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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

DIRECTORS’ REPORT FOR THE HALF YEAR ENDED 30 JUNE 2008 

 
The directors present their report on the consolidated entity (the “Group”) consisting of Arc Exploration Limited 
(formerly Austindo Resources Corporation N.L.) and the entities it controlled at the end of, or during, the half-year 
ended 30 June 2008. 

 
Directors 
 
The following persons were directors of the Arc Exploration Limited (the “Company”) during the half-year and 
up to the date of this report: 
 
Name Period of Directorship 
  
Executive  
Mr. John C. Carlile (Managing Director) Director since 1998 
  
Non-Executive  
Mr. Bruce J. Watson (Chairman)  Director 1998-2001, Director since 2005 

Appointed Chairman 2005. 
Mr. George S. Tahija Director since 1998 
 
Mr. Robert Willcocks was appointed a Non-Executive Director effective 14 July 2008. 
 
Mr. John Carlile was appointed Managing Director effective 14 January 2008. Prior to this appointment Mr. Carlile 
was a Non-Executive Director of the Company. 
 
Mr. Christopher Melloy was a Non-Executive Director from 9 January 2001 until his resignation on 4 January 
2008. 
 
Review of Operations 
 
Cibaliung Site Development and Erection of Gold Processing Plant 
 
Civil, structural and mechanical installation work was undertaken during the half-year, however this work was 
halted in June in order to conserve financial resources. The processing plant is now on limited care and 
maintenance while planning for recommencement of construction is undertaken. Work will recommence when the 
Company has put in place funding to complete the Cibaliung Project. Other infrastructure works on site have also 
been scaled back to conserve financial resources in the short term. 
 
Cibaliung Decline Development 
 
Ground conditions in the decline continued to be very poor throughout the half-year. Remedial work continued 
where required on both the Cikoneng Decline and the Cikoneng Vent Shaft Access.  
 
At the date of this report the total decline development has advanced to over 1,100 metres. Development is 
currently proceeding on three headings to access the Cikoneng ore shoot. The stockpiling on the ROM pad of 
mineralised rock has commenced from the vent access cross-cut. The cross-cut No. 1 is within 6 metres of the 
projected ore shoot and cross-cut No. 2, which was only recently commenced, is 35 metres from the projected 
ore shoot. The Cibitung decline development is currently on hold pending resolution of a longer term financial 
solution for completion of the mine.  
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

DIRECTORS’ REPORT FOR THE HALF YEAR ENDED 30 JUNE 2008 (CONTINUED) 
 
Review of Operations (continued) 
 
Funding 
 
On 31 January 2008 at a shareholders’ general meeting, shareholders approved the conversion of ANZ Bank 
Project Facility debt of US$13 million, Convertible Note debt of A$2 million, and Bridging Loan debt of US$2.5 
million into equity. The Company entered into separate Conversion Deeds with each of the lenders. On 6 March 
2008 the Company allotted shares totaling 1,877,489,177 and options totaling 187,748,917 to effect the 
conversion of the above loan amounts from debt to equity. 
 
Under the Conversion Deed for the ANZ loans the Group also entered into a Deed of Amendment and 
Restatement to the Project Facility Agreement. Under this Deed of Amendment and Restatement an additional 
Cost Overrun Facility of US$5 million was made available for the Project. 
 
During April 2008 the Company raised A$13.1 million through a Rights Issue with an allotment of 1,872,008,795 
ordinary fully paid shares in the Company at 0.7 cents per share and the allotment of 187,749,918 options. 
 
The Project has continued to experience significant cost pressure, primarily associated with the impact of 
significant capital cost increases, increased operating costs and increased holding costs due to the delay in first 
gold pour. 
 
During the half-year the Company dedicated significant effort towards identifying potential farm-in partners to 
fund the major portion of the remaining Project development expenditure through to positive cashflow. A Heads 
of Agreement was executed with a potential farm-in investor, East Asia Minerals Corporation, but ultimately this 
transaction did not proceed.  
 
In June the ANZ Bank agreed to allow the Company to commence the early drawdown on the US$5 million Cost 
Overrun facility to provide the Company with funds to continue the development of the decline with the objective 
of reaching the ore body and to commence the stockpiling of ore. 
 
On 11 September 2008, the Company announced that it had completed a further review of its detailed Base 
Case Financial Model. Based on this review the Company has estimated that in order to be able to fund the 
capital and operating activities of the Project until it becomes cashflow positive in the March 2010 quarter, the 
Company will need to source further funding in the order of US$41.5 million from equity, borrowings or by 
securing an investor or farm-in party to directly invest in the Cibaliung Project. First gold pour is now expected in 
the September 2009 quarter assuming that such funds can be secured promptly.  
 
The Company also announced that as part of funding the required US$41.5 million, the ANZ Bank will provide the 
Company a further debt facility of US$4.0 million. The facility, subject to the satisfaction of certain conditions 
precedent, is able to be drawn down up to 31 October, with US$3 million for operations and decline development 
and US$1 million for the development of the tailings storage facility. This facility will provide the Company 
additional time to finalise Project farm-in or equity placements.  
 
At the date of this report the Company continues to focus on securing this additional funding for the successful 
completion of the Cibaliung Project. A detailed note on going concern matters, including the Group’s funding 
status, has been provided in the financial statements (refer Note 7) and this Directors’ Report should be read in 
conjunction with this note. 
 
Gold Hedging (Derivatives) 
 
As at 30 June 2008, the total hedged production is 157,998 ounces of gold for delivery up to September 2011, 
with 114,403 ounces at a flat forward rate of US$651.15 per ounce and 43,595 ounces at a forward rate of 
US$658 per ounce. 
 
