ASX / MEDIA RELEASE

25 July 2012

Xanadu Mines Ltd (ASX: XAM)
Quarterly Activities Report
Period ended 30 June 2012

XANADU KEY HIGHLIGHTS

Exploration drilling continues at the Sharchuluut Uul porphyry project, with
3,197.8m completed to date and assay results expected next month;

e Reconnaissance exploration commenced at the Amgalant porphyry copper project;

e Completion of resource studies and maiden metallurgical test work to enable an
application for a Mining Licence (30 year tenure) to be submitted for the Oyut Ulaan
copper project;

e Drill tender awarded for 10,000m program at Elgen Zost gold system in South East
Gobi;

¢ Mining Licence application for Galshar thermal project well advanced,;

e AS$15.5 million cash on hand at 30 June 2012 to fund exploration and pursue new
opportunities.

EKHGOVIIN CHULUU LLC KEY HIGHLIGHTS (Joint Venture Company Xanadu/Noble Group)

e Agreement signed to earn 80% interest in the Khus Coal Project located in the South
Gobi region, where exploration drilling commenced in July 2012;

e Option agreement signed on Khar Servegen Coal Project, located in the South Gobi,
where due diligence drilling commenced in July 2012.
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Figure 1: Xanadu Mines Mongolia and Ekhgoviin Chuluu LLC project location map.

BUSINESS DEVELOPMENT - COPPER

Xanadu continued to progress activities to meet certain conditions precedent related to the
Oyut Ulaan porphyry copper project (“OU”) and its agreement with Temuujin Mining Corp, a
private Canadian company. The Oyut Ulaan porphyry copper-gold project is situated
approximately 275km north east of the giant Oyu Tolgoi porphyry copper deposit and only
60km west of the industrial centre of Sainshand and the main Trans Mongolian Railway.
Only limited exploration work has been completed on the OU project. Mongolian and
Russian geologists explored the district in the 1960’s and the project was later worked on by
Ivanhoe Mines from 2001 to 2009.

The successful completion of this acquisition would further consolidate Xanadu’s copper
and gold asset portfolio in the South East Gobi region which should benefit from existing
and near term infrastructure planned for the area. The transaction will be subject to the
new Strategic Entity Foreign Investment Law of Mongolia (“SEFIL”) and therefore the
timeline for completion (100%) will be influenced by the regulatory approval process.
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SHARCHULUUT UUL COPPER PROJECT (Xanadu 100%)

Exploration drilling continued at the Sharchuluut Uul (Yellow Mountain) porphyry copper project this
quarter (Figure 2) despite extended winter conditions. Four drill holes were completed during the
quarter for a total of 3,197.8m. All drill holes reached their target depths and were completed
without incident.

Drilling to date has shown that the Sharchuluut alteration system (lithocap) is impressive in size, and
vector IP (Figure 3) suggests it may extend east-west with at least 2km strike length and be up to
400m thick in multiple advanced argillic zones, dipping up to 50 degrees to the north. The general
interpretation of the lithocap and geological structure is shown in cross sections (Figures 4 and
5), and suggests the porphyry source for the advanced argillic alteration zones lies to the south, or
possibly along strike of the lithocap.

Assays are currently in the laboratory in Ulaanbaatar and should be available next month.
Sharchuluut already has the hallmarks of a porphyry system with very large scale potential. This
potential has attracted the attention a number of global copper majors to the project who remain
very interested in Xanadu’s Mongolian copper-gold strategy.

No Safety or environmental incidents were reported during the quarter.

Figure 2: Camp at Sharchuluut Uul in April.

3|Page



~or personal use onl

Figure 3: Sharchuluut Geology map with phase (chargeability) image.
Location of sections in Figure 4 are shown.
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Figure 4: Schematic sections showing the modelled alteration. Location of sections is on Figure 3.

AMGALANT COPPER PROJECT (Xanadu earning 80%)

The Amgalant copper-gold porphyry project is located within the Omnogovi Province of Southern
Mongolia, approximately 480km south-southeast of Ulanbaataar. The project is located in the
central part of the highly prospective South Gobi Porphyry belt, approximately 110km northeast of
the large Oyu Tolgoi copper-gold deposit and less than 40km west of the large Tsagaan Suvarga
copper-molybdenum deposit. The large exploration licence covering 109km? remains relatively
under explored and occurs in a shallowly eroded porphyry-type environment.

Reconnisance exploration and geophysics commenced at the Amgalant poprhyry copper-gold
project in the June quarter.

A total of 200 grab samples were taken.

