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For the purposes of a proposed reduction of capital by Arafura Resources NL
{(*“Arafura™) by way of in-specie distribution of shares in NuPawer Resources
Limited (*NuPower’) by Arafura to Eligible Demerger Shareholders

And for the purposes of Section 707 of the Corporations Act 2001 aand
NuPower issuing to Arafura the NuPower Shares, Arafura distributing those
NuPower Shares te Eligible Demerger Shareholders, and those NuPower
Shares subsequently being sold or transferred

And for the purposes of NuPower granting the NuPower Quoted Options to
Eligible Demerger Opfionholders, the NuPower Class A Options to the
Eligible Arafura Executive Optionhelders, and the NuPower Class B Options
te the Eligible Arafura Employee Optionholders

This document is important and requires your immediate atiention. [t should be
read in its entirety.

You are not however required fo do anything in relation to this
document.

If you do net understand its contents, or have doubts over which course of action
you should follow, you should consult your stockbroker or professional adviser.
The securities distributed pursuant fo this Prospectus should be considered as
speculative.



Important information

This document is important and requires your immediate attention. You should read this entire
Prospecius carefhlly. 1t is important that you consider the risk factors (see section 8) that could
affect Arafura’s and NuPower’s financial performance, before deciding on your course of action.

This Prospectus is dated 12 Janvary 2607. A copy of this Prospectus was lodged with the ASIC
on 12 Jannary 2607, This Prospectus expires on the Expiry Date of 12 July 2007 and no securities
will be allotted, issued, transferred or distributed on the basis of this Prospectus, afier this time.

NuPower will apply to the ASX for the NuPower Shares and for the NuPower Quoted Options to
be guoted on the ASX within 7 days afier the date of this Prospectus.

Optionholders in Arafura have the opportusily to exercise their Arafura Options to acquire
Arafura Shares and become Eligible Demerger Shareholders, or fo not exercise their Arafura
Options and become Eligible Demerger Optionholders.

No person is authorised to give information or fo make any representation in connection with this
Prospectus which is not contained in the Prospectus. Any information or representation not so
contained may not be relied on as having been authorised by Arafura or NuPower in connection
with this Prospectus.

Some words in this Prospectus have defined meanings. The definitions appear in the Glossary at
the end of this Prospectus. References to dollars are to Australian doilars unless otherwise
indicated.

Neither the ASIC nor the ASX take any responsibility for the contents of this Prospectus, or the
merits of the investment to which this Prospectus relates.

Future performance

Except as required by law, and only then to the extent required, neither Arafusa, NaPower nor any
other person, guarantees the future performance of Arafura or NuPower or any return on any
investment made pursnant fo this Prospectus.

The securities distributed pursuant fo this Prospectus should be considered as speculative.



Joint Chairman’s letter

Dear Arafura Shareholders and Optionholders

In 2006 Arafura asnnounced a proposed major corporate restructure to demerge the
company’s Northern Territoery uranium proiects fo become the basis of a new uranmum
exploration and nvestment company calied NuPower Resources Limited. Under the
proposal Aratura retains the rare earths, gold and iron-ore assets, with a particular focus on
developing the Nolans Bore rare earths project.

1f the Demerger is approved, it i3 NuPower’s intentions to apply to be admitted fo the
Official List of ASX.

The proposed Demerger has been preceded by a successful rights issue by Arafura which
closed on 14 December 2006 and raised approximately $10.6 million {net of transaction
costs).

Funds raised by Arafura’s rights issue will provide NuPower’s working capital for the on-
gomng evaluation of uraninm projects as well as additional working capital for Arafura.

The Board believes that the sfructare of the proposal wiil deliver the best ouicome to
shareholders, minimising potential dilution.

At a time of growing demand for uranium, the proposed Demerger will deliver to
Arafura’s sharcholders direct ownership in a dedicated aranium exploration company
focused on the Northern Territory of Australia.

This proposed structure allows sharcholders flexibility of investments in Arafura {with
exposure to resources in rare earths, phosphate and gold, and an iron ore royalty stream)
and a holding in a uranium focused exploration company.

After the Demerger, Arafura will focus on the development of its major resource of rare
carths and phosphate at the Nolans Bere project. The project has the capability of
delivering long-term value to sharcholders in producis which have a strong growth and
price outlook. Rare earths are essential materials in the hybrid car industry where they are
used for magnets in electric motors, rechargeable batteries and automotive catalysts.

The Demerger is subject fo regulatory approval and the approval of Arafura’s shareholders
at a General Meeting which is detailed i the Notice of Meeting which accompanies this
Prospectus.

{¥ regulatory and shareholder approval is obtained, Arafusa will proceed with the in-specie
distribation of the NuPower Shares, and NuPower will issue the NuPower Options. Only
Arafura sharcholders registered on the Demerger Record Date will receive NuPower
Shares.

Arafura has established a Shareholder Information Line on 1860 217 828 which you can
call for information about the Demerger.

You can access up-to-date announcements and information on the Demerger from our
website at www arafuraresousces.com.au.

004022745 page i



We strongly believe that the Demerger proposed in this Prospectus and the accompanying
Notice of Meeting provides Arafura shareholders with an exceptional opportunity fo invest
in two very focussed companies. We trust that your review of the proposals put forward
in this Prospectus wili lead you to agree with us, and we urge sharehoiders to support the
re-structuring of Arafura and the establishment of NuPower.

Yours faithfully

P

Peter Walker 1.G. (Mick) Muir
Chairman Chairman
Arafura Resoarces NL NuPower Resources Limited
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Table 1: Key Dates
Arafura Shareholders Meeting 16 February 2067
If Arafura Shareholder approval obtained, Demerger Record 26 February 2007

Date to determine: (7pm Sydney time)

(1) Arafura Sharcholders entitled to receive distribution of
NuPower Shares;

(2) Arafura Quoted Optionholders who will be granted
NuPower Quoted Options;

3) Arafura Executive Optionholders who will be granted
NuPower Class A Options; and

4) Arafura Emplovee Optionholders who will be granted
NuPower Class B Options.

Reset of the exercise price for Arafura Quoted Options, Arafura 26 February 20G7
Employee Options and Arafura Executive Options. (7pm Sydney time)
Settlemnent of the Asset Sale and Subscription for NuPower Shares 26 Febraary 20067
(Bpm Sydney time)
NuPower grants NuPower Options to Eligible Demerger 26 Febraary 2067
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Optionholders {8pm Sydney time)

Distribution by Araftra of NuPower Shares to Eligible Demerger 277 February 2607
Sharcholders
Expected date of dispatch of holding statements fo NuPower 28 February 2607

Shareholders and NuPower Optionholders

Expected date on which NoPower Shares and NuPower Quoted 5 March 2007
Options can be fraded on ASX

The above dates are indicative only and may change without notice.

The granting of Official Quotation by the ASX of the NuPower Shares and the NuPower
Quoted Options is subject to ASX approval.

Arafura Quoted Optionholders who wish to exercise their options and acquire Arafura
shares and become entitied to NuPower Shares must ensure that a valid option exercise
notice together with cleared funds is received by the Share Registry no later than 20
February 2067 in order to ensure that they are on the Arafura register of sharcholders by
the DPemerger Record Date.

Definitions

Throughout this Prospectus, various words and phrases have been capitalised and defined, rather
than used in full on each occasion. The definitions of these capitalised words are set out in
Section 14 of this Prospectus.
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1 The Purpose of this Document

This Prospectus has been issued for the following purposes:

1. For the purposes of a proposed reduction of capital by way of in-specie
distributionn by Arafura of the NuPower Shares to the Eligible Demerger
Sharcholders.

2. For the purposes of Section 707 of the Corporations Act 2001 {Cth) as that

Section applies to NuPower issuing the NuPower Shares to Arafura,
Arafura distributing those NuPower Shares to Eligible Demerger
Sharcholders and those NuPower Shares subsequently being sold or
transferred.

3. For the purposes of NuPower granting the NuPower Options.

Any questions concerning the Prospectus should be directed to the Arafura
Shareholder Information Line on 1800 217 828, or to the Company Secretary.

2 Details of the Proposed Demerger

2.4

2.2

Introduction

On 28 April 2006, the Board of Araftra announced a proposal to fransfer Arafura’s
Northern Territory uranicm projects into a separate listed company throagh the
Demerger.

The Demerger will deliver fo Arafura’s Sharcholders direct ownership in a
dedicated uranivm exploration company focused on the Northern Territory of
Australia while retaining their shares in Arafura. This will allow Arafura
Shareholders exposure 1o resources in rare carths, phosphate and gold, and an iron
ore royalty stream and a new separate holding in a uranium focused company.

Arafura will continue to focus on evalnating the Nolans Bore project. The uraninm
conlained in the Nolans Bore resource will be retained by Arafura rather than be
transferred to NuPower owing to the metallurgical characteristics of the resource.
All other uraninm assets and rights owned by Arafura will be transferred to
NuPower.

Proposed Demerger Stages
If all required approvals are obtained, the Dremerger will be effected as foliows:
1. Arafura Sharcholders approve the Demerges.

2. Arafura transfers the Demerger Assets and $8.8 million for working capital
to NuPower, in consideration for NuPower issuing  approximately
43,883,268* NuPower Shares fo Arafura.

NuPower issues 5,735,386* NuPower Quoted Options to Eligible Qunoted
Optionhelders, in the ratio of | NuPower Option for every 3 existing
Arafura Options.

Lo

4. NuPower will issue 1,333,333 NuPower Class A Options to Eligible
Arafura Executive Optionhoiders, in the ratic of 1 NuPower Option for
every 3 existing Arafura Options.

004022745

page 5



NoPower will issue 233,332 NuPower Class B Options to Eligible Arafura
Employee Optionholders, in the ratio of 1 NuPower Option for every 3
existing Arafura Options.

Arafura will distribute 90% of NuPower Shares issued to Arafura 1o the
Eligible Demerger Sharcholders al no cost, in the ratio of 1 NuPower Share
for every 3 existing Arafura Shares.

NuPower will, subject to ASX approval, list on the ASX and the NuPower
Shares and the NuPower Quoted Options will be granted Official Quotation
by the ASX.

*Note: This number has been determined using the number of Arafura Shares and
Arafura Options on issue as at the date of this Prospectus. The actual number of
securities issued will be determined by the number of Arafurs Shares and Arafura
Options on the Demerger Record Date.  This number will change if Arafura
Omptions are exercised prior to the Demerger Record Date,

The Proposed Demerger is summarised in the diagrams below:

(a)

(b)

Pre Demerger

Post Demerger
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Approvals required for the Demerger
The Demerger is subject to Arafura Sharcholder and regulatory approvals.

Sharcholder approval will be sought at an Arafura shareholders’ meeting scheduled
for 16 February 2007. The relevant Notice of Meeting (incinding an Explanatory
Memorandem) will be mailed to Sharcholders in January 2067,

Details of the in-specie distribution by Arafura of NuPower Shares to
Arafura shareholders

Arafura intends to distribute 56% of the NuPower Shares issued to Arafura by
NuPower to Eligible Demerger Shareholders who are recorded on Arafura’s share
register on the Demerger Record Date, ins the ratio of | NuPower Share for every 3
existing Arafura Shares. Holdings of NuPower Shares will be rounded up or down
to the nearest whole number.

Details of the grant by NuPower of NuPower Options to Eligible
Arafura Optionholders

NuPower intends to grant NuPower Options to holders of Arafura Options in the
ratio of | NuPower Option for every 3 existing Arafura Options, who are recorded
on Arafura’s options register as at the Demerger Record Date, as follows:

{1 NuPower Quoted Options to Eligible Quoted Optionholders;

{2) NuPower Class A Options to Eligible Arafura Executive Optionholders;
and

{3) NuPower Class B Options, to Eligible Arafura Employee Optionholders.

Holdings of NuPower Options will be rounded up or down to the nearest whole
number.

The NuPower Options wiil be granted on ferms sel out in Sections 14.2, 10.3 and
10.4 of this Prospectus and also set out in the Notice of Meeting sent to Arafura
Sharcholders.

