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Chairmans report

Dear Feliow Sharehoiders,

On behalf of the beard of Directors, I take great pleasure in presenting to you the first annual
report from Karoon Gas Austratia Ltd ("Karcon Gas”).

When Karoen Gas compieted its public offer in June of this year, the primary purpose was to
raise funds to focus applying the many years of geotechnical and geophysical experience of its
directors to create a “greenhouse friendly” energy source and provide profitable operations for
shareholders. Following this goal the Company has focused on analysis and drilling of the
company’s permits In the Narracan Trough, part of the Western Gippsland Basin in Victoria's
Southeast. Qver the preceding months much work has been completed to finish this
gectechnical analysis and begin drilling with the aim of discovering CBM and Natural Gas
reserves. At this time the analysis of PEP 162 and EL 4537 is complete and driiling Is expectad
to take place in late October 2004, As the initial exploration program is coming to frultion it is
a very exciting time for all parties involved.

Currently all permits are owned 100% by Karoon Gas through its subsidiary Karoon Gas
Australia Pty. Ltd., this in turn assures that Karoon Gas is in a position to apply its years of
Geotechnical and Geophysical Analysis while maintaining full control of all its operations and
its shareholders benefit from produced income.

Over the coming year Karoon Gas aims to complete up to three successful wells in PEP 162
and EL 4537, and grow organically through further exploration and development opportunities.
Karoon Gas aims to invest further into the Oil and Gas sactor using its expertise in financial
and geotechnical analysis to yield positive results which the company believes will lead to
greater self-sufficiency, enhance value and shareholder returns.

The Karoen Gas share price has remained steady since the 1IPO and is expected to strengthen
as we come closer to the drilling of Megascolides #1, the first well to be drilled in the Narracan

Trough, and move into the coming vear with new prospects for growth.

The beard of directors is pleased with progress that has been made thus far with development
of permits and market reception. The prospectivity of permits is expected to lead to significant
growth potential through the ceming years, alfowing Karoon Gas the development of high
profitability and ability to continue its growth into more exploration activities and graduation
into & substantiai CBM/ Natural Gas Producer.



Corporate Governance issues continue to be an important issue which is always of

constderation In all board decisions and agendas. The Company aims o maintain the highest

standards and follow the strictest guidelines in refation to adherence of Corporate Governance

policies set cut in the corporate governance section of this Annual Report.

The board and [ are very pleased with the accomplishments of Karoon Gas so far this year and

look forward to a productive 2005, A year that sees the unfolding of projects which will {ead to

increased growth and development of both the company and its shareholder value. 1 would

like te thank the Shareholders for their support of Karcon Gas Australia Ltd

Robert Hosking
Executive Chairman

Schematic cross-section through the Karoon Gas lease EL 4537
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as Austryalia

Karoon Gas Australia Ltd (KGAL) : Activities Update

» The date for drilling the 15 well in PEP 162 and EL 4537 in West
Gippsland called Megascolides - 1 is expected to commence {spud} on
approximately the 29" October 2004. Well total depth is planned to be
2000 metres. The intervals of interest are the black coal horizons and
the deeper Crayfish Group equivalent sandstones.

o The 2™ well called Invermay-1 is expected to commence drilling in early
December 2004. Well depth is expected to be 1400 metres.

» A new subsidiary company called Eastern Pacific Coal Pty Ltd has been
formed to accommaodate the existing Brown Coal reserves of Karoon Gas
Australia Ltd. This new subsidiary is 100% owned by KGAL. During the
quarter, an audit of EL 4537 identified a potentiatly commercial brown
coal resource. This resource was drilled and evaluated by ESSO in the
early 1980’s as a candidate for a coal to liguids project. The ESSO field
work that defined the resource included seismic acquisition and
interpretation and the drilling of 77 bores in and around the resource.
This extensive data base, retained by Victorian state government has
been used to re-evaluate the deposit. To establish this brown coal as a
defined resource Karoon commissioned an independent evatuation by
GHD Pty Ltd. GHD is an international engineering and professionalt
services company.

The GHD report has determined that a Coal In-situ Resource Estimate in
EL 4537 as follows:

Measured 50 Million tonnes
indicated 210 Mmitlion tonnes
Inferred 80 Million tonnes
Total =340 Million tonnes

* contains coal and inferior coal.

The deposit is located in the Yarragon area under a thin cover of sands
and clays.

» For the purposes of company expansion and risk management, Karoon
Gas has begun to review other energy business opportunities for
consideration as additions to Karoon’s asset portfolio.



Gas Australia

The Western Gippsiand Basin Assets

Karoon Gas (through its 100% owned subsidiary Karoon Gas Pty Ltd) has a
100% registered interest in PEP162 and EL4537, within the Western on-shore
Gippstand Basin of Victoria (see page 6). The area of PEP162 is extensive,
covering some 2950 sg. km. and overlays EL4537, which covers 800 sq. km.
The permits are 100 kms east of Melbourne, and are close to existing oil and
gas pipelines and infrastructure moving oil and gas from Bass Strait to the
Melbourne area.

Karoon Gas Pty Ltd has previously conducted exploration activities on its
own behalf. Additional work was needed to prove any potential resource.
After further analysis by Karoon Gas it has been interpreted that there are
large sections of interbedded black coal sequences present in the Narracan
Trough. Based on a comparison with key criteria from producing CBM fields
the conditions appear favourable for the development of a potential CBM
resource.

The proposed wells are being designed to collect the remaining data
required to define gas reserves and gauge their ability to produce.
Specifically the wells will determine the number, depth and thickness of any
coal seams present. Cores cut through the coal will be analysed to
determine gas content, while saturation and other testing will define coal
permeability in these wells.

This information wilt allow optimal forward evaluation and development
plans to be developed.

Karoon Gas Petroleum Tenements
Petroleum Exploration Permit 162

On 25 May 2001, the State Government of Victoria granted Bass Petroleumn
{(Victoria) Pty Ltd {A.C.N. 056 976 642) (now Karoon Gas Pty Ltd} Petroleum
Exploration Permit 162 ("PEP 162”) for a period of five (5} years with effect
from 14 May 2001 in respect of an area on-shore Victoria in the Gippsland
Basin. The grant of PEP 162 was based on the following work programme.

Year Work Program

60 Km Seismic Survey

Geological and geophysical studies
40 Km Seismic Survey

Drill one well

Data Review

U ods b ) —

Year 1 and 3 of the approved work programme are declared to be key
objects of the work program for the purpose of Section 27 of Petroleum Act
1998 (Vic). The permit holder must complete as a minimum the key objects
of the work program during the five (5) years of PEP162.



An application has been made by the permit holder to vary the work
program by drilling one (1} well in year three and carrying out the 40 Km
Seismic Survey in year four.

Expioration Licence 4537

On the 10" September 2004 the Exploration Licence 4537 was officially
transferred into the name of Karoon Gas Pty Ltd a wholly owned
subsidiary of Karoon Gas Australia Ltd. Exploration Licence 4537 (“EL45377})
for all minerals and coal (brown or black)} in respect of an area on shore
Victoria in the Narracan Trough Gippsland Basin.

The licensee of EL4537 must expend in connection with its exploration a
mirimum of :

$81,600 in the first year of the term of the licence
$103,800 in the second year of the term of the licence
$121,500 in the third year of the term of the licence
$121,500 in the fourth year of the term of the licence
$148,200 in the fifth year of the term of the licence
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

DIRECTORS’ REPORT
FOR THE YEAR ENDED 30 JUNE 2004

The Directors prasent their report together with the financial report of Karoon Gas Australia Limited {“the Company”) for the
year ended 30 June 2004 and the auditors’ report thereon.

Directors
The Directors of the Company at any time during or since the end of the financial year are:

Mr Robert Michael Hosking
Executive Chalrman

Robert is the founding Director of Karoon Gas and has over 30 vears of commaercial experience in the administration of
several companies. Robert has been involved in the oil and gas industry for nine years, most recently as founding Director
of Nexus Energy. Robert was responsibie for procuring PEP 162 and EL 4537 and managing alt of the required work
programs in relation to those permits, including raising funds and overseeing the geophysical and geological contractors.

Robert also has a background of more than 15 years commercial experience in the stee! industry. He jointly ownead and
managed businagsses involved in the trans-global sourcing, shipping and distribution of steel related products, with particular
expertise gained in Europe and the Asia / Pacific Rim.

Mamber of the audit committee.

Mr Mark Alexander Smith
Executive Director and Exploration manager
Dip. App. Geol, Bsc. {Geology)

Mark is a geologist with over 23 years of international and managerial experience in the petroleum exploration and
development industry, with particutar emphasis in Australia, Southeast Asta and North Amaerica. The bulk of this experience
was gained whiist with BHP Petroleum. Mark has been directly involved with seven economic il and gas discoveries.

Mark's geoscience skills cover regional basin and tectonic studies, acreage evaluations and gazettals, farmins/farmouts,
petroleum systems fairway assessments, prospect evaluations, risking and volumetrics and fault seal prediction.