Under the March 2008 Deed of Amendment and Restatement to the Project Facility Agreement, the Group is 
required to agree with the ANZ Bank a gold hedging strategy to restructure its existing hedging commitments to 
reflect the Group’s revised production schedule. Restructuring of the hedge book is now likely to take place in 
conjunction with the finalisation of the funding arrangements for the Cibaliung Project. 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

DIRECTORS’ REPORT FOR THE HALF YEAR ENDED 30 JUNE 2008 (CONTINUED) 
 
Review of Operations (continued) 
 
Exploration 
 
The Company is exploring for high-grade epithermal gold-vein deposits on the island of Java, which lies on the 
highly prospective Sunda-Banda volcanic arc. The geological settings of the Company’s Cibaliung, Trenggalek 
and Pekalongan projects on Java show strong similarities to world-class gold deposits lying on or close to the 
same volcanic arc (Pongkor and Gosowong). 
 
With the focus on conservation of existing cash resources, relatively limited exploration activity was undertaken 
during the half-year on the Trenggalek, Pekalongan and Cibaliung tenements. 
 
The Trenggalek KP exploration area in East Java covers 30,044 hectares. Surface mapping and rock chip 
sampling were undertaken over an extensive area of hydrothermal eruption breccias and high-level silica 
cappings found at the Gregah Prospect, located on the eastern side of the KP. Assay results are awaited. 
 
The Pekalongan KP exploration area in Central Java covers 5,618 hectares. An application made in April 2008 
for an extension to this KP tenement, which expired in May 2008, is still pending a decision by the regency 
government. The Company expects to be successful in this application. 
 
In May 2008 the Group secured a 95% joint venture interest in an exploration area in East Sumbawa known as 
Bima. The KP is held by P.T. Sumber Mineral Nusantara with whom the Company has a joint venture relationship 
on the Pekalongan and Trenggalek tenements. The new KP covers an area of 24,980 hectares. It lies on a 
segment of the highly prospective Sunda-Banda magmatic arc, which is host to the giant Batu Hijau porphyry 
copper-gold deposit, located in West Sumbawa. The new KP area is prospective for high-grade epithermal gold-
silver and bulk tonnage porphyry-style gold-base metal deposits. 
 
Limited exploration was undertaken during the half-year in the Cibaliung KP area, with the Cibaliung exploration 
team concentrating on providing technical support to the mine development. This work included underground 
geological and geotechnical mapping. 
 
The Group has a strategic alliance with the Anglo American Group to explore for large porphyry copper/gold 
deposits in an exploration area known as Aisasjur, Papua. The company has a 20% joint venture interest in the 
Aisasjur project while the Anglo American Group has the obligation to fund all exploration activities pursuant to 
the terms of the strategic alliance. 
 
The Aisasjur KP tenement in the Kepala Burung area of West Papua Province covers 9,486 hectares. 
Geologically, the project area lies within one of Indonesia’s young volcano-plutonic arcs and is prospective for 
large porphyry copper-gold and epithermal gold-silver deposits. Mineralised intrusive rocks intersected in 
previous drilling completed under the project alliance show a similarity in age, geological setting and 
geochemistry to the Grasberg Igneous Complex, located about 500 km to the east-southeast along the New 
Guinea Fold Belt. 
 
No field activity was completed during the half-year for the Aisasjur tenement. The project alliance is waiting for a 
proposed change in the designation of the forestry area covering the KP, which will allow it to do further diamond 
drilling of deep porphyry copper-gold targets identified on the Aisasjur Prospect and to undertake detailed 
exploration in surrounding areas. 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

DIRECTORS’ REPORT FOR THE HALF YEAR ENDED 30 JUNE 2008 (CONTINUED) 
 
Review of Operations (continued) 
 
Consolidated Results 
 
The consolidated loss of the Group for the half-year was $36,780,802 (2007: $19,612,104 loss) which includes a 
number of items that had a significant impact on the result as set out in the table below. The underlying net 
operating loss for the half-year year was $1,013,583 (2007: $1,636,690 loss). 
 

 30 June 2008 30 June 2007 
   
Unrealised loss on fair value movements of derivatives (12,190,896) (619,725) 
Loss from write-off of Cibaliung decline development costs - (8,004,052) 
Impairment loss on Cibaliung project development costs (23,576,323) (10,355,668) 
Profit on sale of shares in Castlemaine Goldfields Limited (net of tax) - 1,004,031 
Underlying operating loss (1,013,583) (1,636,690) 

Consolidated loss (36,780,802) (19,612,104) 

 
The decline in the fair value of the derivatives is an unrealised loss and is attributable to the requirement to reflect 
the decline in fair value of cash flow derivatives that do not qualify for hedge accounting in the income statement. 
When gold production commences, the Group will be able to report higher revenues and earnings than would 
have been the case if these losses had not been recognised during the current half-year, effectively writing back 
the losses. 
 
The Group completed a revised Base Case Financial Model for the Cibaliung Project which incorporated further 
delay in the first gold pour date, and higher capital and operating costs. As a consequence, the Group was 
required under AASB136 Impairment of Assets to undertake asset impairment testing on the carrying value of the 
capitalised Cibaliung Project Development expenditures. Based on the assessment of the recoverable amount of 
this asset, a write-down of the carrying value of $23,576,323  (2007: $10,355,668) was required. 
 
Auditor’s Independence Declaration 
 
The lead auditor’s independence declaration is set out on Page 5 and forms part of the Directors’ report for the 
half-year ended 30 June 2008. 

 
 
Signed in accordance with a resolution of the Directors. 
 
 
Dated this 17th day of September 2008. 
 