Details of Demerger Assets to be transferred

The Demerger Assets which Arafera proposes to fransfer to NuPower are set out in
detail below in Section 4 of this Prospectus.
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3 Overview of NuPower

34 Background
NuPower was incorporated on 14 August 2006 and has not traded since
incorporation. [t has 2 shares on issue, both of which are held by Arafura.
NuPower was incorporated for the sole purpose of purchasing the Demerger Assets
from Arafura and then listing on the ASX.
3.2 Purchase of Demerger Assets by NuPower
NuPower and Arafura entered into the Asset Sale and Subscription Agreement
under which NuPower agrees to purchase the Demerger Assets and receive $8.8
miilion cash from Arafura, provided certain conditions are met. The malerial terms
of the Asset Sale and Subscription Agreement are summarised in Section 9.1.
3.3 Use of Funds by NuPower
If Arafura Shareholders approve the Demerger, then NuPower proposes 1o use the
$8.8 million of funds transferred to NuPower by Arafura to develop the Demerger
Assels as follows:
Table 2: NuPower Funds Allocation
Geochemistry 100,000 136,000 200,000 200,000 600,000
Geophysics 250,000 250,000 150,000 130,000 800,000
Drilling 220,000 400,000 650,000 540,060 1,810,000
Geology 50,000 50,000 50,000 50,000 200,000
Environmental 50,000 50,000 106,000 130,000 306,000
Rehabilitation
Statutory F0,000 FOL000 15,000 15,0400 50,000
reporting
Tenement 50,000 75.000 106,000 F25,000 350,000
Maintenance
Project 120,000 260,000 300,000 220,000 840,000
development
1Y 25.000 25.000 50,000 300,000 600,000
participation
Admin 500,000 1,660,000 1006.000 750,060 3,250.000
Total 1,375,666 2,168,800 2,615,800 2,650,600 8,800,900
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3.4

3.5

3.6

Once the 38.8 million of funds has been iransferred from Arafura to NuPower
pursnant to the Asset Sale and Subscription Agreement, NuPower will have
enough working capital 1o carry out the objectives stated in Table 2 above.

Directors and Company Secretary of NuPower

NuPower will be governed by its own Board of BPdrectors, independent from
Arafura’s Board of Directors.

The Board of Dhirectors of NuPower is:

1. Mr Trvin (Mick) Muir (Chairman);

2. Mr lan Kowalick {Director), and

3. Mr Dennis O’Neill {Director).

Mr Gavin Lockyer is the Company Secretary.

Management of NuPower

Mr Dennis O’Neill has been appointed as the Chief Executive Officer of NuPower
and wili assume the responsibilities of Managing Director following the Demerges.

Mr O'Neill has a Bachelor of Science (Hons) degree in Chemisiry and brings over
36 years of experience in the mining and infrastructure sectors to the role. He has
mast recently been Chief DExecutive Officer of the Australian Conncil for
Infrastructure Developmert, a peak industry body since 1993, and before that, he
held technical, policy (incinding nuclear issues), commercial, representational and
management roles in the minerals industry and in Goverrmment. He has experience
i Australia, Africa, South-East Asia, USA and the Pacific.

Operation of NuPower

NuPower will source key operational services in technical and administration areas
from Arafura under a services agreement entered into on arm’s length terms.

4 Demerger Assets to be Transferred from Arafura to NuPower

The Demerger Assets comprise three categories:
. exploration licences to be transferred to NuPower;

2. exploration licences to be transferred to NuPower but Arafura retains rights fo
minerals other than uraniums; and

exploration licences to be retained by Arafura but in respect of which NuPower
will be granted the rights to uranium.

Lok

If Arafiera Sharcholder and regulatory approvals are obtained for the Demerges,
then these assets wiil be transferred by Arafura to NuPower ander the terms of the
Asset Sale and Subseription Agreement.

If the approvals are not obtained, these assets will confinue to be evaluated by
Arafura using the funds raised under the Rights [ssue.

This section 4 sets out the Demerger Assets which Arafura currently owns and
which Arafura proposes to transfer to NuPower under the Proposed Demerger.
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PROJECT NAME HELD BY | JV INTEREST | TITLE TYPE
LAGOON CREEK | ARAFURA LARAMIDE | [xploration 23573
Licence
LUCY CREEK ARAFURA Exploration 24716
Licence
o« g Exploration
ARAFURA b 24724
Licence
ARAFURA Exploration 24726%
Licence
AILERON R Exploration
3 >
BASINS ARAFURA Licence 24955
ARAFURA Exploration 24956
Licence
ARAFURA Exploration 25325%
Licence

PROJECT NAME HELD BY TEREST LE TYPE NUMBER
AILERON P— Exploration
8 >
BASINS ARAFURA Licence 24548
ARAFURA Exploration 24741
Licence
3. TENEMENT TO BE RETAINED BY ARAFURA - URANIUM RIGHTS TO
NUPOWER
PROJECT NAME HELD BY JV INTERESYT [ TITLE TYPE NUMBER
REYNOLDS 23671
RANGE Subatitute _ )
ARAFURA Exploration (excludng
Licence Nolan’s Bore
Exclusion Zone)
ARAFURA Exploration 23571
Licence
HAMMER HILL ARAFURA MITHRIL i:xploratlon 9725
Licence
ARAFURA MITHRIL Exploration 10136
Licence
JERVOIS ARAFURA prloratlon 10214
Licence
ARAFURA Exploration 10215
Licence
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DAVENPORT —_— Exploration
WEST ARATFURA Licence 9716
ARAFURA Exploration 9745
Licence

*Current applications — to be transferred after grant

Figure 1 - Project Locations

004022745

page 11




Lagoon Creek

The Lagoon Creek uranium-gold prospect is located approximately 430 km east
north east of Fennant Creek in the Northern Terrifory, near the Queensland border.
Arafura currently owns 100% of the Lagoon Creek project and has a joint veature
with Toronto-listed Laramide Resources Limited (“Laramide™), under which
Laramide may earn 60% equity with the expenditure of $5.5 million on exploration
over five years. Laramide currently has a range of joint veniures in the Northern
Territory and Queensland over uranium-prospective ground and is focused on
defining resources in the Lagoon Creck and Westmoreland District. Laramide
controls the tenemert that contains the Westmoreland uraninm deposit in
Queensland, previously explored by Rio Tinto. Arafura’s Lagoon Creek tenement
18 25 kilometres along strike from the Westmoreland deposit.

Significant aspects of the project are:

s  Unconformity uranium mineralisalion present;

s 25 km along strike from the Westmoreland deposit; and

s Radiometric anomalies backed up by rock chip samples containing uraniwm.
Geology

The host rocks and geological strectures in the Lagoon Creek area are similar to
those m the adjoining Westmoreland deposits, which are reported to host over
20,600 tonnes of contamed U;Oy. Uranium grades of 0.12%-2.4% {approximately
2.4 ib/ton — 48 Ib/ion) U0y associated with gold grades of 6.8 ¢/T have been
found during previous exploratory drilling along Westimoreland fault. Known drill
intercepis range from | 1o 20 metres in width from 20 metres below the surface.

Airborne geophysical exploration on Arafura’s Lagoon Creek tenement (EL23573)
has identified strong wranium anomalies. The significant resulfs of the survey are:

s Radiometric anomalies identified the presence of uranium mineralisation;
s Discovery of two new zones;

s All anomalies are located in favourable basement rocks, unconformity
relationships and associated structural features; and

s The survey clearty detected all previously known mineralisation.
Unconformity Targets

Laramide Resources commenced drilling in the north east sector of the Lagoon
Creek tenement in October 2006, Assay results are expected in early 2067.
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Figure 2 — Specific Targets for ongoing drilling
ARAFURA RESOURCES NL..

. WESTMORELAND & - . -
o LAGOON CREEK '
| URANIUN QCCURRENCES

[

R i o

Luey Creek

The Lucy Creek tenemernt (EFE24716) is located within the Northern Territory
approximately 250 kilometres east north east of Alice Springs. Awbome
geophysical exploration has identified a discrete and strong uranium radiometric
anomaly extending over a strike length of 6.5 kilometres and a width of 300 o
1,260 metres. Uraninm grades of 1.235 lb/ton U304 have been returned in rock chip
sampling in selecied locations, with surface targets overlying unconformity and
structural features. The area has not been explored before, with the exception of a
limited number of rock chip sampies taken by Arafura from the project area.
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Figure 3 — Geology
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Aileron Basins

The Yalyirimbi, Burt Plain, Sandover and Woodforde River projects are located
north of Alice Springs around the Reynolds Range district approximately 130
kilometres north of Alice Springs. These five tenements, covering $,000 km” and
called Aileron Basins, also form part of extensive holdings around the Nolans Bore
project.

The tenements cover extensive accumulations of tertiary aged sediments that are
10 to 306 metres thick. These sedimentary basins have accumulated from the
erosion of basement rocks some of which contain elevated values of aranium, as
weli as the erosion of the Nolans Bore project that contains uranicm values up o
1. 11b/ton U0y,

An assessment of water bores in the district also identified elevated values of
uranium i water and the potential for the deposition of uranium in geochemical
traps called “roli front mimeralisation”. Some of these basing also contain extensive
layers of lignite, a carbon rich material that is a favoured site for the deposition of
uranicmn mineralisation.
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Figure 4 - Uranium Source to Potential Deposit
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Sandstone and Roll Front Potential

Arafura is currently compiling ali relevant information on these basins to form the
basis for an exploration program.

Other Project Arecas

NuPower will also acquire exploration rights covering Davenport West (U0 only
to NuPower), Arganara Creek (all minerals to NuPower), Jervois {(Us0y only fo
NuPower) and Hammer Hill (U304 only to NuPower), on which little detailed
exploration has been undertaken.

5 General Information about the Uranium Industry

5.1

Uranium Market Outlook

The price of wranium is driven by a number of factors. The key factors are the
rising expectations for nuclear power, the lack of new mine development and the
decline in availability of secondary sources.

World eleciricity use is expected io continue growing over the next several decades
to meet the needs of an increasing population and economic growth. The
Internationnal Atomic Energy Agency reported in September 20060 that there were
442 nuclear reactors in operation in the world across 31 countries and 28 reactors
under construction.
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Figure 5 — Location of Nuclear Reactors in Gperation in the World
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The price for U0y has increased to US$72/1b as at 18 December 2006 from
US$10/1b in early 2003,

Australia has the world’s largest known global uranium resource recoverable at
fess than US$40kg or USS15/1b. This amounts to approximately 40% of world
resources in this category.

In recent years, there has been a growing focus in many couniries on securing
future energy supplies to underpin general economic development. This focus has
also incinded a renewed interest in nuclear energy as a more secure source of
electricity production that is seen as beneficial in meeting greenhouse gas
reduction targeis. This perspective could conirsbute to even greater projected
growth in urasium demand over the long-term.

Increased fossil fuel demand and prices along with supply uncertainty have
triggered increased inferest in wranium as a power source and has pushed up
uranivm prices. According to the Australian Bureau of Agricultural and Resource
Economics, the dwindling supply of global uranium stocks and increasing concerns
over the futare supply of secondary sources of wranium are the major factors
behind the substantial increase in the uvranium price. Currently, global uraninm
stocks are expected to decline in the short term as a consegquence of lower mine
production, largely in Australia and Canada, then increase as new mine production
comes on sfream.

Due to a coliapse in wraninm prices in the early 1980°s, there has been little
uranivem exploration in Ausiralia for the past two decades. Most of Australia’s
major uraninm resources are found in a small sumber of major deposits. The
majority of these deposits were discovered prios to 1980.

Due to the lack of detailed exploration conducted in many regions showing similar
characteristics to these major deposits, Arafira considers that the uranium projects
as detailed in Section 4 above, have significant prospectivity and warrant farther
exploration.
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5.2

Legislative Considerations

In 1996, the current Commonwealth Government abolished the Australian Labor
Party (“ALP™) “no-new mines” policy that lmited uraninm mining to the three
mines existing at the time. Since then, the Commonwealth Government has sought
to develop and grow Australia’s uranium industry by allowing mining and export
of wranium under strict provisions to safegoard the enviromment and prevent the
uraninm from being used for weapons development. Further, the Commonwealth
has legal control of uraniem muning in the Northern Territory, while delegating
aspects of its day to day administration to the Northern Territory Government.

