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FORWARD LOOKING STATEMENTS

This Annual Report mcludes certaim  forward-
tooking statements that have been based on current
expectations  about future acts, events and
eireumstances. These forward-looking statements
are, however, subject to risks, uncertainties and
assumptions that could cause those acts, events and
eireumstances  fo  differ materially from  the
expectations described in such forward-looking
statements.

These factors include, among other things,
commercial and other risks associated with the
meeting  of objectives and  other invesiment
considerations, as well as other matters not yet
known to the Company or not currently considered
material by the Company.
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REVIEW OF OPERATIONS

NEW ACREAGE FOR BASS STRAIT Oil. COMPANY PORTFOLIO

During the 2606 year Bass Strait Oil Company Lid (“BAS” or the “Company”} drilled two offshore Gippsland
Basin wells and continued with iis exploration programme, as detailed in the following section.

The Company also diversified is acreage holding by acquiring four new areas outside the Gippsland Basin,
while at the same time maintaining a regional focus on southeast Australia. Specifically, BAS farmed-in 1o two
permits in the onshore Otway Basin and was granted two new pernits in the Bass Basin off the noth coast of
Tasmania.

The four new permit interests add balance to the BAS portfolio. Firstly, by adding an onshore component
where operational costs and cycle times are reduced compared to offshore, and secondly, by adding an under-
explored ‘greenfields’ ares in the Bass Basin, where the Company’s expertise can add value early in the
exploration cyele.

With the addition of the new acreage o our quality holding in the Gippsland Basin, BAS now holds a strong
and balanced acreage position encompassing all the productive basins of southeast Australia.

in the Gippsland Basin, the Company secks to leverage the value inherent in #ts growing knowledge of the
region and i a 35 seismic database which containg over 7000 sg km of proprietary and open file data.  All of
this data is available on BAS seismde interpretation system and helps to provide a competitive edge in our
exploration of the Bass Strait region.

BAS confinues o assess new opportunities to expand our acreage portfolio so that it maintains a strong pipeline
of future drilling targets.

A

BAS Permit Interests
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REVIEW OF OFERATHONS (CONTINUED)
GIPPSTAND BASEN

Vie/P41, BAS 45% and Operator

in early 2003 the Vie/P41 joint venture recorded the first 3D seismic survey i this eastern Gippsland Basin
permif. Interpretation of the 3D data has detailed a number of high-potential prospects, including on-trend
analogues of the Basker/Mania/Gummy and Kipper fields. Production plans for Basker/Manta/Gummy and for
Kipper have been anncunced by the operators of these fields.

BAS is now seeking farmin parties to earn an interest in Vie/P41 by funding dritling based on the 3D seismic
dataset. The tight market for offshore drilling rigs is expected to push any Vie/P41 drilling activity in to 2007
or later.

The eastern area of Vie/P41, which exhibiis potential leads on the limited existing seismic coverage, is targeted
for additional 2D seismic acguisition as part of the work commitment for the second permit tern.

Vie/P41 has reached the end of its first permif term. Following relinquishment of 50% of the original area, a
new five year ferm has been offered by the Designated Authority and has been accepied by ihe joint venture.
The new term will commence upon formal grant and the renewed permit will cover all areas of progpective
interest, including the Oscar 3I) survey area.
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REVIEW OF OPERATHONS (CONTINUED)

Vie/P42, BAS 56% and Operator, reducing to 20% after farm out

An external progpectivity review of this permit was completed in early 2006, confirming the potential for oil
accumulations in the under-explored northwest area of the permit. These plays include leads analogous o the
nearby Dolphin and Perch producing oil fields.

Based in part on this prospectivity, in May 2006 BAS agreed a farmout of Vie/P42 to Apache Northwest Pty
Lid (“Apache™). Apache will fund the recording and processing of approximately 500 sq km of 3D seismic,
plus the drilling of one exploration well, in order to earn a 60% interest and operatorship in the permit.

BAS will retain a 20% interest, fully funded through the seismic acquisition and processing and the drilling of a
well. BAS now estimates the value of the work to be undertaken by Apache to be on the order of $35 million.

Apache has contracted WesternGeco 1o record the 3D seismic survey which is seheduled for December 2006.
Exploration drilling is conditionally planned as part of a programme o start approximately late 2007,

The farmout seismic will be the first 31 survey in the western and northwestern areas of the Vie/P42 permit and
will be designed to complete coniinuous coverage between BAS® 2062 3D survey in the east of the permit and
Apache’s 2005 3D survey in permit Vie/P38 adiacent to the west. .

A number of leads have been identified on older 2D seismic in the new 3D survey area, including leads
analogous to the nearby Dolphin and Perch producing oil fields. The new 3D survey will also cover the 1983
Omgo gas and condensate discovery.
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REVIEW OF OFERATHONS (CONTINUED)

Vie/P47, BAS 40% and Operator

in this permit BAS operated a two-well, back-io-back drilling programme with the Ocean Patriot 1ig during
Ociober 20435,

Gilbert-1/1A encountered flucrescence and hydrocarbon shows in the Gurnard Formation indicating that
hydrocarbons have moved into the Gilbert area. However, it was concluded that Gilbert-1 A did not encounter
commercial hydrocarbons. BAS held no participating interest in Gilbert-1/1A bui received a fee for operating
the well.

BAS retained fts 40% participating interest in the second well, Maclean-1, which targeted a downthrown fault
closure with the Latrobe Group sandstones as the main reservedr target. The well intersected the reservoir zones
as planned but there was no evidence of significent hydrocarbons in the well. BAS believes that a lack of fault
sealing, and therefore a lack of an effective hydrocarbon irap, is the most likely explanation for the Maclean-1
result.

During the year the Company continued to review options for the development of the 2004 Moby gas
discovery.

The Company completed a technical review of the Judith-1 gas discovery well in the south of Vie/P47 (drilled
by Shell in 1989}, including re-mapping of ihe structure using modern 3D seismic data. The Judith feature
contains a gas resource which shares many characteristics with the Longtom gas field in the adjacent Vie/P54
permif. Botl accumnulations rely on sandstone reservoirs in the Emperor Subgroup where the primary risk has
been seen as the low permeability, and therefore low potential production rates, of the reservoir sands. The
recent successiul production test at the Longlom-3 appraisal / development well - the first ever for the Emperor
Subgroup - has significantly upgraded the potential at Judith, as well as for this play across the basin.
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REVIEW OF OPERATHONS (CONTINUED)
BASS BASIN

T/42P and T/43P, BAS 180% and Operator

in March 20606, BAS announced that it had been awarded two new offshore Bass Basin exploration permits.
Permits T/42P and T/43P comprise a total of some 6,120 sq km covering the Durroon Sub-basin off the north
coast of Tasmania. Only two wells have been drilled in the Durroon Sub-basin, neither of which penetrated the
older section where BAS is mitially targeting new play concepis. The Company views these under-explored
areas as a ‘grass roots” exploration opportuniy, where its carly-phase geological and geophysical work has the
potential to add significant value to the permit.

While there is relatively little geological data relating to these large permiis, one attractive play concept the
Company will evaluate s that of rwurbidite sand depostis within the lacustrine {1.¢. lake-deposited) shale of the
Durroon Formation. Turbidites are submarine sediment flows thal can deposit sandy reservoir units and can
lead to a prospective combination of a sandy reservoir unit encased in sealing shale.

The Durroon Sub-basin turbidite play is still conceptual at this stage but is supported by high amplitude events
and mounded structures evident on the relatively sparse existing seismic data. BAS believes there is strong
poteniial for further development of this and other play concepts in TA42ZP and T/43P. BAS will pursue a
technically-driven programme of data analysis and data acquisition with the mitial aim of adding value to these
permiis by maturing this potential into drillable targets. A re-interpretation of all available data is now
underway, as a basis for planning filure seismic acquisition.

The new T/42P and T/43P permiis complement the Company’s existing Bass Basin asset, which 15 a 0.0648%
over-riding royalty on production from the Yolla Field in the TL/1 production liceace. Yolla Field operator,
Origin Energy, has reported that sales of gas and liguids have commenced and that production ramp-up and
plant testing 15 continuing.

: _-.';_Durroon Subnbas,m

' f{&ﬂasﬂ :
Q‘;‘umﬂgi i
R penau tE

_' Nang}wm i T.’S?P E L S

{j}i’mﬁmm . B P
D -'Z.%;fg

Du Froon Sﬂb,basin Location Map After Edgerly and Taylor 1990, 2004 Gazetial package



BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

REVIEW OF OPERATHONS (CONTINUED)

OTWAY BASIN

in April 2006, BAS participated it the drilling of the Pritchard-1 well in permit PEP 151 on the north-castern
flank of the Portland Trough in the onshore Otway Basin, approximately 56 km northwest of Portland, Victoria.

Analysis of wire line logs indicated that all zones m Pritchard-1 were water bearing and the well was plugged
and abandoned. The operator, Essential Petroleum Resources Limited, reported that good quality reservoirs
were intersected at several levels i the well and that Pritchard-1 has nmde a significant contribution fo
understanding the hydrocarbon potential of the Late Cretaceous age Discovery Bay High and the Tertiary age
Portland Trough.

By contributing to the Pritchard-1 well, BAS earned the right to take up a 25% interest in the PEP 151 permii.
During July 2006 BAS exercised this right and BAS will be assigned a 25% interest in PEP 151,

BAS’ contribution to Priichard-1 also earped it the right to farm in to a 15% interest in the adiacent PEP 150
permit application {yet t¢ be awarded subject to negotiation of Native Title), which contains the Lindon oil
discovery. BAS also exercised this riglt during July 2006 and a farm In agreement will be exceuted whereby
BAS can earn a 15% mterest in PEP 150 by contributing to the drilling of a well on promoted terms.

The operator is now preparing a proposal for further exploration of the PEP 151 permit.

e og .

