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DIRECTORS’ REPORT

Your Directors present their report on the consolidated entity consisting of Diatreme
Resources Limited and the entities it controlled at the end of, or during, the half-year ended
30 June 2010.

Directors

The following persons were Directors of the company during the whole of the half-year and up
to the date of this report:

A J Fawdon
D H Hall

L J Litzow
G White

A Tsang

Principal activities

The principal continuing activities of the consolidated entity have been the exploration for
heavy mineral sands and base metals in Australia. There were no significant changes in the
nature of the consolidated entity’s principal activities during the half-year.

Review of operations

During the half-year, exploration continued over the flagship mineral sand and copper
projects, with particular emphasis being placed upon the advancement of the world class
Eucla Basin Cyclone Heavy Mineral (HM) Deposit located in Western Australia.

Highlights for the half-year were:

o Pre-feasibility studies underway at the Cyclone HM Depaosit with the appointment of a
pre-feasibility Manager.

e Air core drilling in the South Australian mineral sand tenements.

e Diamond drilling and general ground exploration conducted at the Clermont Copper
Project.

Operating results

The consolidated loss attributable to members of the company for the half-year was
$2,214,644 (2009: loss of $1,047,877).

During the period the Company and consolidated entity utilised their cash resources to
undertake exploration and evaluation activities within their tenement portfolio. The Company
and consolidated entity monitor cash flow requirements for operational, exploration and
evaluation expenditure and will continue to use capital market issues and joint venture
participant funding contributions to satisfy anticipated funding requirements.
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DECLARATION OF INDEPENDENCE BY CHRIS SKELTON TO THE DIRECTORS OF DIATREME RESOURCES
LIMITED

As auditor for the review of Diatreme Resources Limited and its controlled entities for the half-year
ended 30 June 2010, | declare that to the best of my knowledge and belief, there have been:

e no contraventions of the auditor independence requirements of the Corporations Act 2001 in
relation to the review; and
e no contraventions of any applicable code of professional conduct in relation to the review.

This declaration is in respect of Diatreme Resources Limited and the entities it controlled during the
period.

CJ Skelton

Director

BDO Audit (QLD) Pty Ltd

Brisbane, 17 August 2010

BDO Audit (QLD) Pty Ltd ABN 33 134 022 870 is a member of a national association of independent entities which are all members of BDO (Australia) Ltd ABN
77 050 110 275, an Australian company limited by guarantee. BDO Audit (QLD) Pty Ltd and BDO (Australia) Ltd are members of BDO Intemational Ltd, a UK
company limi and form part of the international BDO network of independent member firms. Liability limited by a scheme approved under
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE HALF YEAR ENDED 30 JUNE 2010

Continuing operations

Revenue

Employee benefits and on costs
Professional fees

Exploration expenditure written off
Property expenses

Depreciation

Listing and share registry costs
Finance costs

Administration costs

Loss from continuing operations before
income tax

Income tax expense

Loss from continuing operations after
income tax

Other comprehensive income

Total comprehensive loss for the period

Loss from continuing operations and total
comprehensive loss for the period are
attributable to:

Non-controlling interest

Owners of the parent

Earnings per share for loss attributable to
owners of Diatreme Resources Ltd

Basic earnings per share

Diluted earnings per share

Note

Consolidated

6 months 6 months
ended ended
30 Jun 2010 30 Jun 2009
$ $

161,412 106,132
(748,605) (506,847)
(127,300) (114,430)
(916,900) (48,548)
(143,918) (103,087)
(117,207) (100,047)

(19,040) (21,761)

(9,443) (11,206)
(293,643) (267,470)
(2,214,644) (1,067,264)
(2,214,644) (1,067,264)
(2,214,644) (1,067,264)
- (19,387)
(2,214,644) (1,047,877)
(2,214,644) (1,067,264)
Cents Cents
(1.05) (0.68)
(1.05) (0.68)

The above Consolidated Statement of Comprehensive Income should be read in conjunction

with the accompanying notes.



CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Current Assets

Cash and cash equivalents
Trade and other receivables
Other current assets

Total Current Assets

Non Current Assets

Available for sale financial assets
Property, plant and equipment
Exploration and evaluation

Other

Total Non Current Assets

Total Assets

Current Liabilities

Trade and other payables
Interest-bearing liabilities
Total Current Liabilities

Non Current Liabilities
Provisions

Interest-bearing liabilities
Total Non Current Liabilities

Total Liabilities
Net Assets

Equity

Contributed equity
Reserve

Accumulated losses
Parent entity interest
Non-controlling interest

Total Equity

AS AT 30 JUNE 2010

Note 30 Jun 31 Dec
2010 2009
$ $

1,379,390 1,916,742
94,013 67,153
164,545 207,524
1,637,948 2,191,419
162,586 162,586
1,102,326 1,202,100
18,240,752 17,820,255
675,635 663,741
20,181,299 19,848,682
21,819,247 22,040,101
164,498 203,045
44,006 42,083
208,504 245,128
81,170 78,758
152,663 175,157
233,833 253,915
442 337 499,043
21,376,910 21,541,058
4 30,775,408 28,724,912
87,670 87,670
(9,486,168) (7,271,524)
21,376,910 21,541,058
21,376,910 21,541,058

The above Consolidated Statement of Financial Position should be read in conjunction

with the accompanying notes.



CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

At 1 January 2010

Loss for the period
Other comprehensive
income

Total
comprehensive
income/(loss) for
the period

Transactions with
owners in their
capacity as owners:
Shares issued
Transaction costs on
share issue

At 30 June 2010

At 1 January 2009

Loss for the period
Other comprehensive
income

Total
comprehensive
income/(loss) for
the period

Transactions with
owners in their
capacity as owners:
Shares issued

At 30 June 2009

FOR THE HALF YEAR ENDED 30 JUNE 2010

Consolidated

Contributed Share Accumulated Total Non- Total
equity option losses controlling equity
reserve interest
$ $ $ $ $ $
28,724,912 87,670 (7,271,524) 21,541,058 - 21,541,058

- - (2,214,644) (2,214,644) - (2,214,644)
- - (2,214,644) (2,214,644) - (2,214,644)
2,253,750 - - 2,253,750 - 2,253,750
(203,254) - - (203,254) - (203,254)
30,775,408 87,670 (9,486,168) 21,376,910 - 21,376,910
Consolidated
Contributed Share Accumulated Total Non- Total
equity option losses controlling equity
reserve interest
$ $ $ $ $ $

21,259,642 87,670 (4,816,089) 16,531,223 1,023,981 17,555,204
- - (1,047,877) (1,047,877) (19,387) (1,067,264)
- - (1,047,877) (1,047,877) (19,387) (1,067,264)
3,919,000 - - 3,919,000 - 3,919,000
25,178,642 87,670 (5,863,966) 19,402,346 1,004,594 20,406,940

The above Consolidated Statement of Changes in Equity should be read in conjunction with the accompanying notes.



CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE HALF YEAR ENDED 30 JUNE 2010
Consolidated

Cash flows from operating activities

Sundry receipts (GST inclusive)

Payments to suppliers and employees (GST inclusive)

Interest received
Finance costs

Net cash (outflow) from operating activities
Cash flows from investing activities
Payments for property, plant and equipment
Payments for exploration expenditure
Proceeds from sale of property, plant and
equipment

Payments for security deposits

Net cash (outflow) from investing activities
Cash flows from financing activities
Repayment of borrowings

Proceeds from issue of shares

Transaction costs on issue of shares

Net cash inflow from financing activities

Net (decrease) in cash held
Cash at beginning of the half-year

Cash at the end of the half-year

6 months 6 months
ended ended
30 Jun 2010 30 Jun 2009
$ $

126,336 208,635
(1,370,153) (1,392,569)
33,973 60,720
(9,443) (11,206)
(1,219,287) (1,134,420)
(22,234) (494,034)
(1,316,861) (2,621,685)
3,000 -
(11,895) (90,527)
(1,347,990) (3,206,246)
(20,571) (18,808)
2,253,750 3,919,000
(203,254) -
2,029,925 3,900,192
(537,352) (440,474)
1,916,742 3,109,621
1,379,390 2,669,147

The above Consolidated Statement of Cash Flows should be read in conjunction

with the accompanying notes.



NOTES TO THE FINANCIAL STATEMENTS
FOR THE HALF YEAR ENDED 30 JUNE 2010

1. SUMMARY OF SIGNIFICANT ACOUNTING POLICIES

a) Reporting entity

Diatreme Resources Ltd (the “Company”) is a company domiciled in Australia. The consolidated
interim financial report of the Company as at and for the six months ended

30 June 2010 comprises the Company and its subsidiaries (the “Group”).

b) Statement of compliance

The consolidated interim financial report is a general purpose financial report which has been
prepared in accordance with AASB 134: Interim Financial Reporting and the Corporations Act
2001. The historical cost basis has been used, except for available-for-sale financial assets
which have been measured at fair value.

