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PROSPECTUS

This Prospectus has been issued for the following purposes:

o for the offer of 50 Shares at an issue price of $0.02 to raise $1.00;

e to facilitate the secondary trading of any Shares issued during the
Share Offer Period upon the conversion of the Tranche A Notes;

e to facilitate the secondary trading of the Settlement Shares and the
Tranche C Shares;

e for the offers of the Tranches A and B Options and the Tranche B
Notes to Perpetual Corporate; and

e for the offer of the Tranche C Options to the Sophisticated Investors.

The offer for the Shares closes at 5.00pm AWST on 11 February 2010.
The offers for the Tranches A and B Options and Tranche C Options closes
at 5.00pm AWST on 2 December 2009.

The offer for the Tranche B Notes closes at 5.00pm AWST on 25 November
20009.

IMPORTANT NOTICE

This document is important and requires your immediate attention. It
should be read in its entirety. If you do not understand its contents or are
in doubt as to the course you should follow, you should consult your
stockbroker or professional adviser. An investment in the securities
offered by this Prospectus should be considered speculative.
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Lodge Prospectus with ASIC 11 November 2009
Opening date for offer for Shares, Tranches A and B Options, and 11 November 2009
Tranche C Options
Opening date for offer of Tranche B Notes 18 November 2009
Closing date for offer of Tranche B Notes 25 November 2009
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Options
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Options
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Expected allotment of Shares 12 February 2010

*These dates are indicative only. The Directors reserve the right to vary the key dates,
without prior notice and subject to compliance with the Listing Rules.

IMPORTANT NOTICE

This Prospectus is dated 11 November 2009. A copy of this Prospectus was lodged with the ASIC on 11 November 2009.
No responsibility for the contents of this Prospectus is taken by ASIC or the ASX. No applications for the securities will be
accepted nor will the securities be issued on the basis of this Prospectus later than 13 months after the date of this Prospectus.

Except for the Shares, the securities offered pursuant to this Prospectus will not be listed on the ASX.

In preparing this Prospectus regard has been had to the fact that the Company is a disclosing entity for the purposes of the
Corporations Act and that certain matters may reasonably be expected to be known to investors and professional advisers
who investors may consult. No person is authorised to give any information or to make any representation in connection with
the Offers described in this Prospectus. Any information or representation which is not contained in this Prospectus or
disclosed by the Company pursuant to its continuous disclosure obligations may not be relied upon as having been authorised
by the Company in connection with the issue of this Prospectus.

This Prospectus does not constitute an offer or invitation to acquire securities in any place in which, or to any person to
whom, it would not be lawful to make such an offer or invitation. The securities offered under this Prospectus have not been,
and will not be, registered under the applicable securities laws of Canada, Japan, the Republic of Ireland, the Republic of
South Africa or the United States (each a "Restricted Territory") and they may not, subject to certain exceptions, be offered
or sold directly or indirectly within a Restricted Territory or to, or for the account or benefit of any national, citizen or
resident of, a Restricted Territory. The distribution of this Prospectus in other jurisdictions may be restricted by law and
persons who come into possession of this Prospectus should seek advice on and observe any such restrictions. Any failure to
comply with such restrictions may constitute a violation of applicable securities laws.

In accordance with Chapter 6D of the Corporations Act this Prospectus is subject to an Exposure Period of 7 days from the
date of lodgement with ASIC with respect to the Tranche B Notes. This period may be extended by ASIC for a further




period of up to 7 days. The purpose of the Exposure Period is to enable this Prospectus to be examined by market
participants with respect to the Tranche B Notes prior to the raising of funds. If this Prospectus is found to be deficient,
Applications with respect to the Tranche B Notes received during the Exposure Period will be dealt with in accordance with
section 724 of the Corporations Act. Applications with respect to the Tranche B Notes received prior to the expiration of the
Exposure Period will not be processed until after the expiry of the Exposure Period. No preference will be conferred on
Applications with respect to the Tranche B Notes received during the Exposure Period and all Applications received during
the Exposure Period will be treated as if they were simultaneously received on the opening date of the Offer with respect to
the Tranche B Notes.
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Section 1 DETAILS OF THE OFFERS

1.1

Purposes of this Prospectus
This Prospectus has been issued for the following purposes:
(a) for the offer of 50 Shares at an issue price of $0.02 to raise $1.00;

(b) to facilitate the secondary trading of any Shares issued during the Share Offer
Period upon the conversion of the Tranche A Notes;

(©) to facilitate the secondary trading of the Settlement Shares and the Tranche C
Shares;

(d) for the offers of the Tranches A and B Options and the Tranche B Notes to
Perpetual Corporate Trust Limited ABN 99 000 341 533 in its capacity as
custodian of the LinQ Resources Fund and as agent for LinQ Capital Limited
in its capacity as responsible entity of the LinQ Resources Fund ("Perpetual
Corporate"); and

(e) for the offer of the Tranche C Options to the Sophisticated Investors.

In the past 12 months, the Company has sought funding through a variety of means as
its faced financial difficulties in the face of the deterioration of the global financial
markets. As a result, the Company's securities have spent much of this period
suspended from quotation on the ASX. The Company's securities were first
suspended from quotation on the ASX on 31 October 2008 at the request of the
Company. The securities were briefly reinstated on 10 March 2009. On 11 March
2009 the Company again requested that it be placed in a trading halt and the
Company's securities have been suspended since then to the date of this Prospectus.

Secondary Trading of Shares issued upon exercise of the Tranche A Notes

The Company entered into a note subscription agreement ("Tranche A and Tranche
B Agreement") with Perpetual Corporate and LinQ Capital Limited (as responsible
entity of the LinQ Resources Fund) ("LinQ Capital") on 15 July 2009 pursuant to
which the Company agreed to issue to Perpetual Corporate:

(1) 58,000,000 secured converting notes at an issue price of $0.005 each
("Tranche A Notes");

(i) 142,000,000 secured converting notes at an issue price of $0.005 each
("Tranche B Notes"); and

(i) 50,000,000 Options, each with an exercise price of $0.01 and an expiry
date of 3 years from the date of issue ("Tranches A and B Options").

The Tranche A Notes were issued on 4 August 2009.

The Company did not issue the Tranche A Notes with the purpose of the persons to
whom they were issued selling or transferring their securities, or granting, issuing or
transferring interests in, those securities. However, the Board considers that such



persons that have been issued the Tranche A Notes should be entitled, should they
wish, to on-sell their Tranche A Notes prior to the expiry of 12 months after their issue

The issue of this Prospectus permits any Shares issued during the Offer Period upon
the conversion of the Tranche A Notes to be on-sold within 12 months of their issue
without the issue of a disclosure document as may otherwise be required under the
Corporations Act.

LinQ Capital have indicated to the Company that they intend to convert the Tranche A
Notes into Shares during the Share Offer Period. 58,000,000 Shares will be issued
upon conversion of all the Tranche A Notes.

The Tranche B Notes and the Tranches A and B Options have not been issued, and are
offered pursuant to this Prospectus as outlined further below.

Secondary Trading of Tranche C Shares

The Company has also entered into a note subscription agreement ("Tranche C
Agreement") with various sophisticated investors ("Sophisticated Investors") on
14 September 2009 pursuant to which the Company agreed to issue to the
Sophisticated Investors:

(1) 180,000,000 converting notes at an issue price of $0.005 each
("Tranche C Notes"); and

(i1) 90,000,000 Options each with an exercise price of $0.01 and an expiry
date of 3 years from the date of grant ("Tranche C Options").

The terms of the Tranche C Agreement provided for the Tranche C Notes to
automatically convert into Shares upon shareholder approval which was obtained at
the Company's 2009 Annual General Meeting held on 27 October 2009. Accordingly,
180,000,000 Shares were issued to the Sophisticated Investors ("Tranche C Shares").

This Prospectus has been issued to facilitate secondary trading of the Tranche C
Shares as these Shares were issued without disclosure under Part 6D.2 of the
Corporations Act. A prospectus is required under the Corporations Act to enable the
Sophisticated Investors to on-sell those Tranche C Shares within 12 months of their
issue.

The Company did not issue the Tranche C Shares with the purpose of the persons to
whom they were issued selling or transferring their securities, or granting, issuing or
transferring interests in, those securities. However, the Board considers that such
persons that have been issued the Tranche C Shares should be entitled, should they
wish, to on-sell their Tranche C Shares prior to the expiry of 12 months after their
issue.

The Tranche C Options have not been issued, and are offered pursuant to this
Prospectus as outlined further below.



Secondary Trading of Settlement Shares

The Company has issued a total of 161,685,161 Shares to various creditors
("Creditors") of the Company as follows:

e 17,881,801 shares to Voyager Rentals Ltd;

o 4,455,769 shares to Geotech Airborne Ltd;

e 19,036,140 shares to New Resolution Geophysics;

e 2.955,934 shares to Australian Laboratory Services Pty Ltd;

e 9,515,790 shares to Genalysis Laboratory Services Pty Ltd;

e 55,841,935 shares to Maxidrill Zambia Pty Ltd and Maxidrill Pte Ltd;

o 28,139,565 shares Mid Continent Drilling Company T/as Stanley Mining
Services Zambia; and

o 23.858,227 shares to Titeline Drilling Zambia Ltd,
(collectively the "Settlement Shares").

The Settlement Shares were issued at a deemed issue price of $0.02, and were issued
as consideration for the extinguishment of debts owed to the Creditors ("Settlement").

This Prospectus has been issued to facilitate secondary trading of the Settlement
Shares as these Shares were issued without disclosure under Part 6D.2 of the
Corporations Act. A prospectus is required under the Corporations Act to enable the
Creditors to on-sell those Settlement Shares within 12 months of their issue.

The Company did not issue the Settlement Shares with the purpose of the persons to
whom they were issued selling or transferring their securities, or granting, issuing or
transferring interests in, those securities. However, the board of the Company
considers that such persons that have been issued the Settlement Shares should be
entitled, should they wish, to on-sell their Settlement Shares prior to the expiry of 12
months after their issue.

Offers
This Prospectus has been issued for the following offers:
(1) for the offer of 50 Shares at an issue price of $0.02 to raise $1.00;
(il))  the offer of the Tranche B Notes to Perpetual Corporate;
(i)  the offer of the Tranches A and B Options to Perpetual Corporate; and
(iv)  the offer of the Tranche C Options to the Sophisticated Investors.

(collectively the "Offers").



1.2

1.3

The purposes of the Offers are to:
(a) raise $1.00 from the issue of 50 Shares;

(b)  permit Perpetual Corporate and the Sophisticated Investors to on-sell their
Tranche B Notes, Tranches A and B Options or Tranche C Options (as
applicable) within 12 months of their issue without the issue of a disclosure
document as may otherwise be required under the Corporations Act. The
Tranche B Notes may only be transferred to a person or persons meeting the
requirements of section 708(8) (Sophisticated investors) or section 708(11)
(Professional investors) of the Corporations Act; and

(©) permit Shares issued upon the conversion of any of the Tranche A Notes, B or
C Notes, or the exercise of the Tranches A and B Options or Tranche C
Options, to be on-sold within 12 months of their issue without the issue of a
disclosure document as may otherwise be required under the Corporations Act.

The Company is not issuing the Shares, the Tranche B Notes, the Tranches A and B
Options or the Tranche C Options with the purpose of the persons to whom they were
issued selling or transferring their securities, or granting, issuing or transferring
interests in, those securities. However, the Board considers that such persons that
have been issued the Shares, the Tranche B Notes, the Tranches A and B Options or
the Tranche C Options should be entitled, should they wish to on-sell their Tranche B
Notes, Tranches A and B Options or Tranche C Options prior to the expiry of 12
months after their issue.

Use of Funds

The funds raised will be applied towards the following:
(a) funding the costs of this Prospectus; and

(b) working capital purposes.