Currently, the governments of Western Australia and Queensland hold a policy
stance against the development of wranium mines. The South Australian
Government officially does not permit the development of new mines, however,
recently the Honeymoon mine was approved. The leader of the Federal Opposition
{ALP} indicated that he would seck a change in the “no new mines” uranium
policy at the ALP’s 2007 National Conference.

Even if the policy is changed at a national level by the ALP, it will be up to
individual ALP governed states and territories to implement the new policy in their
jurisdictions, something that may take longer to achieve.

6 Effect of the Demerger on Arafura

6.1 Principal effect of the Proposed Demerger

The principal effect of the Proposed Demerger on Arafura will be that:

{a) cash reserves of Arafura will decrease by approximately $8.8 million from
$18.6 million to $9.8 million;

{b) non-cwrent assets will increase by approximately $0.7 million from $4.3
million to $5.0 million being the net investment in NuPower less the book
value of the Demerger Assets;

{c) Arafura will acquire NuPower Shares, and then distribute 90% of those
Shares to Eligible Demerger Shareholders;

{d) Arafura’s share capital will reduce by the dollar amount of the return of
capital; and

{e) due to the reduction in value of Arafura Options, there will be an associated
accounting adjustiment for revaluation of $208,183.

6.2 Impact of the Proposed Demerger on Arafura’s capital structure

At the date of this Prospectus, Arafura has 118,484,824 Arafura Shares on issoe.

Arafura has 21,906,159 Arafura Options on issug which have not been exercised,

The details of Arafura Options on issue are:

Amount U UASX Quotation - oo Expiry “Current .
e e e e e e e e e Exercisc Pricc .
200,600 Unquoted 30/6/2009 50.34
750,000 Unquoted 36/7/2009 50.40
750,000 Unquoted 30/6/2009 50.45
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3,000,600 Unquoted 30/6/2008 $0.20
17,206,159 ASX Quoted 30/6/2008 $0.20

The pro-forma capital stracture of Arafura following the Demerger is set out

below:
Arafura Issued Capital Number
Arafura Shares before the Demerger 118,484,824
New Arafura Shares to be issued under the Demerger Nil
Total Arafura Shares on issue following the Demerger 118,484,824
Arafura Options on issue 21,906,159

6.3 Pro-forma Balance Sheet

A pro-forma Balance Sheet for Arafura has been prepared on the basis that there

have been no material movements in assets and liabilities of Arafura between 30

June 2606 and the completion of the Proposed Demerger, except:

1. the Rights Issue of 33,736,726 New Arafura Shares at $6.36 each raised
approximately $12.1 million;

2. expenses of the Rights Issue and Demerger of approximately $1,500,0060 fo
be offset against contributed equity; and

Lo

transfer of the Demerger Assets from Arafura to NuPower.
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Arafura Balance Sheet

Current assets
Cash and cash eguivalents
Frade and other receivabies

Total current assets

Non-current assets
Other financicd assels

Avdilabis-for-sale financial assets
Property, plant and equipment
Exploration and evaluation costs

carried forward

Total non-current assets

Total assets

Current llabilities

Interest beding iability
Trade and other payablas
Provisions

Total current Habilities

Non-current liabilities
nterest bearing liability
Deferred Tox Liability

Total non-current Habilities

Total habilities

Net assets

Equity

Condtibuted equity
Resarves
Accumulated losses

Total equity

6,277,856 9,811,824
6,382,676 9,916,644
3 901,394
375,000 375.000
187,562 187,582
3,781,198 3,567,290
4,343,783 5,031,266
10,726,459 14,947,910
36,456 94 454
633967 633,967
28,376 28,376
698,799 698,799
60,265 60,265
0 0
60,265 60,265
759,064 759,064
9,967,395 14,188,846
12,381,827 16,603,278
494918 698,101
2,909,350) (3,112,533}
9,967,395 14,188,846
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Notes to Accounts:
Note 1. Actual and preposed transaction to arrive at proforma balance sheet

The proforma balance sheet reflects the 3G June 2006 balance sheet adjusted to
reflect the actual and proposed trassactions pursueant to the Demerger.

The transactions reflected in the proforma are as follows:

{a) Proceeds of $12,145,221 from the rights issue 1o eligible sharcholders;

{b}) Transfer cash of $8,800,000 and exploration and evaluation assefs with a
book value of $213,908 to NuPower for 43,883,270 ordinary shares in
NuPower;

{c) In-specie distribution of 90% of the ordinary shares in NuPower fo Eligible
Demerger Sharcholders;

{d) Payment of rights issue and Demerger costs of approximately $1,506,000;
{e) Proceeds of $1,688,747 received on the exercise of share options; and

() Reset of exercise price of share options issued at 30 June 2006 resuiting in
an increase of $203,183 in the share-based payment reserve and
accumulated losses.

Note 2. Cash and cash equivalents
Arcdura Arclura
audited proforma
30 June 2006 30 June 2006
$ $
Cessh ot bank and in hand 8,277 856 ?811,824
Proforma adjustments
Audited bolance ot 30 June 2006 6,277 856
Trarsfer of cosh to NuPower Resources 1td (8,800,000
Payrment of rights issue and derrerger costs (1,500,000
Proceesds received on exercise of ophiors 1,688,747
Proceeds frormrights issue 12,145,221
%,.811,824
Note 3. Other financial assets
Arclura Arclurg
audited proforma
30 June 2006 30 June 2006
$ $
Shares in subsidicry 3 901,324
Proforma adjustments
Audited baance 3
Shares received on fransfer of assets 2013508
Irsspecie distibution of 0% of the investrrert (8,112,517)
701,394
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Note 4. Exploration and evaluation costs carried forward

Arafura Arcfura
audited proforma
30 June 2006 30 June 2006

Exploration and evaluation costs carmmed forward

Proforma adjustment
Audited balance

Book vaiue of assets transferred to NuPower

Resources Ltd

Note 5. Coniributed equity

3,781,198 3,567,290
3,781,198
{213,908]
3,547,290
Arafura Arcdura
audited proforma

30 June 2006 30 June 2004

Fully paid ordinary shares

Movements in ordinary share capifal

12,381 827 14,603,278

Number fssue
Date Details of shares price %
1/07 /2005 Balance 50,547 508 5,065,795
2/0%/2005 Options exercised 10,000 % 0.20 2,000
27/0%/2005 Showe Tssue 7574999 % 0.24 1,818,000
20/03/2006 Options exercised 100,752 § 0.20 20,150
770472006 Options exercised 5000 % 0.20 1,000
28/04/2006 Shareholder purchase plan 17,431,750 % 0.32 5,578,160
19/05/2004 Options exercised 32352 % 0.20 7.870
6/06/2006 Options exercised 70,000 % 0.20 14,000
Less: capital raising costs to
30 June 2006 {125,149}
30/04/2006 Audited balance 12,381,827
Proforma adjustments
issue of shares pursuant to Prospectus
{prior to this Prospectus) 33736726 % 0.36 12,145,221
Less: rights issue and demerger costs {1,500,000)
Inrspecie distribution of 0% of
investment in NuPower Resources Lid (8,112,517}
Oplions exercised 50,000 % 0.34 17.000
Oplicns exercised 8,358,737 % 0.20 1,671,747

14,603,278
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Note 6. Reserves

Arcfura Arafyra
audited proforma
30 June 2006 30 June 2004
$ $
Avdilable-for-sale investment revaluation reserve 125,000 125,000
Share-based payment reserve 367,918 573,101
494918 498,101
Proforma adjusiments:
Audited badance 494 918
Reset of exercise price of share options issued af 30
June 2004 203,183
498,101
Nete 7. Accumulated losses
Arcfura Arafyra
audited proforma
30 June 2006 30 June 2004
$ $
Accumulated losses 2,909,350 3,112,533
Proforma adjusiments:
Audited balance 2,909,350
Reset of exercise price of share options issued af 30
June 2004 203,183

3,112,533

7 Effect of Demerger on NuPower

7.4 Principal effect
The principal effect of the Pemerger on NuPower will be that:
{a) cash reserves of NuPower will increase by $8.8 million from $2 to $8.8
million;

{b} non-cwreni assets will increase by $7.3 million from nil 1o $7.3 million
being the fair value of the uranium assets transferred from Arafura to
NuPower;

{c) the number of fully paid NuPower Shares on issue will increase from 2 to
43,883,270,
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(dy the namber of NuPower Options on issue will increase from nil fo
7,302,053, and

(e) coniributed eguity will increase by $13.9 million.
7.2  Impact on capital structure
At the date of this Prospectus, NuPower has two shares on issue. Assuming no
NuPower Shares ase issued prior to the Pemerger Record Date, the NuPower
Shares issued pursuant fo the Assel Sale and Subscription Agreement will be
43,883,268 or 99.99% of the expanded issued capital, and the total NuPower
Shares on ssue after the fransaction will be 43,883,270,
At the date of this Prospectus, NuPower has nil NuPower Options on issue.
Assuming no NuPower Options are issued prior to the Demerger Record Date, the
isgue of 7,302,033 NuPower Options pursnart fo this Prospectus will resalt in total
NuPower Options on issue afler the transaction to be 7,302,053,
The pro-forma capital stracture of NuPower foliowing the Demerger is set out
below:
NuPower Issued Capital Number
Existing NuPower Shares 2
NuPower Shares to be issued pursaant fo the Asset Sale and 43,883,268
Subscription Agreement
Total NuPower Shares on issue following the Demerger 43,883,270
NuPower Options on issue following the Demerger 7,302,053
7.3  Pro-forma Balance Sheet
A pro-forma Balance Sheet for NuPower has been prepared on the basis that there
have been no material movements in assets and iabilities of NuPower between
NuPower’s incorporation on 14 August 2006 and the completion of the demerger
Demerger, except:
{a) receipt of $8.8 million cash from Arafura;
{by receipt of uranium assets of fair value of $7.3 million from Arafira;
{c) 1ssue of 43,883,268 fully paid NuPower Shares; and
{d} issue of 7,302,053 NuPower Options.
NuPower Balance Sheet
Current assets
Cash and cash sguivalents 9 8,800,000
Trade and other receivabies 0 a
Total current assets 2 8,800,000
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Non-current assets

Other financial assets 0 0
Avdilabis-for-sale financial assets 0 0
Property, plant and equipment 0 0

Exploration and evaluation costs
carmed forward

4] 7,310,000
Total non-current assets ¥ 7.310,000
Total assets 2 16,110,000
Current liabilities
Nterest bacring iability 0 0
Trade and other payables 0 0
Provisions g O
Total current Habilities &; &;
Nen-current llabiliies
nterest bearing Hability 2 &
Deferred Tox Lichility 2 2,193,000
Total non-current Habilities ¥ 2,193,000
Total Eabilities & 2,193,000
Net assets 2 13,917,000
Equity
Conlributed equity 9 13,917,000
Resarves 4 874,830
Accumuiated losses 0 {876,830}
Total equity i 13,917,000

Notes to Accounts:

Note 1. Actual and preposed transaction to arrive at proferma balance sheet
The proforma balance sheet reflects the 36 June 2006 balance sheet adjusted to
reflect the actual and proposed {rassactions purscant to the Demerges.
The transactions reflected in the proforma are as follows:
{a) Transfer cash of $8,800,000 and exploration and evaluation assets with a
fair value of $7,316,000 from Arafura for 43,883,268 ordinary shares in
NuPower;
{Iy) Recognition of a deferred tax liability of $2,193,000, being 30% of the fair
value of exploration and evaluation assets transferred from Aratura; and
{c) Recognition of the share-based payment expense of $876,830 relating to the
issue of 4,560,666 unquoled share options.
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Note 2. Cash and cash equivalents
NuPower NuPower
naudted proforma
pre-demerger  post-dermerger

$ $
Cesh ond oosh ecplivalents - 88000G5
Proforma ocusfments
Urcrdifed bdaree of 30 June 2006 -
Coesh Farsfared from Arcfura Resourcss N 8800000
8800000
Note 3. Exploration and evaluation cost carried forward
NuPOowey NuPower
unerxclied unedited
pre-dernerger  post-demerger
$ $
Bxploration ond evduction cosfs coped faward - 7310000
Proforro adjustments
Unoudited baenes of 30 June 2005 -
Fair vadue of cesefs trarsferred from Arcfura
Resources N 7310000
7310000
Note 4. Deferred tax liability
NuPower NuPower
uncuciied urcrsdted
pre-dermerger  post-dernerger
$ $
Deferrad tox ickility - 2193000
Proforma oclfustments
Uncudited bacnce of 30 June 2006 -
Deferred tox dickility of 30% of the for volue of
exploration are evduation cssets rarsferred from
Arcfurc Resources NL 2193000
2193000
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Note 5.