 
 
 
 
 
John C. Carlile        Bruce J. Watson  
Managing Director       Non-Executive Chairman 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Consolidated interim income statement 
For the six months ended 30 June 2008 

 
    
 Note 30 June 2008    30 June 2007 
        $ Restated **$ 
    
Employee expenses  (451,792) (287,473) 
    
Depreciation expenses  (16,524) (11,682) 
    
Management, administrative and occupancy expenses  (733,800) (708,233) 
    
Unrealised foreign exchange gain/(loss)  356,279 (13,358) 
    
Loss from write-off of Cibaliung decline development costs   - (8,004,052) 
    
Impairment loss on Cibaliung project development 
expenditure 

 
9 

 
(23,576,323) 

 
(10,355,668) 

    
Profit on the sale of shares in Castlemaine Goldfields 
Limited 

  
- 

 
1,767,518 

    
Unrealised loss on fair value movements of derivatives 10 (12,190,896) (619,725) 
    

Profit/(loss) before financing costs  (36,613,056) (18,232,673) 

    
Interest income  197,017 121,359 
Finance expenses  (364,763) (737,303) 

Profit/(loss) before income tax  (36,780,802) (18,848,617) 
    
Income tax (expense)/benefit  - (763,487) 

Profit/(loss) for the period  (36,780,802) (19,612,104) 

    
Attributable to:    
Equity holders of the Company  (36,780,802) (19,612,104) 
Minority interest  - - 

Profit/(loss) for the period  (36,780,802) (19,612,104) 

    
Earnings per share     
Basic earnings/(loss) per share (cents per share)  (39.18) (1.43)* 
Diluted earnings/(loss) per share (cents per share)  (39.18) (1.43)* 

 
* During the 2008 half-year the Company consolidated its equity on a 50 to 1 basis. The 2007 comparative 
has not been restated to reflect this consolidation. 

  
 
** Refer to Note 16. 

 
 
 
 
 

The income statement should be read in conjunction with the accompanying notes.  
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Consolidated interim statement of recognised income and expense 
For the six months ended 30 June 2008 

 
 

     
  Note 30 June 2008      30 June 2007 
              $ Restated**$ 
     

 Amounts recognised directly in equity    
     
 Transfer from available for sale reserve on sale of 

investment, net of tax 
 

13 
 

- 
 

(1,686,255) 
     
 Net change in fair value of available for sale financial 

assets, net of tax 
 

13 
 

- 
 

(147,000) 
     
 Cost of share based payments 13 87,599 17,211 
     
 Foreign exchange translation differences 13 2,168,954 (2,901,077) 

  
Net income/(expense) recognised directly in equity 

  
2,256,553 

 
(4,717,121) 

  
Loss for the period 

  
(36,780,802) 

 
(19,612,104) 

  
Total recognised income and expense for the period 

  
(34,524,249) 

 
(24,329,225) 

     

 Attributable to: 
Equity holders of the Company 

  
(34,524,249) 

 
(24,329,225) 

 Minority interest  - - 

  
Total recognised income and expense for the period 

  
(34,524,249) 

 
(24,329,225) 

 
 
 
 

** Refer to Note 16. 
 
 

 
 

The statement of recognised income and expense should be read in conjunction with the accompanying notes. 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Consolidated interim balance sheet 
As at 30 June 2008 

 
 Note 30 June 2008 31 December 2007 
  $ $ 

    

CURRENT ASSETS    

Cash and cash equivalents  7,310,070 12,229,417 
Receivables  43,522 88,472 
Other   760,608 714,300 

TOTAL CURRENT ASSETS  8,114,200 13,032,189 
    

NON-CURRENT ASSETS    

Receivables  101,896 101,896 
Office furniture, equipment and motor vehicles  795,887 892,941 
Exploration and evaluation expenditure  921,043 856,194 
Project development expenditure  49,023,679 56,719,343 

TOTAL NON-CURRENT ASSETS  50,842,505 58,570,374 
 

  
 

TOTAL ASSETS  58,956,705 71,602,563 
 

   

CURRENT LIABILITIES    

Trade and other payables  4,680,466 2,515,503 
Derivative financial instruments  14,962,231 6,137,601 
Interest bearing liabilities 12 19,141,076 41,431,941 
Provisions  19,276 13,500 
Other  33,190 33,190 

TOTAL CURRENT LIABILITIES  38,836,239 50,131,735 
 

   

NON-CURRENT LIABILITIES    

Payables  965,082 1,053,752 
Interest bearing liabilities 12 2,597,133 - 
Derivative financial instruments  36,472,865 37,105,015 
Provisions  1,462,231 1,429,914 

TOTAL NON-CURRENT LIABILITIES  41,497,311 39,588,681 

    

TOTAL LIABILITIES  80,333,550 89,720,416 

    

 
NET ASSETS 

  
(21,376,845) 

 
(18,117,853) 

    
    

Contributed equity 13 132,058,535 100,793,278 
Reserves 13 830,448 (1,426,105) 
Accumulated losses 13 (154,265,828) (117,485,026) 

Total equity attributable to equity holders of the Company 
Minority interest 

 
 

(21,376,845) 
- 

(18,117,853) 
- 

 
TOTAL EQUITY 

  
(21,376,845) 

 
(18,117,853) 

 
 
 
 
 
 
 
 

The balance sheet should be read in conjunction with the accompanying notes. 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Consolidated interim statement of cash flows 
For the six months ended 30 June 2008 

 
 

    
  30 June 2008 30 June 2007 
        $ $ 
 Cash flows from operating activities   

 Payments to suppliers and employees (991,956) (1,816,875) 
 Interest received 226,485 122,740 
 Finance costs (636,634) (506,853) 