No Safety or environmental incidents were reported during the quarter.
ELGEN-ZOST GOLD PROJECT (Xanadu 80%)

The Elgen-Zost Gold Project is located within the Dornogovi Province of southern Mongolia,
approximately 680km south-southeast of Ulaanbaatar. This precious metal exploration project is
strategically located 30km north of the Mongolian-Chinese border, and the international border
crossing at Mandal. The project consists of three low to intermediate sulphidation epithermal
prospects: Elgen Uul, Suug and Zost Uul. These prospects occur within a 35km long east-west
orientated corridor of alteration and mineralisation with the main exploration target high grade gold
in quartz-aldularia veins at depth.

A 10,000m reverse circulation drill program is planned to commence at Elgen-Zost in September
2012 following the award of a contract to Major Drilling.
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GALSHAR COAL PROJECT (Xanadu 100% subject to a royalty to Erdene Mongol XXK)

The Galshar Coal Project comprises three contiguous exploration licences (EL 15292X, EL 12553X and
EL 9383X) covering 131km? (13,152 hectares) in the Choir-Nyalga Coal Basin. The Galshar coal
project is next to a previously working coal mine and nearby to an active fluorite mine and is in an
ideal location for development being strategically located within 65km from the nearest rail spur at
the Bor Undor fluorite mine.

The permitting process for the granting of a 30 year Mining Licence at the Galshar project has been
substantially completed.

EKHGOVIIN CHULUU BUSINESS DEVELOPMENT

Ekhgoviin Chuluu LLC (“EC”) was formed in early 2011 with Noble Group to be the vehicle to acquire
and explore for quality hard coking coal targets in Mongolia. EC maintains its own technical team
with the head coal geologist having prior in country experience with a large US group. Noble and
Xanadu’s Ulaanbaatar office provides high level oversight to EC in both technical and commercial
matters.

EC has over the past twelve months acquired a number of early stage licence areas which are
prospective for coking coal and of a product quality sufficient to withstand softer end markets. EC
has recently acquired two licence areas in the south which will be subject to initial exploration
programs during the current quarter. EC will continue to develop its existing and potential asset
base over the balance of this year.

Khus Coal Project

An agreement has been signed to earn 80% interest in the Khus Coal Project which is strategically
located 490km south-southeast of Ulaanbaatar and 140km north of Khangi-Mandula port at the
Mongolian-Chinese border. Reconnaissance reverse circulation drilling has commenced with a total
of 10 widely spaced drill holes planned for approximately 3,000m.

The project is situated approximately 25km northeast and along-strike from the recently discovered
Ail Bayan Bituminous Coal Mine but no physical exploration has been carried out on the license to-
date; however EC geologists believe this green field project may potentially represent the basin
extension from the Ail Bayan coal deposit. The exploration license covers 16,119 hectares with over
60% covered by Cretaceous and Quaternary sediment.

Khar Servegen Coal Project

EC has entered into an option agreement to acquire (100%) the highly prospective Khar Servegen
Coking Coal Project.

Khar Servegen is located approximately 620km southwest of Ulaanbaatar, and 125km northeast of
Ceke-Shiveekhuren port at the Mongolian-Chinese border and 70km east of Ovoot Tolgoi/Nariin
Sukhait Bituminous coking coal mines. The licence hosts Permian-aged bituminous coal-bearing
sedimentary rock formations.

Due diligence drilling and coal quality analysis commenced in July 2012.
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Nuurstei Coking Coal Project

The Nuurstei Coking Coal Project lies within a Mesozoic coal bearing sedimentary basin located in
the south central part of the Khuvsgul Province. The two contiguous licences lie approximately 13km
south-southwest of the Province centre of Moron and are strategically located only 8km from the
proposed Northern Mongolian rail line that will link Moron with the active rail spur at Erdenet. The
project is located less than 30km south of the world class Burenhaan phosphate deposit and 158km
east of the newly discovered 300 million tonne Ovoot coking coal deposit owned by Aspire Mining
(ASX: AKM).

No work was carried out during the quarter.
CORPORATE

Strategic Portfolio Review

During the current quarter Xanadu has comprehensively reviewed its existing asset portfolio and
taken into account the development potential of its asset base vis a vis global supply dynamics in
certain commodity groups. This review has confirmed that Xanadu’s primary commodity focus going
forward will be on copper systems with large scale resource potential together with green field
primary gold systems. Many of the copper systems in Mongolia (particularly porphyry) hold potential
to become major resources leading several of the world’s copper majors to once again position
themselves for exploration activity in the country. Xanadu currently owns outright or majority
position in three copper projects and is currently earning in on a fourth. Our gold licence area at
Elgen-Zost in the South East Gobi will be subjected to a 10,000 metre drill program in 2H 2012 which
the company anticipates will provide enough data on which to base a decision on further project
development in 2013.