The application of the $710,001 raised under the Offers (for the issue of the Tranche B
Notes) is summarised as follows:

Use of Funds Amount (%)
Expenses of this Prospectus $15,010
Working Capital Purposes $694,991
TOTAL $710,001

Opening and Closing Dates

The offer of the Shares will open for acceptances at 9:00am AWST on 11 November
2009 and close at 5:00pm AWST on 11 February 2010 or such later date as the
Directors, in their absolute discretion and subject to compliance with the Listing
Rules, may determine ("Share Offer Period").

The offer of the Tranches A and B Options and the Tranche C Options will open for
acceptances at 9:00am AWST on 11 November 2009 and close at 5:00pm AWST on 2



1.4

1.5

1.6

December 2009 or such later date as the Directors, in their absolute discretion and
subject to compliance with the Listing Rules, may determine.

The offer of the Tranche B Notes will open for acceptances at 9:00am AWST on 18
November 2009 and close at 5:00pm AWST on 25 November 2009 unless the
Exposure Period is extended by ASIC. In this case, the offer would open on 25
November 2009 and close on 2 December 2009.

Brokerage and Commission
No brokerage or stamp duty will be payable.
Applications

Only persons from whom Applications are specifically invited pursuant to this
Prospectus are eligible to apply for the Shares, the Tranche B Notes, the Tranches A
and B Options or the Tranche C Options. The number of Shares, Tranche B Notes,
Tranches A and B Options or Tranche C Options for which each person is entitled to
apply is specified on the personalised Application Form accompanying this
Prospectus.

Completed Application Forms must be accompanied by the application monies (if
applicable) and lodged in person or by post with the Company at:

Delivered to Or by post to

Zambezi Resources Limited Zambezi Resources Limited
17 Ord Street PO Box 1796

WEST PERTH WA 6005 WEST PERTH WA 6872

not later than:

e 5.00pm AWST on 24 November 2009 or such later date as the Directors advise
in respect of the offer of the Tranche B Notes;

e 5.00:pm AWST on 2 December 2009 or such later date as the Directors advise
in respect of the offer of the A and B Options and the Tranche C Options; and

e 5:00pm AWST on 11 February 2010 or such later date as the Directors advise
in respect of the offer of Shares.

Cheques should be made payable to "Zambezi Resources Limited" and crossed "Not
Negotiable".

Issue of Securities

The Tranche B Notes are expected to be issued by no later than 26 November 2009,
the Tranches A and B Options, and the Tranche C Options are expected to be issued
by no later than 3 December 2009 and the Shares are expected to be issued by no
later than 12 February 2010. These dates are indicative only. The Directors reserve
the right to vary these dates, without prior notice and subject to compliance with the
Listing Rules.



1.7

1.8

1.9

1.10

A completed and lodged Application Form constitutes a binding and irrevocable
application for the number of Shares, Tranche B Notes, Tranches A and B Options or
Tranche C Options (as applicable) specified in the relevant Application Form. The
Application Form does not need to be signed to be a binding application.

If the Application Form is not completed correctly it may still be treated as a valid
application. The Directors' decision whether to treat the application as valid and how
to construe, amend and/or complete the Application Form is final.

ASX Listing
The Shares will be listed on the ASX.

The Tranche B Notes, Tranches A and B Options and Tranche C Options will not be
listed on the ASX.

No Issue of Securities after 13 months

No Shares, Tranche B Notes, Tranches A and B Options and Tranche C Options will
be allotted or issued on the basis of this Prospectus later than 13 months after the date
of this Prospectus.

Overseas Investors

This Prospectus does not constitute an offer in any place in which, or to any person to
whom it would not be lawful to make such an offer.

Market Prices of Shares on ASX

The Company has been suspended from trading on the ASX since 31 October 2008
(with a brief return to trading from 10 March 2009 to 15 March 2009). Accordingly,
the highest and lowest closing market sale prices of Shares on ASX during the
3 months immediately preceding the date of this Prospectus and the latest available
market sale price of Shares on ASX immediately before the date of issue of this
Prospectus was $0.02 on 16 March 20009.

Data Protection and Privacy

The Company collects information about each applicant from the Application Form
for the purposes of processing the application and, if the application is successful, to
administer the applicant's security holding in the Company.

By submitting an Application Form, each applicant agrees that the Company may use
the information in the Application Form for the purposes set out in this privacy
disclosure statement and may disclose it for those purposes to the share registry, the
Company's related bodies corporate, agents, contractors and third party service
providers, (including mailing houses), the ASX, ASIC and other regulatory authorities.

If an applicant becomes a security holder of the Company, the Corporations Act
requires the Company to include information about the security holder (name, address
and details of the securities held) in its public register. This information must remain
in the register even if that person ceases to be a security holder of the Company.



1.12

Information contained in the Company's registers is also used to facilitate distribution
payments and corporate communications (including the Company's financial results,
annual reports and other information that the Company may wish to communicate to
its security holders) and compliance by the Company with legal and regulatory
requirements.

If you do not provide the information required on the Application Form, the Company
may not be able to accept or process your application.

Perpetual Disclaimer

Perpetual Corporate’s role is limited to holding assets of the Linq Resources Fund as
agent of LinQ Capital Limited. Perpetual Corporate has no supervisory role in relation
to the operation of the LinQ Resources Fund or Zambezi Resources Limited and is not
responsible for protecting your interests. Perpetual has no liability or responsibility to
you for any act done or omission made in accordance with the terms of the Custody
Agreement between LinQ Capital Limited and Perpetual Corporate Trust Limited
dated 11 October 2004.
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Section 2 CAPITAL STRUCTURE AND EFFECT OF THE OFFERS

2.1

2.2

Principal Effects

The principal effects of the Offers (assuming full subscription) are:

(a) the Company’s cash funds will increase by

$710,001 less expenses of the

Offers, which are estimated to be approximately $15,010; and

(b) the Company will issue the Shares, the Tranche B Notes, the Tranches A and B

Options and the Tranche C Options.
Consolidated Balance Sheet and Capital Structure

Capital Structure of the Company

The pro-forma capital structure of the Company following the Offers (assuming full
subscription) pursuant to this Prospectus is set out below:

Issued Capital Number

Existing ordinary Shares on issue 568,566,965
Shares offered for subscription pursuant to this 50
Prospectus

Total Shares on issue after completion of the 568.567.015
Offers

Existing converting notes on issue 58,000,000
ConYertlng notes offered for subscription pursuant 142,000,000
to this Prospectus

Total converting notes on issue after issue of

Tranche B Notes' 200,000,000
Existing unquoted Options on issue 6,570,0002
Options offered for subscription pursuant to this 140,000,000
Prospectus

Total Number of Options on issue after

completion of the Offers 146,570,000

1 . . .
Assuming no converting notes are converted into
Period.

*The terms of these Options are as follows:

Shares during the Share Offer

Number Exercise price Expiry date
500,000 £0.20 23 December 2009
140,000 £0.175 10 June 2010

1,000,000 £0.16 22 June 2010
1,850,000 £0.13 31 March 2011
3,080,000 £0.20 31 August 2011

11




As note in Section 1.1, LinQ Capital have indicated to the Company that they intend to
convert the Tranche A Notes into Shares during the Share Offer Period. The pro-
forma capital structure of the Company following the Offers (assuming full
subscription, and assuming all the Tranche A Notes are converted into Shares during
the Share Offer Period) pursuant to this Prospectus is set out below:

completion of the Offers

Issued Capital Number

Existing ordinary Shares on issue 568,566,965
Shares offered for subscription pursuant to this 50
Prospectus

Shares issued upon conversion of Tranche A Notes 58,000,000
Total Shares on issue 626,567,015
Convertible nqtes offered for subscription 142,000,000
pursuant to this Prospectus

Total convertible notes on issue after completion

of the Offers' 142,000,000
Existing unquoted Options on issue 6,570,000
Options offered for subscription pursuant to this 140,000,000
Prospectus

Total Number of Options on issue after 146,570,000

' Assuming no converting notes are converted into Shares during the Share Offer

Period.

Unaudited Pro-Forma Consolidated Balance Sheet

The following is a pro-forma unaudited consolidated balance sheet of the Company as

at 31 March 2009, adjusted to reflect:
i. the Offers to raise $710,001; and

ii. costs of the Offers of $15,010.

12




UNAUDITED PRO-FORMA CONSOLIDATED BALANCE SHEET

REFLECTING PROPOSED OFFERS

31 March 2009 31 October
Audited Annual 2009
Financial Unaudited
Statements Pro-forma
Note (AUD) (AUD)
ASSETS
NON-CURRENT ASSETS
Property, plant and equipment - -
Capitalised exploration expenditure 5,117,189 5,117,189
Investments 8,907 8,907
TOTAL NON-CURRENT ASSETS 5,126,096 5,126,096
CURRENT ASSETS
Cash and cash equivalents (b) 342,218 1,685,114
Trade and other receivables 204,775 204,775
Prepayments 20,265 20,265
Inventories - -
TOTAL CURRENT ASSETS 567,258 1,910,154
TOTAL ASSETS 5,693,354 7,036,250
CURRENT LIABILITIES
Trade and other payables (©) 3,150,359 281,426
Provisions 441,946 441,946
Tax Liability 493,686 493,686
TOTAL CURRENT LIABILITIES 4,085,991 1,217,058
NON CURRENT LIABILITIES
Convertible Notes - 1,000,000
TOTAL NON CURRENT LIABILITIES - 1,000,000
TOTAL LIABILITIES 4,085,991 2,217,058
EQUITY
Issued Capital (b) 4,123,929 7,907,873
Share Premium 38,412,114 38,412,114
Currency translation reserve 920,992 920,992
Options and warrants account 2,012,901 2,012,901
Asset revaluation reserve - -
Accumulated Losses (43,862,573) (44,434,688)
TOTAL EQUITY 1,607,363 4,819,192
Total Equity and Liabilities 5,693,354 7,036,250
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NOTES TO THE UNAUDITED PRO-FORMA CONSOLIDATED BALANCE SHEET

1. The above pro-forma consolidated balance sheet is based on the audited financial statements at
31 March 2009 in AUD terms adjusted for:

(a) The annual accounts are reported in GBP. For the purposes of this Prospectus an
exchange rate of GBP to AUD of 1.8177 was used to convert all amounts to AUD;

(b) Cash and cash equivalents have been issued adjusted to reflect the amounts raised
under the offer of $710,001 less expenses of $15,010;

(c) Trade and other payables have been reduced by AUD$2,883,943 ((£1,586,589 @
1.8177) to reflect the Settlement Shares in lieu of cash payments;

(d) Prior to this Prospectus the Company received $1,190,000 from the issue of the
Tranches A and C Notes. Of the cash received, $517,105 has been used to settle
outstanding creditors and ongoing operational expenses; and

(e) the unaudited consolidated balance sheet has been prepared consistent with the

Accounting Standards adopted by the Company in preparing the Audited Annual
Financial Statements dated 31 March 2009.
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Section 3 RISK FACTORS

3.1

3.2

Introduction

The risk factors which should be taken into account in assessing the Company’s
activities and investment in the Company include, but are not necessarily limited to,
those set out below. Prospective investors should carefully consider the following
factors, among others, affecting the proposed activities of the Company prior to
making an investment therein, as well as other matters set forth elsewhere in this
document. The exploration and development of natural resources is a speculative
activity that involves a high degree of financial risk. An investment in the Company
may not be suitable for all recipients of this document.

The following summary, which is not exhaustive, represents some of the major risk
factors which potential investors need to be aware of.

Risk Factors
(a) General Economic Risks

Share market conditions, particularly those affecting mining and exploration
companies, may affect the ultimate value of the Company’s share price
regardless of operating performance.

The price of copper and gold is influenced by physical and investment demand
and supply.  Fluctuations in the copper and gold prices may influence
individual projects in which the Company has an interest.

The Company could be affected by unforeseen events outside its control
including, inter alia, natural disasters, terrorist attacks and political unrest
and/or government legislation or policy, particularly in connection with
environmental issues which may interrupt or prevent exploration, mine
development or production operations.

General economic conditions may affect interest rates and inflation rates.
Movements in these rates will have an impact on the Company’s cost of
financing.