Note 6.

Note 7.

Contributed equity

NuPower NuPower
unaidied unaudited
pre-cemerger  post-demerger
$ $
Fuly pid ordinery shores - 13917000
Proforma adiusiments
hurrter Issue
Dote Details of shere price 3
M08/ X306 Bdaree
Shres issued fo Argfura Resouross NL
oncorrpletion of the Prospechus 43883268 § 032 13917000
Reserves
NuPower NuPower
unaudited cudited
pre-derrerger  post-derrerger
$ $
Share-bosed poyrreant reserve - 8763830
Proforrre ecusfrrents
Unoucited bbalance pre-derrergss -
Issue Of 4,566,666 share opfions 87680
876830
Accumulated losses
NuPower NuPower
unerxclied uncwdited
pre-dernerger  posk-derrerger
$ $
Accurrdated losses - 876830
Proforma adiustmens:
Unoucited bhdorce pre-clerrerger -
Shareosed povrrent expense seendie /; 876830
87680
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8 Risk Factors

8.1

If the Demerger proceeds then NuPower’s activities will be subject to a nember of
risks which may impact respective future {inancial performance and the market
price at which NuPower Shares and NuPower Options trade. Some of these risks
can be mitigated by the use of safeguards and appropriate controls. However,
others are outside NuPower’s control and carmnot be mitigated. Therefore,
investors who acquire NuPower securities may be exposed to a number of risks.
Broadly, these risks car be classified as risks general to investing in the share
market and risks specific to an investment in NuPower’s Shares and NuPower’s
underlyinig business.

This Section: sets out the identified major sisks associated with investing in
NuPower securities. This list 1s not exhaustive and investors should read this
Prospectus i its entirety before making a decision. Investors should also have
regard fo their own investment objectives and financial circumstances, and should
consider seeking appropriate independent investment advice.

If the Premerger does not proceed, then Arafura will retain the Demerger Assets
itself. Therefore this Section also sets out the identified major risks associated with
Arafura retaining the Demerger Assets instead of those assets being held by
NuPower.

Risks relating to Uranium Exploration and Mining
{a) Approval process for uraniom mining

Uranium mining is subject to regulation by State, Northern Tesritory and
Federal goveraments in relation 1o exploration, development, production,
export, taxes, rtoyallies, labour standards, occupational health, waste
disposal, protection and rehabilitation of the environment, mine
reclamation, mine safety, toxic and radiological substances and other
matters. The cost of compliasice with such laws and regulations may
altimately mcrease the cost of exploring, drilling, developing, constructing,
opesating and closing mines and other production facilities. These
approvals are more rigorous than for mining of other mineral commaodities.
There is a risk if economic deposits of wranium are discovered, the
government approvals and licences required to mine and export the deposit
may not be granted, or may be significantly delayed or make mining of the
deposit uneconomic.

By virtue of the Atomic Fnergy Act (1953) and the Northern Territory (Sell
Goverament Act) (1978) (Cth), uranium n the Territory is the property of
the Commonwealth.

The Northern Terrifory (Self Government} Act 1978 (Cth) granted
execuiive powers fo the Northern Territory Minister for Mines and Energy
(*“Minister”) with respect to mining and minerals, buf not including the
mining of wrasnium unless pursuant to an agreement or arrangement between
the Northern Territory and the Commonwealth. By an agreement executed
by the Commonwealth and the Northern Territory on 22 March 1979, the
Northern Territory was given the power to grant exploration licences to
explore for uranivm. Any other dealing with tenements involving uranium,
that is, applications for the grant of an exploration retention licence or a
mineral lease or any renewal application, transfer or other dealing with such
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8.2

8.3

8.4

teniure must be referred by the Minister to the Commonwealth under the
Mining Act (NT).

(b} Competition from alternative energy and public perception

Nuclear energy is in direct competition with other sources of energy which
include gas, coal and hydro-electricity. Furthermore, any potential growth
of the nuclear power industry (with any attendant ingrease m the demand
for uraninm} beyond its current level will depend upon continued and
increased acceptance of nuclear technology as a means of generating
electricity.

The nuclear indasiry in Australia is currently subject to negative public
opmion due to political, technological and environmental faciors. This may
have an adverse impact on the demand for wranium and increase the
regulation of uraninm mining.

One of the arguments in favour of nuclear energy is its lower emissions of
carbon dioxide per unit of power generalted compared to coal and gas.
Alternative energy systems such as wind or solar also have very low levels
of carbon emissions, however to date these sources have not been deemed
economic for large scale electrical power generation. Technology changes
may occur that make alternative energy systems more efficient and reliable.

Risks associated with Transferring the Demerger Assets from Arafura
to NuPower

The trasisfer of the Demerger Assets under the Asset Sale and Subscription
Agreement is subject to the approval of the Northerns Territory Minister for Mines
and Energy. If approval is not grasted then Arafhra may not be able to transter ali
or part of the Demerger Assets to NuPower.

Risks associated with Single Focus Business

NuPower will be an exploration company focussing on uraninm, whereas Arafura
is an exploration company focussing on a wider range of commodities, namely rare
earths, gold, iron, nickel, vanadium, phospate and prior to the Demerger, aranium.

Investing in a company with a single commodity focus may involve a higher
degree of risk than investing in a company with a focus on several commodities.

Risks specific to Mining in General
{a) fxploration and Mining risk
Mineral exploratiorn is a high-risk andertaking.

There can be no assurance that mineral exploration wili result in the
discovery of an economic resource. BEven if an apparently viable resource
is identified, there is o guarantee that it can be economically exploited.

The business of exploration, project development and mining contains risks
and depends on successfal exploration and/or acquisition of resources,
design and construction of efficient production and processing facilities. In
particular, exploration is a speculative endeavour and certain circumstances,
cost over-runs and other unforeseen events can hinder mining operations.
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(b}

{c)

(d}

(e)

()

Operational risks

The operations of NoPower may be disrupted by a variety of risks and
hazards which are beyond the control of NuPower, including environmental
hazards, induostrial accidents, technical failores, regulatory changes, labour
disputes, nnusual or unexpected rock formations, geotechnical rock failures,
flooding and extended interraptions due 1o inciement or hazardous weather
conditions, fire, explosions and other incidents.

Titie and Native title

Interests in tenements in Australia are governed by the respective State and
Northern Territory legislation: and are evidenced by the granting of licences
or leases. FEach licence or lease 1s for a specific term and carries with it
annual expenditure and reporting commitments, as well as other conditions
requiring compliance. Conseguently, NuPower could lose ftitle to, or its
interests in, tenements if licence conditions are not met or if insufficient
funds are available to meet expenditure commitments.

Both the Native Title Act 1993 {Cth), related State and Northern Territory
Native Title Legislation and Aboriginal land rights and Aboriginal heritage
legisiation may affect NuPower’s ability to gain access to prospective
exploration areas or obtain production titles.

Compensatory obligations may be necessary in settling native title claims if
lodged over any tenements acquired by NuPower. The existence of
outstanding registered native title claims means that the grant of a tenement
in respect of a particalar tenement application may be slightly delayed or
thwarted pending resclution of future act procedures i the Native Title Act.
The level of mmpact of these matters will depend, in part, on the location
and status of the tenements acquired by NuPower. Af this stage, if is not
possible to quarntify the impact (if any) which these developments may have
on the operations of NuPower.

Environmental Risk

NuPower's activities will be subject fo State, Northern Territory and
Federal laws and regulation regarding environmental hazards and discharge
of hazardons waste and materials and prescribed materials under the
Atomic Energy Act {1933) (Cth). NoPower is committed 1o conduacting its
activilies in an environmentally responsible manner, in accordance with
applicable faws and regulations but the potential for liability is ever present.

The cost and complexity of complyng with the applicable environmental
laws and regulations may prevent NuPower from being able to develop
potentially economically viable mineral deposits.

Occupationai health and safety risk

NuPower 18 commitied to providing a healthy and safe environment for its
personnel, contractors and wvisitors. NuPower provides appropriate
instructions, equipment, preventafive measures, first aid information and
training fo all stakeholders through its Occupational Health and Safety
Management Systems.

Other factors

In addition to the risks outlined above, NuPower’s operating performance
and profitability is sensitive fo a number of other specific factors. These
include, but are not limsted to:
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8.5

» the discovery and/or acquisition of economically recoverable mineral
[CServes;

» access to adequate capital for project development;

» design and construction of efficient mining and processing facilities
within capital expenditure budgets;

» obtaining continned access to processing facilities on favourable terms
and conditions;

« the terms and interpretation of cuwrrent and future contractual
arrangements;

+ obtaining consents and approvals necessary for the conduct of
exploration and mining;

« favourable weather conditions for exploration and minmg activities; and

* access to competent operational management and prudent financial
administration, meluding the availability and reliability of appropriately
qualified, skilled and experienced employees, contractors and
consultants.

General investment and economic risks

A number of factors outside NuPower's control may significantly impact
NuPower, its performance and the price of NuPower Shares and NuPower Options.
These factors mclude:

(a)

Investment and Economic Risk

Economic factors both in Australia and internationally beyond the control
of NuPower, such as changes in commodity prices, inferest rates, inflation,
excharnge rafes, taxation, changes in government policy and legisiation, may
negatively impact on the operational performance of NuPower.

NuPower's revenues, expenses and cash flows couid be negatively affected
by any of these factors, which in tarn may affect the price of NuPower
Shares or NuPower Options.

No assurances can be made that NuPower’s performance will not be
adversely affected by any such market flectuations or factors. None of
NuPower or 1tg Directors or any other person gnarantees the performance of
NuPower or the market price at which its shares trade.

The NuPower Shares and NuPower (unoted Options are to be quoted on
ASX where their price may rise or fall.

The NuPower Shares carry neo guarantee in respect of profitability,
dividends, return: of capital or the price al which they may trade on ASX.
The value of the NuPower Shares and NuPower Quoted Options will be
determined by the share market and will be subject to a range of factors
beyond the control of NuPower and its Pirectors including the demand and
availability of NuPower Shares.

There can be no guarantee that an active market in NuPower Shares or
NuPower Options will develop or the market price of the securities will not
deciine. An investment in NuPower Shares or NuPower Options should be
considered speculative.
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(®)

()

(d}

(e)

(t)

Govermment policy

NuPower's capacity to explore and mine, as well as industry profitability
generally, can be affected by changes in government policy which may be
beyond the control of NuPower.

Commodity price risk

The demand for and price of commodities is highly dependant on a variety
of factors, including, the level of forward selling by producers, costs of
production, general economic conditions, inflation ievels, interest rates and
exchange rafes.

These factors may adversely impact NuPower’s ability to fund operations,
exploration, evaluation and development activities.

Fuature capital needs and additional fanding

The future capital requirements of NuPower will depend on many factors.
There can be no guarantee that NuPower will be able to raise additional
capital to meet future funding requirements.

Any inability to obtain additional finance, if required, would have a
material adverse effect on NuPower's business and its financial condition
and performasce.

Taxation risk
Variationis in the taxation laws of Australia could impact NuPower’s

financial performance and interpretation of taxation law could change,
leading fo a change in taxation treatment of investments or activities.

Changes in regulatory environment

Charnges to laws and regulations or accounting standards which apply to
NuPower from time 1o time counld adversely impact the opesating and
financial performance and cash flows of NuPower.