\N‘%

ditenr. Bianks 1
. BATTERGEY "

PROSPECT a1 ®. LINDON

srrdirn

PEP151

: BULLEY
TN PROSPECT

s "M‘W%, .
§i§
5 ‘1 Mgy 1 35
I
i
/

T ;v

PEP 150 and PEP 151 location map



BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

REVIEW OF OPERATHONS (CONTINUED)

HEALTH, SAFETY AND ENVIRONMENT

The Company has adopted an environmental, health and safety policy and conducts {ts operations in secordance
with the APPEA Code of Practice.

The Company’s petrolsum exploration and development activities are subject to envirommental conditions specified
in the Petroleum (Submerged Lands} Act, associated Regulations and Directions, as well as the Environment
Protection and Biodiversity Conservation Act 1999. During the period there were no known contraventions by the
Company of any relevant environmental regulations.

The Company believes all injuries are avoidable and has policies and procedures to ensure employees and
contractors manage safety accordingly. There is a continwous process of moniloring and evaluating our
procedures. During the year there were no reported health and safety incidents.
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REPORT BY DIRECTORS

The directors present their report on the results of the Company for the year ended 30 June 2006 and the state of
affairs of the Company ai that date. BAS is a company limited by shares, incorporated and domiciled in Ausiralia.

DIRECTORS
The Directors of the Company who were in office during the year and to the date of the report consist of:

Bernard Wheelahan BSe. Dip Ed. FRACI, FAusIMM, FAICD, FAIE — Chairman and non-executive
independent director (Appointed 16/8/2000;

Mr Wheelahan served on the audit commilice during the year. He is & company director with more than more
than 40 years experience in education, peiroleun:, gas and mineral resources in Australia and overseas.

During his career he has been Chairman, director, or commitiee member of more than thirty public and private
companties and joint ventures associated with petroleam, LNG, coal and minerals. MHis particular business
interests include corporate governance, sustained scientific exploration, the sysiematic management of health,
safety and environment and sustzinable development. He is an honorary life member of the Australian
Petroleum Production and Exploration Association.

During the last three years Mr Wheelahan has served as Chairman of Pacific Hydro Lid, as deputy Chairman of
Transfield Services Limited, Chairman of The Gribbles Group Ltd, Chairman of the Council on Australian and
Latin American Relations and a member of the Rio Tinto Foundation for Susiainable Minerals Processing
Board.

Andrew R Adams Managing Director B.Sc. MBA MAICD {Appointed 19/7/2006}

Mr Adams has been working with the Company since 2001 and was appoinied chief executive officer on 19
August 2005, He was appointed Managing Director on 19 July 2006,

Mr Adams holds a Bachelor’s degree m geophysics as well as an MBA and has been working i the upstream
petroleum indusiry since starting as a geophysicisi in 1979 in his native Canada.  His experience spans both
technical and commercial aspects of the business with large and small enterprises, ineluding Amoco Canada,
Sanios and Cue Energy Resources.

E Geoffrey Albers LL.B FAICD Non-execative director (dppeinted 9/4/1981}
Mr Albers acted as chief execuiive officer until 19 August 2005 and a non executive director from that date.

Mr Albers is a company director with over 30 years experience as a lawyer and administrator in corporaie law,
petroleam exploration and rescurce sector investment. Puring this period Mr Albers has sponsored the
formation of companies that have made the original Maari {Moki) cilfield discovery in New Zealand, the Yolla
Gus/Condensate discovery in Bass Strait, the Evans Shoal gas field discovery/appraisal in the Timor Sea and the
SE Gobe oilfield development in Papua New Guinea.

For the last three years Mr Albers has served as a director of Methanol Australia Limited, Octagex NL, Moby

0Oil & Gas Limited (MOG) and Cue Energy Resources Limited. He s a member of the Petroleum Exploration
Society of Australia and a member of the APPEA Exploration Commiliee.

10
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REPORT BY MRECTORS (CONTINUED)
Henry J Askin B.Sc. (Hons 1) Ph.D. Non-executive independent director (Appointed 2/2/1999)

Dr. Askin served on the audil committee during ihe year. He has over 30 years of experience in the oil
exploration industry, of which some 25 years were with the Shell Group of Companies, most recently as a
consuttant. From 199G until his retirement from exceutive duttes in December 1997, he was exploration
manager with Shell Development Australiz in Melbourne, with responsibility for the conduet of the company’s
exploration programme. Throughout this period he was Shell’s representative on the APPEA Exploration
Conunittee, and was a Director of the various Shell companies established pursuant to operations in the
indonesia Australia Zone of Cooperation.

Dr. Askin’s previous appointments with the Shell Group were in Ausirala, Oman, Norway, The Netherlands
and India. During this time he held various positions including seismic interpreter, chief geophysicist, seismic
processing manager, deputy head of new exploration ventures and, immediately prior to refurning to Ausiralia,
general manager of Shell [ndia.

While his career has ranged from seismic interpretation and prospect generation to senior management, Dr.
Askin has contributed to the practice of geophysics in the wider sense, most notably in the co-suthorship of a
paper read at the EAEG meeting in Belgrade {1987} which received the inaugural best paper award. He is a life
member of the Society of BExploration Geophysicists, an active member of ihe European Association of
Geosclentisis and Engineers, and a member of the Petroleum Exploration Society of Australia.

Dr Askin was appointed Chairman of Central Petrolenm Limited in April 2005,
Robert J Flew B Ee. {(Hons) FATMM, FAICD Non-executive independent director (dppointed 16/8/2600)

Mr Flew served on the audit conmnittee during the year. He is an economist with extensive corporate
management experience with BHP. Experienced on boards, and industry representation, he has a successful
record in negotiations with financial institutions, governments and unfons. He has wide exposure to global
issues, especially in the context of competition, pariners, customers, financial institutions and governments,

Mr Flew iz a former Company Secretary of BHP and a former director of Tubemakers Australia 1td, BHP
Mitsut Ltd, CQUA and Gregory JV, Queensland Mining Council, World Coal Institute and a member of the
Central Queensland University Council. Mr Flew is presenily a direcior of Thiess Pty Ltd, Geodynanses Lid,
Astron Ltd and Leviathan Resources Lid.

Company Secrefary
Mr David .B. Hill has been Company Secretary for 5 years and presently holds the position of Company Secretary

in other listed companies in the resources sector. Mr Hill has served as Company Secretary of listed compantes in
the mining exploration sector for 26 years.

11
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REPORT BY DIRECTORS (CONTINUED)
DIRECTORS’ INTERESTS
The amount of each element of the remuneration of each director is set out In the Rennmneration Report on page 16.

At the date of this report the relevant interest of each of the directors in the ordinary shares and options over
ordinary shares on issue in the Company were:

Number of
Ordinary Shares

Number of
Options over
Ordinary Shares

AR Adams 300,000 1,725,060
EG Albers 24,168,283 2,323,056
HJ Agkin 1,505,060 850,060
R} Flew 1,476,250 620,060
B Wheelahan 2,207,350 680,060

29,656,883

6,238,056

DIRECTORS” MEETINGS

The following table sets out the number of meetings of the Board of Directors held during (he year and the number
of meetings attended by each director.

Board Mestings Audit Committes

Held Attended Held Attended
EG Albers 9 o - -
HJ Askin 8 g 2 2
RJ Flew 8 g 2 2
B Wheelahan 9 8 2 2
SHARE OPTIONS

Unissued shares

As at the date of this report, there were 15,392,056 unissued ordinary shares under option {14,892,056 at the
reporting date}. Refer to note 15 of the financial statements for further details of the options cutstanding.
Option holders do not have any right, by virtue of the option, fo participate in any share issue of the company or
any refated body corporate or in the nterest issue of any other registered scheme.

Between I July 2005 and the daie of this report, no opiions to acquire fully paid ordinary shares in Bass Strait
01l Company Ltd were exercised by either employees or executives.

30 Jane 2007 Options

A total of 4,092,056 opiions exercisable on or before 30 June 2007 at an exercise price of 30 cents per share
were on issue al the beginning of the year. A total of 5,000,000 options were issued during the year and at
balance date and at the date of this report, 9,092,056 30 June 2007 options exercisable at 30 cents were
cutstanding. These options were admitted for guotation by the ASX on 3 January 2006, under the code BASO.

12
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REPORT BY MRECTORS (CONTINUED)
SHARE OPTIONS (CONTINUED)
Senior Executives and Officers Option Plan

Holders of options granted under the Plan are entitled to progressively exercise 20% of the total number of

options granted during each year of currency of the options. Pursuant to the Plan:

* 1,900,000 options, exercisable at a price of 25 cents on or before 30 September 2008, granted to Directors
were outstanding both at the beginning of the year and at the date of this report.

* (00,000 options, exercisable at a price of 25 cenis on or before 30 September 2008, granted to employees
and consultants were outstanding both at the beginning of the year and at the date of this report.

+ Both 1,050,000 options, exercisable at 25 cents, and 1,050,000 options, exercisable at 30 cents, expiring on
or before 30 June 2010, granted to employees and consultants were cutstanding both at the begiming of the
year and at the date of this report.

Other Remuneration Options

* 700,000 options, exercisable at a price of 25 cents at any time before 30 September 2008, granted to
employees and consultants are not subject to the progressive exercise terms of the Plan, were cutstanding
both at the beginning of the year and ai the date of this report.

«  On 20 September 2005, 500,000 options, expiring on 30 June 2007 are exercisable at a price of 30 cents In
two equal tranches of 250,600 at | June 2606 and 1 April 2007, granted o the then Chief Executive Officer
were outstanding at the date of this report.

e On 17 July 2006, 500,000 options, expiring on 38 June 2008 are exercisable at a price of 15 cents in two
equal tranches of 250,006 at | June 2007 and 1 April 2008, granted to the Managing Director were
sutstanding at the date of this report.

REVIEW OF OPERATIONS

PRINCIPAL ACTIVITY

BAS is invelved in exploration for oil and gas in onshore and offshore areas of south-eastern Australia. Refer
to page 3 of the Annual Report for a detailed review of the corporate activities . The interests and exploration
programs in which ihe Company has inferests are not mature and can be regarded as highly speculative.

Bags Sirait Oil Company Ltd is a company Iimnited by shares that is incorporated and domiciled in Ausiralia, the
registered office of which is located at Level 23, 500 Colling Street, Melbourne, Vietoria 3006. At 30 June
2006, the Company had 8 employees (30 June 2005 8 employees), including directors.