(b) Trading and Liquidity in the Company's Securities

An investment in the securities of the Company is highly speculative and
subject to a high degree of risk and only those who can bear the risk of the
entire loss of their investment should invest.

Each prospective investor should view his investment in securities of the
Company as a long-term investment and should not consider such investment
unless he is certain he will not have to liquidate his investment for an indefinite
period of time.

Investors may realise less than their original investment, or sustain a total loss
of their investment.

15
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(d)

Raising of Future Funds and Growth of the Company

The Company will require additional financial resources to continue funding
its future plans. Therefore the Company may need to raise additional funds
through public or private financing. No assurance can be given that any such
additional financing will be available or that, if available, it will be available
on terms favourable to the Company or its shareholders.

Notwithstanding statutory subscription rights, if additional funds are raised
through the issue of equity securities, the percentage ownership of then current
shareholders of the Company may be reduced and such securities may have
rights, preferences or privileges senior to those of the holders of the
Company’s Shares.

If adequate funds are not available to satisfy either short or long-term capital
requirements, the Company may be required to limit its operations
significantly.

There can be no assurance that the Company will be able to manage effectively
the expansion of its operations or that the Company’s current personnel,
systems, procedures and controls will be adequate to support the Company’s
operations. Any failure of management to manage effectively the Company’s
growth and development could have a material adverse effect on the
Company’s business, financial condition and results of operations.

The Company’s future results will depend in part on management’s ability to
manage growth, which will require, among other things, continued
development of the Company’s financial and management controls, and its
ability to expand, manage and train its employee base. There is no certainty
therefore that all or, indeed, any of the elements of the Company’s current
strategy will develop as anticipated and that the Company will be profitable.

The Company is highly dependent on the Directors. Whilst the Board has
sought to and will continue to ensure that Directors and any key employees are
appropriately incentivised, their services cannot be guaranteed. The continued
involvement of key employees, consultants and Directors is not assured, and
the loss of their services to the Company may have a material adverse effect on
the performance of the Company.

Exploration and Production Risks

Exploration and production involve a high degree of risk and may be hampered
by mining, heritage, community and environmental legislation, industrial
disputes, cost overruns, land claims and compensation, geological,
geotechnical and seismic factors, weather conditions and other unforeseen
events which are beyond the control of the Company.

The success of the Company also depends on the delineation of economically

minable reserves, access to required development capital, movements in the
price of copper and gold, securing and maintaining title to its exploration

16



(e)

®

tenements and obtaining all consents and approvals necessary for the conduct
of its exploration and mining activities.

The Company's success is also dependent upon it being able to adequately
attract resources and competent joint venture partners to assist the Company in
its exploration strategy and the development of any economically viable
reserves.

Exploration may be unsuccessful, resulting in a reduction of the value of those
tenements, diminution in the cash reserves of the Company and possible
relinquishment of the exploration tenements.

Whether or not income will result from projects undergoing exploration,
development and production programmes depends on successful establishment
of mining operations.  Factors including costs, actual mineralisation,
consistency and reliability of ore grades, and mineral prices affect successful
project development, as does the design and construction of efficient
processing facilities, competent operation and management and prudent
financial administration, including the availability and reliability of
appropriately skilled and experienced consultants.

Joint Venture Risk

The Directors are unable to predict the risk of financial failure, non compliance
with obligations or default by a participant in any joint venture to which the
Company is, or may become, a party.

The Company is party to two joint venture agreements, with Glencore
International AG of Switzerland, and with Lithic Metals.

Environmental Risk

The Company's Zambezi tenement, which contains the Chakwenga gold
prospect, the Kangaluwi-Chisawa copper project and part of the Cheowa-
Neningombwe prospect, falls within the Lower Zambezi National Park. The
Zambian government allows exploration in both National Parks and Game
Management Areas. The progression from a Prospecting Licence to a Mining
Licence requires the provision of an Environmental Management Plan
("EMP") and an Environmental Impact Statement ("EIS"). It is expected that
the granting of a Mining Licence within the National Park will require a more
rigorous environmental assessment process prior to a mine permit being
granted. The Directors accordingly consider prospects contained within the
National Parks to have an inherently higher environmental risk than the
remaining tenements.

Exploration and production activities have become subject to increasing
environmental responsibility and liability. The Company will seek to operate
in accordance with the highest standards of environmental practice, however,
the potential for liability is an ever present risk.
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Environmental legislation may change in a manner that may require stricter
standards and a heightened degree of responsibility for companies and their
directors and employees. There may also be unforeseen environmental
liabilities resulting from exploration and mining activities and these problems
and liabilities may be costly to remedy.

The Company, as a participant in mining activities, may become subject to
liability from hazards that cannot be insured against or against which it may
elect not to be insured because of high premium costs or other reasons. The
Company may incur liabilities to third parties (in excess of any insurance
cover) arising from pollution or other damage or injury.

The Company is currently mitigating against this aspect of risk by undertaking
stakeholder negotiations which includes liaison with non government donor
organisations and related government organisations.

Country Risk

Zambezi’s assets are located in Zambia, which introduces both sovereign and
Zambian domestic economic risk issues to investors investing in the
Company’s Shares. Investors in Zambezi should however be aware of the
specific country risk issues associated with Zambia.

HIV/AIDS is prevalent in eastern and southern Africa.  As a Zambian
operating company, Zambezi will be exposed to the risks associated with
operating in such an environment. The Company has an active awareness
programme and participates in local HIV/AIDS awareness campaigns.

Enforcement of Judgments

As the Company is a Bermuda exempted company, the rights of shareholders
will be governed by Bermuda law and the Company’s Memorandum of
Association and Bye-laws. The rights of shareholders under Bermuda law may
differ from the rights of shareholders of companies incorporated in other
jurisdictions. All of the Company’s assets are located outside of Australia. As
a result, it may be difficult for investors to effect service of process in Australia
or to enforce in Australia judgments obtained in Australian courts against the
Company or those persons who may be liable under Australian law. The
current position with regard to enforcement of judgments in Bermuda is set out
below but this may be subject to change.

A final and conclusive judgment of a foreign court against the Company, under
which a sum of money is payable (not being a sum of money payable in
respect of taxes or other charges of a like nature, in respect of a fine or other
penalty, or in respect of multiple damages as defined in The Protection of
Trading Interests Act 1981) may be enforceable in Bermuda if the foreign
court is situated in a country to which The Judgments (Reciprocal
Enforcement) Act 1958 (the "1958 Act") applies. The procedure provided for
in the 1958 Act must be followed if the 1958 Act applies. The 1958 Act
applies to Australia. Under the 1958 Act, a judgment obtained in the superior
courts of a territory to which it applies would be enforced by the Supreme
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Court of Bermuda without re-examination of the merits of the case provided
that:

(a)  the judgment is final and conclusive, notwithstanding that an appeal
may be pending against it or it may still be subject to an appeal in such
country;

(b)  the judgment has not been given on appeal from a court which is not a
superior court; and

(©) the judgment is duly registered in the Supreme Court of Bermuda in
circumstances in which its registration is not liable thereafter to be set
aside.

Under Section 3(4) of the 1958 Act, the registration of such a court's judgment
in the Supreme Court of Bermuda involves the conversion of the judgment
debt into Bermuda dollars as of the date of the foreign court's judgment, but
the BMA has indicated that its present policy is to give the consents necessary
for any Bermuda dollar award made by the Supreme Court of Bermuda as
aforesaid to be recovered in external currency.

Where the 1958 Act does not apply, a final and conclusive judgment of a
competent foreign court under which a sum of money is payable (not being a
sum payable in respect of taxes or other charges of a like nature, in respect of a
fine or other penalty, or in respect of multiple damages as defined in The
Project of Trading Interests Act 1981 may be the subject of enforcement
proceedings in the Supreme Court of Bermuda under the common law doctrine
of obligation by action on the debt evidenced by the judgment of such
competent foreign court. A final opinion as to the availability of this remedy
should be sought when the facts surrounding the foreign court's judgment are
known, but, on general principles, we would expect such proceedings to be
successful provided that:

(a)  the court which gave the judgment was competent to hear the action in
accordance with private international law principles as applied in
Bermuda; and

(b)  the judgment is not contrary to public policy in Bermuda, has not been
obtained by fraud or in proceedings contrary to natural justice and is not
based on an error in Bermudan law.

Enforcement of such a judgment against assets in Bermuda may involve the
conversion of the judgment debt into Bermuda dollars, but the BMA has
indicated that its present policy is to give the consents necessary to enable
recovery in the currency of the obligation.

No stamp duty or similar or other tax or duty is payable in Bermuda on the

enforcement of a foreign judgment. Court fees will be payable in connection
with proceedings for enforcement.
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BMA Approval

The consent of the BMA is required for all issues of shares to persons who are
non-residents of Bermuda for exchange control purposes. The BMA’s consent
is also required for subsequent transfers of issued shares of the Company.
Pursuant to the Notice of the Public issued by the BMA on 1 June 2005 (the
"General Permission"), general permission has been given for the issue and
subsequent transfer of any securities of a company where any of its "Equity
Securities" are listed on an "Appointed Stock Exchange", which includes ASX,
where "Equity Security" means a share which entitles the holder to vote for or
appoint one or more directors or a security which by its terms is convertible
into a share which entitles the holder to vote for or appoint one or more
directors. Approvals or permissions given by the BMA do not constitute a
guarantee by the BMA as to the Company's performance or credit worthiness.
Accordingly, in giving such consent or permissions, the BMA shall not be
liable for the financial soundness, performance or default of the Company's
business or for the correctness of any opinions or statements expressed in this
document.

Legislative Changes

Changes in government regulations and policies in Zambia, Bermuda or
elsewhere may adversely affect the financial or other performance of the
Company.

Retention of Key Business Relationships

The Group relies significantly on strategic relationships with other entities and
also on good relationships with regulatory and governmental departments.
The Group also relies upon third parties to provide essential contracting
services.  There can be no assurance that its existing relationships will
continue to be maintained or that new ones will be successfully formed and the
Group could be adversely affected by changes to such relationships or
difficulties in forming new ones. Any circumstance, which causes the early
termination or non-renewal of one or more of these key business alliances or
contracts, could adversely impact the Group, its business, operating results and
prospects.

Various aspects of the Company’s future performance and profitability are
dependent on the outcome of future negotiations with third parties. The
Group’s interests may in future be held in a joint venture and, in some cases, a
joint venture partner may be the manager of the joint venture. In these
situations the joint venture decision may not accord with the Group’s stated
plan. Currently the Company has in place contracts with drillers, transport
groups and laboratories to facilitate and maintain a level of operations with
regard to planned exploration.

Licences

While the Directors have no reason to believe that the existence and extent of
any of the Group's properties are in doubt, title to mining properties is subject
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to potential litigation by third parties claiming an interest in them. The
Directors have identified thirty Small Scale Mining Leases ("SML") and one
Large Small Scale Mining Leases ("LSML") within the Zambezi tenement
portfolio. The total area of the identified SMLs is less than 1% of the total
tenement area held by Zambezi, and no SMLs have been identified within
Zambezi’s major project areas at Cheowa and Kangaluwi. The Directors
maintain a policy of continuing to review and monitor Small Scale Mining
Licences and their effect on day to day operations.

The failure to comply with all applicable laws and regulations, including
failures to pay taxes, meet minimum expenditure requirements, or carry out
and report assessment work, may invalidate title to portions of the properties
where the mineral rights are not held by the Group.

The Group might not be able to retain its licence interests when they come up
for renewal.

Indigenous and Native Title Issues

The Zambian Mines Act deals with native title under which there are
restrictions with respect to local activities. Certain parts of the Company’s
prospecting areas are actively farmed and may fall within this definition of
local activities.

Currency Risk

Any future income from mineral sales may be subject to exchange rate
fluctuations and become subject to exchange control or similar restrictions.
The Company expects to report its financial results in pound sterling although
part of its business may be conducted in other currencies. As a result, it will be
subject to foreign currency exchange risk due to exchange rate movements
which will affect the Company's transaction costs and the translation of its
results.