9 Additional Information relating to Arafura

9.1 Summary of Material Agreements
{a) Asset Sale and Subseription Agreement between Arafura and NuPower
The asset sale and subscription agreement (ASSA), dated {2 January 2607,
is between:
* Arafura Resources NL (Arafuara); and
s  NuPower Resources Limited (NuPower).
Under the ASSA, Arafura agrees:
(a) to transfer to NuPower:
(1 $8.8 million doflars {(Cash); and
(2) the following tenements and tenement applications:
EL23573, EL24716, EL24724, [EL24726, EL24955,
E1249536, EL24548, EL2474] (Tenements).
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(b) appoint NuPower as its agent to explore for uranium on SEL 23671,
EL23571, ELS725, EL10136, EL10214, EL10215, ELS710 and
EL9745 (Uranium Rights).

The iransfer of the Tenements is subiect to Ministerial approval
under the Mining Act (NT).
In consideration for the fransfer of the Cash, Tenements and Uranium
Rights, NuPower agrees to:
(a) issue shares in NuPower (Subscription Shares) to Arafura;

(b) to gramt options (Options) to optionholders of Arafura as at the
Demerger Record Date;

() grant 3,000,060 NuPower Executive Options to Dennis O’ Neill; and

(d) appoint Arafura as agent for non uranium exploration on EL24548
and EL24741 {(Nen Uranium Rights).

Conditions precedent

The obligations of the parties under the agreement are subject to and
conditionai on:

(a) the members of NuPower in general meeting approving by the
appropriate majority the issue of the Sabscription Shares to Arafura
for all purposes;

(b) the members of Arathra in general meeting approving a reduction of
capital in Arafura by way of an “in specie’ distribution of the
Subscription Shares; and

(c) the parties obiaining a letter from ASX that confirms that subject to
satisfying conditions it will admit NuPower to the official fist of the
ASX.

i the event that the conditions are not satisfied by 28 Februeary 2007, {or

such later date as the parties agree), the agreement will be of no force and

effect.

Other material terms and conditions

(a} Completion under the ASSA is 1o occur within 10 days of
satisfaction of the conditions precedent set out above.

(b) To the extent that any of the Tenements are still applications as at
the date of Completion under the ASSA, Arafura shall deliver to
NuPower signed transfers and executed power of the attorney fo do
all things with regard to those applications.

(c} NuPower shall apply for any necessary approvals of the Minister
under the Minmg Act 1980 {NT) and Arafura will use all reasonable
endeavours 1o assist NuPower in obtaining the approvals.

(d) NuPower undertakes to use the Cash fo evaluate the Demerger
Agsets in accordance with the table set out in section 3.3 of this
prospectus.

() Subject to retaining 10% of the Subscription Shares, Arafura has

agreed to distribute the Subscription Shares 1o its shareholders ag at
the Pemerger Record Date using the ratio of | Subscription Share
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(b)

(©)

for every 3 Arafura Shares heid by a sharcholder of Arafura on the
Demerger Record Date.

(£ The parties have established a framework to coordinate {uture
uranierm and nen wraninm expioration efforts, including access,
expenditure and competing development proposals.

Territory Iron Agreement

Description: Under this agreement between Arafura and Territory Iron Pty
Ltd {Territory) effective 22 September 2003 {Agreement), Arafura grants
Territory the right to prospect and explore for and the right to mine and
refain, iron ore over the tenement area (comprising tenements AN3BG,
EL10137, EL22269, FE22276G and ELA 23237 (Tenements)) in exchange
for royalty payments.

Term and Termination: The initial term of the Agreement commenced on
22 September 2003 and runs for 10 years.

Coempensation and Payment: Territory agrees to pay Arafura a royalty of
$1.30 per dry metric tonne of lumpy ore product and $1.00 per dry metric
tonne of fines ore product in consideration of the right to prospect and
explore for and the right to mine and retain, won ore over the Tenement
Area.

The parties agree that if Territory discovers economic concenirations of
gold or other minerals in or near an iron ore deposit, Territory will mine the
gold and stockpile it for collection by Arafura in exchange for a fee plus
16% of the value of the gold or minerals produced.

Arafura has received two advance royalty payments under this agreement
totalling $75G,000 which are to be set off against futuse royalties payable
by Territory.

{.agoon Creek Farm in

Description: Under the Letter Agreement for Farm-in and Joint Venture —
EL23573 between Arafura and Laramide Resources Limited {Laramide)
effective 21 May 20035, the parties agree on the terms on which Laramide
may eam a 00% participating interest in a joint venture in relation fo
EL23573 (Tenement) located in the Lagoon Creek area in the Northern
Territory.

Coempensation and Payment: In order to earn a 56% participating interest
Laramide must sole fund project expenditure to the extent of $3 million by
21 May 2006 {(Initial Sele Funding Period). Laramide may then earn a
further 10% participating  interest by sole funding further project
expenditure to the extent of $2.5 million by 21 May 2010.

Withdrawal: Once Laramide has funded minimum project expenditure of
£1 maliion it is entitled to withdraw from the joint venture by giving notice
of ils intention to do so.

Surreader, Assignment and Pre-empfive Rights: Fach party must
consent o any decision by the other party relating to the relinquishment of
the whole or any part of the Tenement during the earning period and must
give the non-surrendering party the option to purchase the surrendering
party’s mterest in the Tenement and excise it from the joint venture.

Until Laramide earns a participating interest:
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(d)

(1) Arafura is entitied to assign iis participating interest to an unrelated
third party if the proposed assignee is a reputable and financially
sound corporation; and

(2) Laramide is entitled to assign its rights under the agreement with
Arafura’s consent to a reputable and financially sound corporation,
if Arafura is given a 60-day pre-emptive right to match any offer
Laramide receives.

Either party is entitled fo assign its participating inferest to:

(1) a related body corporate for so long as the assignee remainsg a
related body corporate; or

(2) an unrelated third party if the non-assigning party is given a 60-day
pre-emptive right fo match any offer received.

Other Provisions: [f Arafura holds a minority interest in the project at the
time the management committee decides fo deveiop a deposit on the
Tenement, Arafura is entitled to elect within 90 days to convert its
participating mterest fo either a 10% participating interest free carried for
the commencement of production with expenditure repaid {rom its share of
product, or a royalty of 3% of the value of uranium product mined and a
5% net smelter return royalty for minerals other than uranum.

Hammer Hiil Option Agreement

The Hammer Hill Option Agreement (Hammer Hill Agreement),
effective 22 November 2003, 18 between Arafura Resources NL (Arafura)
and Mithril Resources Ltd {Mithril).

Under the Hammer Hill Agreement, the parties agree on the terms and
conditions on which Mithril will acquire the option to earn-in to a joint
venture involving Exploration Licences 9725 and 10136 (Tenements) in
the Hammer Hill project in the Northern Territory (Option).

On 14 July 2006, Arafura announced that Mithril had formally exercised
the Option 1o enter into a Joint Venture Agreement 1o earn equity in the
Hammer Hill Project.

The parties must now execute a formal joint venture agreement with the
following key terms and conditions:

(1) If Mithrii spends $2 million on exploration over 4 years following
the execation: of the joint venture agreement it will be entitled to
earn a 51% interest in the Tenements provided i spends a minimum
of $250,000 cach year trom the date of execution;

(2) Mithril can withdraw at any time without penalty;

(3) If Mithril spends a further $2 million over 2 years following the
initial 4 year expenditure period it will be entitled to earn a further
19% interest in the Tenements;

(4) If either party’s interest is diluled to a level lower than 10%, it will
automatically convert to a 1.5% net smelter return inferest;

(%) Mithril will be entitled to assign #s interest in the Tenements and
under the joint venture agreement; and

(6) Arafura will refain exclusive rights to rare earth elements,
phosphate, uranicm and diamonds.
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(e)

fxploration Agreement and Deed of Covenant (2006)

This exploration agreement between Arafura and the Central Land Council
(CLCYis dated 30 May 2006. Pursuant to this agreement, the traditional owners
of the land the subject of EL9672, EL9701, EL9709, EL 9710, EL6725, EL 9745
EL10136, EL 22384, E122783 SEL 23671, MCC9350, MCCS51, MCC952,
MCC953, and AC74 (‘the Exploration Tenure’), consent to the grant of the
Explorations Tenure and will not challenge their validity by lodging an
objectiosn. In the event that an objection has already been lodged over any of
the Exploration Tenure, the CLC agrees to withdraw the objection.

Isi returrs Arafura agrees to provide work programs to the CLC prior to the
proposed beginning of each phase of exploration and at least once every
calendar year with respect to all activities it proposes to undertake on the land.
The CLC afier receipt of the work program must then advise Arafura of any
areas or exploration activities that will not be permitted due to the location of
sacred sifes or known sites of cultural significance and whether the CLC
wiil be able to undertake sacred site protection procedures.

Arafura, as soon as practicable must also report to the CLC the location and
details of any discoveries of commercially exploitable quantities of
uranium it discoveries during the course of undertaking its exploration
activities.

Arafura agrees to make compensation payments to the CLC for distribution
amongst the fraditional landowners. The parties acknowledge and agree that
native title is not extinguished by the grants of the Exploration Tenure or by
this agreement. The parties respective rights and obligations pursuant to this
agreement are not dependent upon or subject to and are not effected by any
finding made or to be made by the National Native Title Tribunal, the Federal
Court or any other judicial body regarding the existence of native title on the
land or compensation for the loss or impairment of any native title on the
land.

The term of the agreement iz from the date of the agreement until the
expiration or withdrawal of the last of the Exploration Tenure held by
Arafura. Esther party is provided with a right to immediately ferminate the
agreement where the other party has commitied a serious default which has
not been rectified within a period of thirty (30} days.

Arafura must provide written: notice to the CLC if it proposes to assign the
whole or any part of ils interest in the exploration tenure. Arafura also
agrees to require the assignee 1o execute a Deed of Assumption agreeing to
be bound by the terms of the Agreement.

The balance of the provisions of this agreement are considered standard for an
agreement of this type.

Under a Deed of Covenant between Araftora and the CLC dated 17 Aungust
2006, the parties agree that the ferms of the Exploration Agreement shall
apply i respect of further exploration licences 23571, 24741, 24555 and
24956.

Arafura intends 1o transfer #s interest in the Exploration Agreement fo
NuPower to the extent necessary to effect transfer of the Demerger Assets.
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9.2

9.3

9.4

Related party transactions

Other than as disclosed elsewhere in this Prospecius, Arafura is not a party to any
agreement that would be considered a related party transaction.

Litigation and material disputes

As at the date of this Prospectus, Arafura is not involved i any legal or
adminisirative proceedings and the Directors are not aware of any claim or
threatened claim against Arafura which may result in material legal proceedings.

Native Title claims have been made i respect of areas that include tenements
controiled by Arafura. Arafura is anable to determine the likelihood of these claims
being successtul.

Interests of Arafura Directors and promoters

Other than as set oul below or elsewhere in this Prospectus, no Director or
promoter of Arafura {or entity in which they are a partner or director} has, or has
had ir: the two years before the date of this Prospectus, any interest irn:

» the formation or promotion of Arafhra; or

s property acquired or proposed to be acquired by Arafura in connection with its
formation,

and, other thaa as sef out below or elsewhere in this Prospectus, no amounts have
been paid or agreed to be paid and no value or other benefit has been given or
agreed 1o be given to:

» any Director of Arafura to induce him fo become or to qualify as a director of
Arafura; or

» any Director or promoter of Arafura {or entity in which they are a pariner or
director} for services which he or she has provided in connection with the
formation or promotion of Arafura.

The Directors and therr related entities have the following interests in the Arafura

Shares and the Arafura Options as at the date of this Prospectus.

Directors’ interests include interests they have in Arafura Shares registered in the

name of other persons. Option terms have previously been disclosed to ASX.

Directors holding Arafura Shares will be entitied to participate in the Demerger on

the same basis as other Eligible Demerger Sharcholders.