Mark also has project and operations management experience in wellsite operations and management of onshore and
offshore drilling operations.

Mr Edward Munks
B. Bus, FCPA, MAICD
Non-Executive Director and Company Secretary

Edward has a finance and commercial background with over 20 vears’ international experience with a range of industrial and
resource companies. He has had experience in a range of finandal and business matters, from gas marketing, capital
raisings to restructuring of corporate enterprises. He also has had experience as a Chief Financial Officer in various listed
companies in the past.

Member of the audit committee,

Mrs Patricia Hosking
Non-Executive Diractor

Resigned 1 March 2004



KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

ABN 53 107 001 338

DIRECTORS’ REPORT continued
FOR THE YEAR ENDED 30 JUNE 2004

Directors’ meetings

The number of Directors’ meetings (including mesatings of
committees of Directors) and number of meaetings
attended by each of the Directors of the Company during
the financial year were:

Audit

Board Commitiee

Director meetings meetings

A B A B

Mr Robert Hosking 8 8 2 2
Mr Mark Smith & 6

Mr Edward Munks 8 8 2 2
Mrs Patricia 5 5

Hosking

A - Number of meetings held during the time the Director
held office during the year.
B - Number of meetings attended.

Principal activities

The principal activities of the Company during the course
of the finandial year were the investment in energy
related projects in particular the exploration of the
Wastern Gippsiand Basin, a sedimentary basin in
Victeria's south east, using existing seismic information to
assist in proving a potential commercial reserve of Coal
Bed Methane {CBM).

There were no other significant changes in the nature of
the activities of the Company during the year other than
disclosad in this financial report.

Review of operations

Karoon has conducted further geotechnical analysis of the
company's exploration permits and also commenced
preparation for the drilling of the Megascolides #1 well,
which is anticipated to spud in late October 2004.

The company’s exploration permits are relatively
unexplored by industry standards and is located in an
area close to major infrastructure and markets.

Operating results
The consclidated loss of the consolidated entity for the
year ended 30 June 2004 was $178,301 {2003: $nil).

Significant changes in state of affairs

In December 2003 the Company acquired Karoon Gas Pty
Ltd, with the consideration being the issue of 15 million
shares to Ropat Nominges Pty Ltd. Karoon Gas Pty Ltd
hotds the petroteum exploration permit PEP 162 and the
minerals exploration licence EL 4537 in the onshore
Western Gippsland Basin.

Karoon Gas Australia Ltd (Karoon) was listed in the
Australian Stock on the 8% June 2004, following a
successful Initial Public Offering (IPO}. The IPO was
oversubscribed and raised $4.7 mitlion.

Dividends
Mo dividend has been paid or declared by the Company to
members since the end of the previous finandal year.

Issue of options to employees
At 30 lune 2004, there were no options outstanding as
part of the Executive and Employee Options scheme.

All options that are granted under the Employee Share
Option scheme expire on their expiry date or on
termination of the employee’s employment. Options may
be exercised at any time by employees.

These options do not entitle the holder to participate in
any share issue of the Company or any other body
corporate.

During the year the following options were issued to
directors or their related parties;

1,500,000 Issued on 27 May 2004 to the directors of
the Company with an exercise price of
$0.25 each to acquire one ordinary fully
paid share in the Company; expiry date
30 June 2007.




ABN 53 107 001 338

KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

DIRECTORS' REPORT continued
FOR THE YEAR ENDED 30 JUNE 2004

Environmental regulation

The consolidated entity is subject to a range of
environmental laws and regulations with the most
signifiad being:

» The Petroleum Act 1998 (Vic) and the Petroleum
Regulations 2000 {Vic);

« Environment Protection and Biodiversity Conservation
Act 1699

= Mineral Resources Development Act 1930 (Vic)

= The Aboriginal and Torres Strait Isiander Heritage and
Protection Act 1994 {Cth}

The Archaeological and Aboriginal relics Preservation
Act 1972 (Vic)

The Board believes that the Company has adequate
systems in place for the management of its environmental
reguirements and is not aware of any breach of those
environmental requirements as they apply to the
Company.

No circumstances arose during the year which resulted in
an incident to be reported under envircnmental
legislation.

Events subsequent to baiance date
Subsequent to the end of the financial year the economic

entity has signed a contract with Hunt Energy & Mineral
Co Australia Pty Ltd for the company’s forthcoming drilling
programme in the Western Onshore Gippsland Basin.

The Hunt Energy Rig has been contracted to drill the
Megascolides #1 well with an option to drill 2 additional
wells back to back.

Site and access work for the Megascolides #1 drilling
tocation has commaencad.

Likely developments

The Company will continue to pursue its policy of
investing in the energy sector during the next financial
year. The consolidated entity’s ltong-term obijective is to
achiave organic growth from exploration and developmaent
opportunities. The Company will be pursuing its strategy
to gain access to quality assets with significant equity
tevels,

Further information about likely developments in the
operations of the Company and the expected results of
those operations in future financial years has not been
included in this report because disclosure of the
information would be likely to result in unreasonable
prejudice to the Company.

Directors’ and senior executives’ emoiuments
Remuneration policy

The Board regularly reviews remuneration of its senior
executives and Directors. This also includes responsibility
for the Employee Share Option scheme, Executive
remuneration levels are competitively set with regard to
the level of seniority, responsibility and effectivenass in
carrying ocut these duties. Directors’ remuneration levels
are competitively set,



ABN 53 107 001 338

KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

DIRECTOR’S REPORT continued
FOR THE YEAR ENDED 30 JUNE 2004

Options are also issued under the Executive and Employee Share Option scheme.

Directors” and senior executives’ emoluments

Detalls of the nature and amount of each major element of the emoluments of each Director of the Company and each of
the named executive officers of the Company and the consolidated entity receiving the highest emolument are detaited in

the notes to the accounts.

Directors’ interests

The relevant interest of each Director in the shares, debentures, interests in registered schemes and rights or options over
such instruments issued by the Company, as notified by the Directors to the Australian Stock Exchange in accordance with
5205G{1) of the Corporations Act, at the date of this report is as follows:

Ordinary fully paid shares Opftions
Mr Robert Hosking 8,188,334 4,594,167
Mr Mark Smith 1,200,000 1,104,000
Mr Edward Munks 250,000 625,000
Corporate governance Auditors

In recognising the need for the highest standards of
corporate governance and accountability, the Directors of
the parent entity support and have adhered to the
principtes of corporate governance. The consclidated
entity’s corporate governance statement is on pages 36 -
39 of this annual report,

10

Mitchell Wilson & Partners continue in accordance with
Saction 327 of the Corporations Act.

Dated Melbourne this 30th day of September 2004.

Signed in accordance with a resolution of the Directors:

\

/

Robert Hosking
Chairman
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Entity Parent Entity
Zo04 2003 Zo04 2003
Note $ S $ $
Revernuas from ordinary activities 2 34,015 - 34,015
Travet and aecoommodation {B,878) - {£,2190}
Directors banafits {2,083} - {2,083;
Consuting feas {114,78%) - (114,789}
Property costs (B,435) - {8,361}
Operating ledse rentfal expense (8,320} - {8,320}
Aldit fess {7,000} - {5,000}
Ltegal fees {1,450} - {1,650}
Corporate promotion and anoual repart {20,000} - {20,000}
Depreciation of plant and eguipment {2,158} - {2,158}
Armortisation of goodwill on acguisition of Karoon Gas Py Lid {10,031} - -
Share registry and listing fees {5,85%) - {7,772}
Other sxpenses from ordinary activities {22,115} - {9,657}
Loss from ordinary activities before income tax expense {178,301} - (151,983}
incorme fax (expense] foenefif relating 1o ordinary activifies - - -
Met loss from ordinary activities affer incomes fox
Expense afffibutabie 1o members of the parent enfity {178,301} - {151,983}
Total changes in equity other than those resulfing from
wansactions with owners as owners {178,301} - {151,983}
Beisic edirmings pref shore {50.014) -
Diluted eaming per share {50.011}) -

The staternent of financial performance s 1o be read in conjuncior with the notes to the financial statsmerts set out on poges 15 to 33,
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KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

ABN 53 107 001 338

STATEMENT OF FINANCIAL POSITION

AS AT 30 JUNE 2004

Consolidated Enfity Parent Entity
2004 2003 2004 2003
Note $ 5 $ $
Current assets
Cashy assats 4,225,633 4,208,593
Recelvalbies B £6044 46,481
Othear i3
Totaf currant assets 4,291,679 4,255,073
Non-current assets
Other financial assefs ? 1,212 151,212
Recealvalbios B - 241,455
Property, plant and eguiprment He 44,795 46,795
Irstangiple assefs it 161,920 -
Other cgsets i2 266,796 B
Total non-cursrnt dssets 476,723 439,452
Tertalf essets 4,768,402 4,694,535
Current Habilities
Payables i3 {189,764} {119,787)
Fertorl current fabiltiss {189,764} {119,787}
Totort obitities (189,764} {119.787)
MNet assats 4,578,638 4,574,748
Equity
Contritutad eouity i5 4,726,731 4,726,731
Accumulated iosses (148,092} {151,983)
Todol eouity 4,578,638 4,574,748