Shareholders may be aware that the Cadastral office in Mongolia, which is responsible for licence
applications, remains closed and has been so for approximately the past two and a half years.
Should the office reopen in the near future, Xanadu would be able to stake out new exploration
licence areas for either commodity or ferrous metals and intends to do so when, and if the
opportunity avails itself.

Xanadu is progressing with the divestment of its two thermal coal assets, Khar Tarvaga and Galshar
to focus its attention on both its coking coal joint venture with Noble Group and it copper and gold
portfolio. A number of parties have held discussions with Xanadu on the assets and Macquarie
Capital (Hong Kong) Limited has been appointed to advise on this process.

Whilst current global markets are a challenge for some resource companies seeking to continue
active exploration programs, Xanadu is very well positioned with sufficient funds to maintain its key
projects. The company will continue to build on the momentum of the past six months and assess
opportunities in commodity groups that we believe have heighted global relevance.
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For further information:

Brian Thornton or Andrew Stewart or
Chairman Country Manager
+61 2 9332 4322 +976 9999 9211

Email: info@xanadumines.com

Competent Person Statement

Haydn Lynch

Executive Director

Xanadu Mines Mongolia LLC
+976 9400 9211

Information on the Company’s exploration results is sourced from information compiled by Dr. Andrew Stewart. Dr. Stewart is an
employee of Xanadn Mines and is a Menber of the Australasian Institute of Geoscientists and bas sufficient experience in the areas
being reported on to gualify as the “Competent Person” as defined in the 2004 Edition of the “Australasian Code for the Reporting of

Mineral Resources and Reserves”. Dr. Stewart consents to the information in the form and context in which it appears.
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Appendix 5B
Mining exploration entity quarterly report

Rule 5.3
Mining exploration entity quarterly report
Introduced 1/7/96. Origin: Appendix 8. Amended 1/7/97, 1/7/98, 30/9/2001, 01/06/10.
Name of entity
XANADU MINES LTD
ABN Quarter ended (“current quarter”)
92 114 249 026 30 June 2012
Consolidated statement of cash flows
Current quarter Year to date
Cash flows related to operating activities $A’000 (12 months)
$A’000
L1 Receipts from product sales and related - 5
debtors
1.2 Payments for (a) exploration & evaluation (2,146) (5,330)
(b) development - -
(c) production - -
(d) administration (323) (1,622)
1.3 Dividends received - -
1.4 Interest and other items of a similar nature 155 650
received
1.5 Interest and other costs of finance paid - -
1.6 R&D Tax Offset - -
1.7 Other (provide details if material) - -
Net Operating Cash Flows (2,314) (6,297)
Cash flows related to investing activities
1.8 Payment for purchases of: (a) prospects - -
(b) equity investments - -
(c) other fixed assets (85) (122)
1.9 Proceeds from sale of: (a) prospects 259 259
(b) equity investments - -
(c) other fixed assets - -
110 Loans to other entities (902) (2,393)
111 Loans repaid by other entities - -
112 Other (provide details if material)
(a) Proceeds from disposal of
controlled entity - -
(b) Cash on hand upon purchase of
controlled entity - -
Net investing cash flows (728) (2,256)
Total operating and investing cash flows
(carried forward) (3,042) (8,553)
113

+ See chapter 19 for defined terms.
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Appendix 5B
Mining exploration entity quarterly report

113 Total operating and investing cash flows
(brought forward) (3,042) (8,553)
Cash flows related to financing activities
114 Proceeds from issues of shares, options, etc. - -
115 Proceeds from sale of forfeited shares - -
116 Proceeds from borrowings - -
117 Repayment of borrowings - -
118 Dividends paid - -
119 Other (provide details if material) - -
Net financing cash flows ] )
Net increase (decrease) in cash held (3,042) (8,553)
1.20 Cash at beginning of quarter/year to date 18,503 23,586
121 Exchange rate adjustments to item 1.20 1 439
1.22 Cash at end of quarter 15472 15472

Payments to directors of the entity and associates of the directors
Payments to related entities of the entity and associates of the related

entities
Current quarter
$A'000
1.23 Aggregate amount of payments to the parties included in item 1.2 192
1.24 Aggregate amount of loans to the parties included in item 1.10 -
1.25 Explanation necessary for an understanding of the transactions

Payment of Director’s fees and salaries

Non-cash financing and investing activities

2.1

Details of financing and investing transactions which have had a material effect on

consolidated assets and liabilities but did not involve cash flows

Not Applicable.