Table 3: Arafara Directors’ Interests

Peter Neville Walker 2,555,000 2,670,000 Nii
Alistair James Stephens Nil Nil 3,000,000
lrvin (Mick) Graham Muir 3,250,600 40,000 NH

{an John Kowalick Nil K00,000 Nii
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9.5

Waivers granted by ASX to Arafura in relation to Listing Rules

Arafura has obtained a waiver from the ASX in relation to the Listing Rules o
enable the Demerger 1o be implemented in the manner proposed ASX has granted
Arafera a watver from listing rule 7.22 to the extent necessary 1o permit Arafura to
reduce the exercise price of Arafura’s options on a pro rata basis reflecting the net
asset positions of Arafura and NuPower after the demerger, subject to the
following:

1. Arafura Sharcholders approve the proposed method of reorganisation of
options;
2. The notice of meeting (“NOM™) to Arafura Sharcholders contains all

relevant information considered material to the proposed rights issue and

demerger and reorganisation of the options;

The Independent Expert’s Report opining as to whether the transaction is

considered fair and reasonable is annexed to the NOM; and

4. Arafura Shareholders who are also Arafura Optionholders are excluded
from voting.

Lo

9.6  Arafura Quoted Options

The exercise price of each Arafura Quoted Option 1s 20 cents.

The other terms of issue of the Arafura Quoted Options are:

{) the options are exercisable on or before 30 June 2608,

{i1) the shares issued as a result of the exercise of any of these options wili rank
equally in ali respects with previously issued shares;

{iiz)  the opfions are exercisable by compieting the application for exercise of
options and delivering the same together with payment for the number of
shares in respect of which the options are exercised to the registered office
of the company;

{iv) subjectto ASX Listing Rules the options are fransferable in whole or part at
any tne prior 1o expiry;

{v) within 14 days of the receipt of a properly executed notice of exercise and
application monies, Arafura will issue to the optionholder the number of
shares specified in that notice;

{vi) optionholders are permitted to participate m new issues of securities
offered to shareholders on the prior exercise of the option in which case the
optionholder shall be afforded the period of at least 10 business days prior
to and inclusive of the books’ closing date (fo determine the entitlements to
the issue) 1o exercise the option; and

{vii) in the event of any reorganisafion {(incleding consolidation, subdivision,
reduction or cancellation) of the issued capital of Arafura, the options are fo
be reorganised in a manner required by ASX Listing Raoles on a
reorganisation of capifal.

9.7 Arafura Executive Options {unquoted)

As at the date of this Prospectus the holders of Arafura Executive Options, and the

key terms of those options, are:

s Helder o Number | Exercise | Yesting Bate | Expiry
......................................................... Price | | e S
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Alistair J Stephens as trustee for | 1,000,000 $0.20 1-Sep-2003 30-Jun-2008
the Riatsila Family Trust

2 | Alistair I Stephens as trustee for | 1,000,000 $0.20 1-Sep-2006 30-Jun-2008
the Riatsila Family Trust

3 | Alistair I Stephens as trustee for | 1,000,000 $0.20 1-Sep-2007 30-Jun-2008
the Riatsila Family Trust

4 | Gavin and Toni Lockyer as | 300,000 $0.40 20-Jun-2007 | 30-Jun-2009
trustees for the Lockyer Family
Trust

5 | Gavin and Tont Lockyer as | 300,000 50.43 20-Jun-2008 | 30-Jun-2009

trustees for the Lockyer Family
Trust

Total | 4,000,000

The other terms of issue of the Arafura Executive Options are:

(i)

(i1)

(i11)

(iv)

(v)

(vi)
(vii)

(viii)

(ix)

(x)

(xi)

(xi)

The options are only capable of being exercised from the date on which
they vest up to and including the expiry date;

Shouid the Officer resign all unexercised options wili lapse (whether they
have vested or not);

Shouid the Officer be dismissed for miscondact all unexercised options will
lapse (whether they have vested or not);

Shouid the Officer’s employment be terminated for any other reason all
unexercised options will lapse (whether they have vested or not) unless the
Board decides otherwise;

The options are exercisable by notifying the company in writing specifying
the number of options being exercised and delivering it, together with
payment for the number of shares in respect of which the options are
exercised, to the registered office of the company;

Options will not be listed for Of#icial Quotation on ASX;

The options may not be fransferred or otherwise disposed of in whole or
part at any time prior to expiry;

Within 14 days of the receipt of a properly executed notice of exercise and
applications momnies the company will aliot and issue the number of shares
specified in the notice;

Arafura will apply for Official Quotation by ASX of the shares allotted and
issue pursuant to the exercise of the options;

The options do net confer the right to participale in new issues of capital
during the exercise period. Arafura will give not less than 16 Business Days
notice 1o the Officer 1o exercise his options prior to the date of determining
shareholders entitlernents for any new issues of capital that occur during the
option exercise period;

I the event of any reorganisation (including consolidation, subdivision,
reduction or return of capital) of the share capital of Arafhra, the options are
to be reorganised as required by the ASX Listing Rules;

If an entity {as that term is defined in the Corporations Act) acquires 90%
of the shares on issue in Arafura and has the abilsty to compulsory acquire

004022745

page 38



(xiii)

the remainder of the shares on issue pursuant to Part 6A.1 of the
Corporations Act, all options that have not yet vested will immedzately vest
and the options will be deemed to expire on the date which is the earlier of
3 months from the date of vesting and 30 June 2008; and

All options may be exercisable by the optionholder:
(1) daring a bid period; or
(2) at any lime afier a change of control event has occurred; or

(3) on application ander section 411 of the Corporations Act, if a court
orders a meeting to be held concerning a proposed compromise or
arrangement for the purposes of or in connection with a scheme for
the reconstruction of Arafura or its amalgamation with any other

corpany.
9.8 Arafura Employee Options (unquoted)
As at the date of this Prospectus the holders of Arafura Employee Options, and the
key terms of those options, are:
...... Heolder " 0000000 ~Nomber | - Exercise | Vesting Date. Expiry
............................................................... Price | o | TR
b | Steven and Joy Mackowski as 100,000 50.34 P3-Jun-2007 | 30-Jun-2009
trustee  for the Mackowski
Family Trust
2 | Steven and Joy Mackowski as 236,000 $0.40 {-Feb-2007 | 30-Jun-2009
trustee  for the Mackowski
Family Trust
3 | Steven and Joy Mackowski as 250,000 50.45 {-Feb-2008 | 30-Jun-2009
trustee  for the Mackowski
Family Trust
4 | Kelvin Hussey 136,000 50.34 P3-Jun-2007 | 30-Jun-2009
Total TOH,000

The other terms of issue of the Arafura Employee Options currently on issue are:

{) The options are exercisable on or before 30 Fune 2009,

{i1y  The shares issued as a result of the exercise of any of these options will
rank equally in all respects with previously issued shares;

{iii)  The options are exercisable by completing the application for exercise of
options and delivering the same together with payment for the namber of
shares in respect of which the options are exercised to the registered office
of Arafura;

{iv)  The options may notf be transferred or otherwise disposed of in whole or
part at any time prior to expiry;

{v) Within 14 days of the receipt of a properly executed notice of exercise and
application monies the company will issue to the optionholder the number
of shares specified in that notice;

{vi)  Optionholders are permitied to participate in new issues of securities
offered to sharcholders on the prior exercise of the option in which case the
optionholder shall be afforded the period of at least 10 business days prior
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9.9

to and inclusive of the books’ closing date (fo determine the entitlements to
the issue) to exercise the option; and

{vii) In the event of any reorganisation (inclading consolidation, subdivision,
reduction or canceliation} of the issued capital of the company, the options
are to be reorganised in a manner required by the ASX Listing Rales on a
reorganisation of capital.

Change in company type and name

On 23 November 2006, Arafura Sharcholders resolved to change Arafura’s
company type from a public company with no liability to a public company limited
by shares. the change is expected to become effective in early 2007. When the
change lakes effect Arafura’s name will change from “Arafura Resources NL” to
“Arafura Resonrces Limited”™.

10  Additional Information relating to NuPower

10.1 Rights and liabilities attaching to NuPower Shares

The NuPower Shares issued under the Asset Sale and Subscription Agreement will
be fully paid ordinary shares in the capital of NuPower and will rank equally with
NuPower’s existing shares. The rights and liabilities attaching to NuPower Shares
are:

. set out in the NuPower Constitution; and

. in certain circumstances, regulated by the Corporations Act, the ASX
Listing Rules, the ACH Clearing Rules, the ASTC Settlement Ruies and the
common law.

A summary of the principal rights and liabilities aftaching to NuPower Shares is set
out below. This summary does not purport fo be exhaustive or to constitute a
definitive statement of the rights and liabilities of NuPower Sharcholders. For a
NuPower Sharehoider 1o obfain a definitive assessment of the rights and liabilities
which attach to NuPower Shares in any specific circumstances, that NuPower
Shareholder should seek independent legal advice.

{a) Voting

At a general meeting, on a show of hands every NuPower Sharcholder present in
persen or by proxy, atlorney or representative has one vote. At the taking of a poll,
every ordinary NuPower Shareholder present in person and whose shares are fully
paid has one vote for each of his or her shares. On a poll, the holder of a partly
paid share has a fraction of a vote with respect to the share. The fraction is
equivalent to the proporizon which the amount paid (not credited) bears to the total
amounnt paid and payable (excluding amounts credited).

{by General meetings

Each NuPower Shareholder is entitled to receive notice of, atfend and vote at
general meetings of NuPower and fo receive all notices, financial staternents and
other documents required to be sent to ordinary sharcholders under the
Constifution, the Corporations Act and the ASX Listing Rules.

{c) Dividends

The Directors may pay to NulPower Sharcholders any interim and final dividends
as, inn the Directors judgement, the financial position of NuPower justifies. The
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Directors may fix the amoust, the record date for determining eligibility and the
method of payment. All dividends must be paid to the NoPower Sharcholders 1n
proportion to the number and the amount paid on the shares held. This is subject to
rights attaching to shares with special dividend rights.

(dy Transfer of shares

Generally, all NuPower Shares are freely transferable subject to the procedural
requirements of the Constitution and to the provisions of the Corporations Act, the
ASX Listing Rales, the ASTC Setilement Rules and any restrictions attached 1o an
ordinary NuPower Sharcholder’s Shares. The Directors may decline to register an
insfrument of transfer received where the transter is not in registrable form or
where refusal is permitted under the ASX Listing Rules or the ASTC Settlement
Rules. 1f the Directors decline to register a transfer, NuPower must give notice of
the refusal. The Directors must decline to register a transfer when required by the
Corporations Act, the ASX Listing Rules or the ASTC Settlement Rules.

{e) Variation of rights

NuPower may only vary the rights attaching to any class of shares with the prior
approval by a special resolution of the holders of shares in that class at a meeting
of those holders, or with the written consent of the holders of at least 75% of the
issued shares of that class.

(f) Directors

The minimum namber of Directors is four and the maximum is nine anless a
NuPower general meeting determines otherwise. Currently, there are four
Directors. Directors must retire on a rolational basis with one-third of Directors
having to retire at each annual general meeting providing the number of Directors
18 more than 5 {excluding a director who is a managing director and a director
appointed by the Directors as an addition fo the existing Phirectors or 1o fill a casual
vacancy.). If the number of Directors is less than 5, only 2 of the Directors must
retire by rofation. Any other Director (excluding the managing director) who has
been in office for three or more years must also retire. A retfiring Pirecior is
eligible for re-election. The Directors may appoint a Director either in addition o
existing PHrectors or 1o fill a casual vacancy, who then holds office until the next
annual general meeting.

(g} Decisions of Directors

Questions arising at a meeting of Directors are decided by a majority of votes.
Except where there are only 2 Phrectors present or entitled to vote at a meeting of
Directors, the Chairperson has a casting vote.

{hy {ssue of further shares

Subject to the NuPower Constitution, the Corporations Act and the ASX Listing
Rules, the Dhrectors may issue, or grant options in respect of, shares to sach
persons on such terms as they think fit. In particular, the Directors may issue
preference shares, including redeemable or convertible preference shares, and may
1ssue shares with preferred or special rights or restrictions in relation to dividends,
voling, return of capital and participation in surplus on winding up.

{1} Officers’ indemnity

To the full extent permitied by the law and 1o the extent not covered by insurance,
NuPower must indemnify each officer of NuPower on a full indemnity basis
against any losses, liabilities, costs, charges and expenses incurred by the person as
an officer of NuPower or a related body corporate.
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Alteration fo the Constitution

The NoPower Constitution can only be amended by a special resolution passed by
at least 75% of NuPower Sharcholders present and voting at a general meeting. At
least 28 days notice of the intention to propose the special resolution must be

given.