The consolidated interim financial report does not include all of the information required for a full
annual financial report, and should be read in conjunction with the consolidated annual financial
report of the consolidated entity as at and for the year ended 31 December 2009, and any public
announcements made by the Company during the half-year reporting period in accordance with
the continuous disclosure requirements of the Corporations Act 2001.

The accounting policies and methods adopted are consistent with those of the previous financial
year and corresponding interim reporting period.

c) Significant accounting judgements and key estimates
The estimates and judgements that have a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities within the next financial year are set out below:

Carrying value of exploration and evaluation expenditure

The Group performed a detailed review of its exploration tenements at period end to determine
whether the related expenditure should continue to be capitalised under AASB 6 Exploration for
and Evaluation of Mineral Resources’ or written off to the statement of comprehensive income.
As a result of this review, management has determined that $916,900 be written off in the half-
year ended 30 June 2010. This is an individually significant item of expense for the period.

The ultimate recoupment of cost carried forward for the exploration and evaluation is dependent
upon the successful development and commercial exploitation or sale of the respective areas of
interest. Ultimate exploitation through the development of mines will depend on raising
necessary funding.

d) Going concern
The financial statements have been prepared on the going concern basis, which contemplates
continuity of normal business activities and the realisation of assets and liabilities in the normal
course of business.

As disclosed in the financial statements, the Group recorded an operating loss of $2,214,644
and had net cash outflows from operating activities of $1,219,287 for the half-year ended 30
June 2010.



d) Going concern (continued)

The Directors acknowledge that, as in prior accounting periods, to continue the exploration and
development of the Company and consolidated entity’s mineral exploration projects, the
budgeted cash outflows from operating and investing activities for the second six months to 31
December 2010, will necessitate further capital raisings. In the event that the Company and
consolidated entity are unable to continue as going concerns (due to an inability to raise future
funding requirements), they may be required to realise their assets at amounts different to those
currently recognised, settle liabilities other than in the ordinary course of business and make
provisions for other costs which may arise as a result of cessation or curtailment of normal
business operations.

The Directors believe after consideration of the following matters, there are reasonable grounds
to believe that the Company and consolidated entity will be able to pay their debts as and when
they become due and payable and are going concerns because of the following factors:

(i) On 30 July 2010, the Company completed a further capital raising of $750,000 and issued
8,823,525 fully paid ordinary shares. The Company and consolidated entity are expected to
have the ability to continue to raise additional funds on a timely basis, pursuant to the
Corporations Act 2001;

(i) The ability of the Company and consolidated entity to further scale back certain parts of their
activities that are non essential so as to conserve cash; and

(iiiy The Company and consolidated entity retain the ability, if required, to wholly or in part
dispose of interests in mineral exploration and development assets.

Accordingly, the Directors believe that the Company and consolidated entity will obtain sufficient
funding to enable them to continue as going concerns and that it is appropriate to adopt that
basis of accounting in the preparation of the financial report.

2. SEGMENT INFORMATION

The Group has adopted AASB 8 “Operating Segments” which requires operating segments to be
identified on the basis of internal reports about components of the Group that are regularly
reviewed by the chief operating decision maker in order to allocate resources to the segment
and to assess its performance.

a) The Group has two reportable segments. These include the following

Mineral sands
This segment incorporates exploration for heavy mineral sands throughout Australia.

Metalliferous
This segment incorporates exploration for copper, gold, and base metals throughout Australia.

b) Basis of accounting for purposes of reporting by operating segments

Segment assets
Segment assets were allocated based on the operations of the segment.

Segment liabilities
The two reportable segments do not have liabilities allocated to them.
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2. SEGMENT INFORMATION (continued)

Unallocated items

This incorporates revenue, assets and liabilities for the corporate and administration function
which earns revenue that are only incidental to the activities of the Group and would not be
operating segments.

¢) The executive management committee monitors segment performance based on the segment
result. The basis of measuring segment profit or loss has not changed from the last annual
financial statements.