The statement of financial performanes is to be redd in conjunclion with the notes fo the financial statements set oot on pagss 15 1o 33,
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ABN 53 107 001 338

KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

STATEMENT OF CASH FLOW
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Entity Parent Entity
2004 2003 2004 2003

Note 5 5 § 5
Cash flows from operaling cetivities
Tty resfunc 12,845 5,156 -
Poyrnents 1o suppliers {144,128) (116,904}
Inferest recaived 34,015 34,015 -
Net cash flows used in operating celivities (97.248) (77,733} -
Cash flows froms investing activities
Purehase of property, plant and aguipment {48,951} (48,951} -
Purencise of investmsnis -
Payrnents for expioration and developrment expenditure {204,899 - -
MNet cash flows used in Investing activifies {253,850} (48,951} -
Cash flows from financing activities
Proceads Fom issue of ordinary shares 4,575,731 4,576,731 -
Repayrment of loans 1o parsnt entity (241,455}
Met cosh flows from finsneing aclivities 4,576,731 4,335,27¢ -
Net decrease in cash held 4,225,633 4,208,592 -
Cash at the beginning of the yeaor - -
Cash at the end of the year 4,225 5633 4,208,592 -

The staternent of financial parformance s 1o be read in conjuncion with the notes to the financial statemeants set out on poges 15 to 33,
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KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2004

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The financial report 15 a general purpose financial report that has
been prepared in accordance with Accounting Standards, Urgent
Issues Group Consensys Views, other authoritative
pronouncements of the Australian Accounting Standards Board
and the Corporations Act 2001.

The financial report covers the consolidated entity of Karoon Gas
Australia Limited and controlied entities, and Karoon Gas
Australia Limited as an individual parent entity. Karoon Gas
Australia Limited is a listed public company, incorporated and
domiciled in Australia.

The financial report has been prepared on an accruals basis and
is based on historical costs and does not take into account
changing money values or, except where stated, current
valuations of non-current assets. Cost is based on the fair values
of the consideration given in exchange for assets,

The foliowing is a summary of the material accounting policies
adopted by the consolidated entity in the preparation of the
financial report. The accounting poiicies have been consistently
appiled, unless otherwise stated.

a) Principles of consolidation

The consolidated accounts of the consolidated entity
comprise the accounts of the parent entity, Karoon Gas
Austrabia Limited and its controlled entity Karoon Gas Py
Ltd. Information on the controHed entity is contained in Note
23. Al intercompany balances and ransactions between the
parent entity and controlled entity have been eliminated.

When a controlied entity has been disposed of or is acquired
duting the year, its operating results have been included to
the date of disposal or from the date of acquisition as
appropriate.

b} Revenue recognition

Revenues are recognised at fair value of the consideration
received net of the amount of goods and services tax.
Exchanges of goods or services of the same nature and
value without any cash consideration are not recognised as
revenues.

Rendering of services

Revenue from rendering services is recognized in the period
in which the service is provided, having regard to the stage
of compietion of the contract,

Interest revenue

Interest revenue is recognised as it accrues.

15

€)

d)

Goods and services tax

Revenues, expenses and assets are recognised net of the
amount of goods and services tax ("GST"), except where the
amount of GST incurred is not recoverable from the
Australian Tax Office (CATO"). In these circumstances the
GST is recognized as part of the cost of acquisition of the
asset or a5 part of an item of the expense.

Receivables and payables are stated with the amount of GST
included.

The net amount of GST recoverable from, or payable to, the
ATG is included as a current asset or Hiability in the
statement of financial position.

Cash flows are included in the staterment of cash flows on a

gross basis. The GST components of cash flows arising from
mvesting and financing activities which are recoverable from,
or payable to, the ATO are classified as operating cash flows.

fncome tax

The consolidated entity adopts the income statement Hability
method of tax effect accounting.

Income tax expense is calculated on operating profit
adjusted for permanent differences between taxable and
accounting income. The tax effect of timing differences,
which arise from items being brought to account in different
periods for income tax and acocounting purposes, s carried
forward in the statement of financial position as a future
mncome tax benefit or a provision for deferred income tax.
Future income tax benefits are not brought to account unless
realization of the asset is assured beyond reasonable doubt.
Future income tax benefits relating to tax losses are only
bBrought to account when their realization is virtually certain.
The tax effects of capital losses are not recorded unless
realisation is virtually certain.

The armount of benefit brought to account or which may be
realised in the future is based on the assumption that no
adverse change will occur in income tax legisiation and the
anticipation that the aconomic entity will derive sufficient
future assessable income o enable the benefit to be realized
and comply with the conditions of deductibility imposed by
the law,



KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

e}

f)

g)

h)

b))

Acquisition of assets

Ali assets acquired including property, plant and equipment
and intangibles other than goodwill are initially recorded at
their cost of acquisition at the date of acquisition, being fair
value of the consideration provided plus incidental costs
directly attributable to the acguisition.

Expenditure (including that on internally generated assets
other than research and development costs) is only
recognised as an asset when the entity controls future
aconomic benefits as a result of the costs incurred, i is
probable that those future economic benefits will eventuate,
and the costs can be measurad reliably. Costs attribulable to
feasibility and alternative approach assessments are
axpensed as incurred.

Nen-current assets

The carrying amounts of non-current assets are reviewed to
determine whether they are in excess of their recoverable
amount at balance date. If the carrying amount of a non-
current asset exceeds its recoverable amount, the asset is
written down to the lower amount.

Receivables
Trade debtors

Trade debtors to be settled within 60 days are carried at
amounts due. The coilectibility of debts is assessed at
balance date and specific provision is made for any doubtful
accounts.

fnventories

Inventories are carried at the lower of cost and net realisable
value,

fnvestments
Associates

Investments in unlisted shares of associates are recognised
in the financial statements by applying the equity method of
accounting.

Controfled entities

Investments in controlled entities are valued in the parent
antity’s accounts at cost, less, where appropriate, a
provision for diminution in value where the annual review by
Directors has determined that cost is in excess of the
recoverable amount from these assets,

Operating leases

Payments made under operating leases are expensed on a
straight line basis over the term of the lease, except where
an alternative basis is more representative of the pattern of
bhenefits to be derived from the leased property.
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k) Property, plant and eguipment

Depreciation and armortisation

All assets have limited useful lives and are
depreciated/amortised using the straight line method over
their estimated useful! fives. The depreciationf/amortisation
rates and methods are reviewed annually to determine the
most appropriate method.

The depreciation/amortisation rates used for each class of
asset, for the current and previous years, is as follows:

Plant and eguipment 25 - 50%

Assets are depreciated or amortised from the month
following their acquisition.

Payables

Liabiities are recognised for amounts to be pald in the future
for goods or services received, whether or not billed to the
Company. Trade accounts payable are normally settled
within 30 days.

Employee entitlements

Provision is made for the Company’s llability for emnployes
benefits arising from services rendered by employees Lo
balance date. Employee benefits expected to be settled
within one year together with entitlements arising from
wages and salaries, annual leave and sick leave which will be
settled after one year, have been measured at the amounts
expected to be paid when the flability is settled, plus refated
on-costs, Other employee benefits payabie later than one
year have been measdred at the present value of the
estimated future cash outflows to be made for those
benefits.

Contributions are made by the consolidated entity to
empioyee superannuation funds and are charged as
expenses whean incurred.

Cash and cash equivalents

Cash and cash equivalents includes deposits held at cal with
a bank or financial institution and highly liguid investments
with short periods to maturity which are readily convertible
to cash on hand at the consolidated entity’s option and are
subject to insignificant risk of changes in value.

Adeption of Australian Equivalernts to International
Financial Reporting Standards

Australia is currently preparing for the introduction of
international Financial Reporting Standards (IFRS) effective
for financial years commencing 1 January 2005, This
reqguires the production of accounting data for Future




KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued

p)} Exploration and development expenditure
FOR THE YEAR ENDED 30 IUNE 2004

The consolidated entity’s management and directors, are
assessing the significance of these changes and preparing for
thelr implementation. We will seek to keep stakeholders
informed as to the impact of these new standards as thay
are finalised.

The directors are of the opinion that the key differences in
the economic entity’s accounting policies which will arise
from the adoption of IFRS are:

Impairtent of Assafs

The consolidated entity currently determines the recoverable
amount of an asset on the basis of undiscounted net cash
flows that will be received from the assets use and
subsequent disposal. In terms of pending AASE 136
Impairment of Assets, the recoverable amount of an asset
will he determined as the higher of fair value less costs to
sell and value in use. It s likely that this change in
accounting policy will lead Lo impairments being recognised
mare often than under the existing policy.