10.2 Terms of Issue of the NuPower Quoted Options

The exercise price of cach NuPower Quoted Option will be 20 cents.

The other terms of issue of the NuPower (Quoted Options will be identical to the

terms of issue of the Arafura Quoted Options, namely:

{) the options are exercisable on or before 30 Fune 2608,

{i1) the shares issued as a result of the exercise of any of these options will rank
equally in ali respects with previously issued shares;

(iif)  the options are exercisable by completing the application for exercise of
options {see below) and delivering the same together with payment for the
number of shares in respect of which the options are exercised to the
registered office of NuPower;

{iv) subject to the ASX Listing Rules the options are transferable in whole or
part at any time prior to expiry;

{v) should NuPower's shares become guoted NuPower will apply for Official
Quotation by ASX of all shares allotted pursuant to the exercise of the
options;

{vi) within 14 days of the receipt of a properly executed notice of exercise and
application monies, NuPower wili issue to the optionholder the number of
shares specified in that notice;

(vii) optionholders are permitted to participate m new issues of securities
offered to shareholders on the prior exercise of the option in which case the
optionholder shall be afforded the period of at least 10 business days prior
to and inclusive of the books’ closing date (fo determine the entitlements to
the issue) to exercise the option; and

{viii) in the event of any reorganistion (including consolidation, subdivision,
reduction or cancellation} of the 1ssued capital of NuPower, the options are
to be reorganised in a manner required by the ASX Listing Rules on a
reorganisation of capital.

10.3 Terms of Issue of the NuPower Class A Options
The key terms of the unguoted NuPower Class A Options will be:
| Hetder- . T 0 L Number. - | (Origingd .| NuPower | Vesting | Expiry .
I I G T Arafura Exerci_se___f DPage - e
| Exercise | Price |
Price) SRR L
b | Alistair 1 Stephens 333,333 (5020} $0.20 -Sep- 30-Jun-
as trustee for the 2003 2008
Riatsila Family Trust
2 | Alistair ) Stephens 333,333 (5020} $0.20 f-Sep- 30-Jun-
as trustee for the 2006 2008
Riatsila Family Trust
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3 | Alistair ) Stephens 333,333 (5020} $0.20 E-Sep- 30-Jun-
as trustee for the 2007 2008
Riatsila Family Trust

4 | Gavin  and  Toni F66,667 (80,40} $0.41 20-Jun- 30-Jun-
Lockyer as trustees 2007 2005
for the Lockyer
Family Trust

5 | Gavin  and Toni {66,667 (500,45} S48 20-Jun- 30-Jun-
TLockyer as frustees 2008 2000
for the Lockyer
Family Trust

Total 1,333,333

The other terms of issue of the unquoted NuPower Class A Options for each holder
will be identical to the terms of the Arafura Executive Options for that holder,
which are set out in Section 9.7 above.

10.4 Terms of Issue of the NuPower Class B Options
The key terms of the unguoted NuPower Class I3 Options will be:
.- Helder. . .| [Number | (Original | NuPower - Expiry.
ST o dvafura | Exercise
....................... rExercise | - Price
.................................... " Pricgy |
b | Steven and Joy 33333 (80.34) $0.35 [E5-Jun-2007 30-Jun-
Mackowski as trustee for 2009
the Mackowski Family
Trust
2 | Steven and Joy §3,333 ($0.40 $0.41 | 1-Feb-2007 30-Jun-
Mackowski as trustee for 2009
the Mackowski Family
Trust
3 | Steven and Joy §3,333 ($0.45) $0.46 | 1-Feb-2008 30-Jun-
Mackowski as trustee for 2009
the Mackowski Family
Trust
4 | Kelvin Hussey 33333 {80.34) $0.35 [15-Jun-2007 3i-Jun-
2009
Total 233332
The other terms of issue of the unquoted NuPower Class B Options will be
identical to the ferms of the Arafura Employee Options, which are set out in
Section 9.8 above.
10.5 Material contracts
Asset Sale and Subscription Agreement between Arafura and
NuPower
This conlract is summarised in Section 9.1 above.
Services Agreement between Arafura and NuPower
The Services Agreement {SA), dated 12 January 2007, is between:
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10.6

10.7

10.8

. Arafhra Resources NL {Arafara); and
. NuPower Resources Limited {NuPower).

Under the SA, Arafura agrees to make personnel, office space and general
adminisirative services to NuPower including, but not limited to, company
secretarial services, accountancy services, tenement management services, general
office services and secretarial services.

In return for the provision of services outlined above NuPower must pay to Aratura
certain fees.

The term of the SA is five years. NuPower may in its discretion terminate the
agreement on giving 30 days notice to Aratura.

Arafura may not terminate the agreement unless NuPower commits a material
breach under the SA and within 60 days of receiving nofice of such breach from
Arafura does not remedy the breach.

Related party transactions

Other than as disclosed elsewhere m this Prospectus, NuPower is not a party to any
agreement that would be considered a related party transaction.

Litigation and material disputes

As at the date of this Prospectus, NuPower is not involved in any legal or
adminisirative proceedings and the Directors are not aware of any claim or
threatened claim against NuPower which may resolt m material legal proceedings.

Interests of NuPower Directors and promoters

Other than as set out below or elsewhere in this Prospectus, snio director or promoter
of NuPower (or entity in which they are a pariner or director) has, or has had in the
two years before the date of this Prospectus, any interest in:

. the formation or promotion of NuPower;

. property acquired or proposed to be acquired by NuPower in connection
with its formation or promotion of NuPower; or

. the issue of NuPower Shares or NuPower Options,

and, other thaa as set out below or elsewhere i this Prospectus, no amounts have
been paid or agreed to be paid and no value or other benefit has been given or
agreed 1o be given to:

. any director of NuPower to induce him to become or to quality as a director
of NuPower; or

. any director or promoter of NuPower (or entity in which they are a partner
or director) for services which he or she has provided i connection with
the formation or promotion of NuPower or the 1ssue of NaoPower Shares or
NuPower Options.

The NuPower directors and their related entities have the following interests in the
NuPower Shares and the NuPower Options as at the date of this Prospectus.

Directors’ interests include interests they have in NuPower Shares registered in the
name of other persons. Option terms have previously been disclosed to ASX.
Directors holding NuPower Shares will be entitled 1o participate in the Offer on the
same basis as other NuPower Sharcholders.
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NuPower " NuPower | ASX UnQuoted ~ Options _ Held
Director - - - | Shares Held | Quoted - | Directly or Indirectly -
R ; })irectiy ~or. OPﬁGn_S. e T
| Indirectly | Held -
................ Or
.......................... 'Indi'rectly
Dennis O'Neiil | Nil Nil Nil.
if the Demerger proceeds Mr
O’Neill will be granted a total of
3,000,600 NuPower Execuiive
Options  (exercise price $0.25,
expiry date 1/1/2010; 1,000,600
options vesting 17172067,
1,000,000 options vesting
1/172G08 and 1,060,600 options
vesting 1/1/2009

lrvin {Mick) [ Nii Nil Nil

Muir

lan Kowalick Nil Nil

10.¢ Privacy notification
The Privacy Aet 1988 (Cth) regulates the way NuPower collects, uses, disposes,
keeps secure and gives people access to their personal information.
NuPower coliects, holds and uses that personal information in order fo administer
your shareholding or optionholding in NuPower, including:

. setting up and maintaining a register of Sharcholders and Optionholders in
accordance with the Cormporations Act;

. paying dividends to shareholders should NuPower at a later date declare a
dividend;

. communicating with Shareholders, including sending anaual reports,

notices of meefings and any other documents which NuPower wishes fo
send fo you as a Shareholder;

. carrying out general administration including monitoring, auditing,
evaluation, modelling data, dealing with complaints and answering queries;
and

. complying with its legal and regulatory obligations.

Your personal information may be provided to NuPower’s agenis or service
providers.

The types of agents and service providers that may be provided with your personal
mformation include:

. the Share Registry for ongoing administration of the share register;

. printers and mail houses for the purposes of preparation and distribution of
documents to you and for handling mail; and
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10.10

10.11

. professional service providers such as lawyers, accountants, auditors and
other professional advisers for the purpose of administering, and advising
on, the NuPower Shares or NuPower Options and for any associated
actions.

Your personal information may be provided 1o cestain third parties. The types of

third parties that may be provided with yowr personal information, and the

circumnstances in which your personal information may be disclosed, include:

. your financial adviser or broker (other than your tlax file number
information) in connection with services provided to you by your adviser or
broker;

. government, regulatory authorities or other people when permilted or

required by law, such as ASIC or people inspecting the Share register in
accordance with the Corporations Act;

. ASX; and

. in certain circumstances and with safeguards to respect your privacy,
potential or actual purchasers of an interest in NuPower or NuPower’s
business or any part thereof.

You have the right fo gain access to your personal information held by, or on
behalf of, NuPower, subject to certain exemptions under the law. You may be
required fo pay a reasonable charge in order to access youar personal mformation.
You can request access to your personal information by telephoning or writing o
the Company Secretary as follows:

NuPower Resources Limited
Company Secretary

Level 4, 16 St Georges Terrace
Perth WA 6600

NuPower and ASX Quotation

NuPower will make application to the ASX within 7 days following the date of this
Prospectus for the official quotation of the NuPower Shares and the NuPower
Quoted Options.

Quotation, if granted, will commence as soon as practicable after statements of
holdings are dispatched.

If approval is not granted by ASX within 3 months after the date of this Prospectus,
then the NuPower Shares will not be distribuied and the NuPower Options will not
be issued, and NuPower will remain a 100% owned subsidiary of Arafura.

NuPower and CHESS

NuPower will not be issuing share certificates. NuPower will apply to the ASX to
participate in CHESS, for those investors who have, or wish fo have, a sponsoring
stockbroker. Investors who do not wish lo participate through CHESS will be
issuer sponsored by NuPower. Because the sub-registers are electronic, owsership
of securities can be transferred without having to rely upon paper documentation.
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Electronic registers mean that NuPower will not be issuing certificates fo investors.
Instead, investors will be provided with a statement {similar to a bank account
statement) that sets ouf the number of NuPower Shares distributed to them or
Options granted to them. The notice will also advise holders of their Holder
Identification Number (HIN) or Shareholder Reference Number (SRN)Y and
explain, for {utare reference, the sale and purchase procedures under CHESS and
issuer sponsorship.

Further monthly statements will be provided to holders if there have been any
changes in their security holding i NuPower during the preceding month.

10.12 Waivers granted by ASX to NuPower in relation to Listing Rules

NuPower has obtained the waivers from ASX in relation to the ASX Listing Rules
to enable the Demerger 1o be implemented as follows:

I

Based solely on the mformation provided, on receipt of an application for
admission to the official list of the ASX by NuPower, ASX would be likely to do
each of the following:

1.1

permit NuPower to satisfy Listing Rule | condition 3 with a prospectus
1ssued in connection with the distribution in specie of shares in NuPower
to the shareholders of Arafura and other purposes but under which no
fundraising will be undertaken.

Grant & waiver from Listing Rule 1.1 condition 7 to the extent necessary (o
permit NuPower to include for the purposes of satisfying this rule all
shareholders {other than related parties or promoters of Nulower or
Arafura) who hold a parcel of ordinary shares with a value of af least
$2,000 by reason of their having participated in a pro rata distribution in
specie of shares in NuPower made by Arafura to it shareholders, on
condition that:

1.2.1  Arafura, before the distribution n specie, undertakes a pro raia
rights issue;

1.2.2  Arafura, before the distribution in specie, transfers at least
$8.000,600 of the funds raised under 1ts rights 1ssue to NuPower;

1.2.3  the Arafura rights issue prospectus states that the purpose of the
fundraising i1s to raise cash for NuPower in the event that
NuPower's Listing 18 successful, and identifies the proportion of
the Tunds raised to be devoted to that purpose; and

1.2.4  no fewer than 200 persons subscribe under the Arafura rights issue
prospectus for at least that number of Arafura shares as is
necessary for the proportion of the funds they subscribe that 1s
referable to providing cash to be transferred to NuPower to be
worth at least $2,000.