  
Net cash used in operating activities 

 
(1,402,105) 

 
(2,200,988) 

    
 Cash flows from investing activities   
 Proceeds from funds invested in term deposit - 200,000 
 Payments for office furniture, equipment and vehicles (133,608) (51,878) 
 Proceeds from sale of investment - 3,203,353 
 Exploration and evaluation expenditures (141,057) (394,221) 
 Project development expenditures (17,692,708) (18,718,528) 

  
Net cash used in investing activities 

 
(17,967,373) 

 
(15,761,274) 

    
    
 Cash flows from financing activities   
 Gross proceeds from the issue of share capital 13,109,376 5,160,500 
 Proceeds from bridging loan - 6,440,776 
 Proceeds from bank loan 6,957,824 - 
 Repayments of bank loan (5,352,173) - 
 Payments for share issue costs (82,157) (317,998) 

  
Net cash from financing activities 

 
14,632,870 

 
11,283,278 

    
  

Net increase (decrease) in cash and cash equivalents 
 

(4,736,608) 
 

(6,678,984) 
 Cash and cash equivalents at beginning of the period  12,229,417 9,514,147 
 Effects of exchange rate changes on balances of cash held in 

foreign currencies 
 

(182,739) 
 

(343,583) 

  
Cash and cash equivalents at the end of the period 

 
7,310,070 

 
2,491,580 

 
 
 
 

 
 

The statement of cash flows should be read in conjunction with the accompanying notes.
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
 

1. Reporting entity 
 
Arc Exploration Limited (the “Company”) is a company domiciled in Australia. The consolidated interim financial 
report of the Company as at and for the six months ended 30 June 2008 comprises the Company and its 
subsidiaries (together referred to as the “Group”) and the Group’s interest in associates and jointly controlled 
entities. 
 
The consolidated annual financial report of the Group as at and for the year ended 31 December 2007 is 
available upon request from the Company’s registered office at Level 8, 459 Collins Street, Melbourne Victoria or 
at www.arcexploration.com.au. 
 
2. Statement of compliance 

 
The consolidated interim financial report is a general purpose financial report which has been prepared in 
accordance with AASB 134: Interim Financial Reporting and the Corporations Act 2001. 
 
This consolidated interim financial report does not include all of the information required for a full annual financial 
report, and should be read in conjunction with the consolidated annual financial report of the Group as at and for 
the year ended 31 December 2007. 
 
This consolidated interim financial report was approved by the Board of Directors on 17 September 2008. 
 
3. Significant accounting policies 
 
The financial report is prepared on the historical cost basis except for the following assets and liabilities that are 
stated at their fair value: derivative financial instruments and financial instruments classified as available-for-sale. 
 
The accounting policies applied by the Group in this consolidated interim report are the same as those applied by 
the Group in its consolidated financial report as at and for the year ended 31 December 2007. 

 
4. Estimates 

 
The preparation of the interim financial report requires management to make judgements, estimates and 
assumptions that affect the application of policies and reported amounts of assets and liabilities, income and 
expenses. Actual results may differ from these estimates. 
 
In preparing this consolidated interim financial report, the significant judgements made by management in 
applying the Group’s accounting policies and the key sources of estimation uncertainty were the same as those 
that applied to the consolidated financial report as at and for the year ended 31 December 2007, taking into 
consideration current market conditions. 
 
5. Financial risk management 

  
The Group’s objectives and policies governing the use of derivatives are consistent with those disclosed in the 
consolidated financial report as at and for the year ended 31 December 2007. 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
6. Derivative financial instruments 
 
The Group’s derivative financial instrument objectives and policies are consistent with those disclosed in the 
consolidated financial report as at and for the year ended 31 December 2007. 
 
7. Going concern 
 
The financial report is prepared on a going concern basis, which assumes that the Company and Group will be 
able to: 
(i) successfully renegotiate the Group’s existing financing obligations;  
(ii) successfully complete the Cibaliung Project within the current cost forecast and the revised timetable; 

and 
(iii) source the additional funding required to: 

a. complete the capital works and mine development of Cibaliung Gold Project to enable it to 
commence gold production during the September 2009 quarter; 

b. fund the on-going capital and operating costs from first gold pour until the Project is forecast to be 
cashflow positive in March 2010; and 

c. fund forecast Company operating costs, Company interest commitments, repayment of the 
Convertible Notes when due, and limited exploration activities and non-project costs in Indonesia. 

 
On 11 September 2008, the Company announced that it had completed a further review of its detailed Base 
Case Financial Model. Based on this review the Company has estimated that in order to be able to fund the 
capital and operating activities of the Project until it becomes cashflow positive in the March 2010 quarter, the 
Company will need to source further funding in the order of US$41.5 million from equity, borrowings or by 
securing an investor or farm-in party to directly invest in the Cibaliung Project. 
 
Based on the Project’s forecast net cashflows from the August 2008 Base Case Financial Model, it is estimated 
that the timing requirement for the US$41.5 million is likely to be as follows: 

 US$12.0 million in the second half of 2008; 

 US$25.5 million in the first half of 2009; and 

 US$4.0 million in the second half of 2009. 
 
As part of funding the required US$41.5 million, the ANZ Bank will provide the Company a further debt facility of 
US$4.0 million. The facility, subject to the satisfaction of certain conditions precedent, is able to be drawn down 
up to 31 October, with US$3 million for operations and decline development and US$1 million for the 
development of the tailings storage facility. This facility will provide the Company additional time to finalise Project 
farm-in or equity placements. If the conditions precedent are not satisfied, and the funds thereby not available, 
the Company will have no funds to pursue its objectives and will have to cease operations. ANZ Bank has agreed 
in writing that, subject to certain conditions, its debt facilities shall not become repayable until March 2010. 
 