OPERATING AND FINANCIAL REVIEW

Operating results for vear

The Company’s operating loss for the year ended 30 June 2006 afler income tax was $2,582,105.

The Company was the operator for four joint ventures increasing its revenue by $572,028 to $1,713,028. As
operator it successtully supervised the drilling of two off-shore wells and it also participated in one on-shore well.
The wells, having been plugged and abandoned, resulted 1n all direct well costs of $3,363,555 being wrilten off and
adversely aflecting the operating resuls.

Capital raising

On 4 October 2005, the Company issued, pursuant to an excluded offer to soplisticated investors, 10,000,600

ordinary shares and 5,000,800 attaching options, exercisable at 30 cents by 30 June, 2007, o raise a net 51,885,962
for both working capital and to fund its 2006 exploration programme.

13
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REPORT BY MRECTORS (CONTINUED)
OPERATING AND FINANCIAL REVIEW (CONTINUED)
Liquidity

The Group consolidated cash flow statement for the year determined that there was & decrease of $133,143
(2005: increase of $2,699,111) in cash and cash equivalents. The cash inflow derived from both the capital
raising of $1.885,962 and net operating receipts of $3,184,718 bui cash outflows relaiing fo petroleum
expenditure of $5,162,366 exceeded the inflows. Cash asseis at 30 June 2006 were $2,669,871which are
sufficient fo meet forecast budgets for the year ending 30 June 2067,

STATE OF AFFAIRS

The Group total equity declined by $609,463. A net capilal raising to soplusticated investors of $1,885.962 was
offset by a decline in retained earnings of $2,582,104.

in May 2006 the Company agreed to farmout 30% of its interest 1n the Vie P42 Heence area to Apache Northwest
Piy Ltd which has agreed to fund both the recording and processing of a 3D seismic survey and one exploration
well. The Company will retain a 20% interest in the licence area.

DIVIDENDS

During the year and to the date of this report no dividends were recommended, provided for or paid.
LIKELY DEVELOPMENTS AND EXPECTED RESULTS

The likely developments in the Company’s operations In future years and the expected result from those operations
are dependent on exploration success in the licence areas in which the Company holds an inferest as deseribed in
Review of Operations.

EVENTS SUBSEQUENT TO BALANCE DATE

There are no subsequent events to balance date that require disclosure.

REMUNERATION REPORT

The Renmneration Report outlines the remuneration arrangements in place for key management personnel.

The performance of the company depends upon the guality of ity key management personnel. To prosper, ihe
company must atiract, motivate and retain highly skifled directors and executives. To tus end, the company
embaodies the following principles in its remuneration framework:

* Provide competitive rewards to attract high calibre executives.

Link executive rewards to shareholder value.

Ensure a significant portion of executive remuneration is dependent upon meeting pre-determined shareholder
value benclimarks.

The Board i responsible for determining and reviewing compensation arrangements for directors and executives.
The Bourd assesses the appropriateness of the nature and amount of emoluments on a periodic basis by reference to
relevant employment market conditions with the overall objective of ensuring maximum siakeholder benefit from
the retention of a high quality board and executive team.

The structure of non-executive director and executive remumeration is separate and distinet.

14
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REPORT BY MRECTORS (CONTINUED)
REMUNERATION REPORT (CONTINUED)
Relationship of rewards to performance

The Company’s activities, during the past four financial years, have been predominantly in petroleum exploration.
As has been the case in those years, increase m sharcholder wealth, will for the foreseeable future be dependent on
exploration success and not necessarily improvement in the Company’s earnings.

The Company's share price 1s seen as a measure of exploration success and accordingly varizble remuneration and
long term incentives presently consist of options over unissued shares in the Company. Puring the year, the
Company’s share price had a highest sale price of 26 cents and a lowest sale price of 5.4 cents.

Non-execufive Direcfor Remuneration

The Board seeks to sef agpregate remuneration at a level which provides the company with the ability to attract and
retain directors of high calibre, ata cost acceptable to shareholders.

The Constitution of the Company and the ASX Listing Rules specily that the aggregate remuneration of non-
exccutive directors shall be determined from time to time by members in general meeting.  An amount not
exceeding the amount determined is then divided between the directors as agreed. At the Annual General Meeting
held on 3 October 2001 sharebolders approved an aggregate remuneration of $2350,000 of which $184.392 was
paid to directors during the year ended 30 June 2006. As from | Seplember 2003, non-executive directors’
remuneration payable increased from $125,350 te $196,200 per annun.

Each non-executive director receives remuneration m a manner optimal to the recipient, being either fee or
superammuation. No fee s paid for serving on Board Conunittees or on the boards of wholly owned subsidiaries.
in addition non-executive directors have been granted options to further align the interests of non-executive
direciors with those of shareholders, details of which are set out in the {inancial statements.

Fxecutive remunerafion

The company aims io reward executives with a level and mix of remuneration commensurate with their position
and responsibilities within the company and so as to:

reward execuiives for individual performance;

align the interests of executives with those of shareholders;

link reward with the sirategic goals and performance of the company; and
ensure that fotal remuneraiion is competitive by market standards.

Fxecutive remuneration {continued}

in determining the level and make-up of executive remuneration, the Board reviews market levels of remuneration
for comparable executive roles.

it is the Board’s policy that the employment contract entered info with the Chief Executive Officer and other
executives and consultants consist of the following key elements:

Variable Remuneration — Long Term Incentives

The objective of long term incentive plans is to reward the creation of sharcholder wealth. These incentives are
delivered in the form of options over the Company’s shares, details of which are set out in the financial statements.

Fixed remuneration
The level of fixed remuneration is set s0 as to provide & base level of remuneration which is both appropriate to the

position and s competitive in the market. Fixed remuneration is reviewed regularly by the Board, with access to
external advice if required.
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

REPORT BY MRECTORS (CONTINUED)

REMUNERATION REFORT (CONTINUED)

Employment contracts

The Managing Director, Mr A Adams was employed during the yesr as Chief Executive Officer from 19 August
2005 to 19 July 2006, being the date of his new appointment. He acted as General Manager, Commercial prior to
19 August, 2005, As Chief Executive Officer, Mr Adams’ employment contract included the following terms:

salary remuneration,

the grant of 500,000 options, expiring on 38 June, 2007 at an exercise price of 30 cents per option,

Mr Adams may resign from his position and thus terminate this contract by giving 3 months written notice,

the company may terminate the employment agreement at any time subject fo service based termination
payment,

the company may ferminate the coulraet at any time without notice if serious misconduct has oceurred.

Mr Hill, Company Secretary, was remunerated on the basis of time engaged in such services at commercial
retes. Mr Reid, General Manager, Exploration, was remunerated on a time basis at commercial rates. Mr Reid’s
consuliing firm, Terra Firma Technology Pty Lid, was appointed Technical Advisor to the Company at the
beginning of the financial year.

Remuneration of directors and named executives

Each element of remuneration of directors and executives during the year showing the % that consisis of

options.
Short-Termn  Post Employment Share-based Total Total
Pavment Performance
Options Related
30 June 2006 Salary & Fees Superannuation
b3 5 $ 5
Directors
B Wheelahan 56,667 5,100 5,754 67,521 B.52%
EG Albers 27,508 13,375 4,603 45,478 14.12%
HJ Askin 27,508 13,375 3,754 46,629 12.34%
Ri Flew 37,5068 3,375 5,754 46,629 12.34%
Executives
AR Adams (&) 234,432 24,000 32,835 291,267 11.27%
DB Hill 12,516 3,536 1,806 17.852 13.11%
[SA Reid 271,051 - 24,613 295,664 8.32%
667,168 62,761 81,119 811,040

{a) Mr Adams was appointed Chief Executive Officer on 19 August 2005 following his role as General
Manager, Commercial. On 19 luly 2006 Mr Adams was appointed Managing Director.
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

REPORT BY MRECTORS (CONTINUED)

REMUNERATION REFPORT (CONTINUED)

Shert-Term Post Employment Share-based Fotal Total
Payment Performance
Options Related
30 June 2005 Salary & Fees  Superannuation
5 5 5 3
Directors
B Wheelahan 40,000 3,600 7,167 50,767 14.12%
EG Albers 25,000 2,250 7,167 34,417 20.82%
I Askin 25,000 2,250 7,167 34,417 20.82%
RJ Flew 25,000 2,250 7,167 34,417 20.82%
Executives
AR Adams 225,425 24,600 2,318 251,743 0.92%
DB Hill 22,413 5,610 2,318 30,341 7.64%
ISA Reid 291,761 - 5,796 297,557 1.95%
654,599 39,960 39,100 733,659

Ogptions granted as part of remuneration

Gramt Grant Valoe per  Value of Valoe of Value of Toeal valoe of %o remaneration
date number  option at options sptions options options granted, consisting of
grant date  granted exercised lapsed exercived and options for the
during the  during the  during the lapsed during year
yerr year year year
5 ] $ $
Executives
AR Adams 1%/08/05 250,000 3.028 7.073 - - 7.675
190805 230,000 0.029 7,325 - - 7,325
500,000 14,400 - - 14,400 3.75%

For details on the valuation of the options, including models and assumplions used, please refer

to Note 19, There were no alterations to the terms and conditions of oplions granted as

remuneration since their grant date.

The options are over unissued ordinary shares in the capital of Basg Strait Oil Company Litd. There are no aon-
market performance conditions other than service criteria. No options lapsed during the year. Refer to note 19 in
the financial statements for detailed option mformation.
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

REPORT BY DIRECTORS (CONTINUED)

AUBDITOR INDEPENDENCE AND NON-AUDIT SERVICES

The directors have recetved the deelaration from the auditor of Bass Strait O1f Company Ltd attached at page 19.
The following non-audit services were provided by the entity’s auditor, Erst & Young. The Directors are satisfied
that the provision of non-audit services 1s compatible with the general standard of independence for auditors
imposed by the Corporations Act. The nature and scope of each type of non-audit service provided means that the

auditor independence was not compromised.
Advice on application of A-IFRS $16,000

Signed in accordance with a resolution of the Directors.

