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About the Cover

The Jerritt Canyon operations
produce 800-ounce doré bars
of 95% gold.
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2005 Highlights

Redevelopment Plan Implemented
+ 2005 production of 204,091 ounces of gold

+ Sustainable annual production of ZO0,000-ZZ0,000
ounces from Jerritt Canyon ;

|
i

+ Optimization of the Jerritt Canyon operations

* Positive cash flow expected in 2006

Replaced Gold Reserves

- Delineated first reserves at Starvation Canyon project

* Proven and probable reserves of 877,900 ounces

'

+ Measured and indicated resources, including reserves,
of 2.1 million ounces

Achieved Production Milestones
« Began commercial production from the Steer Mine

and high-grade Mahala deposit at the Smith Mine

+ Connected underground drift between SSX arjd
Steer mines

+ SSX Mine produced its millionth ounce of gold, becoming
the fifth million-cunce mine at Jerritt Canyon

Superior Safety Records

+ Qver 30 months or 2.1 million man hours worked
without a lost time accident ‘

- Jerritt Canyon's SSX and Smith mines won th‘e first
and second place awards from the Nevada Mining
Association as the safest underground mines in‘the state

|
l

This Annual Report contains “forward-looking statements” within the meaning of Section 21E of the United States Securities
Exchange Act of 1934, as amended and the Private Seécurities Litigation Reform Act of 1995, All statements, other than
statements of historical fact herein including, without’Hmitation, statements regarding potential resources and reserves,
exploration results, production rates and future plans and objectives of Queenstake, are forward-looking statements that
involve various risks and uncertainties as set forth in mon;s detail in the Cautionary Statement on page 58 of this Annual Report.




A Timeless Investment

The average spot gold price
increased 9% from $410 per
ounce in 2004 to $445 per
ounce in 2005. The average
gold price has risen 64% since
the 25-year low of $271 per
ounce in 2001. Investment in
gold was driven by rising
investor interest and increased
accumulation in gold bars,
including demand from new
gold investment securities,
and a 5% increase in gold used
in jewelry fabrication in 2005,
according to GFMS. Jewelry
fabrication, which totaled over
2,700 tons (2,449 tonnes) in
2005, accounts for approxi-




Letter to Shareholders

Dear fellow shareholder,

2005 was a year of significant change for Queen§take. The continuing revitalization
of our Jerritt Canyon gold operations is gathering momentum.
|

We retooled the Jerritt Canyon operations, rolli;ng out our redevelopment plan in
mid-August 2005. Over the spring and summer of 2005, we revamped both the
corporate management and mine management teams. Positive exploration
drilling results successfully advanced the Starvation Canyon project into gold reserves. We produced 204,091
ounces in 2005, within our guidance under the :redevelopment plan.

The rapid implementation of the redevelopmeint plan allowed us to be well positioned to produce between
200,000 and 220,000 ounces of gold from Jerritt Canyon in 2006, which we think is the sustainable annual
production rate from the current underground operations. With steady progress under the redevelopment
plan, we are driving towards generating positive cash flow, after capital expenditures and corporate costs.

Optimization of Jerritt Canyon |

2005 was a year of two distinct halves. The first;half's disappointing operating results led to the redevelopment
plan being implemented in the second haif. In the first half, slipping production and rising operating costs were
exacerbated by a shortfall in underground develfopment, an industry-wide shortage of underground miners and
water issues from an exceptionally wet spring séason. The deficit in mined ore through the first eight months of
2005 resulted in more low-grade stockpile mat;erial being used to fill the mill throughput. As a result, the mill
grade declined to 0.20 ounce of gold per ton (6.7 grams per tonne) during the first half of 2005, 20% lower
than our 2004 average reserve ore grade. ‘

|
Change was needed fast. In July, the Company injtiated a redevelopment plan to optimize Jerritt Canyon. Central

to this redevelopment plan was matching mill th;routhut with a sustainable mining rate from the underground
mines by running only one of the two roasters in the mill at a time and focusing on underground mine development.
Mine management re-engineered the majority 6f mining stopes, defining conservative block models and apply-
ing selective mining methods.

In order to catch up on the mine development féotage, a mining contractor with its own equipment and mining

crew has been working at Jerritt Canyon since late in the third quarter of 2005. We also allocated more internal
i

resources toward mine development and implemented monitoring programs to ensure targets are realized.

)
)
I
|
)
f
|
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Jerritt Canyon employees successfully executed the redevelopment plan through the fast four months of 2005,
accomplishing significantly higher mine development footage, improved ore tonnage mined and higher mifl
grade at a consistent mill recovery rate. Qur employees did all this while achieving over two million man hours
without a lost time accident.

Strategic Alliance

As the Jerritt Canyon operations progressed under the redevelopment plan, we implemented a parallelinitiative
seeking opportunities to leverage the value of our assets, most notably, our excess mill processing capacity and
our exploration potential,

This opened the door in March 2006 for the multi-faceted strategic alliance with Newmont Mining Corporation
for a $10 miilion equity investment, our acquisition of three of Newmont's Nevada exploration properties, including
one in the Cortez Trend, and an ore and concentrate purchase agreement to fill our roasting capacity at the mill
and reduce our fixed costs per cunce. Newmont received 28.5 million units priced at Cdn $0.41 per unit, each
consisting of one common share and one common share purchase warrant. Each warrant can be exercised
to acquire one additional share at a price of Cdn $0.55 for a four-year period. After closing, Newmont
would hold approximately 4.9% of Queenstake's hasic common shares. If all of these warrants are exercised
and Newmont were to maintain its holdings of Queenstake shares, Newmont would hoid a fully diluted equity
stake of 8.5%. It was an innovative win-win deal for both companies that reflects positively on Queenstake's
exploration and processing expertise.

For Queenstake, this fransaction delivers four important value enhancers in processing and production optimization,
financial fiexibility, cash to accelerate exploration and property diversification. Processing the Newmont
ore and concentrates will improve our cash operating costs per ounce and increase our processing efficiency.

With the cash infusion, our strengthened balance sheet allows us to significantly step up our district exploration
program in 2006 and 2007. We also picked up our first exploration interests outside of the Jerritt Canyon
District, while maintaining our Nevada, USA focus.

The ore purchase agreement for 500,000 tons per year for two years increases our mill processing to approximately
95% of its capacity rate of 4,200 tons (3,810 tonnes) per day or approximately 1.5 million tons (1.4 tonnes)
per year. We maintain production planning flexibility for potential higher grade Jerritt Canyon production in
the future.

4 | QUEENSTAKE RESOURCES LTD.




2006 Goals '
+ Optimize mine production and mill capacity
+ Increase cash flow from operations in 2006 |

+ Replace gold reserves after production depletion
and increase gold resources

+ Advance the Starvation Canyon project

|
i
|
i
!
|
!

2005 Milestones ,

We successfully replaced reserves net of depletion with proven and probable reserves of 877,900 contained ounces
of gold, using a gold price of $410 per ounce, at yeaﬁ-end 2005. Positive results from two drilling campaigns totaling
30,000 feet (9,144 meters) at Starvation Canyon ted to the delineation of the first reserves identified at Starvation
Canyon, comprising 121,100 ounces of goid. The S'tarvation Canyon resuits also increased the grade of resource
mineralization by 4% to almost 0.28 ounce of gold per ton (9.6 grams per tonne) and enhanced the overall confidence

in the resources with the mineralization open in several directions.

In 2006, we are increasing our district and surface exploration investment from $3.9 million in 2005 to at least
$6.0 million and have added a third underground reverse-circulation drill to the SSX-Steer Mine Complex to

pursue the higher ore grade SSX extension, :

2005 ANNUAL REPORT | 5
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Other milestones in 2005 were two significant production start-ups and safety. We achieved commercial
production at the new Steer Mine in October 2005 and from the Mahala deposit, which represents one of the
highest grade reserves at Jerritt Canyon. The Jerritt Canyon mines won first and second place awards as the
safest underground mines in Nevada, while the mill was awarded the top prize as the safest medium-sized mill
in Nevada.

Qur financial health has greatly improved from a year ago. Working capital improved to $4.8 million at year-end
2005. We continue to have a solid balance sheet with no long-term debt, other than capital leases for mining equip-
ment. We provide our shareholders leverage to the gold price with no forward gold sales.

Value Driving Strategy

Queenstake will deliver value as a producer with leverage to the gold price and an exploration play in a proven gold
district in one of the worlid’s best gold producing regions: Nevada. Our district exploration priority is to advance
Starvation Canyon as a potential high grade mine, while continuing to advance our many other exploration targets.

We have some of the best and most productive underground miners along with experienced mine management
to extract higher margin ounces and maximize mine life at Jerritt Canyon. We can develop new deposits such
as Mahala and potentially Starvation Canyon with minimal start-up risk. We are continually evaluating new
material handling technigues and our mining infrastructure for process improvements.

6 | QUEENSTAKE RESOURCES LTD.




We remain challenged by rising commodity costs,faced by the North American gold mining industry, especially
in electricity, propane, diesel and cement. As a 100% U.S. producer, we are not exposed to currency risk as we
expect the gold price, denominated in U.S. doIIaré, to remain strong. In addition, under the redevelopment plan,
we have controis tracking our major cost items té\ manage Jerritt Canyon more efficiently.

Exploration is where we have the greatest potertmtial for near-term value creation. Our near-mine strategy is
to target resource to reserves conversion with thé objective of replacing reserves net of depletion annually. Our
district exploration strategy is to discover new resources and identify near-production additions of higher
grade mineralization to help offset our cost cha:llenges over time. In district exploration, we have identified
multiple targets at every stage of exploration in the 119-square mile Jerritt Canyon District.

The northern half of the district has produced over; 7.2 million ounces of gold from 18 mines since 1981. In October
2005, the SSX Mine became the fifth mine at Jerritt Canyon to exceed one million ounces of production. With our
exploration expertise and wealth of historical geologlcal data, we believe that we will be mining at Jerritt Canyon

for many years to come.

We will strive to be opportunistic for growth whére there is incremental value and natural synergies. We are
poised to exploit our processing and explorati'on expertise as our neighbors in Nevada increasingly find
refractory resources. We will keep our general and administrative costs at one of the lowest among emerging
and intermediate producers.

As we look ahead for a much stronger 2006 perfo%rmance from Queenstake, | would like to thank the dedication
of our 420 employees and Board of Directors. In particular, | would like to thank Hugh Mogensen, who retired from
the Board of Directors after 14 years of service as a;director. Hugh remains a friend of Queenstake and | appreciate
the support, wise counsel and professional guidance he has provided to me over the years. To our shareholders,
the best is yet to come and thank you for your support.

Sincerely,

::DW/é% Py e
Dorian L. (Dusty) Nicol

President and Chief Executive Officer '
March 30, 2006

2005 ANNUAL REPORT | 7




siMillkand
IAdministration

&

2006 Exploration Targets ©

Underground Mine Footprint w

o] 4 mi

0 8 km

8 | QUEENSTAKE RESOURCES LTD.




2005 Results

Highlights

2005 2004
Gold production (000 ounces) 204.1 243.3
Gold sales (000 ounces) 202.7 2457
Average realized gold price ($/ounce) 445 398
Cash operating costs ' ($/ounce produced) 386 336
Royalties & taxes ($/ounce) 13 1
Total cash costs ' (S/ounce produced) 399 347
Revenue 2 ($ millions) 90.2 100.4
Depreciation, depletion and amortization ($ millions) 17.2 19.6
Exploration (S millions) 39 6.6
General and administrative * ($ millions) 4.9 3.4
Net loss (S millions) (19.7) (22.1)
Per common share, basic and diluted ($) (0.04) (0.06)
Net cash provided by (used in) operations ($ millions) (7.0) 16.7
Capital expenditures ($ millions) 19.6 21.5
Cash and cash equivalents at year-end ($ millions) 10.2 6.1
Working capital ¢ (S millions) 4.8 (9.4)
Total shareholders’ equity (5 millions) 50.9 38.4
Wtd. average number of shares, basic (millions) 509.3 3776
Wtd. average number of shares, fully diluted (millions) 585.6 amz

All dollar amounts used in this annual report are in U.S. dollars unless otherwise specified.

1 For a reconciliation of cash operating costs per ounce and total cash costs per ounce, bath non-GAAP measures of perfaormance,

to operating costs as reported in the consolidated financial statements under GAAP, please refer to Table 5 in the Results of Operations

section of Management's Discussion and Analysis.

2 Certain of the comparative figures have been reclassified to conform with the current year's presentation. See Note 2q.

3 Includes $1.0 miifion in corporate restructuring and severance costs incurred in the first quarter of 2005,

4 Current assets minus current liabilities.

A ‘
@:\\ ' ‘
r;
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Operations

The Jerritt Canyon operations are poised 10 generate positive cash flow for Queenstake in 2006 under the
redevelopment plan, implemented in mid-August 2005. The redevelopment plan focused the operating
priority to higher margin ounces and underground mine development for the optimization of Jerritt Canyon.