6 months 6 months
ended ended
30 Jun 2010 30 Jun 2009
$ $
Segment revenue
Mineral sands 5,345 1,441
Metalliferous - 7
Unallocated income 156,067 104,684
Consolidated revenue 161,412 106,132
Reportable segment loss
Mineral sands (217,673) (185,600)
Metalliferous (823,817) (11,730)
Total reportable segment loss before income tax (1,041,490) (197,330)
Reconciliation of reportable segment loss
Total reportable segment loss before income tax (1,041,490) (197,330)
Unallocated general and administration expenses (1,329,220) (974,618)
Unallocated interest income 32,469 57,522
Unallocated other income 123,597 47,162
Consolidated loss from continuing operations before income
tax (2,214,644) (1,067,264)
As at As at
30 June 2010 31 Dec 2009
$ $

Reportable segment assets
Mineral sands 10,735,952 10,213,252
Metalliferous 9,459,419 9,632,786
Total reportable segment assets 20,195,371 19,846,038
Reconciliation of reportable segment assets
Total reportable segment assets 20,195,371 19,846,038
Unallocated other assets 1,623,876 2,194,063
Consolidated total assets 21,819,247 22,040,101
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6 months 6 months
ended ended
30 Jun 2010 30 Jun 2009
$ $
3. REVENUE FROM CONTINUING OPERATIONS
Interest 35,076 58,970
Management fees 4,606 5,298
Other 121,730 41,864
161,412 106,132
4. CONTRIBUTED EQUITY
As at As at
30 Jun 2010 31 Dec 2009
$ $
226,041,209 fully paid ordinary shares (Dec 2009:
202,191,209) 30,775,408 28,724,912
Movements in ordinary shares
Shares $
Balance as at 1 January 2009 144,999,921 21,259,642
Share placement issued at 14.23 cents per share in April 2009 14,333,333 2,040,000
Share placement issued at 14 cents per share in May 2009 11,000,000 1,540,000
Share placement issued at 15 cents per share in June 2009 2,259,996 339,000
Share placement issued at 16 cents per share in August 2009 4,500,000 720,000
Share placement issued at 12.25 cents per share in October 2009 17,900,000 2,192,750
Share placement issued at 12.25 cents per share in November
2009 3,300,000 404,250
Share placement issued at 12.25 cents per share in December
2009 3,897,959 477,500
Share issue costs - (248,230)
Balance as at 31 Dec 2009 202,191,209 28,724,912
Share placement issued at 12.25 cents per share in March 2010 3,300,000 404,250
Share placement issued at 9 cents per share in April 2010 20,350,000 1,831,500
Share placement issued at 9 cents per share in June 2010 200,000 18,000
Share issue costs - (203,254)
Balance as at 30 June 2010 226,041,209 30,775,408

5. CONTINGENCIES

In addition to the contingencies disclosed at the last annual reporting date, the following
contingency arose during the half-year to 30 June 2010:

The Company has exposure to meet costs associated with the remediation of contaminated soill
resulting from a field camp diesel spill at one of its exploration sites. It is not practical to estimate
the total liability at this stage, and the level of provision is dependent on the outcome of
government department investigations.
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6. COMMITMENTS

So as to maintain current rights to tenure of exploration tenements, the Group will be required to
outlay amounts in respect of tenement rent to the relevant governing authorities and to meet
certain annual exploration expenditure commitments. These outlays (exploration expenditure
and rent), which arise in relation to granted tenements, inclusive of tenement applications
granted subsequent to 30 June 2010 are as follows:

30 Jun 2010 31 Dec 2009

$ $
Payable within 1 year 1,686,268 1,544,999
Payable between one and five years 1,963,642 6,302,736
3,649,910 7,847,735

7. RELATED PARTY TRANSACTIONS
The following transactions occurred with related parties:

30 Jun 2010 30 Jun 2009

$ $
Contributions to superannuation funds on behalf of
employees 64,649 75,093
Management fee charged to Directors’ related entities 3,628 2,364

8. EVENTS SUBSEQUENT TO REPORTING DATE

On 30 July 2010, the Company successfully completed a placement of 8,823,525 ordinary fully
paid shares at 8.5 cents per share, raising $750,000 to sophisticated and professional investors,
including existing major shareholders.

On 10 August 2010, BaoTi Group Ltd (“BaoTi") entered into a Memorandum of Understanding
(“MOU") with Diatreme Resources Limited over the Company’s Cyclone Heavy Mineral Project
located in Western Australia. Under the terms of the MOU, BaoTi intends to reach agreement
with the Company to undertake an equity investment in the Company and to jointly develop the
Cyclone Project through a joint venture in which it can earn a significant project stake.
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