Managing Director
Melbourme, 27 Sepiember 2006
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E!!ERNST& YOUNG & st & Young Building & Tel 613926888000

& Exhibition Streal Fax 61 3 80650 7777
Mebourne VIO 3000
Australia

PO Bos 67
Methourne VIC 3007

Auditor’s Independence Declaration to the Directors of Bass Strait Oil Company Limited

In relation to our audit of the financial report of Bass Strait Oil Company Limited for the year
ended 30 June 2006, to the best of my knowledge and belief, there have been no contraventions of
the auditor independence requirements of the Corporations Act 2001 or any applicable code of
professional conduct.

fw&')@‘:j

Ernst & Young

R.C. Piliz
~ Partner
Melbourne
27 September 2006

Liabiltey Hmited by o seheme approved wuder
Professionn] Standards Legislatom



BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

DIRECTORS’ DECLARATION

in accordance with a resolution of the directors of Bass Strait Oil Company Ltd, { state that:
in the opinion of the directors:

(&) the financial statements and notes of the Company and of the consolidated entity are in accordance
with the Corporations Act 2001, including:

(1} giving a true and fair view of the Company’s and the consolidated entity’s financial postiion
as at 30 June 2086 and of their performance for the year ended on that date; and

(it} complying with Accounting Standards and Corporations Regulations 2001; and

(b} there are reasonable grounds to believe that the Company will be able to pay its debis as and when they
become due and payable.

This declaration has been made after receiving the declarations required to be made to the directors in

accordance with section 295A of the Corporations Act 2001 for the financial period ending 36 June 2006.

On behalf of the Board

Managing Director
Melbourne, 27 September 2006
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

INCOME STATEMENT
FOR THE YEAR ENDED 30 JUNE 2006

Consolidated Parent
2085 2006 2005
$ $ b3

1,141,060 1,713,028 1,141,060
5,882 15,845 5,882
354,494 141,766 354,494

1,501,376 1L876.639 1,501,376
17,062 350 17,062

(363,533} {437.617) (363,533
(39,853) (31,496)  (39,853)
(10,792,853} {3,224,175) (10,792,853}
(774,623} {759,806} (774,623
(3,705) - (3,705)

(10,456,120} (2,582,105} (10,456,129}

444,473 - 444,473

(HLO11,636%  {2,582,105) (10,011,656}

NOTE 2086
$

Management services arising as operator of
petroleum exploration joint ventures 1,713,028
Adminisiraiive services 15.845
[nterest from banks 141,766
Total revenue 1,874,639
Other Income 3(a} 350
Employee benefils expense ey (437617
Depreciation expense 3(dy {31,490
Exploration expenditure Ty (3,224,175
Other expenses 3(by  (759,806)
Finance costs 3{c} -
Loss before income tax (2,582,105
[ncome tax benefit 4 -
Loss attributable to members of the parent (2,582,105
Basic (loss} earnings per share 25 {2.04) conts
Diluted (loss} carnings per share 25 {2.04) contg

21

(9.88} cents

(9.88} cenis



BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

BALANCE SHEET
AS AT 30 JUNE 2006
Consolidated Parent
NOTE 2086 2085 2006 2005
$ $ $ b3
ASSETS
Current Assets
Cash and cash equivalerts 5 2,609,871 2,803,015 2009870 2803014
Trade and other receivables 6 233,080 1,720,437 233080 1,726437
Other 7 - 1,660 - 1,660
Total Carrent Assefs 2,902 951 4.531,112 290285 453111
Non-carrent Assets
Plant and equipnent 8 56,586 53,721 56,586 53,721
Intangible assets g 475523 475923 475923 475923
Exploration and evaluation expenditure 10 5,304,233 6,053,008 5304233 0,053,009
Investment in controlled entities 11 - - 1 1
Total Nop-cunrent Assets 5,836,742 6,582,653 5836743 6,582,654
TOTAEL ASSETS 8,739,693 11,113,765 8739693 11,113,765
LIABIEFTIES
Current Liabifities
Trade and other payables 13 145,924 1,906,562 145,824 1,906,562
Provistons | 11,605 27,569 11,665 27,509
Total Cinrent Liabilifies 157,589 1,934,131 157,586 1,934,131
Non-carrent | iabilities
Provistons ! 11,873 - 11,873 -
Total Nop-current Liabilities 11,873 - 11,873 -
TOTAL FIABH I'HES 169,462 1,934,131 169462 1,934,131
NET ASSETS 8,570:.231 9,179,634 8,576,231 9,179,634
EQUITY
Equity attribugable to equity helders of the parent
Contributed equity 15 19872732 17986770 19872732 17,986,710
Retained earnings 16 (11458,187) (BR76,082) (11458187) {(8870,082)
Reserves 17 155,686 08,940 155,686 08,946
TOTALEQUITY 8,570:.231 9,179,634 8,576,231 9,179,634
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 30 JUNE 2006

At 1 July 2005

Loss for period

Cost of share based payment during period
[ssue of shares

Costs of issue

At 30 June 2006

At 1 July 2004

Loss for period

Cost of share based payment during period
[ssue of shares

Exercise of options

Costs of issue

At 30 June 2005

Consolidated
issued Share based Accumulated Total
Capital pavment Losses Leuity
reserve
% % b3 b3
17,986,770 68,946 (8.876,082) 9,179,634
- “ (2,582,104) (2,582,104
- 86,746 “ 86,740
2,000,600 “ “ 2,004,000
(114,638) “ “ {114,038
19,872,732 155,686 {11,458,186) 8,576,232
2,504,602 13,477 1,080,104 3,908,183
- - (9,956,186) (9,956,186
- 55,469 “ 55,469
16,000,600 “ “ 16,506,060
97,383 “ - G7,383
(1,015,215 “ “ (1015215
17,986,770 68,946 (8,876,082) 9,179,634
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2006

Parent
2006 2005
$ b3

4254,345 733,862
(1,450,173} (1,175,120)
(5,162,366) (13,566,752}
234,244 1,273,453
146,302 349,602

. (3,705)

(1,977,648} (12,388,658)

(41,808} {32,893)
350 .

(41,458} {32,893)

2,000,000 16,097,383
(114,038} (976,721)

1,885,962 15,120,662

{133,144y 2,699,111
2,803,014 163,503

Consolidated
NOTE 2086 2085
$ %

Cash flows from operating activities
Receipty from customers 4,254,345 733,862
Payments to supplers and employees (1,430,173 {1,175,120%
Petroleum exploration expenditure {5,162,366} (13,566,752}
Net goods and services tax receipts 234,244 1,273,455
[nterest received 146,362 349,662
[nterest paid - {3,705
Net cash used in operating activities 5 {1,977,648) (12,388,658}

Cash flows from investing activities
Payments for plant and equipment 8 (41,868) (32,893}
Receipts from disposal of plant and equipment 3350 -
Net cash used in investing activities (41,458} {32,893}

Cash flows from financing activities
Proceeds from issues of ordinary shares 15 2,000,060 16,097 383
Payment of prospectus and share issue costs 15 {114,038y {976,721}
Net cash from finaneing activities 1,885,062 15,120,662
Net increase / {decrease) i cash assels (133,144y 2,699,111
Cash assels at the beginning of the period 2,803,015 103,564
Cash assets at the end of the period 5 2669871 2,803,013

2,669,870  2.803,014
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

NOTE 1 CORFORATE INFORMATION

The financial report of Bass Strait Oil Company Ltd. {the Company) for the year ended 30 June 2006 was
authorised for issue in accordance with a resolution of the directors on 22 September 2006.

Bags Sirait Oil Company L4d. 15 2 company hmited by shares incorporated in Australia whose shares are
publicly traded on the Australian stock exchange.

The nature of the operations and principal activities of the Group are o1l and gas exploration.

NOTE 2 SUMMARY OF SIGNIFFCANT ACCOUNTING POLICIES
Basis of Preparation

The financial report is a general-purpose financial report wlhich has been prepared in accordance wiih the
requirements of the Corporations Act 2001 and Ausiralian Accouniing Standards. The financial statemenis
have been prepared both on a histerical cost basis and under the going concern convention on the assumption
that the company continues to receive appropriate funding for its exploration and evaluation activities, either
fron: capiial raising, sale or farnr-out of ity petroleum exploration tenement interests.

Where necessary, comparatives have been reclassified and repositioned for consistency with current year
disclosures. The financial report is presented in Austrahian dollars.

Statement of Compliance

The financial report complies with Australian Accounting Standards, which inelude Australian equivalents to
international Financial Reporting Standards (AIFRS}).  Compliance with AIFRS ensures that the financial
report, comprising the financial statements and notes thereto, conforms to International Financial Reporting
Standards {[FRS).

This 1s the first financial report prepared based on AIFRS and comparatives for the year ended 30 June 2005
have been restated accordingly except for the adoption of AASB 132 Financial Instruments: Disclosure and
Presentation and AASB 139 Finencial Insiruments: Recognition and Measurement. The Company has adopted
the exemplion under AASB 1 First-ime Adopiion of Australian Equivalents to International Financial
Reporting Standards from having io apply AASB 132 and AASB 139 to the comparative period.
Reconciliations of AIFRS equity and profit for 30 June 2003 fo the balances reported in the 30 June 2005
financial report and at transition to AIFRS are detailed m note 26.