By processing higher grade ore at 0.25 ounce of gold per ton (opt) or 8.6 grams per tonne (gpt), reducing costs
and lowering Jerritt Canyon-produced ounces to a sustainable rate of between 200,000 and 220,000 ounces
of gold annually, the redevelopment initiative matches mill throughput with current optimal underground
production capacity.

The re-engineering of Jerritt Canyon involved re-modeling a significant portion of the ore bodies, applying
smaller design blocks and more detailed geologic information to improve mining accuracy and reduce dilution
for higher grade production.

To address the development shortfalf, the Company hired a mining contractor in September 2005 and allocated a
greater proportion of internal resources to development, including the addition of a new roof bolting machine and
two trucks. The mining contractor currently remains at Jerritt Canyon, dedicated to underground development.

During 2005, cash operating costs were at the higher end of guidance under the redevelopment plan at $386
per ounce for the year and $413 per ounce for the fourth quarter as a result of rising costs in electricity, fuel,
commodities and labor as faced generally by the North American goid mining industry.

Mining Operations Gear Up

From mid-August 2005 through year-end, the Jerritt Canyon operations demonstrated the redevelopment plan
was on track in accordance with several key indicators in ounces produced, mining rate, mill grade and recovery
rate, and development footage.

Another significant milestone was realized when the SSX Mine became the fifth mine at Jerritt Canyon to exceed
one million ounces of gold production.

In Gctober 2005, the new Steer Mine began commercial production, following the connection between the SSX
and Steer mines. This connection created opportunities to increase operational efficiency by sharing manpower,
equipment and maintenance in a combined and centrally managed SSX-Steer Mine Complex. The mine management

10 | QUEENSTAKE RESOURCES LTD.
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and technical support group jointly manage mining of SSX and Steer as a single operation with similar manpower and
equipment levels. The connection between Steer and SSX also serves as a prospective exploration area with
platforms for underground drill stations. (Refer to the Exploration section of this Annual Report.)

The mining production rate from the SSX-Steer Mine Complex will be ramped up from 1,140 tons per day in the
third quarter of 2005 to 2,100 tons per day expected by the second guarter of 2006.

The SSX-Steer Mine Complex is expected to account for approximately 68% of Jerritt Canyon's estimated
production of 200,000 to 220,000 ounces of gold in 2006. Production from the Smith Mine is expected to
be 29% of 2006 estimated production whife the higher cost Murray Mine, as expected, will be depleted and
will close in the second quarter of 2006.

Commercial gold production began at the Mahala deposit at the Smith Mine in August 2005. This higher grade
deposit has improved the overall mined ore grade from the Smith Mine from 0.27 opt (9.3 gpt) in 2005 to an
anticipated 0.29 opt (9.9 gpt) in 2006. Mahala's first reserves were delineated by Queenstake in December 2003
and the deposit was quickly brought into production.

Since its acquisition of Jerritt Canyon in June 2003, Queenstake has invested more than $50 million in capital
expenditures, including $19.6 million in 2005. Much of this was to improve maintenance, replace equipment and
increase capitalized mine development. Before Queenstake's ownership, capital investment had been minimal
for several years. With the catch-up in maintenance capital largely completed, estimated capital expenditures
for 2006 will decrease to approximately $16 million,

Outlook — Brighter Future

Jerritt Canyon is well positioned to continue to add gold resources and extend its mine life. With a
dedicated and efficient work force and an experienced and effective mine management skilled in engineering,
permitting, mining and processing, the future is bright. In 2006, Jerritt Canyon is expected to produce
200,000 t0 220,000 ounces of gold.

12 | QUEENSTAKE RESOURCES LTD.




2005 Operating Data

Jerritt Canyon
2005 2004
Proven & probable reserves (000 ounces) 878 875
Measured & indicated resources, including reserves (000 ounces) 2,079 2,410
Gold produced (ounces) 204,091 243,333

(Imperial units, except %)

(Metric units, except %)

2005 2004 2005 2004
959,099 1144,214 Ore Mined (tons; tonnes) 870,075 1,038,008
448,260 495,998 Waste Mined (tons; tonnes) 406,653 449,959

1,407,359 1,640,212 Total tons/tonnes mined 1,276,728 1,487,968
3,856 4,494 Av. tons/tonnes per day mined 3,498 4,077
0.26 0.25 Average grade mined (opt; gpt) 8.9 8.7
147,838 161,619 Stockpile tons/tonnes used 134,161 146,618
1,106,937 1,305,833 Total tons/tonnes processed 1,004,236 1,184,626
3,033 3,578 Av. tons/tonnes per day processed 2,751 3,246
0.22 0.21 Grade processed (opt; gpt) 7.4 7.3
86.6 86.7 Process recovery (%) 86.6 86.7

2005 ANNUAL REPORT |
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Reserves and Resources

Gold Proven and Probable Reserves 1¥%*

PROVEN PROBABLE TOTAL
Tons Grade Gold Tons Grade Gold Tons Grade Gold
MINE (000) (oz/t)y (000 o0z) (000) (oz/t) (000 0z) (000) (oz/t) (000 02)
Murray 108.7 0.24 26.5 134.7 0.27 36.8 243.3 0.26 63.3
Smith Upper 142.2 0.30 429 479.0 0.25 122.2 | 621.2 0.27 165.0
Smith Lower 68.1 0.36 24.3 259.7 0.32 83.3 327.8 0.33 107.7
SSX 824.9 0.25 206.3 508.5 0.24 121.0 . 1,333.3 0.25 327.3
Saval IV - - - 104.4 0.23 243 ° 104.4 0.23 24.3
Starvation Canyon - - - 400.5 0.30 121.1 4005 0.30 121.1
Wright Window - - - 32.6 0.23 7.4 32.6 0.23 7.4
Subtotal 1,143.8 0.26 300.0 1,919.5 0.27 516.1 3,063.3 0.27 816.1
Stockpiles 67.5 0.17 1.7 592.2 0.08 50.0 659.7 0.09 61.8
TOTAL 2005 1,211.3 0.26 311.7 2,511.7 0.23 566.2 3,723.0 0.24 8779
Total 2004 760.5 0.27 206.3 2,750.1 0.24 669.1 - 3,510.6 0.25 875.3
Consistent Reserve Replacement
Gold Qunces
(000)
875.3 8779
£ 1016 By e sttt EEE ISl At =
82011 0
B -
F40]1¢ B I b r--- r- 4 --
|
524.2
500——5-—-71———.-' -- R I e M R R e e R R LR --
$325 $360 $410
| coLp | . GOLD GOLD 1 GOLD
gPRICE{ (129.6) PRICE PRICE PRICE
300 L~ L ‘ L ! | |
Reserves 2003 2003 YearEnd 2004 2004  YearEnd 2005 2005 Year End
Mid 2003 Depletion Addition 2003 Depletion Addition 2004  Depletion Addition 2005
] Reserves Il Depletion B Addition
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(Depleted ounces may include resource ounces mined and
do not equal gold production due to recovery process losses and estimations.)
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Total Gold Resources¥>** (including Reserves)

MEASURED INDICATED MEASURED & INDICATED INFERRED

Tons  Grade Gold Tons Grade Gold Tons Grade Gold Tons Grade Gold
DEPOSIT (000) (oz/st) (000 0z) | (000) (oz/st) (000o0z) | (000) (oz/st) (000 0z) [ (OO0) (oz/st) (OO0 oz)
Murray
(incl. Zone 9) 560.2 0.29 164.7 | 229.0 0.28 64.3 | 789.2 0.29 229.1 167.2 0.22 36.8
SSX-Steer
Complex 1,830.4 0.28 50856 767.1 0.27 205.0 2,597.5 0.28 713.6 [1,052.2 0.23 244.1
Smith 636.5 0.29 1847 11,2269 0.28 342.8 1,863.4 0.28 5275 677.0 0.24 161.2
Saval - - - | 460.5 0.25 129 | 460.5 0.25 1129 | 270.0 0.25 66.2
Starvation
Canyon - - - | 676.4 0.28 190.7 | &76.4 0.28 190.7 51.4 0.31 15.8
Wright Window - - - g7.8 0.16 15.2 97.8 0.16 15.2 19.0 0.23 4.3
Subtotal 3,0271 0.28 858.0 |3.457.7 0.27 931.0 [6,484.9 0.28 17891 2,236.8 0.24 528.4
Stockpiles 67.5 o 1.7 |11175.3 0.06 69.2 (1,242.7 0.07 809 - - -
Pit Resources
Burns Basin - - - 29.7 013 3.9 29.7 043 39 - - -
California Mtn. - - - 8.0 on 09 8.0 o 0.9 - - -
Covote - - - - - - - - - 2041 0.10 2.0
Pie Creek - - - 190.2 0.6 29.9 190.2 Q.16 299 28.3 0.14 4.0
Road Canyon ~ - - | 1486 014 21.2 148.6 0.14 21.2 74.3 043 9.7
Mill Creek - - - 78.4 0.12 9.7 78.4 0.12 9.7 - - -
U/G Resources
Burns Basin - - - 307 0.9 5.9 307 019 59 50.6 0.23 1.5
California Mtn. - - - 321 0.38 121 321 0.38 12.1 9.4 0.33 3.1
Coyote Zone 10 - - - 45.2 0.21 9.6 452 0.21 9.6 2.7 0.18 0.5
MCE - - - 4.4 0.20 0.9 4.4 0.20 0.9 7.8 0.19 1.5
Waterpipe Il - - - - - - - - - 37.4 0.21 17
West Mahala - - - 368.1 0.22 82.4 368.1 0.22 82.4 141.9 0.21 29.7
Winters Creek - - - 148.9 0.22 32.5 148.9 0.22 325 37.2 0.20 7.4
TOTAL 2005 3,094.6 0.28 8697 |5717.4 0.21 1,209.4 (8,812.0 0.24 2,079.1 12,646.5 0.23 605.6
Total 2004 2,263.0 0.29 €650.1 [7,724.8 0.23 1,759.5 [,987.8 0.24 2,409.6 4,058.7 0.22 8884

1 Reserves were based on a gold price of $410 per ounce. “Resources” or “resource” used in this Annual Report are as defined in National Instrument 43-101 of the Canadian
Securities Administrators and are not terms recognized or defined by the U.S. Securities and Exchange Commission (SEC). Mineral resources are not reserves and do not have
demonstrated economic viability. For further information, please refer to the risk factors and definitions of reserves and resources in the Campany's filings on SEDAR and
with the SEC as filed on the SEC's EDGAR database, which can also be accessed through the Company’s website, www.queenstake.com. Refer also to the Cautionary Statement
at the end of this Annual Report. Key assumptions and methods used in deriving estimates of proven and probable reserves, and measured and indicated resources are as
described in the Company's latest Annual Information Form filed on SEDAR, Annual Report on Form 40-F filed on EDGAR and its Nationaf instrument 43-101 report.

U.S. investors are advised to read the Cautionary Statement on page ** of the Annual Report. it cannot be assumed that part or alf of the mineral deposits termed “resources”

may ever demonstrate economic viability to become reserves and the term “inferred resources” is nof recognized by the SEC and it cannot be assumed that part or alf of an
inferred resource witl ever be upgraded to a higher category.

For Queenstake, the Qualified Persons for the technical information contained in this Annual Report are Messrs. Dorian L. (Dusty) Nicol, President and Chief Executive Officer,
Robert Todd, Manager of Technical Services, and Donald G. Colli, Manager of Mineral Resources.

4 For SRK Consulting (U.S.), Inc., in the preparation of Queenstake's National instrument 43-101 report, the Qualified Person is Mr. Landy Stinnet, Associate Mining Engineer,
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; Teasured as
the most popular of precious
metals for the creation of
timeless jewelry and fine art.
in many parts of the world,
such as Asia and the Middle

jewel

——ttcd a5 a tangibie store of
value as for adornment. Gold
jewelry demand increased

by approximately 5% from
2004 to approximately 88
million ounces in 2005,
according to GFMS. Since gold
does not corrode or tarnish, it
has an indestructible quality
necessary for other uses in our
daily lives. Gold is also vital
for high performance electronics,
telecommunication wiring,
lasers for medical procedures

and safety mechanisms in
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Exploration

Jerritt Canyon's exploration efforts in 2005 replaced gold reserves, after production, and delineated the first gold
reserves at the Starvation Canyon project. Proven and probable gold reserves were 877,900 ounces contained
in 3.7 million tons at 0.24 ounce of gold per ton (opt), or 3.4 million tonnes at 8.1grams per tonne (gpt) at year-end
2005. Significantly, the proven reserve component of proven and probable reserves improved from 24% to 36%
in 2005. Measured and indicated resources, including reserves, totaled 2.1 million ounces contained in 8.8 million
tons at 0.24 opt (8.0 million tonnes at 8.1 gpt). Inferred resources totaled 2.7 million tons at 0.23 opt (2.4 million
tonnes at 7.9 gpt) for 605,600 ounces.