Incoime Tax

Currently, the consolidated entity adopts the liability method
of tax-effect accounting whereby the income tax expense is
hased on the accounting profit adiusted for any permanent
differences.

Timing differences are currently brought to account as either
a provision for deferred income tax or future income tax
benefit, Under the pending AASB 112: Income Taxes, the
consolidated entity will be reqguired to adopt a balance sheet
approach under which temporary differences are identified
for each asset and fability rather than the effects of the
timing and permanent differences between taxable income
and accounting profit.

17

Exploration, evaluation and development expenditure
incurred is accurndiated in respect of sach identifiable area
of interast, These costs are only carried forward to the
extent that they are expected to be recouped through the
successful developrnent of the area or where activities in the
area have not vet reached a stage which permits reasonable
assessmeant of the existence of economically recoverabie
reserves.

Accumulated costs in relation to an abandoned area are
written off in fulf against profit in the yaar in which the
decision to abandon the area is made.

When production comimences, the accumuiated costs for the
relevant area of interest are amortised over the life of the
area according to the rate of depietion of the economically
recoverable reserves.,

A reqular review is undertaken of each area of interest to
determine the appropriateness of continuing to carry forward
costs in relation to that area of interest



KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Enfity Farenf Entity
2004 2003 2004 2003
Note s $ $ $
2. REVENUE FROM ORDINARY ACTIVITIES
Rendering of services revenue from operaiing activities - -
Other revenues from operating activities
Inierest 34,015 34,015
Other revenue from oulside operating activities
Other revenue - -
Total other revenues - -
Fofal revenue from ordingry activities 34,015 34,015
3. LOSS FORM CRDINARY ACTIVITIES BEFORE INCOME TAX EXPENSE
Loss from ordinary aetivities before ihcomes 1ox exprenss hos been
arrived ot affer charging/ [craditing) the following items:
Depreciaiion of plant and aguipment 2,156 2,154
Arnottisation of goodwil 149,03 -
Total depreciation and amorfisation 12,187 2,155
Oparaiing lease rental expense 8320 8,320
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

Consolidafed Entity Parent Enfity
2004 2003 2004 2003
Note $ 5 $ $

4. AUDITORS' REMUNERATION
Auddit services 7,000 - 5,000
Ofther services - - -

7000 - 5,000
5. TAXATION
{a} Incomes fox sxpense
Primal facke incoms fox sxpense/ {benafit} calculated of 30% on the
profit frorn ordinary activifies {60,620} - (45,595)
incredse in ihcome fox sxpenie dus i
- Other aon-dedoctibles iterms 3.00¢% - -
- Current vear losses rat brought to aceourd 57.611 - 45,595
ncome tax expense atdbuiable fo ordinary aciivitias - - -
The potential fTuture incorme T benefit arising from tax losses anc
fming differences has not besn recogrised as an asset because
recovery of fox iosses s not virtually certain and secovery of firming
differences is not assured Bevond any reasonable doutst,
Tex losses carried forwerd of o rate of 30% 57,611 - 45,595

Tirning differenceas - -

The potential future incorme tox Benefit will only be obiained if:

i} the Comparny derives future assessable income of o nature and of an amouni sufficient to enabie the benefit from the deductions for the

lossas to be redlised:
{il the Compary continues fo comply with the conditions for deductibilily imposed by tax legisiation: and
{i} ro changss in foxd egislation adversaly affect ihe Company in redlizing the bensiit from the deduations for the losses.
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KARGON GAS AUSTRALIA LIMITED AND CONTROLLED

ABN 53 107 001 338

ENTIFIES

NOTES TO THE FINANCIAL STATEMENTS continued

FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Entity

Purent Entity

2004 2003 2004 20603
5 $ $ 3
& DIVIDENDS
There wera no ordinary dividends proposed/poid during the yeor
endead 30 Junes 2004 by the Comparsy.
7. EARMNINGS PER SHARE
Earmings used in the caleolation of basic and diuive sarmings per
shetre {178,301}
(3] Besie doss par shars (50.016)
D) Dilsted ioss per shore (50.611)
Weighted averaaes number of ordinary shares used in the
caleulation of basic earnings per shore 11,307,908
Weighied averags number of oplions outstanding 5,653,953
Waeighted average number of ordinary shares outsianding during
the yeor Used in calculating diluted eamings per share 16,861,881

Pofentisl ordinary shares

Options oulstanding o 20 June 2004 are considerad 1o be potentiol ordinary shares for the purposes of determining diluted samings per shore,

8. RECEIVABLES
Current

Treide debitors

Legs: Provision for doubtful fiade dealbsts

66,046

45,481

Cther debtors

Total curent receivable

66,046

45,481

Nop-current
Karaonh Gas Pry Lid
Less: previston for douniful delbsts

241,455

Total non-current receivables

241,455
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Entity Parent Entity
2004 2003 2004 2003
$ 5 $ 5
9. OTHER BENANCIAL ASSETS
Non-current
Investment in subsidiany companies ot cost 150,000
Forrmelion Costs 1,212 1,212
140. PROPERTY, PLAMNT AND EQUIPMENT
Pland and equiprrent
At cost 48 951 48,951
Accurmnulated depreciafion {2.158) {2,156}
Total property, plant and edguipment net book voius 44,775 4£,795
Reconcifctions
feconciiations of the carying amounts for each class of property,
prlarst and ecuipment are et out Delow:
Plard and equiprient
Cegrying amaount at beginning of yvear -
Additions 48 %51 48,951
Bisposails -
Bepreciaiion {2.158) {2,156}
Cenrying amount at end of vear 44,775 4£,795
11. INTANGIBLE ASSETS
Gooowill on geguisition of Karoon Gas Py 171,951 -
Eass: amafisation of Goodwill (10,631) -
Totl 161,920 -
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Enfity Parent Entity
Zo04 2003 2004 2003
$ ] 5 5
12. QTHER ASSETS
Nor-current
Exgrlarafion and evaluation costs canted forward In respect of dreas
of interast 266,796 - - -

Exploration and evaluafion expendifure refates o the areas of intarest in exploraiion phose for patroleum axploration permiis VIC /P54 and NT/P44,
The sxpendifure s camied forword provided that:
- Costs are sxpectad to e recouped through weeeassful deveiopment of the arsa of alfematively by its saie or;

- mxploration and development sxpendilure activifies in the specific areas have not recehed o sfage which permils g recsonable assessmeant of
the sxistence or otherwise of sconomically recoverable reserves and active and wubseduesnt eparaiions in of in relaion 1o the ared are
coninuirg.

13. PAYABLES

Current

Tracle creditors 156,404 - 92,427 -

Othar creditors and accruals 33,360 - 27,3580 -
18%,764 - 119,787 -

14. PROVISIONS

Nor-current

Empioyes entiflemeants - - - -

Number of smployees at yeor end 2 - 2 -
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Entity Parent Entity
2004 2003 2004 2003
5 5 5 $
15. CONTRIBUTED EQUITY
issyed and poid-up share capital
41,463,505 [nil: 2003] fully paid ordinay shores 5,127,703 - 5,127,763 -
Lesss: eqyuity raising costs {400,972} - {400,972} -
4,725,731 - 4,723,731 -
Movernents in share capited
Bailaince at the beginning of the financial year - -
Shares issued
41,643,505 fuily poid ardinary sharss 5,127,763 -
Less: ecyUity rofising costs {400,972) -
4,726,731 -
No. No.
Al the baginning of the reporting period - -
Shares issued during year 41,663,505 -
Al rsporting dote 41,663,505 -

Molders of ardinary shares are endifled fo recaive dividends as declared from fime to tirme and are enfifled to one vole per share ot sharehalders’
meetings. In the event of winding up of the Cormpary, ordinary shareholders rank after all oiher creditors and ore fully entifled 1o any proceeds of
liepuicication.

16. ACCUMULATED LOSSES

LAccurmiaied lossaes) retained profils at beginning of vear - - - -

Retuinaed profits goguired with purchose of Karoon Gas Py Lid 30,209 - - -
MNet loss {178,301} - {151,983) -
Accurmnuidted lossas af end of year {148,0%2) - {151,983) -

17. TOTAL EQUITY RECONCILATION

Total equity ai beginning of yvear . - -

Met loss recognised in the stoterment of financiol performance {148,0%2) - {151,983) -
Confributions of equity 4,725,731 - 4,726,731 -
4,578,63% - 4,578,639 -
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KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS continued

FOR THE YEAR ENDED 30 JUNE 2004

17. ADDITIONAL FINANCIAE INSTRUMENTS DiISCLOSURE

a) Creditrisk

The rmadirnorm exposurs o cradit sk, excluding the value of any cooferal or other secority, af balance date to recognised fnancial assets in
the corrying arnount of those assets, net of amy provisions for doulstful debis, as diselosed in the statemeant of financial position and notes to

the finarncial staternanis,

The consalidated entity does not have any material credit dsk exposurs 1o any singles debior or grou of debtors under finanaial instrurments

enterad into by the consolidated entity,

B) Neffalr values

The net foir vaiues of listed investrnents will e valued af the guoted market bid plice ot balances date adjusted for rdnsaction costs

expacted to be incurred. For other assefs and other fabilifiss the net fok value appraximotes their corryving value, Mo finaneial asssts and
fincncicl iabilifies are readily traded on organised markets in standardised form ofher than fsted investrnenis, Financiol gssets whare the
carying amount sxceesds net fak values have not been wiitters down gs the consolidated enlity infends 1o hold these assets o maiunly.