Except for the revised AASB 119 Employee Benefits (issued December 2005), the Australian Accounting

Standards that, were recently issued or amended but are not yet effective, have not been adopted for the annual
reporting period ending 30 June 2006 include:
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BASS STRAIT OiL COMPANY LTD
ACN 008 894 817

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINULD)

Change in Foreign Currency
Rates

accounting policy
required. Therefore no
mipact

AASB Affected Standard(s) Nature of change to Applicaiion date | Application date
Amendment accounting policy of standard * for Group
260541 AASB 139: Financial No change to 1 January 2006 1 July 26006

[nstruments: Recognition and | accounting policy
Measurement required. Therefore no
impact
2605-5 AASB : First-time adoption | No change to 1 January 2006 1 July 26006
of AIFRS, AASB 139 accounting policy
Financial instrumenis: required. Therefore no
Recognition and Measurement | impact
2005-10 AASB 132: Financial No change to 1 January 2007 1 July 2607
Instruments: Disclosure and accounting policy
Presentation , AASB 101: required. Therefore no
Presentation of Financial impact
Statements , AASB 114
Segment Reporting , AASE
117: Leases , AASH 133:
Earnings per Share , AASB
139; Financial Instruments:
Recognition and Measurement
, AASB 1: Firsi-time adoption
of AIFRS
New AASB 7 Financial No change to 1 January 2007 1 July 2607
Standard Instruments: Disclosures accounting policy
required. Therefore no
tmpact
2606-1 AASB 121 The Effects of No change to t January 2606

New or revised Standard/
UG
Affected Standard {5)

UIG 4 Determining whether
an Arrangement contains a
Lease

No change to
accounting policy
required. Therefore no
tmpact

t January 2606

1 January 2006

UIG 5 Rights to Interests in
Decommissioning,
Restoration and
Environmental Funds

No change to
accounting policy
required. Therefore no
mipact

t January 2606

1 January 2006

UIG 8 Scope of AASB 2

No change to
accounting policy
required. Therefore no
tmpact

1 May 2006

1 May 2066

* Application date is for the annual reporting pertods beginning on or after the date shown in the above table.
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ACN 008 894 817

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINULD)

The following amendments are not applicable to the Group and therefore have no impact.

AASB Amendment Affected Standard(s)
2005-2 AASB 1023: General Insurance Contracts
2605-4 AASB 139: Financial Instruments: Recognition and Measurement , AASB 132:

Financial Instruments: Disclosure and Presentation , AASB 11 First-time adopiion of
AIFRS | AASB 1023: General Insurance Contracts and AASB 1028: Life Insurance

Contracts
2605-6 AASE 3: Business Combinations
2605-5 AASB 4: Insurance Contracts , AASB 1023 General Insurance Contracts , AASE

139: Financial Instruments: Recognition and Measurement , AASB 132: Financial
Ingtruments: Disclosure and Presentation

2005-12 AASB 1038 Life Insurance Coniracts and AASB 1023 General [nsurance Contracts
2005-13 AAS 25: Financial Reporting by Superannuation Plans

Principles of Consolidafion

The consolidated financial statements comprise the financial statemenits of Bass Sirait Oi] Company Litd. and s
subsidiaries as at 30 June each year {ihe Group).

The financial statements of subsidiaries are prepared, for the same reporting period as the parent company,
using consistent accounting policies.

in preparing the consolidated financial statements, all intercompany balances and transactions, including
income, expenses and profits and losses resulting from intra-group fransactions have been eliminated n full.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group and cease to be
consolidated from the date on which control is transferred out of the Group.

Significant Accounting Estimates and Assumptions

Share-based payment transactions

The Group measures the cost of equity-seitled transactions with employees by reference to the fair value of the
equity mstruments at the date at which they are granied. The fair value is determined by an external valuer,
using a binomial model, using the assumptions detailed in the notes.

The Group measures the cost of cash-settled share-based payments at fair value at the grant date using the
Black-Scholes formula taking into account the terms and conditions upon which the instruments were granted,
as discussed in the notes.

Revenune Recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the entity and the
revenue can be rehiably measured. The following specific recognition criteria must also be met before revenue
is recognised:

Rendering of services

Where either the contract oulcome or control of the right to be compensated for the services and the stage of
completion can be relisbly measured, revenue is recognised by reference to the stage of completion of the
contract. The stage of completion is measured by reference to the labour hours incurred to date as a percentage
of total estimated labour hours for cach contract.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINULD)

Where the contract outcome cannot be reliably measured, revenue is recognised only fo the extent that costs
have been incurred.

Rovalty income

Royalty revenue is recognised as 1t is received on a guarterly basis in accordance with the royalty distributions.
it 1s caleulated by reference to the gross value of hydrocarbons produced.

Interest income

The Group has elected to apply the option avatlable under AASB 1 of adopting AASB 132 and AASB 139 from
1 July 2003, Outlined below are the relevant accounting policies for interest income applicable for the years
ending 36 June 2006 and 30 June 2005

Accounting policies applicable for the year ending 36 June 2086

Revenue is recognised as imterest accrues using the effective interest method. This is a method of calculating
the amortised cost of a financial asset and allocating the interest income over the relevant period using the
effeciive imferest rate, which is the rate that exactly discounts estimated future cash receipts through the
expected hife of the financial asset to the net carrying amount of the financial asset.

Accounting policies applicable for the year ending 38 June 2085
Revenue is recognised when the Group's right to recelve payment is established.

Cash and Cash Equivalents

Casl and short-term deposits in the balance sheet comprise cash at bank and in hand and short-term deposits
with an original maturity of three months or less.

For the purposes of the Cash Flow Statement, cash and cash eguivalents consist of cash and cash equivalents as
defined above, net of outstanding bank overdrafis.

Trade and Other Receivables

The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASB 139 from
1 July 2005, Outlined below are the relevant accouniing policies for trade and other receivables applicable for
the years ending 30 June 2006 and 30 June 2005,

Accounting policies applicable for the vear ending 38 June 2086
Trade receivables, which generally have 306-96 day terms, are recognised and carried at the original inveice
armount less an allowance for any uncollectible amounts.

An allowance for doubtfid debts is made when there is objective evidence that the Group will not be able to
coliect the debts. Bad debts are written off when identifted.

Accounting policies applicable for the yvear ending 36 June 2065

Trade receivables were recognised and carried at the original invoice amount less a provision for any
uncollectible debts. An estimate for doubtful debts was made when collection of the {ul! amount was no lenger
probable. Bad debts were writien off as incurred.

Impairment of Financial Assets
The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASB 139 from

1 July 2003, OQutined below are the relevant accounting policies applicable for the years ending 36 June 2006
and 30 June 2003,
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINULD)

Accounting policies applicable for the year ending 38 June 2086
The Group assesses at each balance sheet date whether a financial asset or group of {inancial assets is impaired.

i) Financial assets carried af amortised cost

if there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has been
mmcurred, the amount of the loss is measured as the difference between the assel’s carrying amount and the
present value of estimated future cash flows (excluding future credit losses that have not been incurred)
discounted at the financial asset’s original effective inferest rate (Le. the effective interest rate compuied at
initial recognition). The carrying amount of the asset is reduced either directly or through use of an allowance
account. The amount of the loss is recognised in profit or loss.

The Group first assesses whether objective evidence of impairment exists individually for financial assets that
are significant, and individually or collectively for financial assels that are not significant. If it is determined
that no objeetive evidence of impairment exists for an individually assessed financial asset, whether significant
or aot, the asset is included n a group of financial assets with similar credit risk characteristics and that group
of financiel asseis is collectively assessed for impairment. Assets that are individually assessed for impairment
and for which an impairment loss is or coniinues to be recognised are not included in a collective assessment of
impairment.

if, in a subseguent period, the amount of the impairment loss decreases and the decrease can be related
cbjectively to an event occurring afler the mmpairment was recognised, the previously recognised impairment
loss is reversed. Any subsequent reversal of an impairment {oss is recognised in profit or loss, to the extent that
the earrying value of the asset does not exceed its amortised cost at the reversal date.

Accounting policies applicable for the year ending 3¢ June 2065
For current financial assets, refer to the note containing details of that policy and the impairment accounting
policy. For non-current financial assets, refer to the impairment accounting policy.

Foreign Currency Translation

Both the fumctional and presentation currency of Bass Sirait Oil Company L1td. and its Australian subsidiary is
Australian dollars ($). Bach entity in the Group determines its own funcfional currency and items included in
the financial statements of each entity are measured using that functional currency.

Transactions in foreign currencies are initially recorded in the functional currency by applying the exchange
rates ruling at the date of the fransaction. Monetary assets and lizbilities denominated in foreign currencies are
retransiated at the rate of exehange ruling at the balance sheet date.

All exchange differences i the consclidated financial report are taken to profit or loss with the exception of
differences on foreign currency suppliers that provide materials and services for exploration activiiies. These
are eapitalised to exploration expenditure.

Borrowing costs

Borrowing costs are recognised as an expense when incurred.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Inferest in a Jointly Controlled Operation

The Group has an interest in joint ventures that are jointly controlled operations. A jomt venture is a
contractual arrangement whereby two or more parties undertake an economic activity that is subject to joint
control. A joinily controlled operation involves use of assets and other resources of the venturers rather than
the establishment of a separate entity. The Group recognises its interest in the jointly controlled operation by
recognising the assets that it conirols and the Habiliies that it incurs. The Group also recognises the expenses
that it incurs and its share of the income that it earns from the sale of goods or services by the jointly controlled
operatiof.

income Tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to the taxastion authorities. The tax rates and tax laws used to compute the amount are
those that are enacted or substantively enacted by the balance sheet date.

Deferred income tax is provided on all temporary differences at the balance sheet date between the tax bases of
assets and liabilities and their carrying amounis for financial reporting purposes. Deferred income tax liabilities
are recognised for all taxable temporary differences except:
+ when the deferred income tax liability arises from the initial recognition of goodwill or of an assel or
lisbility in a transaction that is not a business combination and that, at the time of the ransaction, affects
neither the accounting profit nor taxable profi or loss; or
+ when the taxable temporary difference is assoclated with investments in subsidiaries, associates or
interests in joint ventures, and the timing of the reversal of the temporary difference can be controlled and
it is probable that the temporary difference will not reverse in the foresecable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of unused tax
assets and unused tax logses, to the extent that it is probable that taxable profit will be available sgainst which
the deductible temporary differences and the carry-forward of unused tax credits and unused tax losses can be
utilised, except:
+ when the deferred income tax asset relating to the deductible temporary difference arises from the mitial
recognition of an asset or liability in a transaction that 1s not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss; or
+ when the deductible temporary difference is associated with mvestments in subsidiaries, associates or
interests In joint veniures, in which case a deferred tax assel is only recogmised to the extent that it is
probable that ihe temporary difference will reverse in the foreseeable future and taxable profit will be
available against which the temporary difference can be utilised.