The year's exploration accomplishments were impressive in light of the modest $3.9 million invested in district
and surface exploration in 2005, as the Company conserved cash and implemented a redevelopment plan
designed to generate positive cash flow in 2006. The Company expects to invest at least $6 million in district
exploration, including a minimum of $2 million at the Starvation Canyon project and $2.3 million in near-mine
surface drilling, in 2006. The Company could increase the exploration spending as warranted. In addition, $2.6
million of capitalized resource conversion drilling in near-mine exploration was included in the Company's capital
expenditures for 2005. In 2006, a similar amount is expected for capitalized resource conversion drilling.

Exploration inthe northern half of the district has been focused on near mine targets, and the under-explored southern
half has concentrated on advancing the Starvation Canyon project. (Refer to the location map on page 8.) Surface
drilling programs completed 130 holes totaling 102,816 feet (31,346 meters) in 2005. Up to five surface drill rigs were
active during the fall of 2005. In the near-mine exploration program, 2,797 holes totaling 348,148 feet (106,115 meters)
of underground drilling were completed using the Company's two reverse-circulation drills and two core drills.

District Exploration — Starvation Canyon Project Expands

Most of the district exploration program was concentrated at the Starvation Canyon project, located on
Queenstake's private land, approximately 12 miles southwest of the Jerritt Canyon mill. During 2005, 51 holes
totaling 30,129 feet (9,155 meters) were drilled in the Starvation Canyon area, successfully delineating 121,100
ounces of probable reserves and 190,700 ounces of indicated resources including reserves. This reflected an
increase of 22% in indicated resources, including reserves, over year-end 2004. Significantly, the average
resource grade improved 4% to 0.28 opt or 9.6 gpt. Starvation Canyon demonstrated a low discovery cost of
$16 per measured and indicated resource ounce in 2005.

The majority of the resource additions at Starvation Canyon were derived from step out drilling. (Refer to the map
on page 18.) The mineralization remains open in several directions of two principal controlling structures, most
notably to the southeast. The two identified deposits extend approximately 1,700 feet (518 meters) within a 4.5-
mile mineralized trend in the Starvation Canyon area. The identified mineralized zone lies above the water table
in an area of steep topography and could be easily accessed by portal from the hiliside.
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Near-Mine Exploration — Adding High-Grade Resources

Near the Smith Mine, the West Dash and West Coulee targets are advancing towards expected production in the
near future. At the West Dash area, approximately 700 feet (213 meters) west of the main Smith Mine drift, infili
drilling converted the first resources to reserves in 2005. West Dash had 44,620 ounces in probable reserves
and expanded the measured and indicated resources, including reserves, substantially from 2004 to 70,300
ounces in 2005.

A total of 24 holes from surface drilling for 18,375 feet (5,601 meters) targeted a structural trend extending
southwest from the mined-out Dash open pit. A drift being developed from the main Smith Mine decline is
anticipated to reach the West Dash deposit by mid 2006.

Starvation Canyon - Longitudinal Diagrams

Starvation Canyon is located on private land owned by Queenstake in the
southwestern part of the Jerritt Canyon District. The gold mineralized
zone at Starvation Canyon lies above the water table in an area of steep
topography and could be easily accessed by portal from the hillside. As shown
in the top diagram, mineralization is open in several directions.

STRIKE -

O 20085 Drilling

— 2006>0.20 opt
Gold Indicated & inferred

77 2006 > 0.15 opt
Gold Indicated & inferred
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Exploration of the West Coulee target tested the extension of the mineralized trend being mined in Zone 2 of
the Smith Mine, The mineralization in Zone 2 is closely associated with two semi-paralle! highly altered mafic
dikes, which have been mapped on surface for 2,000 feet (610 meters) west of the current underground mining
faces. During 2005, 12 holes drilied from surface covering 13,695 feet (4,174 meters) confirmed mineralization
along the dike up 101,000 feet (305 meters) west of the mining position. In 2006, further definition of the west-
erly dike trend will be pursued with underground core drilling.

West of the Mahala deposit, which is being mined as part of the Smith Mine, results from 15 holes from surface
drilling totaling 15,165 feet (4,623 meters) continued to identify exciting high grade mineralized intercepts. Drill
hole MAH-282 indicated two intervals with 40 feet of 0.24 opt and a second interval of 20 feet of 0.97 opt
(33.3 gpt) and MAH-296, which was drilled 200 feet to the northwest of MAH-282, intercepted 10 feet of 0.580
opt (19.9 gpt), within thicker lower-grade mineralization. Several hundred feet south of this drilling, road building
uncovered a dike with subseguent chip samples indicating an attractive target for drilling in 2006.

Underground drilling at the B-Pit area at the Smith Mine totaled 18 core holes for 5,750 feet (1,752 meters).
The results improved the grade of reserves by 12% from 2004 to 0.26 opt for 34,400 ounces of goid in 2005.

At the SSX Mine, the development of the drift to connect with the new Steer Mine unexpectediy encountered
mineralization in the northwest extension of the South Boundary Fault, which is the major controlling structure
for mineralization. The drift connecting the SSX and Steer mines not only provides secondary access and
greater operational efficiency for the now combined SSX-Steer Complex, but also enables drill piatforms to
explore this prospective corridor. The Company has purchased a third underground reverse circulation drill to
augment drilling in this area.

2006 Outlook

In 2006, the district exploration program will pursue extensions of the Starvation Canyon project and test some
new targets such as Snow Canyon, Mahala Basin and North Steer. The near-mine program will focus on step-out
surface drilling at West Dash, West Coulee Mahala, and the greater SSX area, as well as underground drilling in
the SSX-Steer corridor, West Dash and East Mahala.
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Corporate Responsibility

Queenstake's corporate responsibility is reflected in its strong commitment to safety, environmental steward-
ship and ethical conduct for the benefit of its employees, their families and the communities in which they live.
This section provides some corporate responsibility highlights from 2005.

Safety First

Jerritt Canyon is one of the safest mining operations in North America. From September 2003 through the end
of 2005, employees achieved 2.1 million man hours without a lost time accident. During 2005, the SSX and Smith
mines won the first and second place awards, respectively, from the Nevada Mining Association as the safest
underground mines in the state. The Murray Mine was fourth in the same category. In addition, the Jerritt Canyon
milt was recognized as the safest medium-sized operation in Nevada.

Environmental Stewardship

The environmental and reclamation program at Jerritt Canyon incorporates dedicated professionalism and
diligent attention to best practices and requlatory compliance. The attention to detail began with the Company
securing an environmental risk transfer program with AIG in 2003, foliowing the acquisition of Jerritt Canyon,
which essentially covers the reclamation and closure liability for the operations.

During 2005, Jerritt Canyon completed reclamation at the closed open-pit Dash Mine’s rock disposal area and
tank facility. Jerritt Canyon practices concurrent reclamation during its mining and exploration activities.

In the permitting arena, progress was made in developing the environmental assessment for a consolidated
exploration plan covering 10 exploration areas in the Jerritt Canyon District for a five-year period. A draft
environmental assessment is currently undergoing review and this process is expected to conclude later in 2006.

A new cooling pond to cool processed waste water from the mill was commissioned in early 2006. The water is
recycled for use in the milling process. The cooperative effort between the mine staff and state officials during
permitting in 2005 resulted in a state-of-the-art cooling pond design, which will influence similar applications
in the state in the future.
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The Burns Basin shop area is a good example of the superior reclamation standards at Jerritt Canyon as shown in the above photos. The
haul road in the background and the foreground disturbance, shown on the left, were re-contoured back to near original topography and
vegetation was planted.

Over the long term, ongoing wildlife protection measures include safequards for post-fledgling areas for the
Northern Goshawk, as well as for drainages known to support Lahontan Cutthroat Trout.

Being a Good Corporate Neighbor

Queenstake provides college scholarships to 39 dependent children of employees. Many of these young adults
also are employed at the mine under a summer employment program to gain vital work experience in a growing
industry and earn additional money for their college expenses. This summer employment program has also
allowed Jerritt Canyon to occasionally hire new graduates as full-time employees.

Employees are encouraged to volunteer in the community in various youth programs. The Company continues
to provide financial support to youth sports and recreation, education and drug and alcohol prevention and
awareness programs. In 2005, the Company contributed to the construction of an indoor recreational facility
for year-round sports activities and a new medical clinic in Elko, Nevada.

Queenstake has adopted a corporate ethics code to govern how its employees conduct its business in a
responsible and lawful manner. This code includes anti-corruption and avoidance of conflicts of interest measures
and may be perused on the Queenstake web site, under the "About Queenstake” section.

2006 Outlook

As Queenstake expects toimproveits operating and financial performance to become cash flow positive in 2006,
Jerritt Canyon will be able to gradually increase its community contributions in cash and in-kind resources for
the betterment of the lives of its employees’ families and their neighbors.
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Board of Directors

Robert L. Zerga

Mr. Zerga, Chairman of Queenstake, served as Chief
Executive Officer of Independence Mining and Vice
President of Minorco (USA), overseeing the Jeritt
Canyon operations. Previously he held senior posi-
tions with Newmont and Burlington Resources. Since
1995, he has served as an independent director for
several resource companies.

Dorian L. (Dusty) Nicol

Mr. Nicol, President and Chief Executive Officer of
Queenstake, has over 30 years of experience in explo-
ration and more recently as an operations executive.
He joined a predecessor company of Queenstake in
1997 and was a key member of management that
acquired the Jerritt Canyon operations. He led the
exploration programs in Central Asia and Africa for
Castle Exploration and in Latin America for Canyon
Resources. He had senior positions with Exxon Minerals
and Renisson Gold Fields.

Peter Bojtos

Mr. Bojtos has over 34 vyears of global mining
experience from exploration, feasibility study, mine
operations to decommissioning. Since 1995, Mr. Bojtos,
a professional engineer, has been an independent
director of numerous mining and exploration compa-
nies. He was former Chairman and Chief Executive
Officer of Greenstone Resources and past President
and Chief Executive Officer of Consolidated Nevada
Goldfields. Prior to that, he held various positions at
mines in West Africa, the United States and Canada.

Committees

Audit Committee
Michael Smith, Chairman
Peter Bojtos

Doris A. Meyer

Corporate Governance and
Nominating Committee
Peter Bojtos, Chairman
Doris A. Mevyer

Robert L. Zerga
Compensation

and Management

Disclosure Committee
Development

Michael Smith, Chairman

Committee Doris A. 1
John W, W. Hick, Chairman Dor!s L Eyert Cicol
John Ellis orian L. (Dusty) Nico

Robert L. Zerga
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John Ellis

Mr. Ellis is an independent consultant in mining, engi-
neering and mill processing for several international
mining companies since 2003. He was Vice President
of Operations for Inco Indonesia. Mr. Ellis was a former
Chairman and Chief Executive Officer of AngloGold
North America and Independence Mining and former
Chairman of Hudson Bay Mining and Smelting.

John W. W. Hick

Mr. Hick has over 20 years of executive management
experience in the mining industry. He is Vice Chair-
man and a Director of Rio Narcea and a Director of
several other resource companies. He was most
recently the Chief Executive Officer of Rio Narcea. Mr.
Hick was President and Chief Executive Officer of
Defiance Mining, Vice Chairman of TVX Gold, Chair-
man of Rayrock Yellowknife Mines, Senior Vice Presi-
dent, Corporate for Placer Dome, and Vice President
and General Counsel of Dome Mines.

Doris A. Meyer

Ms. Meyer is President of Golden Qak Corporate
Services Ltd., which provides financial and corporate
compliance services to publicly traded mining companies.
Ms. Meyer also serves as an executive officer and/or
a director of those mining companies, including
Kalimantan Gold (currently President and Chief Executive
Officer). Ms. Meyer was a former Vice President, Finance
and Corporate Secretary for Queenstake until 2004.

Michael Smith

Mr. Smith retired in 2004 as a partner for Pricewater-
houseCoopers. During his 22 years at PwC, Mr. Smith
worked principally for companies in the mining sector.
Mr. Smith has been a member of the Canadian Institute
of Chartered Accountants since 1971.




Corporate Governance

Audit Committee

The committee's responsibilities are to assist the
Board of Directors in its oversight of the integrity of
the Company's financial statements and management
discussion and analysis, and the Company’s compliance
with legal and reqgulatory reporting requirements and
with corporate financial policies and controls. The
committee is also responsible for all matters related
to the independent auditor, including selection, inde-
pendence, performance and fees paid. Committee
activities include reviewing of financial information
provided to shareholders and others, systems of
internal controls established by management and the
Board of Directors, results of the independent audit
and application of accounting policies.

Compensation and Management
Development Committee

The committee reviews and approves plans of the Com-
pany for management development and senior mana-
gerial succession. The committee recommends and the
Board approves executive compensation and compensa-
tion for directors in cash and/or equity for their expert
advice and contribution towards the success of the Com-
pany. The form and amount of such compensation will be
evaluated by the committee, ensuring compensation is
commensurate with the time spent by directors in meet-
ing their obligations and reflective of the compensation
paid by companies similar in size and business to the
Company.