The above estimated funding requirement is based on the targeted first gold pour being achieved in the 
September 2009 quarter. The funding requirement will increase if there is any delay in the first gold pour date or 
any further Project capital cost increases. 
 
Additional to the funding requirements for the Cibaliung Project, the Company will need to raise up to a further 
A$2 million dollars to replenish corporate working capital and to contribute to the funding of forecast Company 
operating costs, financing obligations and limited exploration activities and non-project costs in Indonesia. 
 
Under the December 2005 Facility Agreement and the amended March 2008 Facility Agreement, P.T. Cibaliung 
Sumberdaya is required to demonstrate on an on-going basis that the total project development costs are fully 
funded. Until the Group finalises its funding arrangements for the Cibaliung Project it will continue to be in breach 
of this requirement. 
  
During the June 2008 half-year the ANZ Bank has supported the Group by participating in the debt to equity 
conversion, providing an additional US$5m Second Cost Overrun Facility, contributing A$10.7 million through the 
April 2008 Rights Issue and subject to the satisfaction of certain conditions precedent, the ANZ will provide the 
Company a further debt facility of US$4.0 million available for drawdown up to 31 October, with US$3 million for 
operations and decline development and US$1 million for the development of the tailings storage facility. 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
7. Going concern (continued) 
 
Post balance date the Company has commenced negotiations with some of its Convertible Note holders to 
restructure the terms of the outstanding Convertible Notes which were issued in November 2005 and are 
convertible into ordinary shares in the capital of the Company at a subscription price of $3 per share (post-
consolidation value) up to and including 30 November 2008 at which time all notes not converted are redeemable 
for cash. 
 
The Company is currently focusing on securing a farm-in partner to effect the major portion of the remaining 
development expenditure through to positive cashflow for which the farm-in partner will earn a direct equity 
interest in the Cibaliung Project. Two potential farm-in investors have been identified and they are both well 
advanced in their due diligence reviews. One of these farm-in investors would also potentially invest at the 
Company level to fund the Group’s exploration activities. The Company is also continuing to pursue other fund 
raising alternatives, including placements. 
 
Separately the Company has identified two potential investors to provide funding at the Company level to fund 
the Group’s exploration activities. These potential investors are also well advanced in their due diligence reviews; 
however any investment at the Company level is dependent upon the Group first securing a farm-in investor to 
fund the Cibaliung Project. 
 
As at 30 June 2008 the Group had a negative net asset position with current liabilities being in excess of current 
assets. The negative current asset position that existed at 30 June 2008 has been substantially remedied post 
balance date as a result of ANZ Bank agreeing in writing that, subject to certain conditions, its debt facilities 
(including obligations arising under the gold hedge book) shall not become repayable until March 2010. 
 
The negative net asset position as at 30 June 2008 has arisen primarily due to the requirement to recognise 
losses against the income statement for the movements in fair value of ineffective cashflow hedges. These 
losses totalled A$12.2 million for half-year ended June 2008 and A$46.4 million for the prior financial years of 
2006 and 2007. These losses are unrealised and did not have a cashflow impact during the reporting periods. 
When gold production commences the Group will be able to report higher revenues and earnings than would 
have been the case if these losses had not been recognised during the current reporting periods, with these 
higher earnings expected to significantly improve the net asset position of the Group in future periods.  
 
The ability of both the Company and the Group to continue as a going concern is fully dependent upon the above 
fund raising, farm-out and restructuring activities being successfully completed in a sufficiently timely manner, as 
well as the continued support of the Group’s financiers. The ANZ Bank has indicated it will not be advancing 
further funds beyond 31 October 2008, so unless a suitable farm out arrangement or alternate financial support is 
obtained by that date the Company will cease trading. To conserve financial resources the processing plant has 
been placed on a limited care and maintenance program and other infrastructure works on site have been scaled 
back. However in order for the Group to achieve its targeted first gold pour in the September 2009 quarter, the 
Group will continue to incur significant expenditures and commitments in the development of the decline. These 
significant expenditures and commitments place constraints upon the period of time that the Company has to 
complete such fund raising and farm-out activities. 
 
At the date of this report, in the Directors’ opinion there are reasonable grounds to expect that the Company’s 
fund raising activities, including the debt restructuring, and the proposed farm-out of an interest in Cibaliung 
Project will be successful, and that both the Company and Group will be able to continue as a going concern. 
However this is not certain and if these efforts are unsuccessful, both the Company and Group would be unable 
to continue as a going concern. 
 
If the Group, including the Company, is unable to continue as a going concern it may not be able to realise its 
assets including intercompany loans receivable from subsidiaries, and extinguish its liabilities in the normal 
course of business and at amounts stated in the financial report. In addition, the functional currency of the 
Indonesian subsidiaries may also need to be reassessed if the Group is not a going concern. 
 
No adjustments have been made in the financial statements relating to the recoverability and classification of 
recorded asset amounts and classification of liabilities that might be necessary should both the Company and 
Group not continue as a going concern. 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
8.  Segment reporting 
 
Primary reporting business segments 
 
The Group is organised into the following business segments: 

 Mine Development for the Cibaliung Project in Indonesia; 

 Exploration activities in Indonesia; 

 Other including revenues and expenses associated with general corporate office activities, none of 
which is a separately reportable segment. 