The carrying amount of deferred income tax assets 18 reviewed at each balance sheet date and reduced to the
extent that it s no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred income tax asset to be utilised.

Unrecognised deferred income tax assets are reassessed at each balance sheet date and are recognised to the
extent that it has become probable that fuiure taxable profit will allow the deferred tax asset to be recovered.
Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply in the year
when the asset is realised or the lability is setiled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the balance sheet date.

income taxes relating to items recognised directly in equily are recognised in equily and not in either profit or
loss.
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Deferred tax assets and deferred tax liabiliies are offset only if a legally enforceable right exisis to set off
current tax assets agamst current tax labilities and the deferred tax assets and liabilities relate to the same
taxable entity and the same taxation authority.

Other Taxes
Revenues, expenses and assets are recognised net of the amouni of GST except:

+ when the GST incwred on a purchase of goods and services is not recoverable from the taxation
authority, in which case the GST is recognised as part of the cost of acquisition of the asset or as part of
the expense ttem as applicable; and

+ receivables and payables, which are stated with the amount of GST meluded.

The net amount of GST recoverable from, or payable to, the taxation authority is ineluded as part of receivables
of payables in the balance sheet.

Cash flows are included in the Cash Flow Statement on a gross basis and the GST component of cash flows
arising from mvesting and {inancing activities, which is recoverable from, or payable to, the taxation authority,
are classified as operating cash flows,

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable to, the
taxation authorily.

Plaaf and Equipment

Plant and equipment 15 stated at cost less accumulated depreciation and any accumulated impairment losses.
Such cost includes the cost of replacing parts that are eligible for capitalisation when the cost of replacing the
parls i incurred.  Similarly, when each major inspection is performed, its cost is recognised in the carrying
amount of the plant and equipment as a replacement only i it is eligible for capitalisation.

Depreciation is calculated on a straight-line basis over the estimated useful life of the assels as follows:

Plant and equipment - over 3 to 10 years
Leaschold improvements — up to 3 years

The assets' restdual values, useful lives and amortisation methods are reviewed and adjusted, if appropriate, at
each financial year end.

Impairment

The carrying values of plani and equipment are reviewed for Impairment at each reporting date, with the
recoverable amount being estimated, when events or changes in circumstances indieate that the carrying value
may be impaired.

The recoverable amount of plant and equipment 1s the higher of fair value less costs to sell and value In use. In
assessing value i use, the estimated future cash flows are discoumted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
assel.

For an asset that does not generate largely independent cash inflows, recoverable amount is determined for the

cash-generating unit o which the asset belongs, unless the asset's value in use can be estimated 1o be close o its
fair value.
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Impatrment exists when the carrying value of an asset or cash-generating uniis exceeds its estimated recoverable
amount. The assel or cash-generating unit is then written down fo s recoverable amount.

Plant and eguipment impairment losses are recogmised, in the income statement, under the depreciation and
amortisation line item.

Derecognition and disposal
An item of property, plant and equipment is derecognised upon disposal or when no further future economic
benefits are expected from its use or disposal.

Any gain or loss arising on derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the asset} is included in profit or loss in the year the asset 1s derecognised.

Investments and Other Financial Assets

The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASB 139 from
1 July 2065, Outlined below are the relevant accounting policies for investments and other financial assets
applicable for the years ending 36 June 2006 and 30 June 2003,

Accounting policies applicable for the year ending 36 June 2066

Financial assets in the scope of AASB 139 Financial instrumenis: Recognition and Measurement are classified
as either financial assets at fair value through profit or loss, loans and receivables, held-to-maturity investments
or available-for-sale investments, as appropriate. When financial assets are recognised initially, they are
measured at fair value, plus, in the case of invesiments not at fair value through profit or loss, directly
attributable transactions costs. The Group determines the classification of ifs financial assets after initial
recognition and, when allowed and appropriaie, re-evaluates this designation at each financial year-end.

All regudar purchases and sales of financial assets are recogaised on the irade date 1.e. the date that the Group
commils to purchase the assei. Regular purchases or sales are purchases or sales of financial asseis under
contracts that require delivery of the asseis within the period esiablished generally by regulation or convention
in the marketplace.

{1} Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. Such asseis are carried at amortised cost using the effective mterest method. Gains
and losses are recognised in profit or loss when the loans and receivables are derecognised or impaired, as well
as through the amortisation process.

Accounting pelicies applicable for the year ending 36 June 2085
All other non-current investments were carried at the lower of cosi and recoverable amount.

Recoverable amount

Non-current financial assets measured using the cost basis was not earried at an amount above their recoverable
amount, and if a carrying value exceeded this recoverable amount, the financial asset would be written down to
its recoverable amount. In determining the recoverable amount, the expected net cash flows would be
discounted to their present value using a market determined risk adjusted discount.
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Intangible Assets

intangible assets acquired separately or in a business combination are initially measured at cost. The cost of an
intangible asset acguired In a business combination is its fair value as at the date of acquisition. Following
initial recognition, intangible assels are carried at cost less any accumulated amortisstion and any accumulated
impairment losses.  [nfernally generated intangible agseis, excluding capitalised exploration and evaluation
costs, are not capitalised and expenditure is charged against profits in the year in which the expenditure is
mcurred.

The useful lives of intangible asseis are assessed to be either fintte or indefinite. Intangible asseis with finiie
lives are amortised over the useful life and assessed for impairment whenever there 13 an indication that the
intangible asset may be impaired. The amortisation period and the amortisation method for an intangible assel
with a finite useful life are reviewed at least at each financial vear-end. Changes in the expected useful life or
the expected pattern of consumption of fuiure economic benefits embodied in the assel are accounted for by
changing the amortisation period or method, as appropriate, which is a change m accounting estimate. The
amortisation expense on intangible assets with finite lives is recognised in profit or loss in the expense category
consistent with the function of the mtangible asset.

Exploration and Evaluation Expenditure

Exploration and evaluation expenditure is carried forward separately for each area of interest provided that:
s (he right to explore is eurrent and s expecied to be renewed 1f the expiry date is near;
+  substantive expenditure on exploration and evaluation is either budgeted or planned;
+  exploration and evaluation work has pot determined that the resource is not sufficient to be
conumercially viable;
+ sufficient data exists to determine that the carrying amount is likely to be recovered in full from
successlul development or by sale.

Exploration expendiiure which no longer satisfies the above conditions is written off. In addition, a provision is
raised ageinst exploration expenditure where the directors are of the opinion that the carried forward net cost
may not be recoverable. The increase in the provision is charged against the resulls for the period.

Cosis on productive areas are amortised, over the life of the area of interest to which such costs relate, using the
production ocutput basis method.

The righis of tenure over exploration areas are current.

Restoration, Rehabilitation and Environment Expendifure

Restoration, rehabilitation and environmental costs necessitated by exploration and evaluation activities are
provided for as part of the cost of those activities. Costs are estimated on the basis of current discounted costs,
current legal requirements and current technology.

Estimates of future costs are reassessed at least annually. Changes in estimates relating to areas of interest in
the exploration and evaluation phase are dealt with retrospectively, with any amounts that would have been
written off or provided against under the accounting policy for exploration and evaluation immediately written
off. Changes in estimates of costs relating to producing areas are dealt with prospectively over the remaining
production life.

Trade and Other Pavables
The Group has elected to apply the option avatlable under AASB 1 of adopting AASB 132 and AASB 139 from

1 July 2005, Quilined below are the relevani accounting policies for trade and other payables applicable for the
years ending 30 June 2006 and 39 June 2005,
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Accounting policies applicable for the vear ending 36 June 2086

Trade payables and other payables are carried at amortised cosis and represent Habilities for goods and services
provided to the Group prior to the end of the financial year that are unpaid and arise when the Group becomes
cbliged to make future payments in respect of the purchase of these goods and services.

Accounting policies applicable for the year ending 38 June 2085
Trade payables and other payables are carried at costs whieh is the fair value of the consideration to be paid in
the future for goods and services received, whether or not billed to the consolidated entity.

Leases
Operating lease payments are recognised as an expense in the ncome statement on a siraight-line basis over the
lease term.

Employee Benefits

Salaries, annual leave and sick feave

Liabilities for salaries, including aon-monetary benefits, annual leave and accumulating sick leave benelits
expected to be seitled within 12 months of the reporting date are recognised in other payables in respect of
employees’ services up to the reporting date. They are measured at the amounts expected to be paid when the
ltabilities are settled. Liabilities for non-accumulating sick leave are recognised when the leave is taken and are
measured at the rates paid or payable.

Long service leave

The liability for long service leave is recognised i the provision for long service leave and measured as the
present value of expected future payments to be made in respect of services provided by employees up to the
reporting date using the projecied unit credit method. Consideration is given to expected future wage and salary
levels, experience of employee departures, and periods of service. Expected future payments are discounted
using market yields at the reporting date on national government bonds with terms to maturity and currencies
that match, as closely as possible, the estimated future cash flows.

Share-based Payment Transactions

Equity based compensation in the form of opiions, valued at grant date, are disclosed as divector and executive
remuneration and recognised against profits.

Eguiry setiled fransactions:
The Group provides benefits to employees {including senior executives} in the form of share-based payments,
whereby employees render services in exchange for rights over shares (egquity-setiled transactions).

There is currently an Employee Share Option Plan {ESOP) in place that provides benefits to directors and senior
executives.

The cost of equity-seitled transactions with employees i1s measured by reference to the fair value of the eguity
imsiruments at the date at which they are granted. The fair value is determined by an external valuer using a
binomial model, further details of which are given in note 19

in valuing equity-settied transactions, no account is taken of any performance conditions, other than conditions
Iinked to the price of the shares of Bass Strait O Company Lid. {market conditions), if applicable.

The cost of equity-settied transactions is recognised, together wilth a corresponding inerease in equity, over the

period in which the performance and/or service conditions are fulfilled, ending on the date on which the
relevant employees become fully entitied to the award (the vesting period).
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The cumulative expense recogaised for eguity-setiled transactions at each reporting date until vesting date
reflects (13 the extent to which the vesting period has expired and (i) the Group’s best estimate of the number of
equity instruments that will ultimately vest. No adjustment is made for the likelihood of market performance
conditions being met as the effect of these conditions is ncluded in the determination of fair value at grant date.
The Income statement charge or credit for a period represents the movement In cumuiative expense recognised
as at the beginning and end of that period.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is only
conditicnal upon a market condition.