Corporate Governance and
Nominating Committee

The committee is responsible for reviewing with the
Board, on an annual basis, whether Board members sat-
isfy the independence requirement. The committee
identifies individuals qualified to become Board mem-
bers and recommends director nominees to the Board.
It also develops and recommends corporate governance
principles applicable to the Company and leads the
Board in its annual review of the Board's performance
and effectiveness. It reviews annually the establishment
and membership of committees of the Board, the
delegation of authority to such committees and
the chairmanship of such committees, including the
periodic rotation of member and chair assignments.

Disclosure Committee

The committee, in conjunction with external legal
counsel as needed, assists the Board of Directors in
overseeing external communications of material and
other financial and operating information in news
releases and other non-regulatory disclosures to
ensure communications are timely, reflect accurate
and factual information, and are in accordance with le-
gal and requlatory requirements. The committee also
reviews with management and external legaf counsel,
as needed, matters relating to non-public material
information and the Company's policies with respect to
preventing indiscriminate disclosure, protecting confi-
dential information and avoiding misrepresentation
concerning Queenstake and Jerritt Canyon.
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Management’s Discussion and Analysis

of Financial ConditioOn and Results of Operations

QUEENSTAKE RESOCURCES LTD.

This discussion and analysis has been prepared as at
March 30, 2006 unless otherwise indicated, and it should

be read in conjunction with the audited consolidated finan-
cial statements of Queenstake Resources Ltd. (“Queens-

take"” or the "Company") as at December 31,2005 and the
notes thereto which have been prepared in accordance
with accounting principles generally accepted in Canada
(“Canadian GAAP"). Differences from generally accepted
accounting principles in the United States (“U.S. GAAP")
and Canadian GAAP are described in Note 23, to the
consolidated financial statements, All dollar figures are in
U.S. dollars, unless otherwise indicated.

Introduction

The Company engages in the mining, processing, produc-

tion and sale of gold, as well as related .activities including
development and exploration. The Company's principal
asset and only current source of revenue is its 100% owned
Jerritt Canyon mining operations, 50 miles north of Elko,
Nevada. The Jerritt Canyon mine complex consists of four
underground mines, which together with ore stockpiles feed
oretoanore processing plant. Jerritt Canyon has extensive
exploration potential, comprised of an approximately
119-square mile land position, together with a geological
database compiled over the past 27 years.

The Company acquired the Jerritt Canyon Mine on June 30,
2003; prior to that date the Company was an exploration
company and did not have commercial scale gold production.

Overview

Redevelopment plan

During the third quarter 2005, the Company announced a
redevelopment plan designed to optimize operations and
reduce operating costs in response to development and

production shortfalls at Jerritt Canyon and rising commod-

ity costs. The redevelopment plan represented a re-engineer-
ing to optimize value and cash flow from the Jerritt Canyon

mine assets given constraints with manpower, mining equip-

ment, and increasing commodity costs. The plan was a
substantial change in mine and processing practices at
Jerritt Canyon to focus on accelerated underground

development, higher grade production and reduced mill
processing rate to align mill throughput with an optimal
mining rate. The average grade of ore being processed
was increased to approximately 0.25 ounce of gold per ton
(opt), representing an approximate 20% increase from the
first half of 2005. The mill processing rate was scaled back
from operating two roasters together to one roaster at a
time for an average between 2,500 and 2,700 tons per day,
approximately 25% lower than the processing rate in the
first half of 2005. In addition, daily batch crushing and grind-
ing of mill feed was scheduled during off-peak hours for low-
er energy rates. The processing rate can be increased in the
future should Jerritt Canyon’s capacity to produce higher
grade ore from underground mining improve or to accom-
modate additional mill feed from third-party sources.

Cost reductions anticipated to be realized progressively
under the redevelopment plan included lower energy and
commodities consumption, lower costs of labor, maintenance
and other savings from improved operating efficiencies.
However, much of the anticipated operating cost savings
were absorbed by unexpected increases in energy and
certain commaodity prices during the fourth quarter of 2005.

The redevelopment plan was a substantial change from
historical mining and processing practices. Comparison to
operating results from previous years should be viewed in
that context.

Fourth guarter operating results were essentially on
track with the redevelopment plan. Ore tons mined were
223,060, exceeding the redevelopment plan by 8% while
tons milled were 211,587, slightly exceeding the redevelop-
ment plan. Ore grade processed was 0.25 opt while ounces
of gold produced were 45,555 for the quarter, both
essentially in line with the redevelopment plan. Moisture
in the ore from wet winter weather resulted in the settling
of high-grade ore fines into the ore pad, which is expected
to be recovered in the spring and summer of 2006 when
the ore pads can be scraped and the ore processed. As a
result of such seasonal factors, Jerritt Canyon had accu-
mulated over 8,000 ounces of contained gold in ore stock-
pile at the end of 2005. The ore stockpile at year-end is
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expected to be processed in the second and third
qguarters of 2006. At the end of the third quarter 2005,
there was no ore stockpile.

Capitalized mine development of 2,412 feet was slightly
ahead of the redevelopment plan during the fourth quarter.
For the full vear, capitalized mine development totaled
9,412 feet, slightly exceeding the redevelopment plan. A
mining contractor remair;s at Jerritt Canyon, dedicated to
underground development.

Cash operating costs were $413 per ounce of gold for
2005 fourth guarter, higher than the prior guidance,
attributable to rising costs faced by the:North American

gold mining industry in general and Jerritt Canyon, spe-

cifically including fue!, electricity, commodity and labor
costs during the quarter. Cash operating.costs for 2005
were $386 per ounce of gold, consistent with guidance
under the redevelopment plan.

Gold Prices

Market prices for gold have moved steadily upward during
2005 achieving a high of $537 per ounce in December 2005.
The Company has realized an average sales price of $445
per ounce for the twelve months ended December 31, 2005
reflecting the average closing prices for the same period.

2006 Private Placement, Ore Processing and
Property Lease Agreements

On March 29, 2006, the Company entered into an agree-

ment with Newmont Canada Limited (“Newmont') whereby
Newmont will purchase 28.51 millicn Queenstake commeoen
shares at Cdn $0.41 per share for gross proceeds of $10.0
million through an equity private placement. As part of the
private placement, Newmont wilf receive warrants that can
be exercised to acquire up to 28.51 million common shares
df Queenstake at a price of Cdn $0.55 for a four-year period,
which would generate Cdn $15.7 million in cash if exercised.
After closing, Newmont will own abproxlmately 4.9% of
Queenstake's outstanding common shares. If Newmont
were to exercise all of its warrants and maintain its holdings
of Queenstake’s common shares, Newmont would hold
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approximately 8.5% of Queenstake's fully diluted outstand-
ing common shares. For a period of two years from closing,
Newmont will have the right to participate in future equity
offerings by Queenstake to preserve its fully diluted share-
holding percentage and will have certain additional rights to
participatein debt financings. The private placement, which
remains subject to certain closing conditions, including
regulatory approvals, is expected to close in the second
quarter of 2006. Proceeds will be used to fund exploration
and for other corporate uses.

An affiliate of Newmont has also agreed to convey three of
its Nevada exploration properties to Queenstake on a lease-
option basis. The properties are subject to a sliding scale
net smelter royalty, dependent on the gold price, of 3% to a
maximum of 5% if goid is at or above $500 per ounce, and
Newmont retains the right to back into a 51% joint venture
interest in each of the properties.

fn addition, ancther affiliate of Newmont has agreed to sell
concentrates and ore from its Nevada operations to Queens-
take for processing atits Jerritt Canyon roasting and milling
facility. The contract calls for Queenstake to purchase at
teast 500,000 tons per year over two years. Queenstake
will pay Newmont for the recoverable ounces in the pur-
chased concentrates and ore, and Queenstake will charge
Newmont commercial terms for processing and refining.
Ore purchases with Newmont may continue for up to three
additional years if Queenstake has the spare processing ca-
pacity. The purchase of Newmont's concentrates and ore
for processing of at least 500,000 tons per year over two
years will increase the Jerritt Canyon mill throughput to
approximately 95% of its past demonstrated capacity of
approximately 1.5 million tons per year, which is expected to
reduce the Company's unit operating costs.

Selected Annual Information

The following Table 1 summarizes selected financial data
for the Company for each of the three most recent fiscal
years. The information herein is prepared in accordance
with Canadian generally accepted accounting principles:
The information herein is prepared in accordance with
Canadian generally accepted accounting principles:




Table 1 — Selected Annual Financial Data

(In millions of U.S. dollars) 2005 2004 2003
Gold sales $ 90.2 $ 1004 S 556
Net income (loss) from continuing

operations 20.5 18.0 2.6
Net loss (19.7) (22.1) (8.1)
Basic and diluted loss per share (0.04) (0.06) (0.04)
Total assets 93.3 87.9 7.9
Long term liabilities 28.5 269 323

Cash dividends declared - - -

During the reporting periods, the Company reported no discontinued
operations or extraordinary items.

Results of Operations

Gold production

Gold production for the year ended December 31, 2005
was 204,091 ounces, compared with 243,333 ounces in
2004. Gold production for 2005 decreased 16% compared
to 2004, but was within guidance under the redevelop-
ment pfan. Fourth quarter 2005 production was lower
than the same period of 2004 as anticipated under the
redevelopment plah, principally due to a decrease in ore
tons mined and processed compared to the fourth quarter
2004. The redevelopment plan was a substantial change
from historical mining and processing practices.

Quarterly production and financial information provided
as at December 31, 2005 is not indicative of future annual
production or financial results. Key guarterly production
statistics are illustrated in Table 2.

Table 2 - Jerritt Canyon Production Statistics

Gold production during the three-month period ended
March 31, 2005 was 54,767 ounces or a 13% increase over
the same period in 2004. Production was negatively
affected by unusually wet and heavy snowfall throughout
the region, which interrupted delivery of ore from the
mines to the mill and adversely affected mill throughput.

Gold production during the three-month period ended
June 30, 2005 was 54,156 ounces, 12% less than the same
period in the previous year and approximately 10% below
expectations. Mine development shortfalls through the end
of the second quarter were the result of deferring develop-
ment to conserve cash in the early part of 2005 and the
subsequent difficulty in accelerating development work
duetolabor shortages. Mined tonnage was further impacted
by ground instability in one small stope at SSX and water
problems at Smith during the second quarter.

Gold production for the three-month period ended
September 30, 2005 was 49,613 ounces, 32% less than the
same period in the previous year. Gold production for the
guarter was 4% greater than redevelopment plan targets
principally due to higher grade ores from Mahala and the
SSX-Steer Mine Complex. Jerritt Canyon allocated more
internal resources to mine development and engaged a
mining contractor in mid-August 2005 to accelerate mine
develecpment in order to maintain production capacity.
The addition of two new underground haul trucks and a
rock bolting machine augmented mine development.

Three months ended

Dec. 31, Sep. 30, Jun. 30, March 31, Dec. 31, Sep. 30, Jun, 30, Mar. 31,
2005 2005 2005 2005 2004 2004 2004 2004
Gold ounces produced 45,555 49,613 54,156 54,767 60,384 73,070 61,247 48,632
Gold ounces sold 46,828 54,446 50,560 50,850 64,723 71,210 63,983 45,735
Average sales price per ounce $ 485 S 442 S 428 S 427 S 432 $ 402 $ 395 $ 406
Cash operating costs per
ounce' $ 413 S 401 § 372 $ 365 $ 336 $ 303 $ 337 $ 388
Ore tons mined 223,060 220,779 234,625 280,635 320,505 296,474 284,737 242,498
Tons processed 211,587 267,116 316,800 311,434 331,619 358,600 323,782 291,832
Grade processed (opt) 0.25 0.21 0.21 0.21 0.21 0.22 0.21 0.21
Process recovery . 86.8% 86.5% 87.3% 85.8% 85.0% 91.1% S1.0% 79.7%

! The Company has adopted the Gold Institute Production Cost Standard (the “Standard”) to calculate and report cash operating costs per ounce of gold
produced. Thisis a non-GAAP measure, intended to complement conventional GAAP reporting; accordingly these data should not be considered a substi-
tute for GAAP measures. Management believes that cash operating costs per ounce is a useful indicator of a mine’s performance. Where GAAP operating
costs are adjusted to calculate per cunce data consistent with the Standard, reconciliations to GAAP measures are provided, see Table 7.
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Gold production for the three-month period ended
December 31, 2005 was 45,555 ounces, a decrease of
approximately 24% as compared to gold production for
the same period in 2004. Gold production for the period
was in line with redevelopment plan targets. Mill tonnage
processed was slightly less than plan with heavier than
normal winter snows and moisture accumulation in ore.
Mined tons exceeded redevelopment plan targets resulting
in a significant stockpiling of ore adjacent to the mill.
Commercial production start-up of the Steer Mine
commenced with the connection of Steer and SSX mines in
October 2005.

Key production statistics for the full-years 2005 and 2004
are illustrated in Table 3.