Details of outlays made by other entities to establish or increase their share in projects in

which the reporting entity has an interest

Not Applicable.

+ See chapter 19 for defined terms.
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Appendix 5B

Mining exploration entity quarterly report

Financing facilities available

Add notes as necessary for an understanding of the position.

Amount available Amount used

$A’000 $A’000
3.1 Loan facilities Nil Nil
3.2 Credit standby arrangements Nil Nil

Estimated cash outflows for next quarter
$A’000
41  Exploration and evaluation 7,484
4.2 Development -
4.3  Production -
4.4  Administration 415
Total 7,899

Reconciliation of cash

Reconciliation of cash at the end of the quarter (as
shown in the consolidated statement of cash flows)
to the related items in the accounts is as follows.

Current quarter
$A’000

Previous quarter
$A’000

5.1 Cash on hand and at bank 7,472 10,503
5.2 Deposits at call 8,000 8,000
5.3  Bank overdraft ) )
5.4  Other (provide details) B -

15,472 18,503

Total: cash at end of quarter (item 1.22)

Changes in interests in mining tenements

Tenement | Nature of interest Interest at | Interest at
reference (note (2)) beginning | end of
of quarter | quarter
6.1 Interests in mining Nil
tenements relinquished,
reduced or lapsed
6.2 Interests in mining 15352X Khus Nil 50%
tenements acquired or
increased

+ See chapter 19 for defined terms.
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Appendix 5B
Mining exploration entity quarterly report

Issued and quoted securities at end of current quarter
Description includes rate of interest and any redemption or conversion rights together with prices and dates.

Total number

Number quoted

Issue price per
security (see
note 3) (cents)

Amount paid up
per security (see
note 3) (cents)

Preference
*securities
(description)
Changes during
quarter

(a) Increases
through issues
(b) Decreases
through returns
of capital, buy-
backs,
redemptions

73

7-4

*Ordinary
securities
Changes during
quarter

(a) Increases
through issues
(b) Decreases
through returns
of capital, buy-
backs

199,256,390

147,816,634

(a) 10,869,565

(a) 10,869,565

75

7.6

*Convertible
debt
securities
(description)
Changes during
quarter

(a) Increases
through issues
(b) Decreases
through
securities
matured,
converted

77

7.8

79

7.10

Options
(description and
conversion

factor)

Issued during
quarter
Exercised
during quarter
Expired during
quarter

14,000,000
5,240,000
1,500,000
1,500,000
1,500,000
1,000,000
1,000,000

Exercise price
$0.50
$0.50
$0.60
$1.20
$1.80
$0.70
$1.00

Expiry date
31/12/2014
19/12/2014
30/06/2016
30/06/2016
30/06/2016
31/12/2014
31/12/2014

+ See chapter 19 for defined terms.
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Appendix 5B
Mining exploration entity quarterly report

7.11 Debentures
(totals only)
7.12 Unsecured
notes (totals
only)
Compliance statement
1 This statement has been prepared under accounting policies which comply with

accounting standards as defined in the Corporations Act or other standards
acceptable to ASX (see note 4).

2 This statement does give a true and fair view of the matters disclosed.

Sign here: s Date: 25 July 2012
Company Secretary

Print name: Brendan Evans

Notes

1 The quarterly report provides a basis for informing the market how the entity’s
activities have been financed for the past quarter and the effect on its cash
position. An entity wanting to disclose additional information is encouraged to
do so, in a note or notes attached to this report.

2 The “Nature of interest” (items 6.1 and 6.2) includes options in respect of
interests in mining tenements acquired, exercised or lapsed during the
reporting period. If the entity is involved in a joint venture agreement and
there are conditions precedent which will change its percentage interest in a
mining tenement, it should disclose the change of percentage interest and
conditions precedent in the list required for items 6.1 and 6.2.

3 Issued and quoted securities The issue price and amount paid up is not
required in items 7.1 and 7.3 for fully paid securities.

4 The definitions in, and provisions of, AASB 1022: Accounting for Extractive
Industries and AASB 1026: Statement of Cash Flows apply to this report.

5 Accounting Standards ASX will accept, for example, the use of International
Accounting Standards for foreign entities. If the standards used do not address
a topic, the Australian standard on that topic (if any) must be complied with.

+ See chapter 19 for defined terms.
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