The acogregate net fair values and corrying amounts of financial asseds and financial abilifies are disclosed n the staterment of financiat
prosition arnd in the notes to the financial stofements.

¢} Inferest rate risk

interest rote s exposures

The consolidated enlity’s exposure 1o intsrast rate risk and the effsclive weighted average interest rate for closses of financial assets and

firnancicst lTabilities is set out Dalow:

Welighted Flouting Fixed inferest
Average Interest maiuring in Non-interest-
inferest rofe Rafe 1 yeor of less bearing Total
Note % 5 5 3 ]
2004
Financial assets
Cush 5.15 4,225 633 - - 4,225 633
Recaivalbiles - - 66,0446 &8 048
4,225 633 - 66 046 4.291,67%
Financital iabiities
Poyuabies - - 189,764 189,764
2003

Finaneial assets

Finarncial iobilities
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED
ABN 53 107 001 338

ENTIFIES

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Entity Parent Entity
2004 2003 2004 2003
$ 5 $ 5
18. COMMITMENTS
Operating lease commitments
Future opercting leass rentals not provided for in the financial stoternents -
aned poyable:
Within one year 25,000 25,000
Later thah ane yveadr D hot later than five vears 50,000 50,000
75,000 75,0400
Finance ledse commitments
The consolidated ertity does not have any finances ledses af Balonees date.
Capital expenditure commitments
Ceapital cormmitrmeants for petroleurn sxploration permils payable
- Noflater than 1 year 1,603,800 - - -
- Notlater thar 1 year bui not later than & yeors 3%1,200 - - -
- Later then 5 yedrs - - -
1,9%5 000 - - -

Coapital sxpenditure cormmitrnents relate to work commiimeants pursuant 1o the award of pefroleum expioration parmit PEP 142 and mineral
exploration licesnas EL 4537, the econormic erdity has o 100% interest in both parmits,
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

Consolidated Enfity Parent Entity
2004 2003 2004 20603
$ ] $ $
19. NOTES TO THE STATEMENT OF CASH FLOWS
{a) Reconcliction of cash
For the pumposes of the statermant of cash flows, cash inciudes cash on hand
anct at bBank, short-term depaosits and short-terrm commereial bilis, Cosh as at
the end of the finoncial yedar as shown in thes stotermneant of cosh flows is as
disclosed in the staterment of finencial position os " Casty Asseds™.
{b) Reconciliation of [oss from ordinary activifles ofter income tex net cash
provided by operating cclvities

Lass frorm ordinary activities after income fox (178,30%) - (151,983)
Add/(less] nop-cash ftems
wWrite off of exploration expendifure 1,417 - -
Arnortisation 19,031 - -
Depracioticn 2,15¢ - 2,156
Cash flows excivded from loss from profit from ordinary activities affributable
to operating activities:

. - (1.212)
Forrnation expernses of company
Change in assets and Fabilifies
Decradse/liIncraass) inrecaivables {66,046 - [46,481)
Decregsafncredsa) in tax refundable 7,728 - -
[Pecradsal/incradse in payables 125,767 - 119,787
Net cosh flow from operating activities {97.248) - (77,733)
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2064

20. DIRECTORS' and EXECUTIVE REMUNERATION

{a) Names and posifions held of parent entity directors and specified execulives in office at any time during the financial yeaor are:

Purent Entity Directors

M Robert Hosking Chatirmen — Executive

MF Merrk Srithy Director — Execufive

fAF Edweaired Munks Direcior — Non Executive / Company Secratary
hars Patticic Hosking Direcior — rasigned § March 2004

Specified Executives
bAF Robert Hosking Chetiernen — Executive

fAF Mok Srith Dirscior — Executive

{b) Parent Entity Directors Remuneration

Post
Primary Employment Equity Other
Salary, Fees & Superannuation Cuash Superannuation
Commissions Conhibutions gonus Options Fotal
$ 5 $ ] $ $ $
2004
BAF Rosbert Hosking 21,000 - - - - - 21,000
MF Merk Sty 29,594 - - - - - 29,596
M Eclweaird Munks 2,083 - - - - - 2,083
hars Patricia Hosking - - - - - . .
122,479 - - - - - 122,479

2003

The company was formed in Movermber 2003 and as such there were no directors in 2003.
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

20. DIRECTORS' und EXECUTIVE REMUNERATION continued

{c) Specified Execulives Remuneration

Post
Primsary Employment Equity Other
Salary, Fees & Superannuation Cash Superannuati
Commissions Conhibutions Bonus on Options Total
$ $ 5 $ $ $ $
2004
M1 Robert -
Hesking 21,000 - - - - 91,000
M Mark Sraith 29.5%4 - - - - - 29.5%4
120,574 - - - - - 120,594

20603

The cormpany weas formead in November 2003 and s wieh there wers no directors In 2003,

Directors aptions wers susd phior 1o the company’s IPO. The fair value of sach option ssued o Dirsctors duting the vearis
astimared on grant date wing the Black & Scholes oplion pricihg modsl,. Currently, these fuir values are not recognised as
axpenies in the finoncial statermants. Howeaver, should these grants be expensed they would be dmortised over the vesfing

pafiods resdliing in anincredss in emplovees benefits expeanse of $nil for 2004 fnancial vecr, ($nil for 2003 finonciat year].
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KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS continued

FOR THE YEAR ENDED 30 JUNE 2004

{d) Remuneration Options - Oplions gronfed as remuneration

Value per

Veosted Granted Grant oplion at Ex:: ;‘;::e ex::::’is& ax;urf:‘isa
numbet nurmber date gront date
5 5 dute date
Specified execulives
M Robert Hoskirng - - - - - R -
M Mark Sraith - - - - - R R
{e} Option holdings
Nurrdzar of options held by specified directors and execulives
Bl Opt Bal Totat Total Total
%??t;;e ax;c?:: o ;E}gﬁ vested exercisuble gnexercisable
remuneration 30/6/04 30/6/04 30/6/04

Parent Enfity Directors
Mr Robsert Hesking - - 4,594,167 4,594,147 4,594,167 -
M Mark Sraith - - 1,160,000 1,100.000 1,100,000 -
MAr Echweairdd dunis - - “25,000 25000 425,000 -
Specified Execulives
Mr Robert Hesking - - 4,594,167 4,594,147 4,594,167 -
M Mark Sraith - - 1,100,600 1,100.000 1,100,600 -
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KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS continued
FOR THE YEAR ENDED 30 JUNE 2004

(f} Shareholdings

Number of shares held by specified diractors and executives

Balance Reczived Options Net change Balance
1/7/03 exercised other 30/6/04
remuneration

Parent Entily Directors
hir Robert Hosking - - - 8,188,354 8,188,334
Wr tAcirk Srmith - - - 1,200,000 1,200,000
W Eclwicire Murnls - - - 250,000 250,000
- - - ¢,438,334 9,638,334

Specified Executives

hir Robert Hosking - - - 8,188,354 8,188,334
Wr dAark Srmith - - - 1,200,000 1,200,000
- - - $,388,334 9,388,334

(g} Remuneration practices

The cormpanys potioy for determining the noturs and amount of smolurments of board members and senior execuiives of the compary is a3
fetows:

Executives

The execuive remunsration struciure s Based on o nurmber of factors, including length of service, pariicuior experance of the individual
concernad and overal parformanee of the compdarny.

Non-execufives
o MNor-executive Direcion are rermunerated by way of et in the form of cash and superannoation conkitsutions,
« MNon-execotive Direcion are not provided withy retrement benefits ofber thar statuiory superannoation.

Noa Director has sntered inko o mateniol confraet withy the Cornpany sinee the end of the previous financial yvear, however there ware 2 material
confracts involving Directars' inferests subsisting of the end. The Cornpany has engadad Ropat Narminess Piy Lidd, o cormpany in which Robert
Hosking is o director and shorrehoider to procors thal M Mosking provides the services of managing direcior to the company. The consulianey fees
i5 $125.000 par annurm. The company hos dlso enterad into g lsase with Ropat Nominess Py Lid in relation 1o an offics for the Cormpany’s Use.

Ary annuct rent of $25,000 & payvable by the Company. The ferm of Both agresments is 3 yaars.