Table 3 - Jerritt Canyon Annual

Production Statistic
For the years ended December 31

2005 2004
Gold ounces produced 204,091 243,333
Gold ounces sold 202,684 245,651
Average soles price per ounce $ 445 $ 398
Cash operating costs per ounce $ 386 § 336
Pre tones mined 959,099 1,144,214
Tons processed 1,106,937 1,305,833

Grade processed (opt) 0.22 0.21
Process recovery 86.6% 86.7%

Mining during 2005 was derived primarily from the Murray,
Smith, and SSX underground mines. Commercial produc-
tion from the Mahala deposit accessed and mined through
the Smith Mine began in August 2005, following commis-
sioning of the ventilation and escape-way raise. Ore tons
mined for Jerritt Canyon during 2005 were 16% lower than
in 2004. Underground mining was affected by a shortage
of experienced miners and mechanics, continued dewater-
ing activities at the Smith Mine, necessitated by heavy
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spring runoff and rainfall in June 2005, and planned lower
ore tonnage under the redevelopment plan. Ore tons mined
during the fourth quarter of 2005 were 30% lower than
2004 and 8% higher under the redevelopment plan.

In 2005, the grade of ore processed was 0.22 opt, essen-
tially the same as 2004. Implementation of the redevelop-
ment plan significantly reduced the amount of low grade
stockpiles used to fill the mill and resulted in higher
average ore grade processed in the fourth guarter 2005
of 0.25 opt compared with 0.21 opt in the year ago quarter.

As aresult of higher operating costs from commodity price
increases and a production shortfall in the first half of
2005, cash operating costs per ounce for the year ended
December 31, 2005 were 15% higher than the prior year.
Cash operating costs per ounce for the fourth quarter
2005 were approximately 23% higher than the year ago
quarter and approximately 9% higher than guidance under
the redevelopment plan. Higher than expected energy and
commodity price increases largely offset the expected
cost reductions and savings anticipated from the redevel-
opment plan. A reconciliation of operating costs to cash
operating costs per ounce is provided in Table 7.

Statements of Loss

The Company reported a net loss of $19.7 million (50.04
per share) and $22.1 million (50.06 per share), for the
years ended December 31, 2005 and 2004, respectively.
The principal components of the loss for the year ended
December 31,2005 are: loss from operations of $20.5 million,
anon-cash write down of $0.9 million in value of outstanding
gold put options marked to the market price and $0.4 million
from interest expense, which were offset by other income,
net of expense of $1.0 million and foreign exchange gains
of $0.2 millien. Principal components of the loss for the
year ended December 31, 2004 are: loss from operations
of $18.0 miltion, $4.9 million from interest expense, and
$0.1 million from foreign exchange losses which were offset
by other income, net of expense of $0.9 million.




Income (Loss) from operations is illustrated in Table 4.

Table 4 - Income (Loss) from Operations

(In mitlions of U.S. Dollars) 2005 2004 2003

Gold sales $ 902 $ 1004 §$ 556
Costs and expenses

Costs of sales 80.3 85.3 407
Depreciation, depletion and amortization 17.2 19.6 9.2
Non-hedge derivatives 2.6 2.5 o7

Accretion of reclamation and mine
closure liabilities 1.2 04 01
Exploration 39 6.6 -
General and administrative 49 34 19
Stock-based compensation 0.6 0.6 04
10.7 118.4 530

Income (loss) from operations $ (20.5) $ (180) $ 26

During the year ended December 31, 2005, revenues of
$90.2 million were generated from the sale of 202,684
ounces of gold at an average realized gold price of $445
per ounce. Revenues for the same period in 2004 were
$100.4 million generated from the sale of 245,651 ounces
at an average realized gold price of $398 per ounce.

Costs of sales and depreciation, depletion and amortization
("DD&A") costs are substantially all associated with the
Jerritt Canyon Mine. A reconciliation of operating costs to
cash operating costs per ounce is provided in Table 7.

Costs of sales for the year ended December 31, 2005 and
2004 were $80.3 milfion and $85.3 million, respectively.
Throughout 2005, labor, electricity and commodity costs
© continuedtoincrease as comparedto 2004. Costs of sales
were lower in 2005 reflecting a scale back in mining and
processing under the redevelopment plan implemented in
mid-August 2005.

DD&A was $17.2 million for the year ended December 31,
2005 compared with $19.6 million for 2004 as a result of
lower production partially offset by additions to capital
development.

Non-hedge derivative financial instruments, or gold put
option contracts, are purchased to protect against the risk

of falling gold prices. The Company does not use gold for-

ward sales contracts to fix future gold prices realized. During

the year ended December 31, 2005, costs associated with
the purchased gold put option contracts were $2.6 million,
which included $0.9 million in a write-down of non-hedge
derivatives to fair market value. In comparison the costs
associated with the purchased gold put option contracts
were $2.5 million during the same period ending in 2004.

Accretion expense consists of fair value increases recog-
nized for future reclamation and mine closure costs.
Accretion expense for the years ended December 31,2005
and 2004 were $1.2 million and $0.4 million, respectively.
The increase in accretion expense from the prior year can
be primarily attributed to an increase in the estimate of
reclamation and mine closure costs. During the year, the
Company retained the services of an environmental
consultant to review and assist in updating cost estimates
for reclamation and mine clesure.

Exploration expense for the years ended December 31,2005
and 2004 were $3.9 million and $6.6 million, respectively,
all associated with the Jerritt Canyon District. Exploration
expense decreased from the prior year as the result of a
delayed start for the 2005 exploration program as the
Company conserved cash in the early part of the year.

General and administrative costs are associated with the
Company’'s corporate offices. During the year ending
December 31,2005, general and administrative costs were
approximately $1.5 million higher than the same period in
the prior year. The significant increase from the prior year
is primarily due to a one-time corporate restructuring cost
of $1.0 million paid during the first quarter of 2005 and,
$0.5 million in increased use of consultants in specialized
operations and corporate advisory engagements related
toimplementation of the redevelopment plan. The ongoing
generaland administrative costs are essentially unchanged
from the previous years' levels.
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The principal remaining components of the Company's net
loss are illustrated in Table 5.

Table 5 — Other Net Loss Components

(in millions of U.S. Dollars) 2005 2004 2003

Other income, net of other expense  $ (1.0) $ (09) §$ (0.2
Interest expense 0.4 49 49
Foreign exchange (gain) loss (0.2) 01 (0.2}
Provision for impairment of

Magistral Joint Venture - - 6.2

$(0.8 S 41  $§ 107

Other income, net of other expense of $1.0 million is
primarity the result of interest earned during 2005 on
surplus cash balances. Otherincome, net of other expense
of $0.9 million during the same period in 2004 includes a
one-time gain of $0.6 million from the disposition of the
Company's wholly owned subsidiary Pangea Resources
inc., which owned 100% of the Magistral goid mine in
Sinaloa, Mexico and $0.3 million in interest income.

Table 6 — Summary of Quarterly Results

Interest expense reflects capital lease financing costs
during the year ended December 31, 2005. Interest costs
of $4.9 million for 2004 resuited principally from a non-
cash component of $4.4 million from the amortization of
costsincurredin arranging the term loan used to complete
the acquisition of the Jerritt Canyon mine, as well as
interest on other notes and capital leases.

Foreign exchange gains of $0.2 million for the year ended
December 31, 2005 as compared to a loss of $0.1 million in
2004, reflect the strengthening of the Canadian dollar
against the United States dollar as applied to the Company'’s
Canadian dollar cash reserves.

The trend in quarterly revenues and net loss is illustrated
in Table 6.

Three months ended

(In millions of U.S. Dollars, except per share data)

Dec-31-05 Sep-30-05 Jun-30-05 Mar-31-05  Dec-31-04 Sep-30-04 Jun-30-04 Mar-31-04  Dec-31-03  Sep-30-03

Total revenues $ 227 $ 241
Net income (lass) (2.6) 4.3)
Net income {loss) per share - basic (0.01) .01

$ 217

$ 217 $ 279 $ 286 $ 253 5 186 $ 286 $ 263
57 n 4.6) 5.4 (5.6) 6.6) 13 (6.0)
[(oXoi)] (0.02) (0.00 0.0n 0.02) (0.02) 0.00 (0.02)

During the reporting periods, the Company reported no discontinued operations or extraordinary items.

The trend in total guarterly revenues illustrated below
correlates with gold ounces sold and average sales price
per ounce sold illustrated in Table 2.

Gold prices have trended upward during the past five years,
achieving a high for the year of $537 per ounce in December
2005. Theincrease from the former high of $455 per ounce
in December of 2004 can be attributed to a decrease in the
value of the US dollar during 2005 in comparison to other
major foreign currencies, a continued increase in global
demand for commaodities, including gold, and a bullish
sentiment in the precious metals market. The Company
realized an average sales price in 2005 of $445 per ounce
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consistent with the average spot price for 2005, and an
average realized gold price during 2004 of $398. The
Company sells its gold production at the spot price and has
no forward sales commitments.

Net loss variations recognized from quarter to quarter
during 2005 can primarily be attributed to increased
general and administrative costs, including approximately
$1.0 million in restructuring charges during the first quarter,
$0.5 million in increased consulting and advisory services
related to the redevelopment plan, a $0.9 million non-cash
write down in the value of outstanding gold puts, which were
classified as non-derivative financial instruments, and other
non-operating expense items.




The non-hedge derivative financial instruments, or gold
put options, with a strike price of $330, which were purchased
in 2003 as a condition of the term loan related to the
Jerritt Canyon acquisition, expired at June 30, 2005. In
2005, the Company purchased 147,000 gold put options
with strike prices ranging from $400 to $425 that expire
monthly through the first quarter of 2007. Put options
expire and related premiums are paid in accordance with
the number of put options purchased and the assigned
strike price for each respective month. During the fourth
quarter of 2005, the Company wrote down $0.9 million in
value of outstanding gold put options marked to the market
price. The cost of gold put options totaled $2.6 million
and $2.5 million during the years ended December 37,
2005 and December 31, 2004, respectively. The purchase
of gold put options provides the Company with downside
price protection for future gold sales and provides some
assurance of future revenue cash flows for future production
and planning.

Development and Exploration
Mine development shortfalls in most of 2005 were the
result of deferring development in the first quarter to

conserve cash and the difficulty in accelerating develop-

ment due to labor shortages, ground instability at the SSX
mine and water problems at Smith mine during the second
quarter. Jerritt Canyon has allocated more internal resources
to mine development and engaged a mining contractor
since mid-August 2005 to accelerate mine developmentin
order to maintain production capacity in 2006. The addition
of two new underground haul trucks and a rock bolting
machine augmented mine development and has facilitated
mine development. Capitalized mine development improved
in the second half of 2005 and totaled 9,412 feet for the
year, slightly exceeding the redevelopment plan target and
compares with 14,302 feet completed in 2004. The Mahala
deposit began commercial production as an extension of
the Smith Mine in August 2005 and the connection of the
Steer and $SX mines was completed in October 2005.

in 2005, exploration continued on near-mine and surface
targets, with the objective of replacing and targeting near-
term mineable reserves and advancing the Starvation
Canyon project. Surface drilling programs completed 130
holes totaling 102,816 feet in 2005. Underground drilling
was completed during 2005 at the SSX-Steer Mine Complex,
the Mahala, West Dash, West Coulee and B-Pit deposits at
the Smith Mine and at Murray Mine and comprised 2,797
holes totaling 348,148 feet of underground drilling. Positive
exploration results defined the first gold reserves at
Starvation Canyon and successfully replaced proven and
probable reserves, net of depletion from production, at
year-end 2005.

Reserves and Resources

Proven and probable reserves totaled 877,900 ounces of
gold contained in 3.7 million tons at an average grade of
0.24 opt at December 31, 2005, based on a three-year
average gold price of 5410 per ounce. Measured and indi-
cated resources, including reserves, were estimated at 2.1
million ounces of gold contained in 8.8 million tons at an
average grade of 0.24 opt. The Company also estimated
inferred resources of 2.7 million tons at 0.23 opt for
605,600 ounces.
reserves, and measured and indicated resources were
audited and verified by SRK Consulting (U.S.), Inc. as satis-
fying the standards of Canadian National Instrument 43-101.

The Company's proven and probable

At the Starvation Canyon project, the Company, defined
121,100 ounces contained in 400,500 tons at an average
grade of 0.30 opt into probable reserves. In addition,
measured and indicated resources at Starvation Canyon
increased 22% from year-end 2004 to 190,700 ounces
(contained in 676,400 tons), while the grade improved 4%
to 0.28 opt . The improvement of continuity, grade and
size of the resource in 2005 enhances the overall confidence
in resources and mineralization is open in several directions.
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The new reserves at Starvation Canyon and reserve
additions at the Murray and Smith mines offset reserve
depletion from production. Mineralization remains open at
SSX and Steer mines with new targets in the greater SSX
area to be drilled in 2006. The improvement in the Smith
Mine reserves was attributable to the expansion of the
high-grade Mahala and West Dash deposits. Mahala, which
began commercial production in August 2005, had
223,600 tons at 0.33 opt for approximately 73,300
contained ounces in reserves. West Dash added 37,800
contained ounces to reserves and increased its measured
and indicated resources, including reserves, to 70,300
ounces in 2005. A drift being developed from the main
decline for the Smith Mine is anticipated to reach West
Dash for initial production by mid 2006.