 
 

 
 

Half-year ended 30 June 2008 

Mine 
Development 

Project 
$ 

 
Exploration 

 
$ 

 
Other 

 
$ 

 
Consolidated 

 
$ 

     
External revenue - - - - 
Other revenue - - - - 

Total segment revenue - - - - 

     
Other income (expense) - - (1,185,592) (1,185,592) 
Depreciation - - (16,524) (16,524) 
Unrealised foreign exchange gain - - 356,279 356,279 
Impairment loss on Cibaliung project 
development costs 

 
(23,576,323) 

 
- 

 
- 

 
(23,576,323) 

Unrealised loss on fair value movements of 
derivatives 

 
(12,190,896) 

 
- 

 
- 

 
(12,190,896) 

 
Segment result 

 
(35,767,219) 

 
- 

 
(845,837) 

 
(36,613,056) 

Net financing costs    (167,746) 

Loss from continuing operations before 
income tax 

    
(36,780,802) 

     
Income tax expense    - 

Loss after tax expense    (36,780,802) 

     
Half-year ended 30 June 2007     
     
External revenue - -  - 
Other revenue - - 1,767,518 1,767,518 

Total segment revenue - - 1,767,518 1,767,518 

     
Other income (expense) - - (1,729,335) (1,729,335) 
Depreciation - - (11,682) (11,682) 
Unrealised foreign exchange gain - - (13,358) (13,358) 
Loss from write-off of Cibaliung decline 
development costs 

 
(8,004,052) 

 
- 

 
- 

 
(8,004,052) 

Impairment loss on Cibaliung project 
development costs 

 
(9,622,039) 

 
- 

 
- 

 
(9,622,039) 

Unrealised loss on fair value movements of 
derivatives 

 
(619,725) 

 
- 

 
- 

 
(619,725) 

 
Segment result 

 
(18,245,816) 

 
- 

 
13,143 

 
(18,232,673) 

Net financing costs    (615,944) 

Loss from continuing operations before 
income tax 

    
(18,848,617) 

     
Income tax expense    (763,487) 

Loss after tax expense    (19,612,104) 
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Arc Exploration Limited and its Controlled Entities 
A.B.N. 48 002 678 640 

Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
9. Cibaliung Project impairment loss 
 
The Group completed a revised Base Case Financial Model for the Cibaliung Project which incorporated further 
delay in the first gold pour date, and higher capital and operating costs. As a consequence, the Group was 
required under AASB136 Impairment of Assets to undertake asset impairment testing on the carrying value of the 
capitalised Cibaliung Project Development expenditures. Based on the assessment of the recoverable amount of 
this asset, a write-down of the carrying value of $23,576,323 (2007: $10,355,668) was required. 
 
10. Cash flow hedges 
 
During 2006, P.T. Cibaliung Sumberdaya entered into various derivative contracts with the ANZ Bank as a 
means of managing its exposure to commodity prices, foreign currency and interest rate risk. 
 
With the delay in first gold pour these derivatives have not satisfied the effectiveness testing as required by AASB 
139 Financial Instruments: Recognition and Measurement. The movement in the fair value of these derivatives 
for the six months ended 30 June 2008 has been taken to the income statement as a loss of $12,190,896 (2007: 
loss of $619,725). 
 
11.  Equity raising  
 
(a) Prior to consolidation of capital 
 
On 31 January 2008 at a shareholders’ general meeting, shareholders approved the conversion of ANZ Bank 
Project Facility debt of US$13 million, Convertible Note debt of A$2 million, and Bridging Loan debt of US$2.5 
million into equity. On 6 March 2008 the Company allotted shares totalling 1,877,489,177 and options totalling 
187,748,917 to effect the conversion of the above loan amounts from debt to equity. 
 
In April 2008 the Company raised A$13.1 million through a Rights Issue with an allotment of 1,872,008,795 
ordinary fully paid shares in the Company at 0.7 cents per share and the allotment of 187,749,918 options. 
 
During the period from 1 January 2008 up to the share consolidation date 38,538 share options were exercised at 
1.5 cents per share. 

 
(b) Post consolidation of capital 
 
At the Company’s May 2008 Annual General Meeting, shareholders approved a 50 to 1 consolidation of capital. 
After the consolidation was effected on 28 May 2008, the Company’s quoted issued ordinary capital comprised 
149,761,559 fully paid ordinary shares. 
 
Subsequent to the share consolidation of capital, 81 options were exercised at 75 cents per option.  
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Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
12.  Interest bearing liabilities 
 
(a) Bridging loan facility 
 
In 2007 the Company drew down US$5 million through a Bridging Loan facility. This facility was provided by P.T. 
Austindo Nusantara Jaya, AuSelect Limited, Mr. Hermani Soeprapto (Chief Operating Officer) and Mr. John 
Carlile (Managing Director). 
 
On 31 January 2008 at a shareholders’ general meeting, shareholders approved the conversion of half the 
Bridging Loan debt of US$2.5 million into equity. The Company entered into separate Conversion Deeds with 
each of the lenders. Under the Conversion Deeds it was agreed that the remaining Bridging Loans of US$2.5 
million will be repayable upon the third anniversary of the conversion date, and that from the conversion date the 
interest rate on the remaining debt will be reduced from 15% to 10% per annum. 
 
(b) ANZ Bank Cibaliung project facility 
 
During December 2005, the Group entered into the Cibaliung Gold Project Facility Agreement with the ANZ 
Bank, the initial financer, swap bank and agent and ANZ Fiduciary Services. The related loans under this facility 
bear interest at the London Inter Bank Offered Rate (“LIBOR”) plus a margin ranging from 2% to 3.25%. 
 
This Project Facility is a term facility of up to US$26 million consisting of Tranche 1 with a maximum amount of 
US$21 million and Tranche 2 with a maximum of US$5 million. This facility is intended only for funding Cibaliung 
Project costs, interest, hedging costs and related expenses. 
 