The dilutive effect, i’ any, of outstanding options is reflected as additional share dilution in the computation of
earnings per share {see note 25).

Contributed Equity

Ordinary shares are classified as equity. Incremental costs divectly ativibutable to the issue of new shares or
options are shown in equity as a deduction, net of tax, from the proceeds.

Larnings per Share

Basic earnings per share is calculated as net profit atributable to members of the parent, adjusted to exclude any
costs of servicing equity (other than dividends) and preference share dividends, divided by the weighted
average number of ordinary shares, adiusted for any bonus element.

Diluted earnings per share are calculated as net profit atiributable to members of the parent, adjusted for costs of
servicing equity (other than dividends); divided by the weighted average number of ordinary shares plus
diluiive potential ordinary shares and adjusted for any bonus element.

Consolidated Parent
NOTE 2086 20085 2006 2005
$ k] k] b3
NOTE 3 REVENUE AND EXPENSES
Revenue and expenses from continuing operations:
(a) Other Income
Net gains on disposal of plant and equipment 350 - 350 -
Net foreign exchange differences - 17,062 - 17,062
350 17,062 350 17,662
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Consolidated Parent
NOTE 2086 2085 2006 2005
$ 5 5 3
NOTE 3 REVENUE AND EXPENSES (CONTINUED)
(b} Other Expenses
Audit fees 47 650 53,020 47,000 53,020
Consultants fees related parties 10,500 65,729 10,500 65,729
Consultants fees other 214,503 177,167 214503 177,167
Directors’ remuneration 184,392 125,350 184,392 125,350
Legal expenses 18,000 . 18,000 .
Premises costs 108,671 34,817 108,071 54,817
Other expenses 92,031 194,390 92,031 194,390
Sharcholder costs 83,177 73,223 23 73,223
Travel 2,131 30,927 2,131 30,927
759,805 714,623 759,805 774,623
(¢) Finance Costs
Interest paid - 3,705 - 3,705
(d} Depreciation, Amortisation, Foreign Exchange
differences included in the Income Statement
Bepreciation 28,285 39,621 28,285 39621
Exchange foss 320 232 3201 232
31,496 39.853 31,496 39,853
(e} Employee Benefits Expense
Wages and salaries 293,348 251,969 293 348 251,969
Superannuation 36,565 43,457 36,565 43457
Workers compensation 9,091 12,637 9091 12,637
Provision for long service leave 11,873 - 11873 -
Share-based payments expense 86,740 55,470 86,740 55,470

437,617 363,533

437617 363,533
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Consolidated
NOTE 2086 2005
$ k]
NOTE 3 REVENUE AND EXPENSES (CONTINUED)
() Exploration Expenditure
Exploration expenditure written off 3,363,555 1,792,853
Exploration expenditure recovered {150,694
Other exploration expenditure FL3H4

Parent
2006 2005
$ b3

3.363.555 10.792.853
{150,694) -
11314 -

3,224,175 10,792,853

3224175 10,792,853

NOTE 4 INCOME TAX

The major componenis of Inconie tax expense are:
income Statement

Clurrent income tax
Beferred income tax expense/(benefit) - {444,473}

. (444473

Income tax expense reported in the Income Statement - {444.473)

. (444473

Statement of changes in equity

Income tax expense reported in Equity - - - -
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Consolidated Parent
NOTE 2066 2065 2006 2005
$ k] k] b3
NOTE 4 INCOME TAX (CONTINUED)
A reconciliation between tax expense and the produet of
accounting profit (loss) before income tax multiplied by
the Group's applicable income tax rate is as follows:
Accounting profit before tax from continuing
operations (2.582,105) (10,456,129} (2,582,105} {10.456,129)
Accounting loss before income tax (2,582,105) (10.456,129)  (2,582.105) (10.456,129)
At the Group's statutory Income tax rate of 30%
{2005: 30%) (774,632 (3,136,839 {774,632 {3.136,83%
Non-deductible expenses 2,605 “ 2,605 -
Share based payment expense 26,022 P6,641 26022 16,641
Other (13,139 - (13,139) -
Adiustments in respect to prior periods 71,5697 - 71,997 -
Tax losses not brought to account 687,147 2675725 GRT. 14T 2,675,725
Income tax expense/{benefit) reported in the
consolidated income statement - (444,473 - (444473
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Deferred Income Tax

Deferred mcome tax at 30 June relates to the following:

CONSOLIDATED

Deferred tux Habilities

Accelerated depreciation for tax purposes
Exploration expenditure recoverable

Other
Ciross deferred tncome tax Habiities

Deferred tux assets

Accruals

Provistons

Share issue costs

Other

Tax losses recognised to offset net deferred tax
liability

Deferred tax assets not accounted

(ross deferred mcome fax assets
Beferred tax income / (expense)
PARENT

Deferred tax fiabilities

Accelerated depreciation for tax purposes
Exploration expenditure recoverable
Intangible asset

Other

Giross deferred income tax Habilities

Deferred tux assets

Accruals

Pravisions

Share issue costs

Other

Tax losses recognised to offset net deferred tax
liability

Deferred tax assets not accounted

(ross deferred mcome fax assets

Beferred tax meome / (expense}

Balance Sheet

Income Statement

2006 2005 2006 2005
$ $ $ $
(1591271)  (1.815,904) 224,633 (559,707)
(142,777) (142,977 . .
- (1,965) 1,965 .
(1,734.048)  (1,960.646)
8,048 11,923 2975 36,235
7,061 8,271 1210 (4.276)
220,325 267,193 46,668 152,671
3,540 1,458 (2.082) .
1493974 1.671.801 177.827  819.550
. . (453,196) .
1,734,048 1,960,646
- 444473
(1591271)  (1.815,904) 224,633 (559,707)
(142777 (142.977) . .
- (1,965) 1,965 .
(1.734.048)  (1,960.646)
8,048 11,923 2975 36,235
7,061 8,271 1210 (4.276)
220,325 267,193 46,668 152,671
3,540 1,458 (2.082) .
1493974 1.671.801 177.827  819.550
. . (453,196) .
734,048 1.960.646
0 444473
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Tax losses

The Group has unrecognised tax losses arising in Australia of $16,171,326 (2005: $14,350,884} that are available
indefinitely for offset against future taxable profits of the companies in which the losses arose. The unused tax
tosses will not be recognised as deferred income tax assets until it i probable that taxable profits will be available to
utilige those losses.

Tax consolidation

At the date of this report, the company has not decided whether it will be consolidating for tax purposes in the
current income year. Based upon a high level review of the tax consolidation regime for Bass Strait Qil
Company Ltd, 1t is expected that there will not be a significant impact upon the company’s tax posiiion as a
result of entering info tax consolidation.

Consolidated Parent
NOTE 2086 2005 2086 2085
b 8 $ $

NOTE S CASH AND CASH EQUIVALENTS
Cash at bank and in hand 303,353 1,779,651 303,352 1,779,050
Short-term deposits 2,276,518 1,023,964 2276518 1,023,064

2,669,871 2,803,615 2609870 2,803,014

Cash at benk carns interest at floating rates based on daily bank deposit rates.

Short-term deposils are made for varying periods of between one day and three months, depending on the
tmmediate cash reguirements of the Group, and earn interest at the respective short-term deposit rates.

The fair value of cash and cash equivalents is $2,669,871 (2005: $2,803,013).

The group has no undrawn borrowing facilities (2005 Nil}.
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Reconciliation to Cash Flow Statement
Reconciliation to Cash Flow Statement

For the purposes of the Cash Flow Statement, cash and cash

Cush at bank and in hand
Short-term deposits

Reconciliation of net loss after tax to
net cash flows from operations
Net loss

Adjustments for:

Depreciation

Net (profityloss on disposal of property, plant and
equipment

Share options expensed

Changes In assets and liabilities
{Increase)/decrease in frade and other receivables
{Increase)/decrease in deferred exploraton costs
{Increaseydecrease in prepayments
{Decrease)/increase in deferred tax linbilities
{Decrease)increase in trade and other payables
{Decreasel/increase in provisions

Net cash from operating activities

Consolidated Parent

2006 2005 2006 2005
393353 1,779,051 393,352 1,779,050
2,276,518 1,023,964 2276518 1,023,964
2,669 871 2,803,015 2,669 870 2.803,014
(2,582,105) (10,011,656} (2,582,105) (10,011.656)

38,945 44,212 38,945 44,212
(350) - (350) -
86,740 55,470 86,740 55,470

1,485,029 (1,778,781) 1485029 (1,778,781)
748,775 (1,822.406) 748,775 (1,822,406
1,660 (1.660) 1,660 (1,660)

- (444473 - (444473)

(1752310) 1,556,383 (1752311} 1556383
(4,032) 14,253 (4.032) 14,253

(1077.648) (12,388,658) (1,077.648) (12,388.658)
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Consolidated Parent

NOTE 2086 2085 2006 2005

$ % % b3

NOTE 6 TRADE AND OTHER RECEIVABLES

Trade receivables {a) 113,154 1,019,403 113,154 1,019,493
Trade receivables - director related parties 21, {a} - 685,623 - 685,623
Other receivables (&) 114,567 - 114,567 -
Goods and services tax and withholding tax  {a) 5,359 21,321 5,350 21,321
233,080 1,726,437 233,080 1,726,437

{a) Terms and comditions

(1) Trade receivables are non-interest bearing and generally on 30 day terms.

(ii} Other receivables are non-interest bearing and have repayment terms between 30 and 96 days.
For terms and conditions relating to related party receivables refer to note 22 and note 24,
Details regarding the effective interest rate and eredit risk of current receivables is disclosed in note 23.