Measured and indicated resources at December 31, 2005
were lower than in 2004 largely due to a tightening of the
geologic models used in the redevelopment initiative. The
application of smalier, narrower blocks in mine planning
enhanced the overall quality of the resources andreserves.
In fact, the proven reserve component of total proven and
probable reserves improved from 24% to 36% in 2005.
Expenditures for district exploration and surface drilling
were $3.9 million in 2005, compared to $6.6 million in
2004. There was also $2.6 million of capitalized resource
conversion drilling for near-mine exploration in 2005,
which is reflected in the $13.5 million deferred expendi-
tures for the Company.

32 | QUEENSTAKE RESOURCES LTD.

Risks and Uncertainties

The Company is subject to various financiat and operational
risks due to various factors outside of the control of the
Company. Gold prices are affected by factors such as global
supply and demand, expectations of the future rate of
inflation, the strength of, and confidence in, the US dollar
relative to other currencies, interest rates, and geopoliti-
cal events. Should the price of gold drop and the prices
realized by the Company on gold sales were to decrease
significantly and remain at such a level for any substantial
pericd, the Company's profitability and cash flow would be
negatively affected.

Although the Company has carefully prepared its gold
reserve and resource estimates, no assurance can be given
that the indicated mining and processing recoveries of gold
from the estimated reserves will be realized over the life of
the mine.

The business of mining is generally subject to a number
of risks including equipment failure, operational accidents,
unstable ground conditions and severe weather.

The Company is subject to inflationary cost pressures
related to commodities used in operating activities, including
but not limited to, gasoline, propane, diesel, crude cil prod-
ucts, cement, cyanide and other various commodities used
inmining activities. The Company actively seeks to mitigate
these cost pressures through continuous improvement in
supply chain relationships and other operational initiatives.

The Company's exploration work involves many risks and
may be unsuccessful. Substantial expenditures are required
to establish proven and probable reserves and to complete
the related mine development. It may take several years




from the initial phases of drilling until production is possible.
As aresult of these uncertainties, there is no assurance that
current or future exploration programs will be successful
and result in the expansion or replacement of current
production with new reserves.

The validity of mining claims, which constitute most of the
Company's property holdings, can be uncertain and may be
contested. Although the Company has attempted to acquire
satisfactory title to its properties, some risk exists that
some titles may be defective.

The Company seeks to minimize risks through the use of
non-hedge derivative financial instruments, or gold put
options, to provide aminimum price realizable for a substan-
tial portion of its near-term gold production, through
independent reviews of its gold reserve and resource esti-
mates, careful operational planning, and transferring some
of the risk through the purchase of insurance.

The Company's revenues and most of its expenditures are
incurred in U.S. dollars. However, equity financing com-
pieted by the Company is primarily in Canadian dollars.
Consequently, the Company is at risk to foreign exchange

movements between these two currencies.

Reconciliation of Non-GAAP Measures

Table 7 provides a reconciliation of cash operating costs
per ounce, a non-GAAP measure, to Costs of sales as
reported in the Consolidated Statements of Loss.

Table 7 — Cash Operating Costs per Ounce

(In millions of U.S. Dollars)
Cost of sales per Consolidated

2005 2004 2003

Statements of Loss $ 803 S 83 § 407
Less: Royalty expense and production

taxes included above (2.6) (2.6) (0.8)
Effects of inventory and

other adjustments 0.8 (0.0 (0.1)

Cash operating costs associated

with ounces sold $ 785 S 826 $ 398

QOunces produced 204,091 245,651 146,823
Cash operating costs per ounce $ 336 S 336 $ 270

Liquidity and Capital Resources

At December 31, 2005, the Company had positive working
capital of $4.8 million compared to a working capital
deficiency of $9.4 million at December 31, 2004. The
Company's working capital at December 31, 2005, together
with expected cash flow from operations, is expected to be
sufficient to satisfy currently planned mining operations,
capital expenditures, property obligations and general
and administrative activities.

During the yeak ended December 31,2005, the Company's
current assets increased $5.4 million to $18.7 million from
$13.3 million as at December 31,2004. The cash component
of the increase resulted primarily from completion of
equity financings completed on March 23 and June 22,
2005 providing cash proceeds, net of financing costs, of
$28.7 million, described in more detail below, and issuance
of common shares through the exercise of share purchase
warrants and stock options for proceeds of $1.7 million.
The increases from equity issuances of $30.4 million have
been offset by aggregate cash used in operations and for
capital additions of $26.7 million and $2.5 million for the
payments due on capital leases. Cash was used up to pay
down current fabilities by $8.8 million

For the year ended December 31, 2005, net cash provided by
operating activities, before changes in non-cash working capi-
tal, was $3.7 million, compared with net cash provided of $7.2
million in 2004. Less cash was provided from operations due
to an 18% decrease in gold ounces sold, partially offset by
higher average realized price per ounce during 2005. Also,
while gold production decreased in 2005, average costs of
mining and processing increased on a per ton basis in 2005 as
compared to 2004 as described previously.
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The Company invested $19.7 million in the Jerritt Canyon
Mine during 2005, principally in underground mine devel-
opment and in purchasing and refurbishing plant and
equipment. The Company anticipates investing additional
capital in mine development, new mining equipment and
reserve expansion programs referred to under Development
and exploration above. The Company anticipates funding
these programs from cash generated from operating
activities and cash balances on hand.

Net cash provided by financing activities during 2005 was
$32.9 million compared to net cash used of $3.1million during
2004, During 2004, the Company received cash from an
equity private placement and the exercise of warrants
described above, offset by the full repayment of the term
loan and other obligations related to the acquisition of
Jerritt Canyon.

On October 7, 2004, the Company issued 34,254,000
common shares and 17,127,000 common share purchase
warrants in an equity offering for gross proceeds of
approximately $13.0 million. Each common share purchase
warrant entitled the holder to purchase one common share at
an exercise price of Cdn $0.65 at any time until February 10,
2006. The Company paid the underwriters a cash commis-
sion equal to 5.0% of the gross proceeds of the offering and
issued 1,712,700 Compensation Options to the underwriters.
Each Compensation Option entitled the holder to purchase

Table 8 - Material Contractual Obligations

one unit of the Company at an exercise price of Cdn $0.50,
at any time before October 8, 2005; each unit purchased
consisted of one common share and one-half of one com-
mon share purchase warrant; one whole common share
purchase warrant entitled the holder to purchase one
additional common share at a price of Cdn $0.65 until Feb-
ruary 10, 2006. The common share purchase warrant and
the Compensation Options expired on February 10, 2005
and October 8, 2006, respectively.

On March 23, 2005 the Company issued 100,000,000
common shares pursuant to an equity financing for gross
proceeds of $24.8 million. The equity financing consisted
of 100,000,000 units, with each Unit consisting of one
common share and one half of one common share pur-
chase warrant at a price of Cdn $0.30 per Unit. Each whole
common share purchase warrant (50,000,000 warrants in
total) can be exercised to acquire one additional common
share at a price of Cdn $0.40 for a period of 24 months.
The common share purchase warrants are subject to man-
datory exercise with thirty days notice by the Company, or
they will expire and no longer be valid, shouid the weighted
average trading price exceed a specified threshold. The
Company paid the underwriters a cash commission of 5%
of the gross proceeds.

The Company's material contractua!l obligations at Decem-
ber 31, 2005 are illustrated in Table 8.

Payments due by period

(in millions of dollars) Totai Less than 1year 1- 3 years 4 -5 years More than 5 years
Capital lease obligations $ 35 $ 14 $ 2.1 $ - $ -
Operating leases 0.6 0.2 0.4 - -
Non-hedge derivative financial instruments 1.1 1.0 0.1 - -

Total Material Contractual Obligations $ 5.2 S 2.6 $ 26 S - $ -
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2005 Fourth Quarter Overview

Gold production for the three month period ended
December 31, 2005 was 45,555 ounces, 25% lower than
the 60,384 ounces produced in the fourth quarter 2004.
The lower gold production, which was principally due to
decrease in ore tons mined and processed, was in line with
guidance in the redevelopment plan.

Cash operating costs per ounce during the fourth quarter of
2005 were 23% higher than the prior year period and 9%
higher than expected under the redevelopment plan. The
increased cash operating cost per ounce was the result of
higher energy and commodity costs experienced during the
fourth quarter 2005. Of the increase in the fourth quarter
2005, approximately $25 per ounce was due directly to
increased prices in electricity, propane, diesel and cement.

The Company had a net loss of $2.6 million ($0.01 per
share) for the three month period ended December 31,
2005. The principal components of the loss during the
three month period ended December 31, 2005 are: loss
from operations of $3.0 million, which was offset by other
income, net of expense of $0.4 million.

During the three months ended December 31, 2005,
revenues of $22.7 million were generated from the sale of
46,828 ounces at an average golid price realized of $485
per ounce. Revenues generated during the same three
month period in 2004 were $27.9 million generated from
the sale of 64,723 ounces at an average gold price of $432
per ounce.

Outlook

First Quarter of 2006

During the first quarter of 2006, the Jerritt Canyon mill had
unexpectedly two failures of the pinion gear, requiring tem-
porary shutdowns of the mill. In the first event, the pinion
gear breakdown was due to a lubrication failure, reguiring a
shutdown for repair and repfacement. Following the repair,
the mill resumed normal processing. In the second event,
the replacement pinion gear broke one tooth; this was
caused by rapidly accelerated wear on a new pinion gear
against the older worn bull gear. After evaluation by mill
gear experts, a spare pinion was installed and the miil has
resumed operations with close monitoring to avoid further
issues. During the planned eight- to 10-day annual mill main-
tenance shutdown scheduled for April, the bull gear will be
turned over to more closely match the new pinion gear to
ensure continuous operation.

During the 2006 first guarter, the mines continued to
produce ore in line with the redevelopment plan, with mined
ore being accumulated in an ore stockpile adjacent to the
mill. The overallimpact of the temporary mill interruptions
will be in rescheduling processing of stockpiled ore to later
periods of the year. Jerritt Canyon estimates it will accu-
mulate at least 16,000 ounces contained in the ore stockpile
at the mill at the end of the 2006 first quarter. The second
and third quarters of 2006 are expected to have progres-
sively and significantly higher production than the first
quarter as the mill processes through the ore stockpile.
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Gold production for the first quarter of 2006 will he

approximately one-third lower than the 2005 fourth quar-
ter due to delays in processing. Costs of the gear replace-

ments and accelerated annual mill maintenance willimpact
results for the 2006 first quarter with cash operating costs
for the 2006 first guarter expected to be considerably
higher than the 2005 fourth quarter.

Full Year 2006

For 2006, the Company expects to produce between
200,000 and 220,000 ounces of gold, unchanged from
prior guidance. Cash operating costs per ounce for 2006
are estimated to be within five percent, above or below
the 2005 fourth quarter cash operating costs of $413 per
ounce. The operating costs per ounce estimate excludes
the benefit estimated at an approximately $15-$20
reduction in cash operating costs per ounce by reducing
fixed costs per ounce as aresult of the contract to purchase

ore and concentrates from Newmont's Nevada operations.
This is expected to begin in the second quarter of 2006 sub-

ject to certain closing conditions. (See separate news
release of March 30, 2006.)

Capital expenditures in 2006 are expected to be approxi-

mately $17 million, 14% lower than 2005. General and
administrative costs are estimated at $3.5 million-$4
million in 2006. District exploration and surface drilling
expenditures are estimated at a minimum of $6 million during
2006. Royalties paid to certain land owners in the Jerritt
Canyon District are expected to be approximately $1per ounce
at a gold price assumption of $500 to $525 per ounce.

It is expected that totai drifting footage will be 40,000-
45,000 feet in 2006 to achieve the 2006 production esti-

mates and to prepare for mining in 2007. Capitalized mine
development is expected to be 7,000-7,500 feet in 2006.
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Critical Accounting Estimates

The preparation of its consolidated financial statements
requires the Company to use estimates and assumptions
that affect the reported amounts of assets, liabilities,
revenues and expenses. The Company's critical account-
ing estimates relate to the estimate of gold reserves and
asset retirement obligations. The Company introduced
many of these critical estimates in its December 31, 2003
consolidated financial statements, in conjunction with the
acquisition of the Jerritt Canyon gold mine.

The Company capitalized the Jerritt Canyon acquisition
costs, valuing the related non-cash consideration at fair
value, The Company's policy is to capitalize long-term mine
development andreserve expansion programcostsincurred
within, or contiguous to, known gold ore reserves. These
costs constitute a significant portion of the Jerritt Canyon
property, plant and equipment and are amortized on a
units-of-production basis over estimated gold reserves.
Under this method, depletion cost, and therefore net book
values of mining property and capitalized development, is
directly affected by the Company’s estimate of proven and
probable gold reserves at Jerritt Canyon. In addition, the
useful lives of plant and equipment may be limited by the
expected mine life which is dependent on mineral reserves.
The Company engaged SRK Consulting (U.SJ), Inc., an
independent consulting firm, to review the Company's
reserve and resource estimates, and to prepare a technical
report in conformance with Canadian National Instrument
43-101, which will be filed shortly on SEDAR. If this estimate
proves inaccurate, or if the Company revises its mine plan
at Jerritt Canyon due to changes in the market price of
gold or significant changes in mine operating costs, and as
aresultthe estimate of gold reserves is reduced, the Company
could be required to write-down the book value of the Jerritt
Canyon property, plant and equipment, and/or to increase
the amount of depreciation and depletion expense, both of
which would reduce the Company’s earnings and net assets.
The Company does not currently anticipate a material
reduction in the Jerritt Canyon reserve estimate.