The cormpany hos diso engagead IEERS [Australic} Piy Lid, o comparyy in which Mark Smith is o director and sharsholder, 1o procure that Mr Smith

provide the services of exploration manager 1o the company. Under the tsrms of the agresrnent Mr Smith is required 1o devote 30% of his working
time o the affoirs of the company. The consultoney fee is $100,000 per annurm. The fsrm of the dogrsement is 3 years,
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Other fransactions with the Company

During e yaor, o Director, Mr M Srmith had aninterest in IERS (Ausfralic] Py which incured operating, expenses on behalf of the company. The
value of fransactions during the year was $3,024 {2003: $niE).

Buring e yeor, o Birsctor, Mr R Hosking, had an intersst in Ropat Nornineeas Ply Lid (Ropat] which incutred operating. expenses on behalf of the
company. The value of fransachons during the vear was $3,.514 {2003 $nitt. The Cormnpany also paid 173,623 for outstanding creditor Fabilities
armounts o Ropat. {2003 $nill.

Other ransactions with the Company

Consolidated Entity Parent Entity
2004 2003 2004 2003
5 5 § 5
Loans fo related entities
Norn-cugrent
Controlied eniiss
- Kerooh Gos Australion Py Lid - - 243,455
- - 2417 455

21. CONTINGENT LIABILITIES

The Birectors are not aware of any confingant lobiities that are likely to have o materiol effect on the results of the corsolidaiad enity excent as
ciscinsed In the fingl statements,

22, EVENTS SUBSEQUENT TO BALANCE DATE

Subseouent to the end of the financial yvedr the econormic sntity has signed o coniraet with Hurst Energy & Mineral Co Australio Pry Lid for the
company's forthcaming drilling programene in the Western Onshore Gippslandg Basin, The Hunt Energy Rig has been contractad to dgrill the
Megoscolides #1 well with an option to il 2 additional wells back to back, Site and goeesss work for the Megascolides #1 drilling 1ecation has
cormmenaad,
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KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS continued

FOR THE YEAR ENDED 30 JUNE 2004

Percentage of equity
Interest held by the

Contributon te

Group profit

Consolidated entity Investenent
Counlry of 2004 2003 2004 2003 2004 2003
Narie incorporation o o 5 $ $ 5
23. CONTROLLED ENTITIES
ewoor Gos Py Lid Australia HIO% i 151,232 rdl 178,301 7l

24. SEGMENT REPORTING

Business segments

The consalidated antity carnprise the following main business segrments, based on the consefidated entity's managament reporting system:
invastrment in energy related projects. This segmeant s invaived in the exploration of paetralaurn and CBM in Austrelicon.

Energy Investments

Consolidated

3 ]
Primairy reporting — business segmernts
2004
Exfernal revenues 34015 34.015
Other segrnents - -
Tetel revenue 34015
Tt segrment revenlea 34015
Unallocated revernue -
Revenus frorm ordinary activiies -
Sagrment rasult {178.301) {178.301]
Unallocated expansas net of unallocoted revenues -
Loss from ardinary aotivitias before income tax expense {178,301}
incarme fax expenses -
Loss from ordinary aoetivities after income tax expenses {178,301}
Assefs
Segrment cissets 4,448,407 4,468,402
Tetel assets 4,468,402
Segrment fabilifies (189,744}
Toxtest licbilities [18%9.744)
Other
Depreciafion and armortisation of segment dssets 12,187 12,187

32



KAROON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES
ABN 53 107 001 338

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2004

25. EMPLOYEE BEMNEFITS

Ernploves shars oplion arangernent
During the vear there no options weare granfed fo employess under the Karoon Gas Australia Lid Share Option

Thes closing shars market price of an ordingey share of Karoon Gas Australian Limited on the Austradian Stock Exchanges af 30 June 2004 wos 50,145

Economic Entity Parent Entity
2004 2003 2004 2003
No. No. No. No.

Al Movemanis in the namber of shdre opiions held by smplovess dre s
ferllows:

Opening bolanes . - .
Granted duting the veor - - -
Exercised during the year - - -
Lapsed during the yeaor - - .

Closing balance - - .
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DIRECTORS’ DECLARATION

FOR THE YEAR ENDED 30 JUNE 2004

The Directors of the compary deciare that:

i Thes financial statements and notes, as set out on pages 15 1o 33 are in accordance with the Corporations Act 2001:
fal comply with Accounting Standards and the Corporations Reguiations 2001 and

th} give a true and far view of the financial position as at 30 June 2004 and of the performance for the year ended on that
date of the Company and consolidated entily,

2. I the Birectors’ opinion there are reasonable grounds to bealieve that the Company will be able to pay its debts as and
when thay become dug and payable.

This declaration is made in accordancs with o resolution of the Boord of Directors.

Dated at melboumie this 30th day of September 2004,

Robert Hosking
Dirsctor
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INDEPENDENT AUDIT REPORT TO MEMBERS OF KAROON GAS AUSTRALIA LIMITED AND

CONTROLLED ENTITIES
FOR THE YEAR ENDED 30 JUNE 2004

Scope
The financial report and directors' responsioifify

Thes finaneiol report cormerizes the statemsnt of financial posifion, statement of financial performance, statement of cash flows, accomparnying
riotas 1o the financicl statements, and fhe dirsctors” declaration for botty Karoor Gos Australia Limited (the Cormpany} and Karoon Gas Australia
Limited and confrolled entfifies {the consolidatad artity], for the year ended 30 June 2004, The consoiidoted entity cormparises both the company
and the enfities # controlled during hat yvear,

The Directors of the Company are responsitle for the preparaiion and true and fair preseniation of the finoncial report in dccordance with the
Corparations Act 2001, This inclodes rasponsibility for the mdintenance of adequate aocounting records and internal confrols that are desianesd
to prevent and detect froud and errer, and for the aoccounting policies and accounting estimates inherent in the financial reporn.

Audit appraoch

We conductad an indepeandant audit in order to exprass an opinion to the members of the company. Oor audi was conducted In acoordanss
with Australian Acditing Sfardards, In order fo provide reasonalde assurance as to whether the financial reportis free of material misstatament.
The nature of an audif s influencad by fgctors such s the use of professionat judaamend, selactive tesling, the inherant limitafions of intamel
conirol, and the avallability of persuasive rather tharn conciusive evidenes, Thersfore, an audit cannot guarantes ot aif material misstaisments
hove been deteciad.

We performed procadures to assess whsther in gl matenial respects the financial repaort presents fairly, in accordance with the Corporations Act
2001, Including complianees with Accounting Stendards and other mandaiory financial reporting requirsrments in Australia, o view which is
consistent with our understanding of the Company's and the consolidatsd entity’s finencial position, and of thelr performance as representad by
the residts of thelr operafions and cast flows,

We forrmed our audit opirdon on the basis of these procedures, which incloded:

o sExdrmining. on o fest basis, inforrmotion te provids evidenaes suppaotting the amounts and disclosurss in the fingncial report, and

o Ossessing the appropriatensss of the accourding policies and disclosures used and the reasonablensss of significant aecounting astimates
micide by the Directors,

While we considerad the effectiveness of managemeant's intemal controis over financial reporting when determining the nofure and axdent of cur
proceduras, our dudi weas not desiohad 1o provide assurances on intermal controfs,

Independence

In condusting owr audil, we followsd applicable indepaendances reguirerments of Australion professional ethical pronouncements and the
Corporations Act 2007,

Audit opinion

In our opiricn, the financial report of Karoon Geas Australia Lisited is in aocordances with:

{a} the Corporations Act 2001, inciuding:
{i] giving a frue and fair view of the carmpany’s and cormsolidated entity's inancial posifory as af 30 June 2004 and of thekr
pefformance for the year shoded on that date; and
{ii) cormnplying withy Accounting Standards in Australia and the Corporations Begulafions 2007 and
{k) ottser mandatory fingncial reporting requiremasnts in Austrelion.

Mitenel Wison & Pagtners
Cherrterad Accountants

Dougics Mitchel
Melbourna, 30fh Septemibzer 2004
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STATEMENT OF CORPORATE GOVERANCE PRINCIPLES

The Stafement of Corporate Governance Principles
astablishes the framework for how the Board oversees the
Comparny and performs its funclions on behaif of
shareholders. Karoons' objective is 1o achisve best practice
i corporate govemance, the Company's Dirsctors and
emploveess are committed o achieve this objective.

Structure of the Board of Birectors

The Board is elecied by shareholders 1o reprasent all
shareholders. His a Director's responsibility, in all decigions he
or she is called upon to make concerning the consolidated
aentity's affairs, 10 conscientiously weigh the interesis of
shareholders in ight of the circumstances and o consider
the effects of such decisions on the interesis of off
sharehoiders.

The Company recognises the importance of having o Board
comptising of Directors with an appropriate range of
background, skills and expetience 1o sult the Company’s
current and future strategies and requirements.