On 31 January 2008 at a shareholders’ general meeting, shareholders approved the conversion of ANZ Bank 
Project Facility debt of US$13 million into equity. The Company entered into a Conversion Deed with the ANZ 
Bank. This conversion reduced the Tranche 1 and 2 term facilities from the maximum amount of US$26 million to 
US$13 million. As at 30 June 2008, the Group has fully drawn the maximum amount under this facility of US$13 
million. 
 
Under the Conversion Deed with the ANZ Bank the Group also entered into a Deed of Amendment and 
Restatement to the Project Facility Agreement in March 2008. Under this 2008 Deed of Amendment and 
Restatement a Second Cost Overrun Facility of US$5 million was made available for the Project. Additionally the 
Company entered into a Deed of Charge with ANZ Bank whereby the ANZ Bank has a fixed and floating charge 
over all present and future property, assets and undertakings of the Company.  
 
Under both the original December 2005 Facility Agreement and the 2008 Deed of Amendment and Restatement, 
P.T. Cibaliung Sumberdaya is required to demonstrate on an on-going basis that the total project development 
costs are fully funded. Until the Group finalises its funding arrangements for the Cibaliung Project it will continue 
to be in breach of this requirement. On this basis for financial statements disclosure purposes the loans are 
presented as current, consistent with the presentation at 31 December 2007. 
 
Under the terms of the March 2008 Deed of Amendment and Restatement, repayments are scheduled to 
commence in September 2008. With the further delay in the decline development and the first gold pour, and the 
Group’s requirement to raise further funding to complete the Cibaliung Project, the ANZ Bank has agreed that the 
repayment schedule will need to be revised. Upon finalising funding arrangements for the Cibaliung Project, the 
Group will also be required to renegotiate a restructured hedge book with the ANZ Bank. Post balance date the 
ANZ Bank has agreed in writing that, subject to certain conditions, its debt facilities (including amounts arising 
from the gold hedge book) shall not become repayable until March 2010. 
 
A cost overrun facility of up to US$2 million was also provided under the December 2005 Project Facility 
Agreement. As at 30 June 2008, the Group had fully drawn the maximum amount of this facility of US$2 million. 
 
As at 30 June 2008, the Group had drawndown US$1.5 million of the Second Cost Overrun Facility of US$5 
million provided under the 2008 Deed of Amendment and Restatement. 
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Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
12.  Interest bearing liabilities (continued) 

 
A bank guarantee facility of up to US$1 million is also available under the December 2005 Project Facility 
Agreement. This facility is intended for funding any obligation to pay a deposit on the purchase of any asset in 
relation to the Project or bond to any government authority in relation to the Project. As at 30 June 2008, the 
Group had not drawn upon this facility. 
 
As security, under the December 2005 Project Facility Agreement, the ANZ Bank has executed a number of 
deeds of security over PT Cibaliung Sumberdaya's receivables, fixed assets, project bank accounts, inventories, 
any potential insurance proceeds as well as future mining and refining rights. 
 
(c) Convertible notes 
 
During 2005 the Company raised A$4 million through the issue of convertible notes. On 31 January 2008 at a 
shareholders’ general meeting, shareholders approved the conversion of half of the Convertible Note debt of A$2 
million into equity. The Company entered into Conversion Deeds with the note holders. The remaining notes are 
convertible into ordinary shares in the capital of the Company at a subscription price of $3 per share (post-
consolidation value) up to and including 30 November 2008 at which time all notes not converted are redeemable 
for cash. The notes are unsecured. 
 
Post balance date the Company has commenced negotiations with some of its Convertible Note holders to 
restructure the terms of the outstanding Convertible Notes which were issued in November 2005. 
 
13.  Capital and reserves  

 
Reconciliation of movements in equity: 
 

2008 
 

Share  
capital 

Translation 
reserve 

Options 
reserve 

Accumulated 
losses 

Total  
equity 

 
Balance at 1 Jan 2008 

 
100,793,278 

 
(1,610,225) 

 
184,120 

 
(117,485,026) 

 
(18,117,853) 

      
Total recognised income and 
expenses 

 
- 

 
- 

 
- 

 
(36,780,802) 

 
(36,780,802) 

      
Issue of ordinary shares 13,108,736 - - - 13,108,736 
      
Cost of equity raising (619,009) - - - (619,009) 
      
Foreign exchange translation 
differences 

 
- 

 
2,168,954 

 
- 

 
- 

 
2,168,954 

      
Conversion of debt to equity 18,774,892 - - - 18,774,892 
      
Exercise of shareholder options 638 - - - 638 
      
Employee options expensed - - 87,599 - 87,599 
      

 
Balance at 30 June 2008 

 
132,058,535 

 
558,729 

 
271,719 

 
(154,265,828) 

 
(21,376,845) 
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Condensed notes to the consolidated interim financial statements 
For the six months ended 30 June 2008 

 
13. Capital and reserves (continued) 
 
Reconciliation of movements in equity: 
 

2007 
 

Share  
capital 

Translation 
reserve 

Asset 
revaluation 

reserve 

Options 
reserve 

Accumulated 
losses 

Total  
equity 

 
Balance at 1 Jan 2007 

 
75,316,707 

 
(2,017,860) 

 
1,974,691 

 
164,562 

 
(45,131,716) 

 
30,306,384 

       
Total recognised income and 
expenses 

 
- 

 
- 

 
- 

 
- 

 
(19,612,104) 

 
(19,612,104) 

       
Issue of ordinary shares 5,160,500 - - - - 5,160,500 
       
Cost of equity raising (317,998) - - - - (317,998) 
       
Foreign exchange translation 
differences 

 
- 

 
(2,901,077) 

 
- 

 
- 

 
- 

 
(2,901,077) 

       
Net change in fair value of 
Investments 

 
- 

 
- 

 
(147,000) 

 
- 

 
- 

 
(147,000) 

       
Net change due to sale of  shares - - (1,686,255) - - (1,686,255) 
       
Employee options expensed - - - 17,211 - 17,211 
       

 
Balance at 30 June 2007 

 
80,159,209 

 
(4,918,937) 

 
141,436 

 
181,773 

 
(64,743,820) 

 
10,819,661 

 

14.  Contingent liabilities  
 
Since the last annual report there has been no material change in contingent liabilities. 
 