The Company also assesses Jerritt Canyon property, plant
and equipment for impairment at the end of each accounting
period. If prior estimates of future cash flows prove to be
inaccurate, due toreductions inthe price of gold, increases
in the costs of production, and/or reductions in the amount
of recoverable reserves, the Company would be required
to write-down the recorded value of Jerritt Canyon property,
plant and equipment, which could reduce the Company's
earnings and net assets.

The Company has an obligation to reclaim the Jerritt Can-
yon property after the minerals have been fully depleted,
and has estimated the present value of the costs to comply
with existing reclamation standards. As at December 31,
2005, management has adjusted the estimated reclama-
tion and mine closure liability to an estimated present fair
value of $26.4 million, net of ongoing reclamation activi-
ties during the year of $0.6 million. It is possible that the
Company's estimate of its uitimate reclamation liabilities
could change as a result of changes in requlations; the ex-
tent of environmental remediation required or completed,
the means of reclamation or changes in cost estimates.
Reclamation and closure obligations are currently funded
by the Company by means of the restricted cash account
established with AIG.

The current asset retirement obligation estimate has been
and will continue to be funded by the Company by means
of the restricted cash account established with AIG. The
cash plus interest earned in this Commutation Account will
be used to fund Jerritt Canyon’s reclamation and mine clo-
sure obligations.

Financial Instruments
and Other Instruments

The fair value of the Company's current financial assets,
excluding marketable securities, and current financial lia-
bitities approximate their carrying values, due to their
short-term maturities.

The profitability of the Company is directly related to the
market price of gold. The Company purchases non-hedge
derivative financial instruments, or gold put option con-
tracts, to protect against the risk of falling gold prices. The
put option premiums related to the put option contracts
are recognized as a deferred charge and liability on acqui-
sition and expensed to operations and paid, respectively.
If the gold price is lower than the strike price of the
respective purchased put option on the expiry date, gold
is sold at the strike price of the put option. If the market
gold price is higher that the strike price of the put option, the
option expires without exercise. These derivative financial
instruments are fair valued at each reporting date and
changes in fair value are recorded in operating expenses.
The Company does not use gold forward sales contracts to
fix future gold prices realized.

Marketable securities, consisting of 25,000 shares of Nevada
Pacific Gold, Ltd. a TSX Venture Exchange listed gold com-
pany, are carried at the lower of cost or market value.

Disclosure Controls and Procedures

The Company’s management, with the participation of the
Company's Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of the Company’s
disclosure controls and procedures as of December 31,
2005. Based upon this evaluation, the Chief Executive Of-
ficer and the Chief Financial Officer concluded that as of
December 31, 2005, the Company's disclosure controls
and procedures were effective in timely alerting them to
the material information relating to the Company, includ-
ing its consolidated subsidiaries, required to be included in
reports that the Company files.
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Outstanding Share Data

The Company is authorized to issue an unlimited number of common shares without par value. OQutstanding share data

are illustrated in Table 9.

Table 9 - Outstanding Share Data

Common shares
issued and outstanding

Units in thousands

Common shares
purchase options

Common shares
purchase warrants

Balance, December 31, 2005 550,021 67,227 13170
Cancelled shares (247) - -
Warrants expired - a7.127) -
Options exercised 40 - (40)
Balance, March 30, 2006 549,814 50,100 13,130

Additional Information

Additional information relating to the Company, including
the Company's Annual Information Form and annual audited
financial statements are on SEDAR at www.sedar.com and
on EDGAR at www.sec.gov. The Company's technical report
on reserves and resources, Canadian National Instrument
43-101, will be filed on SEDAR in the second quarter.

Cautionary Statement:

This document contains “forward-looking statements”
within the meaning of applicable Canadian securities
regulations and Section 21E of the United States Securities
Exchange Act of 1934, as amended and the Private Securities
Litigation Reform Act of 1995, All statements other than
statements of historical fact herein including, without
limitation, statements regarding potential resources and
reserves, exploration results, production rates and future
plans and objectives of Queenstake, are forward-looking
statements that involve various risks and uncertainties.
Such forward-looking statements include, without
limitation, (i) estimates and projections of future gold
production and cash operating costs, (ii) estimates of
savings or cost reductions, (iii) estimates related to
financial performance, including cash flow and capital
expenditures, (iv) estimates and projections of reserves
and resources, (v) estimates and opinions regarding geologic
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and mineralization interpretation, (vi) estimates of explo-
ration investment and scope of exploration programs and
(vii) estimates of reclamation and closure costs. There can
be noassurance that such statements will prove to be accurate,
and actual results and future events could differ materially
from those anticipated in such statements, in particular
the estimates do not include input cost increases or gold
price variations that could occur in future. Important fac-
tors that could cause actual results to differ materially
from Queenstake's expectations are disclosed in Queens-
take documents filed from time to time with Canadian
Requlatory authorities on SEDAR, the U.S. Securities and
Exchange Commission (SEC) and other regulatory author-
ities. Forward-looking statements are based on the esti-
mates and opinions of management on the date the state-
ments are made, and Queenstake does not undertake any
obligation to update forward-looking statements should
conditions or management's estimates or opinions change.
Forward-looking statements are subject to risks, uncer-
tainties and other factors, including gold and other com-
modity price volatility, political and operational risks, which
are described in the Company's 2005 Annual Information
Form filed on SEDAR (www.sedar.com) and 2005 Annual
Report on Form 40-F on file with the SEC (www.sec.gov) as
well as the Company's other regulatory filings.




Management's Report &

Report of Independent Registered Public Accounting Firm

QUEENSTAKE RESOURCES LTD

Management’s Responsibility for

the Consolidated Financial Statements

The accompanying consolidated financial statements of
Queenstake Resources Ltd. and its subsidiaries and all
information in the annual report are the responsibility of

management and have been approved by the Board of Direc-

tors. The consolidated financial statements necessarily

include some amounts that are based on management's best

estimates, which have been made using careful judgment.
The consolidated financial statements have been

prepared by management in accordance with Canadian gen-
erally accepted accounting principles. Financial and operat-

ing data elsewhere in the annual report are consistent with
the information contained in the financial statements.
In fulfilling their responsibilities, management of

Queenstake Resources Ltd. and its subsidiaries have devel-
oped and continue to maintain systems of internal account-

ing controls, and segregation of duties and responsibilities
whenever possible.
Although no cost effective system of interna! control

will prevent or detect all errors and irregularities, these sys-

tems are designed to provide reasonable assurance that
assets are safequarded from loss or unauthorized use,

transactions are properly recorded and the financial re-

cords are reliable for preparing the consolidated financial
statements.

The Board of Directors carries out its responsibility for
the consolidated financial statements in this annual report

principally through its Audit Committee, consisting of non-
executive directors. The Audit Committee meets periodi-

cally with management and with the external auditors to
discuss the results of audit examinations with respect to the
adequacy of internal accounting controls, and to review and
discuss the consolidated financial statements and financial
reporting matters.

The consolidated financial statements have been
audited by Staley, Okada & Partners, Chartered Accountants,
who have full access to the Audit Committee, with and
without the presence of management. Their report follows.

Dorian (Dusty) Nicol Eric H. Edwards
Vice President, Finance

and Chief Financial Officer

President and
Chief Executive Officer

To the Shareholders of Queenstake

Resources Ltd.:

We have audited the accompanying consolidated balance
sheets of Queenstake Resources Ltd. (the “Company") as at
December 31, 2005 and 2004 and the related consolidated
statements of loss, deficit, and cash flows for each of the
years in the three-year period ended December 31, 2005.
These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian
generally accepted auditing standards and with the Stan-
dards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about
whether the financial statements are free of material mis-
statement. The Company is not required to have, nor were we
engaged to perform an audit of its internal control over finan-
cial reporting. Our audit included consideration of internal
control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effective-
ness of the Company's internal control over financial report-
ing. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assess-
ing the accounting principles used and significant estimates
made by management, as well as evaluating the overall finan-
cial statement presentation. We believe that our audits pro-
vide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
financial position of the Company as at December 31, 2005
and 2004, and the results of its operations and its cash
flows for each of the years in the three-year period ended
December 31, 2005, in accordance with Canadian generally
accepted accounting principles.

;&ua s DR A ~%8

Chartered Accountants
Vancouver, British Columbia, Canada

March 13, 2006,
except as to Note 24, which is as of March 30, 2006
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Consolidated Balance Sheets

QUEENSTAKE RESOURCES LTD.

(In Thousands of U.S. Dollars)

For the Years Ended December 31 2005 2004
ASSETS

Current assets

Cash and cash equivalents $ 10,225 S 6132
Trade and other receivables 463 n7
Inventories — Note 3 6,519 5,084
Marketable securities - Note 4 13 500
Prepaid expenses — Note 5 1,499 1,450
Total current assets 18,719 13,283
Restricted cash ~ Note 6 27,165 26,379
Mineral property, plant and equipment, net - Note 7 45,692 42,514
Other assets - Note 8 1,763 5,755
Total assets $ 93,339 S 87,931

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Accounts payable and accrued liabilities $ 11,063 $ 20,580
Other current liabilities - Note 9 2,846 2126
Total current liabilities 13,909 22,706
Other long-term obligations - Note 10 2117 1,093
Reclamation and mine closure - Note 11 26,382 25,766
Total liabilities 42,408 49,565

Shareholders' equity
Common shares, no par value, unlimited number authorized

Issued and outstanding 550,021,360 (2004 - 410,404,627) - Note 12 . 131,804 100,139
Contributed surplus - Note 13 | 1,973 1,053
Convertible securities - Note 15 i 14 363
Deficit (82,860) (63,189)
Total shareholders’ equity 50,931 38,366
Total liabilities and shareholders' equity $ 93,339 $ 87931

Commitments and Contingencies - Note 20

Approved on behalf of the Board:

Michael Smith Dorian Nico}

Audit Committee Chairman and Director Director

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statements of Loss

QUEENSTAKE RESOURCES LTD.

(In Thousands of U.S. Dollars, except per share amounts)

For the Years Ended December 31 2005 2004 2003
Gold sales $ 90,174 $ 100,394 S 55576
Costs and expenses
Cost of sales 80,268 85,346 40,667
Depreciation, depletion and amortization 17,194 19,568 9,240
Non-hedge derivatives — Note 8 2,647 2,530 664
Exploration 3,880 6,629 -
General and administrative 4,915 3,381 1936
Accretion of reclamation and mine closure liability 1,174 421 131
Stock-based compensation — Nofe 14 579 537 350
110,657 118,412 52,988
Loss from operations (20,483) (18,018) 2,588
Interest expense — Note 16 413 4917 4,936
Other income, net (1,012) (892) (282)
Foreign exchange (gain) loss (213) 83 172y
Provision for impairment of Magistral Joint Venture - - 6,248
(813) 4,108 10,730
Net loss $ (19,671) S (22,126) S (8142)
Net loss per share - basic and diluted $ (0.04) S  (0.086) S (0.04)
Weighted average number of
shares outstanding (000's) - basic 509,274 377,609 185,866
Consolidated Statements of Deficit
(In Thousands of U.S. Dollars)
For the Years Ended December 31 2005 2004 2003
Restated - Note 2k
Deficit, beginning of period - as previously reported $ (63,189) $ (41,063) $ (32,828)
Cumulative restatement for
stock-based compensation — Note 2k - - (93)
Deficit, beginning of period - as restated (63,189) (41,063) (32,921)
Net loss (19,671) (22,126) (8142)
Deficit, end of period $ (82,860) $ (63,189) S (41,063)

The accompanying notes form an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

QUEENSTAKE RESOURCES LTD.