Company Tax Status

The Company is registered and domiciled in Bermuda. While the Directors do
not expect the Company will be taxed in Australia or the UK or elsewhere as a
public company, this may not be the case.

No Takeover Protection

As the Company is registered in Bermuda, Chapter 6 of the Corporations Act
does not apply to the Company. As a result, any takeover offer for the
Company or consolidation of control in the Company will not be regulated by
Chapter 6 of the Corporations Act or any other takeover regime.

Forward Looking Statements

This document contains forward looking statements, including, without

limitation, statements containing the words "believe", "anticipated", "expected"
and similar expressions. Such forward looking statements involve unknown
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risk, uncertainties and other factors which may cause the actual results,
financial condition, performance or achievement of the Company, or industry
results to be materially different from any future results, performance or
achievements expressed or implied by such forward looking statements.
Factors that might cause such a difference include, but are not limited to, those
set out in this Section 3. Given these uncertainties, investors are cautioned not
to place any undue reliance on such forward looking statements. To the extent
lawfully permitted, the Company disclaims any obligations to update any such
forward looking statements in this Prospectus to reflect future events or
developments.

Speculative Nature of Investment

The above list of risk factors ought not to be taken as exhaustive of the risks faced by
the Company or by investors in the Company. The above factors, and others not
specifically referred to above, may in the future materially affect the financial
performance of the Company and the value of the securities offered under this
Prospectus.

Therefore, the securities to be issued pursuant to this Prospectus carry no guarantee
with respect to the payment of dividends or return of capital and the securities carry no
guarantee with respect to the market value of such securities.

Investors should consider that the investment in the Company is speculative and

should consult their professional advisers before deciding whether to apply for
securities under the Offers.
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Section 4 ADDITIONAL INFORMATION

4.1

4.2

4.3

Legal Framework of this Prospectus

The Company is a "disclosing entity" under the Corporations Act and is subject to the
regime of continuous disclosure and periodic reporting requirements. Specifically, the
Company is subject to the Listing Rules which require continuous disclosure to the
market of any information possessed by the Company which a reasonable person
would expect to have a material effect on the price or value of its securities.

Applicability of Corporations Act

As a "disclosing entity", the Company has issued this Prospectus in accordance with
section 713 of the Corporations Act applicable to prospectuses for an offer of
securities which are either converting notes which convert into, or which are options to
acquire, quoted enhanced disclosure ("ED") securities that were quoted ED securities
at all times in the 3 months before the issue of this Prospectus.

Having taken such precautions and having made such enquiries as are reasonable, the
Company believes that it has complied with the provisions of the Listing Rules as in
force from time to time which apply to disclosing entities, and which require the
Company to notify ASIC of information available to the stock market conducted by
ASX, throughout the 3 months before the issue of this Prospectus.

The ASX maintains files containing publicly disclosed information about all listed
companies. The Company's file is available for inspection at ASX in Perth during
normal working hours. In addition, copies of documents lodged by, or in relation to,
the Company with ASIC may be obtained from, or inspected at, any regional office of
ASIC.

The Shares underlying the Tranche B Notes, Tranches A and B Options and Tranche
C Options to be issued under this Prospectus, and the Shares are in respect of a class of
shares that were continuously quoted securities at all times in the 3 months before the
issue of this Prospectus.

Information Available to Shareholders

The Company will provide a copy of each of the following documents, free of charge,
to any investor who so requests during the application period under this Prospectus:

(a) the Annual Report for the Company for the period ending 31 March 2009; and

(b) the following documents used to notify ASX of information relating to the
Company during the period after lodgement of the Annual Report of the
Company for the period ending 31 March 2009 and before the issue of this
Prospectus:

Date Description of ASX Announcement

11 November 2009 Appendix 3B

9 November 2009 Board Changes
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9 November 2009

Final Director's Interest Notice

30 October 2009 Quarterly Report Appendix 5B
28 October 2009 Results of Annual General Meeting
14 October 2009 Notice of Annual General Meeting/Proxy Form

15 September 2009

Board Changes

14 September 2009 | Appendix 3B

11 September 2009 | Expiry of Quoted Options

10 September 2009 Interim Funding Agreement
21 August 2009 Board Changes

10 August 2009 Appendix 3B - Corrected

7 August 2009 Initial Director's Interest Notice

7 August 2009 Final Director's Interest Notice

7 August 2009 Funding Agreement and Board Changes
6 August 2009 Appendix 3B

Rights Attaching to Tranches A and B Options and Tranche C Options

The rights attaching to the Tranches A and B Options and the Tranche C Options are
as follows:

(a)

(b)
(©

(d)

(®)

®

9]

Each Option allows the holder to subscribe for one Share in accordance with
these terms and conditions.

The exercise price of each Option is A$0.01 ("Exercise Price").

If the holder exercises a Option, then the Company must issue a Share to the
holder, free of any encumbrance or other third party rights on the terms set out
in these terms and conditions.

Options are exercisable at any time and from time to time prior to 5 pm Perth
(AWST) time on the date that occurs 3 years from their date of issue ("Expiry
Date") by lodging at the office of the Company an exercise notice ("Exercise
Notice") accompanied by the payment of the purchase price for the Options
(being the Exercise Price multiplied by the number of Options the subject of
the Exercise Notice ("Purchase Price")).

There are no participating rights or entitlements inherent in the Options until
those Options are exercised and Shares are issued in accordance with these
terms and conditions.

In the event of any reorganisation (including consolidation, subdivision,
reduction, cancellation or return) of the issued capital of the Company, the
Options are to be reorganised in a manner required by the Listing Rules on a
reorganisation of capital (irrespective of whether the Company is or is not
listed).

Shares allotted and issued pursuant to the exercise of Options will be allotted
and issued by the Company within 10 days after receipt by the Company of
both a properly executed Exercise Notice in accordance with paragraph 4.4(d)
above and payment of the Purchase Price for those Shares. The Company will
also issue within this period a replacement Option Certificate to the holder for
the balance of any unexercised Options.
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Application will not be made to the ASX for official quotation of the Options.

All Shares issued upon exercise of any Option will rank pari passu in all
respects with the Company’s then issued Shares and will be entitled to all
dividends declared by the Board in respect of shares of the same class as the
Shares after the day the Company has received an Exercise Notice and has
received all of the Purchase Price.

The Company will apply within 3 days of the holder having exercised any
Options (or earlier if required by the Listing Rules) for official quotation with
the ASX for all Shares issued upon exercise of any such Options.

The Company will give the holder at least 20 Trading Days (as that term is
defined in the Listing Rules) written notice for any new issues of Shares or
other securities of the Company which is being extended to all shareholders of
the Company before the record date for determining entitlements to the issue in
accordance with the Listing Rules ("Record Date").

The holder will be entitled to participate in new securities offered to all
shareholders in the Company to the extent that it has exercised its Options prior
to the Record Date for the new issue.

If there is a bonus issue to holders of Shares prior to the Expiry Date, the
number of Shares over which Options are exercisable will be increased in
accordance with Listing Rule 6.22.3.

In the event of a pro-rata issue of capital of the Company (other than an issue
in lieu or in satisfaction of dividends or by way of dividend reinvestment), the
number of Shares over which the Options exist and the Exercise Price for each
Option will be adjusted in accordance with the Listing Rules.

To the extent that any provision of these terms and conditions is inconsistent or
different in any way from any provision of the Listing Rules in respect of
options to subscribe for ordinary shares in companies listed on the ASX, the
Listing Rules prevail.

The Options are freely transferable.

The Company must, as soon as possible following their issue, do everything
necessary or appropriate to ensure that the Shares issued upon exercise of the
Options are able to be freely traded on the ASX in compliance with the
requirements of the Listing Rules and Corporations Act, including (but not
limited to) the preparation and issue at its own expense, of a disclosure
document covering the issue of the Shares issued upon exercise of the Options
as is otherwise contemplated under Chapter 6D of the Corporations Act.

Rights attaching to Tranche B Notes

The full terms of the Tranche B Notes to be issued pursuant to this Prospectus are set
out in Annexure A to this Prospectus. A summary of the material terms of the
Tranche B Notes is provided below:
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Face Value
The face value of each Tranche B Note is $0.005 ("Face Value").
Use of Funds

Funds raised from the issue of the Tranche B Notes must be used towards the
Company's working capital purposes.

Interest

Interest accrues on a daily basis at a fixed rate of 12% per annum on the face
value of the Tranche B Notes from the date of issue to the date the Tranche B
Notes are redeemed or converted (as applicable).

The interest payable on each interest payment date (being the last business day
of each month or the date of conversion or redemption of the Tranche B Notes)
is capitalised and the Company must issue to the noteholder within 5 days such
number of new Tranche B Notes equal to the amount of interest so capitalised.
Subject to this, if the Company fails to pay any amount payable in respect of
the Tranche B Notes, the Company must pay interest on this amount at the
default rate of 14 % per annum.

Conversion

The Tranche B Notes automatically convert into Shares on the Maturity Date
unless:

(1) there is a default or potential default under the note terms continuing on
the Maturity Date; or

(il))  the Tranche B Notes have been converted by the noteholder prior to the
Maturity Date.

The noteholder may at its discretion elect to convert the Tranche B Notes at
any time.

On conversion, the Company must issue to the noteholder that number of
Shares equal to the sum of:

(iii))  the Face Value of a Tranche B Note divided by the conversion price of
$0.005 per Share ("Conversion Price"); and

(iv)  the amount of any interest accrued due (but not then capitalised under
clause 4.5(c)) as at the date of conversion by the Conversion Price.

Shares issued upon conversion of the Tranche B Notes will rank pari passu
with all other Shares then on issue.

Security
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The Tranche B Notes are secured and the obligations of the Company under
the Tranche B Notes rank at least pari passu with all its other present and future
unsecured and unsubordinated obligations other than obligations mandatorily
preferred by law applying to companies generally.

) Listing
The Tranche B Notes will not be listed.
(2) Redemption

The Company must redeem all unconverted Tranche B Notes on the Maturity
Date, or if a default under the note terms is continuing, upon written demand
by the noteholder. On redemption, the Company must pay the noteholder the
face value of the Tranche B Note together with any capitalised and accrued but
unpaid interest in respect of the Tranche B Note.

(h) Transferability

The Tranche B Notes may only be assigned to a person or persons meeting the
requirements of section 708(8) (sophisticated investors) or section 708(11)
(professional investors) of the Corporations Act.

Rights Attaching to Shares

The 50 Shares and the Shares to be issued pursuant to the conversion of the Tranche B
Notes or the exercise of the Tranches A and B Options or Tranche C Options (or the
Tranche A and Tranche C Notes) will rank equally in all respects with existing Shares.

The rights attached to Shares are governed by the Memorandum, Bye-Laws,
applicable Bermuda statutes regarding companies including the Bermuda Companies
Act and, in certain circumstances, will be regulated by the Corporations Act, the
Listing Rules, the ASTC Settlement Rules, ACH Clearing Rules and the general law.

The following is a summary of the principal rights which attach to the Company’s
Shares:

(a) Voting

Subject to any rights or restrictions attaching to any class of Shares, at any
general meeting of the Company, each shareholder entitled to vote may vote in
person or by proxy, attorney or (if it is a company) by representative each of
whom shall be entitled to speak and to one vote on a show of hands and each
shareholder present in person or by proxy, attorney or (if it is a company) by
representative shall be entitled on a poll to one vote for each fully paid Share
held. A poll may be demanded by the chairman of the meeting, by at least
three shareholders present in person or represented by proxy, by any one or
more shareholders present in person or by proxy who are together entitled to
not less than 10% of the total voting rights of all shareholders having the right
to vote at such meetings, or by one or more shareholders present in person or
represented by proxy who together hold Shares conferring the right to vote at
such meeting, being Shares on which an aggregate sum has been paid up equal
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to not less than 10% of the total sum paid up on all such Shares conferring
such right.

No shareholder shall, unless the board of Directors otherwise determines, be
entitled to vote at any general meeting unless all calls or other sums presently
payable by them in respect of Shares of the Company have been paid. On a
poll a shareholder or proxy or representative, if entitled to more than one vote,
need not use all their votes or cast all their votes they use in the same way.