Role of the Board

The Board is to overses and direct the management of the
Compary with g view to increasing shareholder wealth by:

o defining and monitoring the strategic direction of the
Compary

o defining polices and procedurss o ensule the Company
operates within the legal. ethical and social requirements
of its environment

o establishing conirol and aecountability systems within the
consolidated entity's operations 1o conform o the legal

reguirements and the expactations of shareholders and
other stakeholders

o defining and monitoring the management of an effective
risk assessment strategy

o secuning funds to develop the Company's assets
o driving Company performance

o the Board will, from fime o time, review and monitor the
management and Company performancs

« appoint and appraise the Chief Executive Officer {CEO)
and any ofher executive Dirsclor. Ensute that there are
adeguate plans and procadures Tor succession planning

s review and dpprove the remuneration of the CEO and
serior managemesnt
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Compuosition of the Board

The Board of Birectors is to be constituted by three members,
with one nor-executive Direclor. At this relatively eary stage
of the development of the Company the Board is comprised
of people who understand he consolidated entity’s business
i depth and who are prepared 1o be actively involved in
the Comparny and work closely with management. The skills,
axperance dnd expertise relevant 1o the position of each
dirsctor who s in office ot the date of the annudl report and
thelr term of office gre detailed in the director's report.

The name of the indepeandent dirsctor of the company is
Echward punks.

When determining whether a non-execulive director is
independent the director must noet faill any of the following
matetiality thresholds:

e less than 10% of comparny shares are held by he
direcior and any sndity or individual directly or
indirectly associated with the directorn

o none of the directors income or the income of an
individual or entity direclly or indirectly associated with
the director is derived from o confract with any
member of the economic entity other than income
derived as o director of the endity.

The Board's composition will be reviewed from time 1o tirme
having regard 1o the growth of the consolidated entity’s
business with a view o having a majorily of independent
Directors.

Under the Company's constitution, at each Annudl General
meating of shareholders, one third of the Directors
{excluding the Managing Direcior] must resign, with Directors
resighning by rotation based on the date of their
dppoiniment. Directors resigning by rotation may offer
themsealves for re-election.

Chuoirman of the Board

The Chalrman of the Board shail idedlly be independent, but
at this relatively early stage of the development of the
Company the chalrman is an executive. .

Meeting schedule

The Board schedules meetings ot lsast every twa months
with addifional committee meetings. if and whenh reguired,
to discuss technical and specific matters.
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KARGON GAS AUSTRALIA LIMITED AND CONTROLLED ENTITIES

Relationship of Board with management

The managemeant of ihe day-to-day business of the
Comparny is conducted by or under the supervision of the
execulive chalrman and is designated by the Board of
Directors which has cledrly defined the limits of
management’s responsibilities. The Board wilt approve the
cotporaie objectives which will be developed and
implemented by he executive chairmon and management,
The Board will adop! appropriate struciures and procedures

o ensure that the Board functions independently of
managemernt.

Board commitiees

The Board may establish appropricie commitiess o assist in
its role of appropiiate points in the Company's evolution.

The Board has established the following committes:
s Audit Committes
Composition of committees

A committes will be chaired by o nor-exacutive Direcior
appointed by the Board and will be comprised of a majofity
of Dirsctors.

Other members, as appointed by the Chaiman of the
Committes, may comptise Dirsctors, senior executives
and/or external profassionals who possess skills and expertise
suitable for carrying out the functions of the Committee.

Audit Commitee

The role of the Commitfee & 1o advise on the establishment
and maintenance of a framework of internal control and the
appropriate ethicdl standards for the management of the
consolidated entity. The Company has formaily adopied an
Audit Commities charier,

The Audit Committee also gives the Board of Directors
additionadl assurance regarding the quality and relialsility of
financial information prepared for use by the Board in
determining policies or for inclusion in financial statements.

The Audit Committee presently consists of:

Mr R Hosking
Mr H Peeters
Mr E Munks
The responsibilifies of the Audit Committee include!

Halsing with external auditors and ensurng that the annual
and half yvearly statuiory gudits are conducted in an
effective mannear

o reviewing infermal condrols and recommending
Inprovements
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« tha review of the hall yveaor financial statements pror o
iodgement of thase documents wilh the Australion Stock
Exchange, and any significant adjustments reguiled as o
result of the audit

« 1o review the draft financial statements and the audit
raport and to moke the necessary recommendations to
the Boord for approval of the financial statements

« o review frecsury recommendations and maks necessary
recomimendations to the Board for approval

« 1o review and report oh any special reviews deemed
necessary by the Boord

The Committee reporis to the full Board after each
Committee Meeting and relevant papers and minutes are
provided fo all Direclors.

Infemcat confrof

The Board acknowledges that it is responsible for the overall
infernal control framework. To assist in discharging s
responsibiiity the Company has an established intemal
framewaork, this can be described as follows:

» Finoncial reporting - thereg is o comprehensive budgeting
systerm with an annual budget approved by the Directors.
mMonthly actudal results are reported against budget and
revised Torecasts for the year. A revised budget is
prepared half yeary and approved by the Directors

» Funcliond specialty reporting - the Company has
identified a number of key areds which are subject o
reqular reporting fo the Board such as treasury, legal and
self insurance matters

« Investment appraisal - the Cormparny has clearly defined
guideiines for capital expendiiure. These include annual
budgets and review proceduras

« Surpius funds - a policy of conservative and secure
investment of surplus funds is applied

Advice to Directors

Subject to the approval of the Board, an individual Director
may engage an outside adviser at the expense of the
Company in approprriale circumstances.

Fair dedlings and related party fransactions

A Director, or entifies in which a Bireclor has a sighificant
interest and/or influence, who entfers info a fransaction with
the Compary must make full disclosure of all material
slements of the fransaction to the Chaoirmarn, or, if the
Director involved is the Chairmarn, to the Board,
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ENTIFIES

in addition, coniracts with Dirsctors, or entities in which
Dirsctors have o significant intersst and/or influsnce, must
be approved by the Audit Cormmittee in advance of
commitiing to the Company:

o contracts for the supply of goods and/or services which
extend beyvond one yedr, of wheare the toial value of
goods and/or services supplied under the confract will, in
any one yedr, exceed $25.000

o all agreements to lease and/or leases of property

o all agreerments for acguisition or disposal of property
excep! by way of public auction

Arvy Director who is g member of the Audit Commities and
who hias o sighificant inferest and/or influence in relation to
a coniract 1o be approved by ihe Committes must absent
them self from the meeting and not participate in any vole
o dpprove such cohfract.

Disclosure of information
The Company has an objective of honest and open

disciosure of information in dediing with stakeholders, subject
fo dpproprigte commercial considerations associated with
competitive and sensitive information. Such disclosure may,
i appropricte crcumsianess, exceed statutory
recuirements.

The Company has developed a draft Market Disclosure
policy o ensure the compliance of the Comipany with the
various laws and Australian Stock Exchange Limited listing
rutes obligations in relation to disclosure of information to the
rmorket.

Share dediings

The Board of Directors has adopled o policy and procedurs
on dediing in Company securities by Directors and senior
rmanagement, which provides that Directors and any
armploves who from tirnme to time possess information that is
irside information should never deal in the Company's
securities.

it also provides guidance on the petiods when securities can
be deali.

Policy and procadure for share frading

Directors, employees, any consuitants and thelr respective
associctes who, from time to time, posssss information that
could be considered to be inside information:

s Should never engage in short term trading of any Karoon
securtias:
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s Should never dedl in any Nexus securities whilst in
possassion of ingde information:

s Should never communicate, directy or indirecty, any
informcadion or cause the information 1o be
cormmunicated, 1o anothear person the insdder knows, or
ought reasonable to khow would or would fikely fo dedlin
raroon secuyurities.

in addition the Chaitmarn or in his absence the Company
Secrefary of in his absence the Exploration Manager will,
from time o fime, declore an embargo period on restricting
dediings in Karoon securities.

The embargo periods may typically include patiods of one
month pror to the date of the release of:

s The half yearly announceament o the ASX
s The yeary anhouncement 1o the ASX

» Disciosure documents to aoguire equity securities in
raroon

{fin doubi! notity the Chairman / Secretary before
commencing any fransaction.

Ethical standards and responsible decision making
The Directors, senior executives and employees dre required

to act with the uhmost infegrity and objectivity, striving at ail
firnes o enhance the reputation and perfformance of the
consolidated entity.

The Company has developed a draft code of conduct for
Directors and Officers of the Comparny.

Environment

The Cormpany has an erwvironmental policy and is
committed o conducting all its activities in an
anvironmentally responsible manner.