(In Thousands of U.S. Dollars) .
For the Years Ended December 31 2005 2004 2003

OPERATING ACTIVITIES
Net loss $ (19,671 S (22,126) $ (8142)
Non-cash items:
Depreciation, depletion and amortization 17,194 19,568 9,240
interest accretion and deferred financing costs : - 4,484 3,738
Gain on disposal of assets to be disposed of by sale - (661) (504)
Inventory obsolescence - 575 -
Amortization of deferred charges 1,903 1,590 -
Accretion of reclamation and mine.closure liability 1174 421 131
Amortization of non-hedge derivatives 1,792 2,530 664
Write down of non-hedge derivatives 855 - -
Stock-based compensation 579 537 350
Foreign exchange loss (213) 83 (172)
Loss on sale of marketable securities 45 23 -
Provision for doubtful accounts - - 768
Provision for impairment of Mag stral Joint Venture - - 6,248
Warrants issued for services 14 137 -
3,672 7,161 12,321
Changes in non-cash working capital:
inventories (1,435) (801 (378)
Accounts receivable and prepaid accounts (1,178) 3 (2,261)
Accounts payable and accruals (8,098) 10,354 4,017
Cash provided by (used in) operating activities (7,039) 16,716 13,699
INVESTING ACTIVITIES
Property, plant and equipment expenditures (19,644) (21,547) (8,960)
Purchase of non-hedge derivatives (1,242) (717) (4,088)
Environmental risk transfer program - 1,031 (6,892)
Proceeds from sale of assets to be disposed of by sale - 4,252 -
Notes receivable - 2,500 -
Sale of marketable securities - Note 4 442 1,460 -
Reclamation costs incurred ! (558) (426) 127)
Restricted cash ‘ (786) 41) (26,342)
Other, net ‘ - (3,493) 1192
Cash (used in) investing activities (21,788) (16,981) 45,217)
FINANCING ACTIVITIES
Common shares issued, net of costs — Note 12 30,393 15,030 32,346
Term loan t - (9,952) 9952
Notes payable and leases : 2,527 (8,218) -
Other - - {1,356)
Cash provided by (used in) financing activities 32,920 (3,140) 40,942
Net increase (decrease) in cash and cash equivalents 4,093 (3,404) 9,424
Cash and cash equivalents, beglnni‘ng of period 6,132 9,536 12
Cash and cash equivalents, end of period $ 10,225 S 6,132 $ 9536

Supplemental cash flow informationi— Note 18
The accompanying notes form an infegral part of these consolidated financial statements.
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Notes to Consolidated Financial State

QUEENSTAKE RESOURCES LTD.

1

o a u]

Nature of Operations

Queenstake Resources Ltd. ("Queenstake”) engagesinthe
mining, processing, production and sale of gold, as well as
related activities including development and exploration.
The Company’s principal asset and only current source of
revenue is its100% owned Jerritt Canyon Mine, located 50
miles north of Elko, Nevada, acquired on June 30, 2003.

2

D o o

Summary of Significant Accounting Policies

(a) Basis of presentation

The consolidated financial statements of Queenstake and
its subsidiaries (coltectively, unless the context requires
otherwise, referred to as the “Company") and accompanying
notes have been prepared in accordance with accounting
principles generally accepted in Canada (“Canadian
GAAP"). For the purposes of these financial statements
these principles conform, in all material respects, with
generally accepted accounting principles in the United
States, except as described in Note 23.

(b) Basis of consolidation

These consolidated financial statements include the
accounts of the Queenstake and its subsidiaries. Ali mate-
rial intercompany transactions and balances have been
eliminated. The subsidiaries and percentage of ownership
at December 31, 2005, are as follows:

+ Queenstake Resources U.S.A. Inc. (Delaware) -100%
+ Castle Exploration Inc. (Colorado) - 100%

(c) Use of estimates

The preparation of financial statements in conformity with
Canadian GAAP requires the Company to make estimates
and assumptions that affect the amounts of assets, liabili-
ties, shareholders’ equity, revenue and expenses reported
in these consolidated financial statements. The most

ments

significant of these estimates and assumptions are those
that use estimates of gold reserves and resources. Such
estimates and assumptions affect the carrying value of
assets, decisions as to when exploration and development
costs should be capitalized or expensed, at the rate at which
amortization of long-term assets is charged to earnings,
and the estimation of the asset retirement obligation. The
Company regularly reviews its estimates and assumptions;
however, actual results could differ from these estimates.

(d) Foreign currencies and foreign currency translation
The activities of Queenstake, the Canadian parent company,
are conducted and accounted for in Canadian dollars.
Accordingly, the temporal rate method is used for the
conversion of related Canadian dollar denominated
accounts. Monetary assets and liabitities are translated
into U.S. dollars at the exchange rate in effect at the balance
sheet date, non-monetary assets (including depreciation)
and liabilities at the exchange rates in effect at the time of
acquisition or issue, and revenues and other expenses at
average rates approximating exchange rates in effect
during the prescribed time of the transactions. Exchange
gains or losses are included in the statement of loss.

(e) Cash and cash equivalents

Cash and cash equivalents is considered to include cash on
hand, demand balances held with banks, money market
funds, certificates of deposit and highly liquid deposits with
maturities of three months or less from the date of inception.

(f) Inventories

Work-in-process inventories, inciuding ore stockpiles, are
valued at the lower of average production cost and net
realizable value, after a reasonable allowance for further
processing and sales costs.

Finished goods inventories are valued at the lower of cost
and net realizable value. Cost valuations are based on the
related three-month period's average costs. Net realizable
vatue is after a reasonable allowance for sales costs.

Materials and supplies inventaries are valued at the lower
of average cost and replacement cost, net of a provision for
obsolescence with respect to identified inventory items.
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(9) Marketable securities

Short-term investments in publicly traded marketable
securities are valued at the lower of cost and quoted
market value.

(h) Mineral property, plant and equipment

Mineral property, plant and equipment are carried at cost
tess accumulated depreciation and depletion. Cost includes
acquisition and related costs, capitalized asset retirement
costs, long-term development costs incurred on existing
ore hodies, and development costs incurred to further
define reserves deemed capable of subseguent commercial
production. Depletion of mineral properties including
deferred development costs is charged on a units-of-
production basis over proven and probable reserves.
Depreciation for plant and equiprent commences when
they are placed in service. Depreciction of plant and equip-
ment is calculated using the strai¢ht-line method, based
on estimated useful lives ranging from three to six years.
Projects and assets considered {o be Construction in
Progress are not depreciated until the projects are com-

plete and piaced in service.

Long-lived assets are evaluated for impairment at the end
of each reporting period or more fréquently when changes
in circumstances indicate that those carrying values may
not be recoverable. Estimated undiscounted future net
cash flows for the Jerritt Canyon mine are subject to risks
and uncertainties and are calculated using estimated pro-
duction, expected gold sales prices (considering current
and historical prices, price trends and related factors),
operating costs, capital costs, and reclamation and closure
costs and estimates of asset recovery values. it is reason-
able that changes in estimates could occur, which may
affect the expected recoverability of these assets, If it is
determined that the carrying value-exceeds estimated
undiscounted future net cash ffows, then a write-down to
fair value would be recorded, with a charge to operations.

(i) Asset retirement obligations

The recommendations of CICA Handbook Section 3110,
Asset Retirement Obligations, became effective on
January 1, 2004. This section requires the recognition of a
liability for legal obligations relating to the retirement of
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property, plant and equipment and obligations arising from
the acquisition, construction, development, or normal op-
eration of those assets. Such asset retirement costs must
be recognized at fair value, when a reasonable estimate of
fair value can be made, in the period in which the liability is
incurred. A corresponding increase to the carrying amount
of the related asset, where one is identifiable, is recorded
and amortized over the life of the asset. Where a related
asset is not easily identifiable with a liability, the change in
fair value over the course of the year is expensed. The
amount of the liability is subject to re-measurement at each
reporting period. The estimates are based principally on
legal and regulatory requirements. It is possible that the
Company's estimate of its ultimate reclamation liabilities
could change as a result of changes in regulations, the ex-
tent of environmental remediation required or completed,
the means of reclamation or changes in cost estimates.
Changes in estimates are accounted for prospectively com-
mencing in the period the estimate is revised.

(j) Obligations under capital leases

Leases are classified as either capital or operating. Leases
that transfer substantially all of the benefits and risks of
ownership of property to the Company are accounted for
as capital leases. At the time a capital leaseis enteredinto,
an asset is recorded along with its related long-term
financing obligation, net of interest. Interest on capital
lease financing is expensed as financing payments are
made. Payments made under operating leases are
expensed as incurred.

(k) Stock-based compensation

On January 1, 2004, the Company retroactively adopted
the transitional rules of CICA Handbook section 3870,
Stock-based Compensation and Other Stock-based Pay-
ments (“CICA 3870"). Thisrequires the Company to: (a) for
fiscal years beginning after January 1, 2004, commence
recording in the accounts the cost of stock-based compen-
sation, estimated using the fair-value method prescribed
in CICA 3870; and (b) restate prior period financial
statements to record the fair value of stock-based
compensation for the years 2002 and 2003. The effect of
the change in accounting policy was a $93 thousand
increase in the opening deficit as at January 1, 2003.




Compensation expense for stock options granted is deter-
mined based on the estimated fair values of the stock op-
tions at the time of the grant, the cost of which is recognized
over the vesting periods of the respective options. The
estimated fair values of stock options granted is determined
by using the Black-Sholes option pricing model. The esti-
mated fair value of stock options is credited to contributed
surplus as the options vest and is subsequently transferred
to share capital upon exercise of the related option.

Consideration paid by directors, officers, employees and
non-employees on exercise of stock options is credited to
common shares.

() Convertible securities

Warrants issued as consideration for goods and services
are recorded at fair value and classified as Convertible
Securities. Fair value is transferred to common shares
upon exercise of the related warrants; proceeds from the
exercise of these warrants are accounted for as an increase
to common shares. The value of equity units, consisting of
common shares and warrants, issued in cash financings is
assumed to be substantially attributable to the value of the
common shares; accordingly no portion of the cash

received for the units is assigned to the warrants.

(m) Revenue recognition
Revenue from the sale of gold is recognized when there is
pervasive evidence that an arrangement exists, the selling
price is fixed and determinable, collectibility is reasonably
assured, and when title and the risks and rewards of own-
ership pass to the buyer.

(n) Commodity contracts

The Company may purchase gold put option contracts to
protect against the risk of falling gold prices. Purchased
gold put options allow the Company to exercise on a desig-
nated forward date, the option to sell a specified quantity
of gold at the contract price (“strike price”) to the counter-
party. If the gold price is lower than the strike price of the
respective purchased put option contract on the expiry
date, gold is sold at the strike price of the put option. If the
market gold price is higher that the strike price of the put
option, the option expires without exercise. The put option
premium payments related to the contracts are recognized

as a deferred charge and liability on acquisition and
expensed and paid, respectively, in the period in which the
contracts expire. Put options are considered non-hedge
derivative financial instruments and thus, are marked to
fair market value. Changes in the fair market value of the
put options are recorded in current earnings or losses.

The Company does not use gold forward sales contracts to
fix future gold prices to be realized.

(o) Future income taxes

The future income tax asset and liability method of
accounting for income taxes is used, whereby future
income tax assets and liabilities are recorded based on
temporary differences between the carrying amounts of
balance sheet items and their corresponding tax bases.
Futureincome tax assets also arise from unused tax losses,
subject to a valuation allowance, to the extent that it is
more likely than not such losses ultimately will be utilized.
This method also requires that the future income tax
assets and liabilities be measured using the enacted rates
and laws that are expected to apply when these assets and
liabilities are either to be realized or settled.

(p) Earnings/loss per share

Basic earnings/loss per share is calculated by dividing the
net earnings/loss for the year by the weighted average
number of common shares outstanding during the year.
Diluted earnings per share is calculated using the treasury
stock method which, for outstanding stock options and
warrants, assumes that the proceeds to be received on the
exercise of the stock options and warrants are applied to
repurchase common shares at the average market price
for the period, for purposes of determining the weighted
average number of shares outstanding. Basic and diluted
loss per share are the same as the inclusion of common
share equivalents would be anti-dilutive.

(g) Comparative figures
Certain of the comparative figures have been reclassified
to conform with the current year's presentation.
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Inventories Prepaid Expenses

December 31, December 31, December 31, December 31,

2005 2004 2005 Total 2004 Total

Finished goods $ 1,083 S 59 Prepaid insurance $ 783 $ 794
Stockpiled ore 1,768 1,889 Prepaid federal land rights 540 502
Work-in-process 352 286 Other 176 154
Materials and supplies 3,316 2,850 $ 1,499 $ 1,450

$ 6,519 S 5084

Allinventories are associated with the Jerritt Canyon mine.

4

a o a

Marketable Securities

Shares 000s

Balance - December 31, 2003 - $ -
Marketable securities received

on sale of assets 2,000,000 1,483
Marketable securities received

in lieu of note payment 669,485 500
Proceed from sale of

marketable securities (2,000,000) (1,460)
Loss on s}g\e of marketabte _ 23)

securities
Balance - December 31,2004 669,485 500
Proceeds from sale of

marketable securities (644,485) (442)

Loss on sale of marketable
securities - 45)

Balance - December 31, 2005 25,000 $ 13
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Restricted Cash

December 31, December 31,

2005 2004
Commutation Account $ 25,766 S 257N
Interest earned 706 421
Reclamation costs

incurred by Company (558) (426)
25,915 25,766

Workman's compensation
self-insurance 522 510
Other restricted cash 728 103
$ 27,165 $ 26,379

On June 30, 2003, the Company purchased from American
Insurance Group (“AIG") an environmental risk transfer
program (the "ERTP") (See Note 8). As part of the ERTP,
$25.8 million was deposited in an interest-bearing account
with AIG (the “Commutation Account”). The Commutation
Account principal plus interest earned on the principal is
used to fund Jerritt Canyon mine's ongoing reclamation and
mine closur