In the case of any equality of votes at a general meeting, whether on a show of
hands or on a poll, the chairman of such meeting shall not be entitled to a
second or casting vote and the resolution shall fail.

Dividends

The Directors may declare and pay a dividend or make a distribution out of
contributed surplus to shareholders according to their rights and interests,
including such interim dividends as appear to the Directors to be justified by
the position of the Company in accordance with the requirements of the
Bermuda Companies Act. The Directors, in their discretion, may determine
that any dividend may be paid according to the amounts paid as a proportion of
the total amount paid and payable on the Shares in respect of which the
dividend or distribution is paid or apportioned and paid pro rata according to
the amounts paid up on the Shares during any portion(s) of the period in
respect of which the dividend or distribution is paid. Payment or satisfaction of
any dividend or distribution out of contributed surplus may be made in cash or
by paying up in full Shares to be issued to shareholders or by the distribution
of specific assets.

Contributed surplus is a North American concept recognised under the
generally accepted accounting principles of the Canadian Institute of Chartered
Accountants, whose accounting principles are applied in Bermuda.
Contributed surplus includes proceeds from donated Shares, credits resulting
from the redemption or conversion of Shares at less than the amount of the
nominal capital or par value, the excess value of Shares acquired over those
issued in a Share exchange should the board of Directors elect to treat it as
such and donations of cash or other assets to the Company.

Transfer of Shares

Generally, Shares are freely transferable, subject to formal regulatory
requirements and to such other requirements as may be applicable and to the
registration of the transfer not resulting in a contravention of or failure to
observe the applicable provisions of the Bermuda Companies Act.

The BMA's consent granted pursuant to the General Permission covers the
Shares underlying the Tranche B Notes, Tranches A and B Options and
Tranche C Options to be issued pursuant to this Prospectus and the free
transferability of these Shares to and between any persons without theprior
approval of the BMA so long as these Shares are listed on an "Appointed
Stock Exchange", which includes the ASX.
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BMA consent is required for all new issues of Shares in a Bermuda exempted
company including all issues to persons who are non-resident of Bermuda for
exchange control purposes. The BMA’s consent is also required for
subsequent transactions in issued Shares between persons regarded as non-
resident of Bermuda for exchange control purposes, if a special general consent
has not been granted or the transactions are not covered by the General
Permission.

Meetings, Reports and Notice

Notice of every general meeting shall be given in any manner permitted by the
Bye-Laws to all shareholders other than under the provisions of the Bye-Laws
or the terms of issue of the Shares they hold, are not entitled to receive such
notice from the Company and every Director and to any resident representative
who or which has delivered a written notice upon the Company's registered
office requiring that such notice be sent to them or it.

Subject to any rights or restrictions attaching to any class of Shares,
shareholders are entitled to receive all notices, auditors' reports and accounts
and other documents required to be furnished to shareholders under the
Bermuda Companies Act.

Winding Up

Subject to the terms of issue of Shares, if the Company is wound up, the
liquidator may, with the sanction of a resolution of the shareholders and any
other sanction required by the Bermuda companies law, divide amongst the
shareholders in specie or in kind the whole or any part of the assets of the
Company (whether they shall consist of property of the same kind or not) and
may for such purposes set such value as he or she deems fair upon any property
to be divided as aforesaid and may determine how such division shall be
carried out as between the shareholders or different classes of shareholders.
The liquidator may, with the like sanction, vest the whole or any part of such
assets in trustees upon such trust for the benefit of the contributories as the
liquidator, with the like sanction, shall think fit, but so that no shareholder shall
be compelled to accept any Shares or other assets upon which there is any
liability.

Increases in Share Capital and Issue

The Company may, if authorised by a general meeting of its shareholders,
increase its Share capital. The Company may, by the resolution increasing the
capital, direct that the new Shares or any of them shall be offered in the first
instance either at par or at a premium, subject to the provisions of the Bermuda
Companies Act, to all the holders for the time being of Shares of any class or
classes in proportion to the number of such Shares held by them respectively
or make any other provision as to the issue of the new Shares.

Shares are subject to all the provisions of the Bye-Laws with reference to lien,
the payment of calls, forfeiture, transfer, transmission and otherwise.
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Variation of Rights Attaching to Shares

All or any of the special rights for the time being attached to any issued class of
shares may be altered or abrogated with the consent in writing of the holders of
not less than 75% of the issued shares of that class or with the sanction of a
resolution passed at a separate general meeting of the holders of such shares
voting in person or by proxy.

Alteration of Capital

The Company may by resolution of the shareholders alter its capital by
reducing or increasing its capital, consolidating and dividing any or all of its
capital, cancelling shares which have not been taken or agreed to be taken by
any person, issuing shares entitling the shareholder to either no voting right or
a restricted voting right, or converting all or any of its fully paid ordinary
shares, the nominal amount of which is expressed in a particular currency, into
fully paid ordinary shares of a nominal amount of a different currency.

Directors

The Company must have not less than 2 and no more than 6 Directors (a
number in excess of 6 Directors is permitted by resolution of the shareholders).
Subject to the Bermuda Companies Act and the Bye-Laws, the Directors shall
be elected or appointed by shareholders and shall serve for such terms as the
Company by resolution may determine, or in the absence of such
determination, until the termination of the next annual general meeting
following their appointment.

Preference Shares

The Bye-Laws provide for the Company to issue Preference Shares. Subject to
the Bermuda Companies Act, the Company's Memorandum and any
confirmation or consent required by law or the Bye-Laws, the Company may
from time to time by resolution in general meeting convert any preference
shares into redeemable Preference Shares.

The Company does not currently have any Preference Shares on issue.
ASX Listing Rules

If the Company is admitted to the Official List of ASX, then despite anything
in the Bye-Laws of the Company, if the Listing Rules prohibit an act being
done, the act must not be done. Nothing in the Bye-Laws prevents an act being
done that the Listing Rules require to be done. If the Listing Rules require an
act to be done or not to be done, authority is given for that act to be done or not
to be done (as the case may be). If the Listing Rules require the Bye-Laws to
contain a provision or not to contain a provision the Bye-Laws are deemed to
contain that provision or not to contain that provision (as the case may be). Ifa
provision of the Bye-Laws is or becomes inconsistent with the Listing Rules,
the Bye-Laws are deemed not to contain that provision to the extent of the
inconsistency.
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Interests of Directors
Directors' Holdings

At the date of this Prospectus the relevant interest of each of the Directors in Shares
and Options are as follows:

Shares Options
Directors Direct Indirect Direct Indirect

Brian Rear - 276,228' 700,000 -

Simon Durack - - - -

David Vilensky - - - -

Richard Proctor - - - -

Notes:

1. These Share are held by SRH Resources Pty Ltd as trustee for the SRH Provident Fund. Mr

Rear and his wife are the sole directors of the SRH Resources Pty Ltd.
2. 200,000 unquoted options exercisable at £0.16 expiring 22 June 2010 and 500,000 unquoted

options exercisable at £0.20 expiring 31 August 2011.
Remuneration of Directors

The Bye-Laws provides that the non-executive Directors may collectively be paid as
remuneration for their services a fixed sum not exceeding the aggregate maximum
sum per annum from time to time determined by the Company in general meeting
(which is currently AUD$250,000).

A Director may be paid fees or other amounts as the Directors determine where a
Director performs special duties or otherwise performs services outside the scope of
the ordinary duties of a Director. A Director may also be reimbursed for out of pocket
expenses incurred as a result of their directorship or any special duties.

Over the last two years, the total aggregate of the remuneration paid to and benefits in
kind granted to the Directors by the Company was as follows:

Director Fees/Salary/Bonus Other Remuneration | Total Remuneration
(AUDS) (AUDS) (AUDS)

Brian Rear 109,062 24,902 133,964
Julian Ford' 468,979 242,845 711,824
Geoffrey Johnson® 315,098 180,861 495,959
Simon Durack - - -
David Vilensky - - -
Richard Proctor - - -

Notes:

1. Mr Ford ceased to be a Director on 31 October 2009.

2. Mr Johnson ceased to be a Director on 3 August 2009.

The amounts paid to Directors are disclosed in AUD and an exchange rate of GBP to
AUD of 1.8177 was used to convert the GBP amounts into the disclosure currency
above.
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4.8

Except as disclosed in this Prospectus, no Director (whether individually or in
consequence of a Director's association with any company or firm or in any material
contract entered into by the Company) has now, or has had, in the 2 year period ending
on the date of this Prospectus, any interest in:

o the formation or promotion of the Company; or

o property acquired or proposed to be acquired by the Company in
connection with its formation or promotion or the Offers; or

. the Offers.

Except as disclosed in this Prospectus, no amounts of any kind (whether in cash,
Shares, Options or otherwise) have been paid or agreed to be paid to any Director or to
any company or firm with which a Director is associated to induce him to become, or
to qualify as, a Director, or otherwise for services rendered by him or his company or
firm with which the Director is associated in connection with the formation or
promotion of the Company or the Offers.

Interests of Named Persons

Except as disclosed in this Prospectus, no expert, promoter or any other person named
in this Prospectus as performing a function in a professional advisory or other capacity
in connection with the preparation or distribution of the Prospectus, nor any firm in
which any of those persons is or was a partner nor any company in which any of those
persons is or was associated with, has now, or has had, in the 2 year period ending on
the date of this Prospectus, any interest in:

o the formation or promotion of the Company;

o property acquired or proposed to be acquired by the Company in connection
with its formation or promotion or the Offers; or

. the Offers.

Except as disclosed in this Prospectus, no amounts of any kind (whether in cash,
Shares, Options or otherwise) have been paid or agreed to be paid to any expert,
promoter or any other person named in this Prospectus as performing a function in a
professional advisory or other capacity in connection with the preparation or
distribution of the Prospectus, or to any firm in which any of those persons is or was a
partner or to any company in which any of those persons is or was associated with, for
services rendered by that person in connection with the formation or promotion of the
Company or the Offers.

Blakiston & Crabb have acted as Australian solicitors to the Company in relation to
this Prospectus. In respect of their work on this Prospectus, the Company will pay
approximately $13,000 for these professional services. Blakiston & Crabb have
provided other professional services to the Company during the last two years
amounting to approximately $206,297.
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4.9

4.10

The amounts disclosed above are exclusive of any amount of goods and services tax
payable by the Company in respect of those amounts.

Expenses of the Offer

The approximate expenses of the Offer are as follows:

Legal Fees $13,000
ASIC lodgement fees $2,010
Total $15,010

These expenses are payable by the Company.
Consents
Each of the parties referred to in this Section 4.10:

(a) does not make, or purport to make, any statement in this Prospectus or on
which a statement made in the Prospectus is based, other than as specified in
this Section 4.10; and

(b) to the maximum extent permitted by law, expressly disclaims and takes no
responsibility for any part of this Prospectus other than a reference to its name
and a statement included in this Prospectus with the consent of that party as
specified in this Section 4.10.

Deloitte Touche Tohmatsu has given its written consent to being named as the
Company’s auditor in this and has not withdrawn its consent prior to the lodgement of
this Prospectus with ASIC.

Perpetual Corporate has given its written consent to being named as custodian of the
LinQ Resources Fund and as agent for LinQ Capital Limited in its capacity as
responsible entity of the LinQ Resources Fund, which is a major shareholder in the
Company, and has not withdrawn such consent prior to lodgement of this Prospectus
with the ASIC.