15.  Subsequent events  
 
On 11 September 2008, the Company announced that it had completed a further review of its detailed Base Case 
Financial Model. Based on this review the Company has estimated that in order to be able to fund the capital and 
operating activities of the Project until it becomes cashflow positive in the March 2010 quarter, the Company will 
need to source further funding in the order of US$41.5 million from equity, borrowings or by securing an investor or 
farm-in party to directly invest in the Cibaliung Project. 
 
The Company also announced that as part of funding the required US$41.5 million, the ANZ Bank will provide the 
Company a further debt facility of US$4.0 million. The facility, subject to the satisfaction of certain conditions 
precedent, is able to be drawn down up to 31 October, with US$3 million for operations and decline development 
and US$1 million for the development of the tailings storage facility. This facility will provide the Company additional 
time to finalise Project farm-in or equity placements. ANZ Bank has also agreed in writing that, subject to certain 
conditions, its debt facilities (including amounts arising from the gold hedge book) shall not become repayable until 
March 2010. 
 
Post balance date the Company has commenced negotiations with some of its Convertible Note holders to 
restructure the terms of the outstanding Convertible Notes which were issued in November 2005 and are 
convertible into ordinary shares in the capital of the Company at a subscription price of $3 per share (post-
consolidation value) up to and including 30 November 2008 at which time all notes not converted are redeemable 
for cash. 
 
During September 2008 the Group commenced the stockpiling of mineralised rock on the ROM pad for the 
Cibaliung Project. 
 
Other than the matters discussed above, there has not arisen in the interval between the end of the financial year 
and the date of this report any item, transaction or event of a material and unusual nature likely, to affect 
significantly the operations of the Group, the results of those operations, or the state of affairs of the Group, in 
future financial years. 
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Condensed notes to the consolidated interim financial statements 
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16.  Correction of errors in previous financial periods  
 
a. Minority interests 
 
In the June 2007 half-year financial statements the minority interest was incorrectly calculated and therefore the 
attribution of accumulated losses between the shareholders of the Company and the minority interest was 
incorrectly calculated and disclosed. Additionally the attribution of the accumulated losses was not in accordance 
with AASB 127 Consolidated and Separate Financial Statements, paragraph 35, which requires that losses 
attributable to the minority interest cannot exceed the minority interest’s equity investment in the Group. The 
Company reported in the June 2007 financial statements an amount of $101,430 as being the minority interest’s 
share of the Group’s current year loss, whereas the correct amount should have been $Nil.  
 
b. Intercompany balances 
 
An error was also made on the elimination of the intercompany costs capitalised against the Cibaliung Project 
development expenditures, with the effect that the Group loss was overstated by $543,477 and Project 
development costs were understated by a corresponding amount. 
 
The affected financial statement line items for the prior period have been restated, as described above. The 
impact is shown in detail below.  
  

Group 
 
 

Income Statement 

2007 
Restated 

 
$ 

2007 
Variance 

 
$ 

2007 
Previously 
Reported 

$ 
    
Employee expenses (287,473) 397,554 (685,027) 
Depreciation expenses (11,682) 33,664 (45,346) 
Management, administrative and occupancy expenses (708,233) 112,259 (820,492) 
Unrealised foreign exchange gain (loss) (13,358) - (13,358) 
Loss from write-off of Cibaliung decline development costs (8,004,052) - (8,004,052) 
Impairment loss on Cibaliung project development 
expenditure 

 
(10,355,668) 

 
- 

 
(10,355,668) 

Profit on the sale of shares in Castlemaine Goldfields 
Limited 

 
1,767,518 

 
- 

 
1,767,518 

Unrealised loss on fair value movements of derivatives (619,725) - (619,725) 

Profit/(loss) before financing costs (18,232,673) 543,477 (18,776,150) 
Interest revenue 121,359 - 121,359 
Finance expenses (737,303) - (737,303) 

Profit/(loss) before income tax (18,848,617) 543,477 (19,392,094) 
Income tax (expense)/ benefit (763,487) - (763,487) 

Profit/(loss) for the period (19,612,104) 543,477 (20,155,581) 

Equity holders of the Company (19,612,104) 442,047 (20,054,151) 
Minority interest - 101,430 (101,430) 

Profit/(loss) for the period (19,612,104) 543,477 (20,155,581) 
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DIRECTORS’ DECLARATION 
 
 
 
In the opinion of the directors of Arc Exploration Limited: 
 
 
1.  The financial statements and notes set out on pages 6 to 18 are in accordance with the Corporations Act 

2001 including: 
 

(a) giving a true and fair view of the  financial position of the Group as at 30 June 2008 and of its 
performance as represented by the results of its operations and its cash flows for the half-year 
ended on that date; and 

 
(b) complying with Australian Accounting Standard AASB 134 Interim Financial Reporting and the 

Corporations Regulations 2001;  
 
 
2. As disclosed in Note 7 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. 
 
 
 
 
 
_____________________________   
John C. Carlile     
Managing Director    
 
Jakarta, 17th September 2008 






