tinto Internationat Holdings
Limited, all of London, UK interests in Rio Tinto Limited
and Rio Tinto Base Metals Pty Limited; The Independent
State of Papua New Guinea 76,430,809 shares {19.056
per centlh.

§ £y 37 e, k...:‘-u A/\r.‘\l;‘ .u}”‘m‘./" TP
Sgapstivae Jurisgiotion

The campany is incorporated in Papua New Guinea and
is not generally sublect to Australian Corporations Law
including, in particular, Chapter 6 of the Australian
Corporation Law dealing with the acquisition of shares
{including substantial shareholdings and take-overs), but
is instead subject to the provisions of the Papua New
Guinea Companies Act 1997 and Securities Act 1998.
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Statistical Summary
FINANCIAL 2006 2005 2004 2003 2002 2001 2000 1990 1998 1997 1986 1895 1904 1993 1892 1991

Earnings (K milfion) e R _ e
Net sales revanue and other incorme™*™ 19 TA o 7A4 1817 117 1300106 183 124 61 f07 b5 22 1722 33
Operating and other expanses™** 44 51 54 47 41 45 38 48 52 4%8 50 49 T35 41 53 3168
Depreigtion™™™=*
Earninigs/(loss) before taxation and exchenge gains 3_._5______ _?_.?_ 24 114
Exciange gains/{losses) 0.2 (16 (©4) 31 03 -
Eamings/(oss) before taxation 3701 24 145

lncosne tax .

Admimnd prams by -
Net eamings/{ioss) 3.7 ..01...20 145 18
Dividerds paid -
Eamings/(losses) refained 37 01 20 145

Balance Sheet (K million)

Property, plant & equipment — 197.9 1079 1878 1979 1615 1879 _'59?9 1979 1986 2003 2006 <007 2007 2008
ivesimenisand loans 1766 1400 1282 1212 188 31 . - s
Curent and otier non-cutsent assels 387 734 1194 1354 1310 11441007 877

Total asssts . 432 35479578 305 32 A4 3289 3123 2995 0878 G660 2
Shareholders' funts 373-2_._3495 3233 3181 3018 301 8_ 2933 2f75 2636 2308 2435
Exchange fuctuation T U AP S A SR S .
Long ferm liabilites 33. 7335334334334 334 5348 S 353________5:5___.___.___5:8 B8 68 B8 58_. 6.8
Current labilites 13 12 11w 12 12 L1304 2 7 ol1 178 164 3500 133
Furds empioyed 413.2 3754 3578 3505 3362 3364 3289 3123 2008 2078 2860 2767 oA63 2570 2587 25a
PRODUCTION / SALES

Mined

Qe and waste rermoved —— (miliions of tongies) - " " . : . " " " " . " .
Ose milied (millions of tonzies) - - - - - - - - - - - - - - - -
Oce grade

Copper ... per cent) " - 3 - . - . 3 - 3 - 3 . - 3 .
Gold {grams/tonre) - - - - - - - - - - - - -
Preduced

Corcenrate  (thousands of dry tongs) - - - - - - - - - - - - - - - -
Gontaired copper of dry tonnes) : : : ¥ : “ : : : : ¥ : “
Corcentrate grade e : .

Copper {par cent) - - - - - - - - - - - - -
Gold gamsfonne) - - - e e e e e e e e e
Silver {prams/tonne) - . . - - - . . . . - . -

Shipped
Total concentrate {thousards of dry tonnes) - - - - . - . . - . - - . - . .
Destirgtions.
Japan par cenl)

{ ) g . :

Qther Asian {per cent) - - - - - - - - - - - -
{ )
| )

BT 45?% i) e s s
- b4 05 - - B 82 (03 15 01

I CU RS S Y e & e T f}_. )

A8 rr G487 e 78 Bh (4@n2)

1586 138 77 14 By 7r YR OBh (z"_'a}('éé's'.z]

2014 291 b

Europe {par cent
Al Other par cent
Values
fisnss concantrate sales value [befors treatmant
ane refining charges, freight, efe.} (Kendllion) - - - - - - - - - - - - - - - -
Contribasion Y. o _ _ B _
Cooper {per cent) < - - T - - - - - - "

Gold {per cent) - - - - - - - - - - - - - . - -

OTHER
US$/ina exchange rate .3344 03185 033 030 D25 026 03 038 048 068 0J6 078 101 102 104 105
Average metal prices . RO R e .
LME copper {USc/ib)305.50 366.99 130.01 79.85 /OB5 662 821 714 752 1056 1040 1331 1050 870 1030 1060
London gold makel _ [U8$fnz)502 o0 4@5(}5 60“55_ 36_3’_._59___@_1{).__1_4___ 2185 2800 28(}0_ _2@4(}__ 3353 3810 38@5___3%4.&__3_60,(} 3440 38&2
Returr on shareholders' funds — {percend) 0.967 0.034 060 4f 5028 o 228 3z -
Earmngsaershare oea) 0.912 (}029 {JS{J_____ nEs ) 1§_

Dividends per Tully peid share™* (par velie K1.00) floea) -

Number of steves issued t end of year (millions) 401 4@1 R i 4(}1 40 ) 4m 491'_'_’_'_: 402'_':'_ 4{11' """ A0 A 401'_': 4 aht
Number of shareholdess at end of year 15698 15602 16072 16374 16518 16812 7021 17260 8183 18182 18041 18452 1B 765 10189 10851 13982
Debitferuity ratin . . .

Workforee at end of year
Overseas - : - T - : - : - < 1 &
National - - - . . . - . - . . . . i &
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Bougainvile Copper Limifted year ended 37 December 2006

K million

2006 1972-2006
PR Gromwprrppsnt
Corporate income tax* - 514.2
Additional profits tax* - 726
Group tax (PAYE) - 122.2
Custorms duty - 104.1
Miscellaneous - 10.1
Dividends*® - 167.4
Dividend WHT* - 97.6
- 1,088.2
Morth Solomans Provingis] Goveroment
Rovalties {95% 1o NSPG} - £1.4
Non Renewable Resources Fund - 1.8
Other taxes - 12.0
- 75.2
fandlonaners
Rovalties {5% 1o Landowners) - 3.2
Compensation - 35.0
- 387
MoreGovermment bharehobders
Dividends net of Dividend WHT* - 582.1
Employvess
Wages {less PAYE) n 575.6
Total - 2,359.3

Mot included in the above table are the benefits received by the providers of goods and senvices to Bougainville Copper Limited. A comparny survey
in 1989 revealed that there were approsimately 200 Bougainville based business enterprises dependent latgely upon Bougainvifle Copper Limited's

operation. These entarptises employed in excess of 4,000 people prior to the suspansion of mining operations,

=These armounts relate 10 the referable year (ie. the year in which the amount became due) and hence the cash effect on the PNG economy has &

delayed impact,