Blakiston & Crabb has consented to being named in this Prospectus as the solicitors to

the Offers and has not withdrawn such consent prior to the lodgement of this
Prospectus with the ASIC.
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Section 5 DEFINED TERMS
"£" means pounds sterling;
"ACH" means the Australian Clearing House Pty Limited ACN 001 314 503;
"ACH Clearing Rules" means the operating rules of ACH;

"Application Form" means the application form to apply for the Tranche B Notes, the
Tranches A and B Options or the Tranche C Options (as applicable) pursuant to this
Prospectus;

"ASIC" means the Australian Securities and Investments Commission;
"ASTC" means ASX Settlement and Transfer Corporation Pty Ltd ACN 008 504 532;
"ASTC Settlement Rules" means the operating rules of ASTC;

"ASX" means ASX Limited and, where the context permits, the Australian Securities
Exchange operated by ASX Limited;

"Australian Share Register" means the share register maintained on behalf of the
Company in Australia by the Australian Share Registry;

"Australian Share Registry" means Computershare Investor Services Pty Ltd;
"AWST" means Australian Western Standard Time;

"Bermuda Companies Act" means the Companies Act 1981 of Bermuda;
"BMA" means the Bermuda Monetary Authority;

"Board" means the board of Directors;

"Business Day" means every day other than a Saturday, Sunday, New Year's Day,
Good Friday, Easter Monday, Christmas Day, Boxing Day and any other day that
ASX declares is not a business day;

"Bye-Laws" means the Bye-Laws of the Company, as amended from time to time;
"Company" or "Zambezi" means Zambezi Resources Limited ARBN 124 462 826;
"Corporations Act" means the Australian Corporations Act 2001 (Cth);
"Creditors" has the meaning in Section 1.1 of this Prospectus;

"Directors" means the directors of the Company;

"Exposure Period" means the period of 7 days after lodgement of this Prospectus
with respect to the Tranche B Notes which may be extended by ASIC by not more
than 7 days pursuant to section 727(3) of the Corporations Act;
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"Group" means Zambezi Resources Limited and its beneficially owned subsidiary
companies being Mwembeshi Resources Limited, Mwembeshi Resources (Bermuda)
Limited, Africa Austral Mineracao Limitada, Southern African Resources Limited,
Cape Resources Limited, Chalimbana Resources Limited, Cheowa Resources Limited
and Zambezi Resources (Australia) Pty Ltd;

"Listing Rules" means the Listing Rules of ASX;

"Maturity Date" means 31 December 2010;

"Offers" has the meaning in Section 1.1 of this Prospectus;

"Option" means an option to acquire one Share;

"Perpetual Corporate" has the meaning in Section 1.1 of this Prospectus;
"Prospectus" means this prospectus;

"Section" means a section of this Prospectus;

"Settlement" has the meaning in Section 1.1 of this Prospectus;
"Settlement Shares" has the meaning in Section 1.1 of this Prospectus;
"Share" means an ordinary fully paid share in the capital of the Company;
"Share Offer Period" has the meaning in Section 1.3 of this Prospectus;
"Sophisticated Investors" has the meaning in Section 1.1 of this Prospectus;

"Tranche A and Tranche B Agreement" has the meaning in Section 1.1 of this
Prospectus;

"Tranches A and B Options" has the meaning in Section 1.1 of this Prospectus;
"Tranche A Notes" has the meaning in Section 1.1 of this Prospectus;
"Tranche B Notes" has the meaning in Section 1.1 of this Prospectus;
"Tranche C Notes" has the meaning in Section 1.1 of this Prospectus; and

"Tranche C Options" has the meaning in Section 1.1 of this Prospectus.

35






ANNEXURE A

TRANCHE B NOTE TERMS

1.1

DEFINITIONS AND INTERPRETATION
Definitions

In these Conditions:

ASX means ASX Limited ABN 98 008 624 691.

Authorised Officer means a director or secretary of the Company.

Business Day means a day which is not a Saturday, Sunday or public holiday in Western

Australia.

Company means Zambezi Resources Limited ARBN 124 462 826 of 17 Ord Street, West

Perth, WA 6005.

Conditions means these conditions of issue.

Conversion Date means:

(a) in respect of a conversion under clause 5.1, the Maturity Date; and

(b) in respect of a conversion under clause 5.2, the Discretionary Conversion Date (as
defined in clause 5.2).

Conversion Price means A$0.005 per Share.

Corporations Act means the Corporations Act 2001 (Cth).

Default means any of the events set out in clause 9.1.

Default Rate means the Rate plus 2% per annum.

Encumbrance means any mortgage, pledge, charge, lien, assignment by way of security or

other security interest.

Face Value means A$0.005 per Note.

Finance Party means the Noteholder or LinQ, and Finance Parties means both of them.

Financial Indebtedness means any obligation for the payment of money in respect of:

(a) any moneys borrowed, raised, advanced or paid or financial accommodation;

(b) any bill of exchange, bond, debenture, note or similar instrument;

(©) any acceptance, endorsement or discounting arrangement;

(d) any finance lease or any rental payments under leases entered into primarily as a
means of financing the acquisition of the asset leased;

(e) trade creditors and accruals more than 90 days overdue;

® deferred payment for any asset or service;



(2) any obligation to deliver goods or provide services paid for in advance or in relation
to another financing transaction;

(h) the amount of capital and premium payable in connection with the redemption of
preference shares or an amount of purchase price payable for or in connection with
the acquisition of redeemable preference shares;

@A) any hedging transaction;

Q) any counter-indemnity in respect of any bank guarantee, letter of credit, bond or
similar instrument issued by a bank or financial institution; or

(k) any guarantee or indemnity in respect of any of the above,

and irrespective of whether the debt or liability:

1) is present or future;

(i1) is actual, prospective, contingent or otherwise;

(ii1))  is at any time ascertained or unascertained;

(iv)  1is owed or incurred alone or severally or jointly or both with another person; or

) is a combination of the above.

Governmental Agency means any government or any governmental, semi-governmental,

administrative, fiscal or judicial body, department, commission, authority, tribunal or agency

in any part of the world.

Group means the Company and each Subsidiary of it.

Group Member means a member of the Group.

Holding Certificate means a certificate to be issued by the Company evidencing the holder

as the holder of the number of Shares specified in that certificate.

Immediately Available Funds means payment of cleared funds by way of real time gross

settlement into an account nominated in writing by the payee, or any other form of payment

that the Company and the Noteholder agrees in writing.

A person is Insolvent if:

(a) they are (or state they are) an insolvent under administration or insolvent (each as
defined in the Corporations Act);

(b)  they have a controller appointed, are in liquidation, in provisional liquidation, under
administration or wound up or have had a receiver appointed to any part of their

property;

(©) a compromise, arrangement, assignment, moratorium or composition is proposed
with, or becomes effective in relation to, their creditors or any class of their creditors
(in each case, other than to carry out a reconstruction or amalgamation while solvent
on terms approved by the Noteholder);



(d) an application or order has been made (and, in the case of an application, it is not
stayed, withdrawn or dismissed within 30 days), resolution passed, proposal put
forward, or any other action taken, in each case in connection with them, which is
preparatory to or could result in any of the things referred to above;

(e) they are taken (under section 459F of the Corporations Act) to have failed to comply
with a statutory demand;

® they are the subject of an event described in section 459C(2)(b) or section 585 of the
Corporations Act (or they make a statement from which the Noteholder reasonably
deduces they are so subject);

(g)  they are otherwise unable to pay their debts when they fall due; or

(h) something having a substantially similar effect to any of the things referred to above
happens in connection with them under any law.

Interest Payment Date means:

(a) the last Business Day of each month; and
(b) the date of conversion or redemption of that Note in accordance with clause 5 or 6.

Issue Date means, subject to clause 4(b), the date of issue of the Notes.

LinQ means LinQ Capital Limited as responsible entity of the LinQ Resources Fund.
Listing Rules means the listing rules of ASX.

Note means a convertible note issued by the Company in accordance with these Conditions.
Noteholder means the holder of the Notes.

Material Adverse Effect means a material adverse effect on:

(a) the business or financial condition of a Group Member;

(b) the ability of the Company to perform its obligations under a Transaction Document;
(©) the validity or enforceability of a Transaction Document; or

(d) any right or remedy of a Finance Party in respect of a Transaction Document.
Maturity Date means 31 December 2010.

Note Certificate means the certificate to be issued by the Company which is to be
substantially in the form set out at the beginning of these Conditions evidencing the
Noteholder as a holder of the Notes.

Note Subscription Agreement means the note subscription agreement dated in or about
July 2009 between the Company, the person specified in Schedule 1 to that agreement and
LinQ Capital Limited as responsible entity of the LinQ Resources Fund.

Noteholder means the holder of a Note.

Options has the meaning given in the Note Subscription Agreement.



Potential Default means an event which, with the giving of notice, lapse of time or

fulfilment of any condition, would be likely to become a Default.

Project Document means:

(a) any agreement or document to which a Group Member is a party; or

(b) any licence, approval or consent (including any prospecting licence) provided to, or
held by, a Group Member,

in connection with:

(©) any mining tenement, including any Zambian Tenement;

(d) any joint venture in which it is a participant; or

(e) any shareholders or similar agreement in respect of any company (whether or not a
Group Member) described in the structure diagram provided as a condition precedent
under the Subscription Note Agreement.

Rate means 12% per annum.

Record Date means the date for determining entitlements of shareholders of the Company

to participate in the Rights Issue.

Redemption Date means the date the Notes are redeemed in accordance with clause 6.

Rights Issue is defined in clause 8(q).

Share means a fully paid ordinary share in the capital of the Company.

Share Mortgage means the mortgage granted by the Company in favour of the Noteholder

over all the shares and related rights the Company holds in:

(a) Mwembeshi Resources (Bermuda) Limited;

(b) Cape Resources Limited;

(© Southern African Resources Limited; and

(d) Oryx Resources Limited.

Subscription Amount means, in respect of the Tranche A Notes, A$290,000 and in respect

of the Tranche B Notes, A$710,000.

Subsidiary means an entity of which a person has direct or indirect control or owns directly

or indirectly more than 50% of the voting capital or similar right of ownership, and for this

purpose control means the power to direct the management and policies of the entity

whether through ownership of voting capital, by contract or otherwise.

Tranche A Note has the meaning given to it in the Note Subscription Agreement.

Tranche B Note has the meaning given to it in the Note Subscription Agreement.

Transaction Document means:

(a) the Note Subscription Agreement



(b)
(©
(d)
©)

these Conditions;
each Note Certificate;
the Share Mortgage; or

any other document designated as a Transaction Document by the Company and the
Noteholder for the purpose of these Conditions.

Zambian Mining Act means the Mines and Minerals Development Act, No 7 of 2008,
Chapter 213 of the Laws of Zambia.

Zambian Tenements means each of the following prospecting licences granted under the

Zambian Mining Act, any renewal of any of them, and mining tenements granted in

replacement of any of them:

Held by Mwembeshi Resources Limited

Shamifwe 13147 HQ-LPL Iron Cap 13148 HQ-LPL
PL 214 Zambezi PL 227 Chumbwe Area
PL 219 Mulofwa PL 279 Rufunsa

PL 220 Mpande Rufunsa 13149 HQ-LPL
PL 224 Mulungushi

Held by Chalimbana Resources Ltd

13093 HQ-LPL Mvula 13138 HQ-LPL Sinjela
13094 HQ-LPL Chilanga 13140 HQ-LPL Luano
13137 HQ-LPL Lwimba

Held by Cheowa Resources Limited

PL365 Cheowa 13171 HQ-LPL

13170 HQ-LPL

Held by Mpande Limestone Ltd

13172 HQ-LPL Mpande A | 13173 HQ-LPL Mpande B (Chayinda)
1.2  Interpretation
Clause 1.2 of the Note Subscription Agreement applies to these Conditions as though set out
in full in these Conditions, except that references to the Note Subscription Agreement are to
be construed as references to these Conditions.
2. NOTES
2.1 Key terms of Notes

Each Note:

(a) has a face value equal to the Face Value;

(b) bears interest at the Rate in accordance with clause 4;

(c) is converted into Shares in accordance with clause 5;

(d) unless converted before the Maturity Date in accordance with these Conditions, must

(e)

be redeemed in full on the Maturity Date in accordance with clause 6; and

is unlisted.



2.2

Status of Notes

The Notes are secured and the obligations of the Company under the Notes rank at least pari
passu with all its other present and future unsecured and unsubordinated obligations other
than obligations mandatorily preferred by law applying to companies generally.