The role of shareholders

The: Board aims o ensure that all shareholders are informed
of alt major developments affecting the corsolidated
antity’s state of affairs. Information s communicated o the
shareholders as follows:

s The annual report is dishibuted 1o all shareholders. The
Board ensures that the annual report includes relevant
infotmation dabout the opearations of the consolidated
enfity during the yvear, changss in the state of offairs of the
consolidated entity and other disclosures requited by the
Corporations Law

s MHaif vearly financial statements prepared in accordancs
with the requirements of the Corporations Law are subject
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to an audif review. The financial statements are sent to
any sharehoider who requests them

s Proposed major changes in the consolidated entfity which
rnay impact oh share cwnership rights are submitisd fo o
vole of sharehoiders

o Sharsholder newsistters are distibuted fo shareholders at
least twice par year

« The Company posts all reporis, Austraian Stock Exchange
and media releases and coples of significant presentations
on the Company's website - www karoongds.com.au

in addition, news announcements and other information are
sent by email 1o dll persons who have requested thelr details
e added to the Company's slectronic mailing st i
requesied, the Company, whete appropriate, will provide
generat information by email, facsimile or post.

Risk assessment and management

As part of the consolidated entity's strategy to implement an
infegrated framework of control, the Board continually
identifies and monifors the key busingss and financial risks
whiich couid jeopardise the consolidated entity achieving iis
objectivas. The Board is confinually developing appropriate
controls which would effectively manage those risks. These
include:

s business plan
» requiar budgeting and financial reporting
o procedures to manage financial exposures

o commitment and expenditure levels exceeding certain
ievels are submitted fo the Board for approval

Management accovntability

The Board encourages management accountability for the
Company’s financial reports by requinng the Executive
Chairman o state in wiiting to the Board that:

a]  the Company's finandcial reports present o true and fair
view, In all material respects, of the Comparny's Bnancial
condition and operational results and are in
gecordance with relevant accounting standards

k] the statement given above is founded on o sound
system of risk management and intemal compliance
and control which implements the policies adopted by
the Board: and
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i the Company’s risk mandagement and internal
complianee and conirol system is operating efficiently
and effectively in all material respects

Role of the Company Secrelary

Under the Corporate Governances principles all Direciors
have aceesss io the Company Secretary and the
appointmeant and removal of the Company Secretaty is o
matter for decision by the Board as a whole.

The Company Secretary supports the effectiveness of the
Board by monitoring that Board policy and procedures are
followed, and co-ordinating e completion and dispatch of
Board agenda and briefing matetials.

The Company Secretary is aoccountable to the Board,
through the Chaimerson, oh alt govamaonces matters.

Annual general meeting

The Company will ensure that the Annual General Meeting
{AGM] is held In g manner that enables as many
sharehoiders as possible to attend and encourages affective
participation by shareholders.

The Company will reguest that its exdemal auditor attend the
Company's AGM and be available to answer shareholder
questions about the conduct of the audit and the
preparaiion and content of the auditor's report. The
Chaimperson of that mesting will allow o reasonabie
opporfunity for members 1o ask questions about the
Company's performance and operalions and ask questions
of the external guditor concerning the conduct of the audit
and the prepargtion and content of the auditor's report,

Remuneration

As an overall policy, the Company will remunarate in such g
wery that it

« motivaies Directors and management to pursue the tong-
term growth and success of the Company within an
appropriate conirol framework

» dernonstrates a clear relationship betweean key executive
paerdormance and remunaration.

Non-executives

» Mon-exscutive Direclons are remunearated by way of fees
{in the form of cash and superannuation contributions).

Nor-executive Direcliors are not provided with refirement
mensfits other than statutory superannuation
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SHAREHOLDER INFORMATION

Shareholdings as ot 24 September 2004

Substantial shareholders
The number of shares hald by subsioniial sharsholders are:

Fully paid Options expiry

Ordincry 31 July 2004

shures exercise price 5018

Fopat Nominess Py Lid 8,188,334 4094167

Twenty largest shareholders

Number of ordinary

Percentage of

Name of holder Shores held Shares held
Fopat Nominess Ply Lid 8,188,334 19.85
J P Morgan Nominees Australia Limiied 1,250,000 3.00
IERS {Ausiralic) Py Lid 1,240,000 290
foho Beoeh Py Lidg 800,000 192
summetled Norminees Py Lid 800,000 192
Pressure Drop Ply Lt 750,000 1.80
Boug Spong & Mare Spong 750,000 1.80
hAF Custodians Lid 490,420 1.66
fack Corparation Py L 575000 128
Delragal Pty Lid 550,000 1Az
EBANC.Com Py L 550,000 132
1P torgan Nomineas Austraiio B 500,000 1.20
National Nominess Lrmited 500,000 120
Accball Nominses Py tid 494,500 119
hrs Sue Purser 432,400 §.04
Mahedias Meats Pry Lid 400,000 0946
gornik Capital Py Lid 400,000 096
Alirnes Pty Ltd 383,333 092
Tricom Normineseas Pty Lid 375,000 090
Yistal Blue Lirnited 375,000 .30

19,975,987 47.94
Total shores on issue 41,663,503 1603630
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Twenty largest quoted option holders {options expirng 30 fune 2006, exercisable at 50.20)

Number of Percentage of

Name of holder Options held Options held
Ropraat Marnireas Phy Lid 4094167 19.45
Rexses Burton Pty Lid 750,000 3.60
Surnmetled Nominesas Py Lid 485,000 3.2¢9
4P Morgan Nominess Australics Lmited 425,000 3.00
IERS {Australic} Phy Lid 505,000 2.%0
Westprae Custodian Nominees Limited 500,000 2.40
Eeio Beoch Ply Lid 400,000 1.92
Pressure Drop Py Lid 375,000 1.80
Devugy Spong & Moare Spong 375,000 1.80
Malaret Phy Lia 300,000 1.44
Beck Cormporaiion Pty Lid 287,500 1.38
Dafragai Ply Ltd 275000 1.32
Cificorp Nominess Py Limited 250,000 1.20
4 P Margon Nominess Ausfralian Lid 250,000 1.20
A Witlicrm Alexander torrison 250,000 1.20
MNationdl Narnirses Limited 250,000 1.20
Rexeniile Ceapitall Piy Lid {Rormik Copital Fund Afc) 200,000 0.94
Alimoc Pty Lid 191,447 0.92
Trocorm Nomineess Py Lfd [Nomines Afc) 87,500 0.20
Wistar Biues Limited 187,500 0.0
11.038.334 52.98

Totol Options on ssus 20,831,750 100.00
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SHAREHOLDER INFORMATION continued
AS AT 24 Septemnber 2004

Distribution of share and option holdings
Number of holders by size of holdings of 24 Septemibzer 2004 were as follows:

Options  Direcior oplions
Ordingry expiry 31/04/04 expiry 30/04/C7

fully exercisable exercisable

puaid shares @& 20 cenis @& 25 cenis

1 - 1000 3 - -
1,001 - 5,000 20 141
5001 - HO,00C 158 49

10,001 - 130,000 297 204 -

100401 and cheve 56 34 3

Totai 534 430 3

Issued capital
{a} At 24 September 2004, the following securifies in the parent entity were on issue:

Number of Number

Securifies issued of hoiders

Fully paid ordinary shares 41,663,503 5354
Options Exercisable af $0.20 by 30 June 2004 20,831,750 430
Options Exercisable af $0.25 by 30 June 2007 — Unquoisd t.500,000 3

b} At 24 September 2004, 6 shareholders held bess than a marketable parcel of fuily poid ordinary shares and 146 option holders

held iess than a marketable parcel of options.

Voling rights

On g show of hands every member present in person or by proxy shall have one role and upon o poll each share shall have one

volea,

ADDITHONAL INFORMATION REQUIRED FOR LISTED COMPANIES

Schedule of interests

As af 24 September 2004 Interest
Exploration Permits %
PEP 142 Gippsland Basin 58]
EL 4537 Gippstand Basin OO

The above interests are held by Karoon Gas australia Phy Lid.
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CORPORATE DIRECTORY

Directors
Registered Office and Head Office

Suite 7A, 34 Lochiel Avenue
Mt Martha VIC 3934
Telephone: {03) 5%74 1044
Facsimile: {03) 5974 1644

Ermail: basspetrol@hotkey.net.au

Mr R Hosking - Executive Chairman
Mr M Smith - Executive Director

Mr E Munks - Non - Executive Director

Company Secretary

Mr E Munks
Waebsite: www . karcongas.com.au

Audit Committee
Location of Share Registry

Mr R Hosking
Mr H Peeters Computershare Investor Services Pty Ltd
Mr E Munks Reserve Bank Building

Level 2, 45 St George's Terrace
Auditors PERTH WA 6000

Telephone: (08) 9323 2023

Waebsite: www.computershare.com

Mitchell Wilson & Partners

261 -271 Wattletree Road
Malvern VIC 3144

Telephone: {03} 9500 0533
Facsimile: {03) 9500 0633

Stock Exchange

The Company is listed on the Austratian Stock Exchange.
The Home Exchange is Melbourne, Victoria.

Bankers

National Australia Bank Limited Other Information
271 Colling Street

MELBOURNE VIC 3000
Telephone: {03} 965% 7600

Facsimile: {03) 9659 7902

Karoon Gas Australia Limited, incorporated and domiciied
in Austrafia, is a publicly listed company limited by
shares.
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