Not require NuPower to provide audited accounts for the last 3 full
financial years in accordance with Listing Rute 1.3.5(a).

Not provide a full refund of NuPower’s imtial listing fee should the
company withdraw 1ts application to list on ASX, and apply the provisions
of Table 4A — General Fees of Guidance Note 15.
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1.3 Grant a waiver from Listing Rule 9.1 to the extent necessary that the
restrictions of Appendix 9B not apply to the securities of NuPower
distributed in specie on a pro rata basis to the shareholders of Arafura
{other than shares so distributed to related parties or promoters of
NuPower or Arafura, and thewr respective associates) (“Distributed
Shares™) and that no restriction agreements be entered into n relation to
the Distributed Shares.

11  General Additional Information

11.1

11.2

1.3

Tax implications

Arafura and NuPower make no representation and provide no advice in relation to
the tax consequences of the Dermerger.

Arafura Shareholders and Arafura Optionholders and NuPower Sharcholders and
NuPower Optionholders should seek professional taxation advice about the tax
consequences of the Demerger.

Arafura has applied to the Australian Faxation Office for a taxation roling on the
tax consequences of the Demerger for an Australian resident Arafura Shareholder.
Arafura will make that ruling available to shareholders once it is provided.

Brokerage and stamp duty

No brokerage or stamp duty will be payable by Arafura Sharcholders in respect of
Arafura distributing the NuPower Shares to Eligible Demerger Sharcholders.

No brokerage or stamp daty will be payable by Arafura Optionholders in respect of
NuPower granting the NuPower Options 1o Eligible Demerger Optionholders.

Interests of advisers

Other than as set out below or elsewhere in this Prospectus, all persons named in
this Prospectus as having performed a fanction in a professional, advisory or other
capacity in connection with the preparation or distribution of this Prospectus do not
have, and have not had in the two years before the date of this Prospectus, any
mterests in:

» the formation or promotion of Arafhra or NuPower;

o property acquired or proposed to be acquired by Arafira or by NuPower in
connection with ils formation or promotion or the Plemerger; or

+ the Demerger,

and, other thas as set ouf below or elsewhere in this Prospectus, no amounts have
been paid or agreed to be paid and no other benefit has been given or agreed to be
given to any persons named in this Prospectus as having performed a function m a
professional, advisory or other capacity in coanection with the preparation or
distribution of this Prospectus, in connection with the formation or promotion of
Arafura or NuPower or the Demerger.

Frechills has acted as Aunsiralian legal adviser to Arafura in relation to the
Demerger. Freehiils' fees for the Demerger work up to the date of lodgement of
this Prospectas will be approximately $265,006. Freehills receives further fees for
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11.4

additional work done determined on the basis of hours spent at its ordinary hourly
rates.

Ernst & Young Transaction Advisory Services Lumited has acted as corporate
adviser 1o Arafura and will receive fees of approximately $175,000.

Consents to being named in the Prospectus

Ernst & Young Transaction Advisory Services Limited has given and, at the time
of fodging this Prospectus withh ASIC, has not withdrawn ils written consent 1o be
named in the Prospectus as corporate adviser to Arafura.

Freehiils has given and, at the time of lodging this Prospectus with ASIC, has not
withdrawn its written consent to be named in this Prospectus as Australian legal
adviser to Arafura in relation to the Demerger in the form and context in which it is
named.

Security Transfer Registrars Pty Lid has given and, at the time of lodgmg of this
Prospectus with ASIC, has not withdrawn its consent to be named in this
Prospectus as Share Registry for Arafura and for NuPower in the form and context
in which it is named.

Each of Frnst & Yourg Transaction Advisory Services Limited, Frechills and

Security Transfer Registrars Pty Lid, jointly and severally:

+ do not make the offer of securities under thig Prospectus;

» have not authorised or caused the issue of this Prospectus;

» do not make or purport to make, any statement in this Prospectus, or any
staternent inn which a staterment in this Prospectus is based, other than as
specified above; and

» to the maximum extenf permitted by law, expressly disclaim and take no
responsibility for any part of this Prospectus other than the reference to their
name or as otherwise specified above.

12  Allocation of Prospectus Responsibility

Arafura has prepared Sections 2, 4, 0 and 9 of this Prospectus and is solely
responsible for those sections.
NuPower has prepared Sections 3, 7, 8 and 16 of this Prospectuns and is solely
responsible for those sections.
Arafura and NuPower have jointly prepared the Joint Chairman letter and Sections
1, 5 and 11 of this Prospectus.
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13  Authorisation

Each Arafura Director has conseanted to the lodgement of this Prospectus with
ASIC and has not withdrawn that consent.

Each NuPower Director has consented fo the lodgement of this Prospectus with
ASIC and has net withdrawn that consent.

This Prospectus is signed for and on behalf of Arafura by:

Alistair J Stephens
Managing Director
Arafura Resources NL
12 January 2007

This Prospectus is signed for and on behalf of NuPower by:

Dennis O’Neill
Director

NuPower Resources Limited
12 January 2007
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14 Defined Terms and Interpretation

14.1 Defined Terms

In this Prospectas, uniess the context otherwise requires, the following terms have
the meanings listed:

ASor$ Australian dollars.

Arafura Arafura Resources NL ABN 22 08G 933
455.

Arafura Constitution The company constitution of Asafura.

Arafura Employee Options Arafura Options which have snot been

grarted Official Quotation by the ASX and
whose terms are set out in Section 9.8.

Arafura Emplovee Optionholder Means a registered holder of the Arafura
Employee Options, which at the date of
this Prospectus are the entities set out in
Section 9.8.

Arafura Executive Options Arafura Options which have #not been
granted Official Quotation by the ASX and
whose terms are set out in Section 9.7.

Arafura Executive Optionholder Means a registered holder of the Arafura
Executive Options, which at the date of this
Prospectus are the entities set out in
Section 9.7.

Arafura Options The Arafura Quoted Options, the Arafira
Executive Options and the Arafura
Employee Options.

Arafura Optionhelder The registered holder of an Arafura Option.

Arafura Quoted Options Arafura Options which have been granted
Official Quotation by the ASX and whose
terms are set out in Section 9.6.

Arafura Quoted Optionholder Means the registered holder of an Arafura
Quoted Option.

Arafura Share A fully paid ordmary share issued in the
share capital of Arafura.

Arafura Shareholder The registered holder of an Arafera Share.

Asset Sale and Subscription The agreement between Arafura and

Agreement NuPower governing the transfer of the

Demerger Assets, the material terms of
which are sunumarised in Section 9.1

ASIC Ansfralian  Securities &  Investments
Commission.
ASTC Settiement Rules The Settlement Rules for the ASX

Settlemnent & Transfer Corporation Pty Lid
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ASX

Business Day
CHESS
Corporations Act

Demerger or Proposed
Demerger

Demerger Assets

Demerger Record Date

Eligible Arafura Employee
Optionholder

Eligible Arafura Executive
Optionholder

Ejigible Demerger Optionholder
Ejigible Demerger Sharcholder

JORC Code

Listing Rules

NuaPower

NuPower Class A Options

NuPower Class B Options

NuPower Options

NuPower Quoted Options

NuPower Shares

ABN 46 G08 504 532,

ASX Limited ABN 98 008 624 691.

Has the meaning given to that term in the
Listing Rules.

Has the meanmg attributed to that ferm in
the ASTC Settlement Rules.

Corporations Act 2001 {(Cth).

The proposed demerger described in
Section 2.

The assets and rights to be transferred from
Arafura to NuPower in accordance with the
terms of the Asset Sale and Subscription
Agreement, as refersed fo in Section 4.

Tpm Sydney time on 26 February 2067,

A registered holder of Arafura Employee
Options on the Demerger Record Date.

A registered holder of Arafura Executive
Options on the Demerger Record Date.

A registered holder of Arafura Options on
the Demerger Record Date.

A registered holder of Arafura Shares on
the Demerger Record Date.

Australasian Code for Reporting of Mineral
Resources and Ore Reserves.

The official listing rules of ASX.

NuPower Resources Limited ACN 120 787
R59.

NoPower Options which will not be
granted Official Quotation by the ASX and
will be granted to Eligible Arafura
Executive Optionholders on the terms set
out in Section 10.3.

NoPower Options which will not be
granted Official Quotation by the ASX and
will be granted to Eligible Arafura
Employee Optionholders on the terms set
out in Section 104,

NuPower Quoted Options, NuPower Class
A Options and NuPower Class B Options.
NuPower Options which will be granted
Official Quotation by the ASX and whose
terms are set out in Section 10.2.

A fully paid ordinary share issued m the
share capital of NuPower.
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Prospectus This Prospectus dated 12 Januvary 2007.

Rights Issue The pro rata son-renounceable offer to

Arafura Shareholders annousiced on 14
November 2006 and which closed on 14
December 20060, to subscribe for 2 new
Arafura Shares at the price of $0.36 per
new Arafura Share for every 5 Arafura

Shares held.
Section A section of this Prospectus.
Share Registry Security Transfer Registrars Pty Ltd ABN

Q5 008 894 488.

{40y Uranium Oxide.
U.8. or United States The United States of Amierica, its ferrifories
and possessions, any State of the United
States and the District of Columbia.
Uss United States dollars.
WA Westerns Australsa.
14.2 Interpretation

In this Prospectus, unless the context otherwise requires:

{a) words and phrases have the same meaning (if any) given to them in the
Corporations Act;

(b} words importing a gender include any gender;

{c) words importing the singnlar include the plural and vice versa;

(d} an expression importing a nataral person includes any company,
parinership, joint venture, association, corporation or other body corporate
and vice versa;

{e) a reference to a section is a reference to a section of this Prospectus;

(f) a reference 1o a statufe, regulation, proclamation, ordinance or by-law
includes all statuies, regulations, proclamations, ordinances or by-laws
amending, consolidating or replacing it, whether passed by the same or
another government agency with legal power to do so, and a reference 1o a
statute includes all regulations, proclamations, ordinances and by-laws
issued under that statute;

{g) headings and boldings are for convenience only and do not affect the
interpretation in this Prospectus;

{hy a reference to fime, unless otherwise stated, i1s a reference to Western
Standard Summer Time;

{1} a reference to writing inclades email and facsimile fransmissions; and

(3} the words “resource™ and “reserve”, whether capitalised or not have the
same meaning as in the JORC Code.
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Arafura Corporate Directory

Directors Peter N Walker
Non-Executive Chairman
Alistair Stephens
Managing Director
Irvin (Mick) G Muir
Non-FExecutive Director
{an Kowalick
Non-Executive Director

Company Secrefary Gavin Lockyer

Registered and Principal Level 4

Office 16 St Georges Terrace
Perth WA 60600

Telephone: (61-8) 9221 7666
Facsimile: (61-8)9221 7966

Website hitp://www.arafuraresources.corm.an

This Prospectus and detailed public mformation regarding
Arafura is availabie on the above websile.

Share Registry Security Transfer Registrars Pty Lid
770 Canning Highway
Applecross WA 6153
Telephone: {61-8) 9315 2333
Facsimile: (61-8)9315 2233

Stock Exchange Arafura ig listed on the Australian Stock Exchange. The home
exchange 1s the Aunstralian Stock Exchange (Perth).

ASX Code ARU

Corporate Adviser Ernst & Young Transaction Advisory Services Limited

The Ernst & Y oung Bailding
11 Mounts Bay Road
Perth WA 6000

Soelicitors Frechilis
QV1 Building
250 St Georges Terrace
Perth WA 6006

004022745 page 54



NuPower Corporate Directory

Directors

Company Secretary

Registered and Principal
Office

Share Registry

Irvin (Mick) G Muir
Chairman

Dennis O Neill

Director

lan Kowalick

Non-executive director
Gavin Lockyer

level 4

16 St Georges Terrace

Perth WA 60600

Security Transfer Registrars Pty Lid
770 Canning Highway
Applecross WA 6153
Telephone: {61-8) 9315 2333
Facsimile: (61-8)9315 2233
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