2.3 Cancellation
All Notes converted (regardless of whether the Note Certificate is returned to the Company)
are automatically cancelled and may not be re-issued.

3 USE OF SUBSCRIPTION PROCEEDS
The Company must use the Subscription Amount proceeds to fund its working capital
requirements.

4 INTEREST

(a) Interest accrues on a daily basis at the Rate on the Face Value of the Notes from (and
including) the Issue Date to (but excluding) the Redemption Date or Conversion
Date, as applicable, in accordance with this clause 4.

(b) The interest payable on each Interest Payment Date is capitalised and the Company
must issue to the Noteholder (with an Issue Date on the applicable Interest Payment
Date) within 5 days following each such date a number of Notes having a Face Value
equal to the amount of interest so capitalised (and if the Company fails to issue a
certificate in respect of this new Notes, it will be deemed to have done so).

(c) Subject always to clause 4(b), if the Company fails to pay any amount payable in
respect of the Notes (whether principal, interest or otherwise) on the due date for
payment, then the Company must pay interest on such amount at the Default Rate.
Interest under this clause accrues from (and including) its due date to (but excluding)
the date of actual payment (both before and after judgment), and is payable on
demand and capitalises monthly in arrears.

(d) Any payment of interest on the Notes must be paid without deduction or withholding
for or on account of any taxes imposed by any jurisdiction unless such withholding
or deduction is required by law (in which case the Company must gross-up the
payment, if necessary, by issuing additional Notes).

5 CONVERSION
5.1 Automatic conversion on Maturity Date

(a) Subject to clauses 5.1(b) and 5.2, all Notes will automatically convert into Shares on
the Maturity Date without the need for the Noteholder to provide a conversion notice
to the Company. However, if required by the Company, the Noteholder must deliver
to the Company its Note Certificates for the Notes.

(b) If a Default or Potential Default is continuing on the Maturity Date, or the Tranche B
Notes has not been issued in full, no conversion of the Notes under clause 5.1(a)
shall occur unless the Noteholder approves that conversion in writing by notice to the
Company.



5.2

5.3

5.4

5.5

5.6

5.7

Conversion at election of Noteholder

The Noteholder may at its discretion by notice to the Company elect to convert the Notes at
any time. The notice from the Noteholder must specify a conversion date (Discretionary
Conversion Date), which must be no less than 3 Business Days after the notice.

The Company has no right to elect to convert the Notes.

Issue of Shares on conversion
(a) On the Conversion Date, the Company must:

(1)  promptly allot and issue to the Noteholder that number of Shares equal to the
sum of:

(A) the Face Value of a Note divided by the Conversion Price; and

(B)  the amount of any interest accrued due (but not then capitalised under
clause 4(b)) as at the Conversion Date divided by the Conversion
Price).

(2)  promptly allot and issue to the Noteholder that number of Shares determined
under clause 5.3(a) free of Encumbrances and other third party rights; and

3) on behalf of the Noteholder immediately on conversion apply the Face Value
in full payment of the subscription amount owing to the Company in respect
of the Shares to be issued.

(b) The Company must within 5 Business Days dispatch to the Noteholder Holding
Certificates for the Shares issued to that Noteholder under this clause.

Effect of conversion

On conversion of all the Notes in accordance with this clause 5, the Face Value of the Notes
so converted is taken to have been redeemed in full.

Anti-dilution

If there occurs any reconstruction (including consolidation, sub-division, reduction or
return) of the issued capital of the Company, the entitlement of the Noteholder to Convert its
Notes into Shares must be reconstructed in the same proportion and manner as the issued
capital of the Company is reconstructed and in a manner which does not prejudice the
Noteholder (other than if the conversion results in a fraction of a Share, the entitlement of
the Noteholder may be rounded to the nearest whole number), but in all other respects, the
terms of conversion of the Notes will remain unchanged.

Ranking of Shares

From the date of issue, each Share issued to the Noteholder upon conversion under this
clause ranks in all respects pari passu with all other Shares then on issue.

Cleansing prospectus

The Company must do everything necessary or appropriate to ensure that the Shares issued
on conversion of the Notes are validly issued and as soon as possible following their issue,
able to be freely traded on the ASX in compliance with the requirements of the Listing
Rules and Corporations Act, including (but not limited to) the preparation and issue at its
own expense, of a disclosure document covering the issue of the Shares issued on



conversion of the Notes as is otherwise contemplated under Chapter 6D of the Corporations
Act.

6 REDEMPTION
6.1 Redemption obligation
The Company must redeem all unconverted Notes:
(a) on the Maturity Date; or
(b)  if a Default is continuing, upon written demand by the Noteholder.
The Company may not otherwise redeem the Notes.
6.2  Payment at redemption
(a) The amount payable by the Company on redemption of a Note is the aggregate of:
(1)  the Face Value;
(2)  any capitalised interest on the Note in accordance with clause 4; and
3) any accrued but unpaid interest in respect of the Note on the Redemption
Date in accordance with clause 4.
(b) The amount referred to in clause 6.2(a) is payable by the Company on the date
specified in the demand from the Noteholder.
7 REPRESENTATIONS AND WARRANTIES
7.1 Representations and warranties

The Company represents and warrants to and for the benefit of each Noteholder that:

(a) Incorporation:

) it is a corporation that is registered and validly existing under the laws of
Bermuda, and is registered (or taken to be registered) in Australia as a foreign
company under (and as defined in) the Corporations Act; and

2) each other Group Member is a corporation that is registered and validly
existing under the laws of its place of incorporation;

(b) corporate power: it has the corporate power to own its assets and to carry on its
business as it is now being conducted;

(c) authority: it has power and authority to enter into and perform its obligations under
the Transaction Documents;

(d) authorisations:

(D it has taken all necessary action to authorise the execution, delivery and
performance of the Transaction Documents;



(e)

®

@

(h)

2) it has obtained all necessary approvals required, including the Listing Rules,
to issue all Shares to the Noteholder at the time they are required to be issued
under these Conditions;

binding obligations: the Transaction Documents constitute its legal, valid and
binding obligations and are enforceable in accordance with their terms subject to
laws generally affecting creditors’ rights and to principles of equity;

transaction permitted: the execution, delivery and performance by it of the
Transaction Documents will not breach, or result in a contravention of:

1) any law, regulation or authorisation binding on it;
2) its constitution or other constituent documents; or
3) any agreement which is binding on it;

no default or breach:

) it is not in breach in respect of any law or authorisation binding on it which
breach has, or may have, a Material Adverse Effect;

2) it is not in breach of any Listing Rules, including the continuous disclosure
obligations under the Listing Rules, (except that it is late in filing its annual
accounts due on 30 June 2009);

3) it is not in breach under any agreement or other document binding on it which
breach has, or may have, a Material Adverse Effect; and

4) no Default is continuing;

no change of control or adverse consequence: the execution, delivery and
performance by it of the Transaction Documents and all transactions contemplated
by them, including the appointment by the Noteholder of nominee directors to the
board of the Company who comprise a majority of the board:

) will not breach, or result in a contravention of any law, regulation or
authorisation binding on it, including any requirement of the Zambia Mining
Act (provided the Ministerial consent is obtained for the purposes of section
104 of the Zambian Mining Act);

2) will not require the consent of any person or Governmental Agency,
including the Minister under the Zambian Mining Act in respect of the
Zambian Tenements (other than Ministerial consent for the purposes of
section 104 of the Zambian Mining Act);

3) will not breach any condition attaching to the Zambian Tenements;
4) will not:
(A)  breach any provision of:

(B) trigger any “change of control” provision (however described);



®

1)

(k)

(C)  trigger any disposal or deemed disposal provision; or

(D) lead to any adverse consequence under,

any Project Document;

ownership:

(M

2

each Group Member is the legal and beneficial owner, free of any
Encumbrances or other third party rights, of the percentage shareholding in
the entities shown in the Group structure chart provided as a condition
precedent under the Note Subscription Agreement (it being acknowledged
that Lithic Metals and Energy Limited has not yet earned its interest in
Southern African Resources Limited);

each person shown as a holder of Zambian Tenements in the definition of
“Zambian Tenements” is the registered owner of 100% of those Zambian
Tenements, free of any Encumbrances or other third party rights;

Zambian Tenements:

(M
2

3)

“

)

(6)

(7

the Zambian Tenements are properly granted and in good standing;

it has not received any notice from, and is not aware of any intention of, any
Governmental Agency to revoke or restrict any Zambian Tenement;

no holder of any Zambian Tenement has breached any condition in
connection with the Zambian Tenements;

all rents, fees, charges and taxes are fully paid and up-to-date in respect of the
Zambian Tenements;

to the extent any minimum expenditure requirements exist in connection with
the Zambian Tenements, these are fully met;

no environmental, native title or other third party claims, proceedings or
liabilities exist or are threatened in connection with the Zambian Tenements;
and

no caveats or similar third party claims have been lodged against the Zambian
Tenements;

disclosure true:

(M

2

all information (other than forecasts and projections) provided to the
Noteholder by or on its behalf in respect of the Transaction Documents, the
transactions contemplated by them, the Group and the assets, business and
affairs of the Group, was correct in all material respects as at the date it was
provided and is not, whether by omission of information or otherwise,
misleading in a material respect;

and all forecasts and projections provided by or on behalf of the Company to
the Noteholder in connection with the Transaction Documents have been



7.2

()

(m)

(n)

()

(p)

(@

()

)

prepared as at their date on the basis if recent historical information and
assumptions believed to be fair and reasonable;

no litigation: no litigation, arbitration, dispute or administrative proceeding has been
commenced, is pending or to its knowledge is threatened, which has or may have a
Material Adverse Effect;

employees: except as disclosed by the Company to the Noteholder in writing prior to
the date of the Note Subscription Agreement, all employee and officer remuneration
and entitlements are fully paid and up-to-date, including any termination payments to
any employees and officers whose employment with any Group Member has been
terminated;

not a trustee: it does not enter into any Transaction Document as trustee of any trust
or settlement;

solvency: each Group Member is solvent and is able to pay its debts as and when
they become due, and it has no reasonable grounds to suspect that it is unable to pay
its debts as and when they become due and payable;

commercial benefit: the entering into and performance by it of its obligations under
the Transaction Documents is for its commercial benefit and is in its commercial
interests;

no breach: no person has contravened or will contravene a provision of Part 2E of
the Corporations Act (Related Party transactions) in connection with the Transaction
Documents, in particular because any financial benefit given by the Company to any
related party in connection with the Transaction Documents would be reasonable in
the circumstances if the Company and the Subscriber were dealing at arm’s length
(and would therefore fall within the arm’s length exception in section 210 of the
Corporations Act);

pari passu: its obligations under the Notes rank at least pari passu with all its other
present and future unsecured and unsubordinated obligations other than obligations
mandatorily preferred by law applying to companies generally; and

submission to jurisdiction: its submission to the jurisdiction of the courts of
Western Australia is valid and binding, and it does not enjoy immunity from any
court or legal process.

Survival and repetition of representations and warranties

The representations and warranties given under these Conditions:

(2)
(b)

survive the execution of each Transaction Document; and

are repeated on each day during the currency of the Notes with respect to the facts
and circumstances then subsisting.

UNDERTAKINGS

At all times prior to conversion or redemption of the Notes, the Company undertakes to, and
undertakes to ensure that each other Group Member will:

(@

business: carry on and conduct its business in the ordinary course;



(b)

(©)

(a)

(e)

®

@

(h)

insurance:

) insure all its assets of an insurable nature and keep them insured with a
reputable, responsible and solvent insurer on terms, against risks and in an
amount which are commercially prudent for a person in its position; and

2) take out and maintain workers compensation, accident, vehicle and public
liability insurances with a reputable, responsible and solvent insurer on terms
which are commercially prudent for a person in its position;

acquisition of assets: not acquire any asset (including shares in any company) other
than:

) acquisitions in the ordinary course of day to day business on arm’s length
terms; or

) with the prior written consent of the Noteholder;
disposal of assets: not dispose of any asset other than:

) disposals in the ordinary course of business of its day to day business on
arm’s length terms (other than any shares in any company or any Zambian
Tenement); or

2) with the prior written consent of the Noteholder;

negative pledge: not grant or allow to subsist any Encumbrance over any of its
assets other than an Encumbrance created with the prior written consent of the
Noteholder;

Financial Indebtedness: not incur or permit to be outstanding any Financial
Indebtedness other than Financial Indebtedness incurred under the Transaction
Documents;

Debts: not incur or permit to be outstanding any debts or liabilities other than:
(1)  under the Transaction Documents;
2) where expressly permitted elsewhere in the Transaction Documents;

3) where outstanding at the date of the Note Subscription Agreement as set out
in the schedule provided as a condition precedent to the Note Subscription
Agreement, provided that the amount of such Financial Indebtedness does not
increase;

(4)  where incurred in accordance with its ordinary course of day to day business
on arm’s length terms; or

%) with the prior written consent of the Noteholder;

constituent documents: not make any amendment to its constituent documents
without the prior written consent of the Noteholder;



®

1)

(k)

U)
(m)

(n)

()

(p)

@

()

dividends: not pay or declare any dividends without the prior written consent of the
Noteholder;

distributions: not make any distributions of capital (including, but not limited to, a
capital reduction), without the prior written consent of the Noteholder;

equity:

) maintain sufficient headroom within its 15% capacity under Listing Rule 7.1
to issue all Shares required on conversion of the Tranche A Notes; and

2) not issue any shares, options convertible notes or other security interests other
than:

(A)  the Notes, Options or Shares upon conversion of the Notes or exercise
of the Options;

(B)  Shares issued upon exercise of any options issued before the date of
the Note Subscription Agreement which are listed in the Appendix 3B
lodged with ASX on 23 June 2009;

compliance with laws: comply with all laws binding on it;

taxes: pay all taxes payable by it when due other than taxes which it is contesting in
good faith and by appropriate means;

information: provide to the Noteholder:

) the annual audited consolidated financial statements of the Group within 90
days of the end of each financial year; and

) any other information regarding the Company or its Business that a
Noteholder requests;

notice of default: notify the Noteholder in writing of the occurrence of any Default
or Potential Default immediately upon becoming aware of the same in each case
stating what action it is taking to cure the Default or Potential Default;

meeting to approve Options: within 70 days after the date of the Note Subscription
Agreement cause a meeting of its shareholders to be convened for the purpose of
obtaining an approval under Listing Rule 7.1 (and for the purposes of any other
applicable Listing Rule) to the issue of the Options and the Tranche B Notes;

rights issue: within 70 days after the date of the Note Subscription Agreement, or
such later date as the Noteholder may agree, undertake a rights issue on a one for two
basis (as a minimum) on such terms and conditions as the Noteholder may approve
(Rights Issue); and

Share Mortgage: use best endeavours to obtain the shareholder consents and bye-
law amendment referred to in clause 2.2(c) of the Note Subscription Agreement as
soon as possible after the date of the Share Mortgage.



9.1

DEFAULT

Events of default

The occurrence of any of the following events will be a Default, whether or not within the
control of the Company:

(@)

(b)

(©)

(a)

(e)

®

@
(h)

1)

(k)

(U)

non-payment: the Company fails to repay or pay any amount due for repayment or
payment by it under these Conditions in full and such failure is not remedied within 2
Business Days of the due date;

breach of obligations: the Company does not comply with any provision of any
Transaction Document (other than as described in paragraph (a)) and, if that failure is
remediable, and the Company does not remedy the failure within 10 days (or a longer
period if the Noteholder agree) after the Company becomes aware of that failure or
receives a notice from the Noteholder specifying the failure (whichever occurs
earlier);

cross-default: the Company defaults in paying any Financial Indbebtedness (in an
amount exceeding A$25,000) or any Financial Indbebtedness (in an amount
exceeding A$25,000) becomes due for payment, or capable of being declared due for
payment, before its scheduled date for repayment or is placed on demand;

misrepresentation: any representation or warranty made or deemed to be made by
the Company under a Transaction Document is or proves to have been incorrect or
misleading in any material respect when made or deemed to be made or repeated;

judgment: a judgment in an amount exceeding A$25,000 is obtained against a
Group Member and is not set aside or satisfied within 10 days, or any later date
under the terms of the judgment on which it is required to be paid;

execution: any distress, attachment, execution or other process of a Governmental
Agency is issued against, levied or enforced upon any of the assets of a Group
Member in an amount exceeding A$25,000 and is not set aside or satisfied within 10
days;

insolvency: any Group Member is Insolvent;

reorganisation: any Group Member implements a merger, demerger or scheme of
arrangement with any person, which is not approved by the Noteholder;

deregistration: any Group Member is deregistered, or any steps are taken to
deregister that Group Member under any applicable law;

ASX: the Shares are removed from the official list of ASX or are suspending from
trading for more than 10 consecutive trading days;

change of control: any person or group of persons acting in concert (other than the
Noteholder) gains control of the Company, and for the is purpose, control means the
owner to direct the management and policies of the Company, whether through
ownership of Shares, by contract or otherwise;

majority directors: any circumstance occurs which results in the nominee directors
of the Noteholder not comprising a majority of the directors on the board of the



Company, other than where this is caused by the resignation of a nominee director
with the consent or at the direction of the Noteholder;

(m) Options: to the extent the issue of the Options requires approval of the shareholders
of the Company, that approval has not been recommended by the independent
directors of the Company and received, and all the Options are not issued to the
Noteholder, within 70 days after the date of the Note Subscription Agreement;

(n) ceasing business: any Group Member ceases to carry on business; or

(o) Material Adverse Effect: any event or series of events, whether related or not,
occurs which has or may have a Material Adverse Effect.

10

10.1

10.2

10.3

PAYMENTS

Place and method of payments

All amounts payable by the Company to the Noteholder under these Conditions must be
paid by the Company to the Noteholder in Australian dollars and in Immediately Available
Funds, to arrive by no later than 12.00pm (Perth time) on the date on which the payment is
due.

Payments to be made without set-off or deduction

All payments required to be made by the Company under these Conditions must be made:

(a) without set-off, counterclaim or condition; and

(b) without deduction or withholding for present or future tax unless the Company is
compelled by law to deduct or withhold the tax (in which case the Company must
gross-up the payment).

Set-off by Noteholder

If a Default is continuing, the Noteholder may set off any amount owing by the Noteholder,
to the Company (whether or not due for payment) against any amount due for payment by
the Company to the Noteholder under the Notes.

The Noteholder may do anything necessary to effect any set-off under this clause (including
varying the date for payment of any amount owing by the Noteholder to the Company and
making currency exchanges). This clause applies despite any other agreement between the
Company and Noteholder.

11

11.1

GENERAL

Notices

Any notice or other communication including, but not limited to any request, demand,
consent or approval to or by the Company or the Noteholder:

(a) must be in writing addressed to the party at its address set out below or to any other
address specified by any party to the sender by notice:

if to the Company:
Address: 17 Ord Street, West Perth, Western Australia 6005



Facsimile: ~ +61 8 9216 9090
Attention: The Managing Director

if to the Noteholder:

Address: Angel Place, Level 12, 123 Pitt Street, Sydney NSW 2000
Facsimile: +612 8256 1406

Attention: Private Equity Team

with copy to:

Address: Second Floor, Kandahar House, 41-43 Ord Street, West Perth WA
6005

Facsimile: +61 8 9481 0666

Attention: Mr Simon Durack;

(b) is deemed to be given by the sender and received by the addressee:
(1)  if by delivery in person, when delivered to the addressee;
2) if by post, 2 Business Days from and including the date of postage; or

3) if by facsimile transmission, when transmitted to the addressee,

but if the delivery or receipt is on a day which is not a Business Day or is after 4.00
pm in the place of receipt it is deemed to be given on the succeeding Business Day;
and

(©) can be relied upon by the addressee and the addressee is not liable to any other
person for the consequence of that reliance if the addressee believes it to be genuine,
correct and authorised by the sender.

11.2 Time
Time shall be of the essence in this agreement in all respects.
11.3 Costs and expenses
The Company must, on demand, pay or reimburse the Finance Parties for:

(a) all reasonable costs, charges and expenses of the Finance Parties (including, without
limitation, travelling and out of pocket expenses) in connection with the negotiation,
preparation, execution, stamping, registration and completion of the Notes together
with any subsequent consent, approval, agreement, waiver, variation, release or
discharge; and

(b) all costs, charges and expenses of the Finance Parties in connection with the
contemplated or actual enforcement of, or the preservation of any rights under, the
Notes (including, without limitation, any expenses incurred in retaining consultants
to evaluate matters of material concern to the Finance Parties);

including in each case, without limitation, external and internal legal costs, charges and
expenses calculated at the option of the Finance Parties on a full indemnity basis, solicitor
and own client basis.
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11.5

11.6

11.7

Taxes

The Company must, on demand, pay or reimburse the Finance Parties for all Taxes and fees
(including, without limitation, registration fees) together with any related fines and penalties
which may be payable or determined to be payable in connection with the Notes or any
payment or receipt or other transaction contemplated by the Notes.

GST
(a) If GST is or will be imposed on a supply made under or in connection with this

agreement by any Finance Party, that Finance Party may, where consideration
provided for that supply does not include GST:

) increase the consideration by the amount of GST; or
2) recover from the Company the GST.

(b) Any Finance Party seeking to recover GST will issue to the Company a tax invoice
for any consideration that includes GST.

(©) The Company will pay the GST demanded of it by any Finance Party.

Indemnity

The Company indemnifies each Finance Party its directors, officers, agents, advisors and
contractors (each an Indemnified Party) against all liabilities, losses, costs, charges and
expenses suffered or incurred by that Indemnified Party arising out of or in respect of:

(a) any breach of the Notes or any agreement entered into in relation to the transaction
contemplated by the Notes;

(b) the occurrence of a Default;

(©) any payment required to be made under these Conditions not being made on its due
date or not being made in its correct currency; or

(d) that Indemnified Party acting in good faith on postal, facsimile, email or telephone
instructions purporting to originate from the offices of the Company or to be given
by an Authorised Officer of the Company.

A statement in writing signed by an Indemnified Party will, in the absence of manifest error,
be conclusive evidence as to the existence and amount of its liabilities, losses, costs, charges
and expenses under this clause 11.6.

Exercise of rights
(a)  No failure on the part of a Noteholder, no delay in exercising, and no course of

dealing with respect to any right, power or privilege hereunder operates as a waiver
thereof.

(b) No single or partial exercise of any right or power hereunder and no waiver of any
right, power or privilege hereunder is effective unless made in writing.

(©) The rights and remedies herein provided are cumulative and not exclusive of any
rights or remedies provided by law.



11.8

11.9

11.10

11.11

Transferability

(a) The Company is not entitled to assign, transfer or otherwise dispose or its rights
under any Note without the prior written consent of the relevant Noteholder.

(b)  The Noteholder is entitled to assign, transfer or otherwise dispose of its rights under
any Note without the prior written consent of the Company.

(©) The Noteholder may only assign, transfer or dispose of Tranche B Notes to a person
or persons meeting the requirements of section 708(8) (Sophisticated investors) or
section 708(11) (Professional investors) of the Corporations Act. This clause 11.8(c)
does not impose any restriction on the assignment, transfer or disposal of any Shares
issued on conversion of any Tranche B Notes, or on any Tranche A Notes.

Governing Law and Jurisdiction

These Conditions are governed by and construed in accordance with the laws of Western
Australia and the parties submit to the exclusive jurisdiction of the courts of Western
Australia.

Amendments

The provisions of these Conditions may only be amended or waived by an instrument in
writing signed by the Noteholder. No amendment or waiver is valid unless it is contained in
a document executed by the Noteholder.

Severability

Any provision of these Conditions which is prohibited or unenforceable in any jurisdiction
is, as to that jurisdiction, ineffective to the extent only of that prohibition or unenforceability
without invalidating the remaining provisions of these Conditions or affecting the validity or
enforceability of that provision in any other jurisdiction.