NOTE 7 OTHER CURRENT ASSETS

Prepayments - 1,664 - 1,660
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NOTE

NOTE 8 PLANT AND EQUIPMENT
Computer hardware and software

Opemnyg balance, net of accumulated amortisation
and impaiment

Additions

Reclassified to office equipment

Amortisation charge for the year - ordinary activitics
Amortisation charge for the year - deferred
exploration costs

Closing balance, net of accumuiated depreciation and
impairment

Cost
Accumulated depreciation and impairment

Net carrying amount

Office equipment

Openmyg balance, net of accumulated amortisation
and impairment

Additions

Reclagsify from computer software

Depreciation charge for the year - ordinary activities
Depreciation charge for the year - deferred
gxploration costs

Closmyg balance, net of accumulated depreciation and
impairment

Cost
Accumulated depreciation and impairment

Net carrymng amount

43

Consolidated Parent

2006 2005 2006 2005

$ $ $ $
27,812 85,743 27,812 85,743

- 5,480 - 5,480
(9,215) - (9.215) -
(12,357) (38,117) (12,357) (38,117}
(6,240) (25,294) (6,240) (25,294)
] 27,812 - 27,812
169,441 196,886 169,441 196,886
(169.441)  (169,074)  (169441)  (169,074)
) 27,812 - 27,812
32,006 - 32,006 -
9,215 - 9215 -
(6,801 - (6,801 -
(3.434) - (3,434) -
30,986 - 30,986 -
59,452 - 59452 -
(28,466} - (28,466) -
30,086 - 30,086 -
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NOTE 8 PLANT AND EQUIPMENT (CONTINUED)

NOTE

Leasehold improvements

Opening balance, net of accumulated amortisation
and impairment

Additions

Depreciation charge for the year - ordinary activitics
Depreciation charge for the year - deferred
exploration costs

Closing balance, net of accumulated depreciation and
fmpairment

Cost
Accumulsted depreciation and impairment

Net carrying amount

Total

Opening balance, net of accumulated amortisation
and impairment

Additions

Depreciation charge for the year - ordinary activities
Depreciation charge for the year - deferred
exploration costs

Closing balance, net of accumulated depreciation and
tmpairment

Cost
Accumulated depreciation and impairment

Net carrying amount
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Consolidated Parent

2406 2085 2006 2005
$ b $ b3

18,593 - 18,503 -
3,291 19,838 3,201 19,838
{6,036 {1,243} (6,036) {1,245}
{3,141y - (3,141 -
12,767 18,563 12,767 18,593
23,130 19,838 23,130 19,838
{14,423 (1,243) (10,423 (1,243}
12,747 15,593 12,767 18,593
53,721 83,743 33,721 85,743
41,808 32,893 41,808 32,863
(25,809} (39,621 {25,800 (39,621}
(13,134} {25,294) (13,134} {25,294)
36,386 53,721 36,586 53,721
266,108 224,299 266,100 224,299
(209,523) {(170,578) {209,523 {(170,378)
56,586 53,721 36,586 53,721
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

NOTE 9 INFANGIBLE ASSET

Consolidated Parent
NOTE 2006 2005 2006 2005
$ by 3 5

Yolla royalty
Cost (gross carrying amount) 475923 475923 475923 475,923
Accomulated amortisation and impairment - - - -
475923 475,923 475,923 475,923

The balance at 1 July 2004 was $475,923, represented by cost of $475,923 and accumulated amortisation of nil.

The Yolla Royalty is a 0.0648% overriding royalty from ihe total net production of the Preduction Licence
T/L1, being the area of the Yolla Field, and the adjacent T/RL1 in the Bass Basin. The royalty was purchased
in 2003 and has a finite hfe depending upon economic gas and oil condensate reserves in the field. The
amortisation of the royalty will be based on units of produciion method. The current owners of the field have
announced that commercial production will commence in the financial year ending 30 June 2007,

Consolidated Parent
NOTE 2006 2005 2006 2005
$ $ b3 5

NOTE 10 EXPLORATION AND EVALUATION COSTS CARRIED FORWARD

Petroleum tenements in the exploration phase

Cost (gross carrying amount) 19,300,048 16,845,862 19,369,948 16,845,862
Accumulsted amortisation and impairment (14,003,714} (10,792,853)  {14,005,714) {10,792,853)
Net carrying amount 5,304,233 6,033,000 5,304,233 6,053,609
Balance at beginning of year 6,053,009 4,187,322 6,053,009 4,187,322
Cost for the year 3,378,860 12,638,540 3378800 12,638,540
Supplier refunds and cost recoupment {914,715) 4] (914,715} 8
Write off of expenditure (3212861} (10,792,853} (3.212.861) {10,792.853)

Balance af end of year 5,304,233

6,053,009 5,304,233 6,053,009

Uliimate recovery of exploration and evaluation costs is dependent upon the company maintaining appropriate
funding through success in exploration, by capital raising or sale or furmout of its petroleum exploration
tenement {iterests to support continued exploration activities. The tenements were reviewed for impatrment at

period end and costs relating to abandoned wells were written off,

NOTE 11 INVESTMENTS IN CONTROLLED ENTITIES

Consolidated Parent

NOTE 2086 2005 2006 2005

$ k] k] b3

investment in controtled entity - - 1 1
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NOTE 12 INTEREST {N JOINT VENTURE OPERATIONS

The Company has an interest in the assets, liabilities and output of joint venture operations for the exploration
and development of pefroleum in Australia. The Company has taken up ity share of joint veniure transactions

based on the Company’s coniributions lo the joint ventures. Expeadiiure commilments in respect of the joint
ventures are disclosed in Note 22, Details of the Company’s inferests in the joint ventures are:

Interest Interest Interest Interest

36/6/2605 Acquired Disposed 30/6/2006

Vie/P41 45% “ “ 45%
Vie/P42 50% - - 50%
Vie/P47 40% - “ 40%

During the year, the participants in the Vie P42 Joint Venture agreed with Apache Northwest Piy Ltd to farm-
out 60% (BAS share 30%) of their mterest provided both a 3D seismic survey is recorded and processed over
300 square kilometres and an exploration well is drilled within the area of interest by 2008,

Assets and liabilities and results of the joint veniure operations
are meluded in the financial statements as follows:

Consolidated

2006 2005
Current Assets 3§ $
Cash assels 81,922 1,584,386
Receivables 364 1,312,261
Total Current Assets R2,286 2,806 647
Exploration and evaluation costs 5,304,233 6,033,000
Totat Non-Current Assets 5,304,233 6,853,009
Total Assets 5,386,519 8,949,656
Current Liabilities
Payables 18,192 1,635,724
Total Current Liabilities 18,192 1,635,724
Total Liabilities 18,192 1,635,724
Net Assets 5,368,327 7.313,032
Revenue
Revenue - interest received 44 966 44,960
Operating result before income tax 44,960 44,960

Expenditure commitments in respect of joint ventures are discloged in Note 22.
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Consolidated Parent
NOTE 2006 2084 2006 2605
b3 b b3 %
NOTE 13 TRADE AND OTHER PAYABLES (CURRENT)
Trade payables (a} 34,166 1,535,247 34,164 1,535,247
Other payables (a} 111,338 9R,876 111,338 98,876
Goods and services lax payable (a} 426 16,798 426 16,798
145,924 1,650,921 145,924 1,650,921
Related party payables
Other related partics 21, (b} - 255,641 - 255,641
145,924 1,906,562 145,924 1,566,562

{a) Terms and conditions to the above {inancial instruments
{1} Trade payables are nop-interest bearing and are normally settled on 30-day terms.
{#) Other payables are non-interest bearing and have an average term of 6 months,

{b) For terms and condttions relating to related party payables refer to note 21,

[nformation regarding the effective interest rate and credit risk of current payables i set in note 23,
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NOTE 14 PROVISIONS

CONSOLIDATED
At T July 20605
Arising during the year

Utilised

At 30 June 2006

Current 2006
Non-current 2006

Current 2005
Non-current 2005

PARENT

At T July 20605

Arising during the year
Utilised

At 30 June 2006

Current 2006
Non-current 2006

Current 2005
Non-current 2005
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PROVISION FOR

PROVISION FOR LONG SERVICE

ANMNIUIAL LEAVE LEAVE TOTAL
27.569 ; 27,569
15,734 11,873 27,607

(31.638) - (31.,638)
11,665 11,873 23,538
11,665 . 11,665

. 11,873 11.873
11,665 11,873 23,538
27.569 . 27,569

. - 0
27.569 - 27,569
27.569 ; 27,569
15,734 11,873 27,607

(31.638) . (31.,638)
11,665 11,873 23,538
11,665 . 11,665

. 11,873 11.873
11,665 11,873 23,538
27.569 . 27,569
. - 0
27.569 . 27,569
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NOTE 15 CONTRIBUTED EQUITY
Essued and paid up capital
Ordinary shares fully paid

2086
Shares

129,242,468

2085
Shares

119,242 468

2006

19,872,732

Consolidated

2085
5

17,986,770

Movements in ordinary shares on issue

Ordinary shares on issue at beginning of perioc
Ordinary shares issued during the period:

- Share placement on 4 October 2005

- Exeluded offer on 20 August 2004

- Prospectus equity raising

Exercise of 30 June 2007 options
Exercise of 30 September 2008 options
Costs of issue

119,242,468

10,004,000

36,884,524

10,006,000
72,006,000
157,944
206,000

17,986,770

2,000,060

(114,038)

2,904,602

1,600,000
14,400,000
47,383
50,000
(1,015,215)

129242, 468

119,242,468

19,872,732

17,986,770

(i} Terms and Conditions of Contributed Equity

Ordinary shares entitle the holder to receive dividends as declared and, in the event of winding up the company,
to participate in the proceeds from the sale of all surplus assets in proportion to the number of and amounts paid
up on shares held. Ordinary shares entitle their holder to one vote, either in person or by proxy, at a meeting of
the company.

{ii} Options

The Company has granted options over unissued shares in the Company, each option conferring the right to
subscribe for one fully paid ordinary share. The options do not confer the right o dividends or 10 vote at
meeiings of members. Shares allofted on exercise of the options will rank pari passu in all respects with other
fully paid ordinary shares. Each option will entitle the holder to participate in new issues in which shares or
other securities are offered to members on the prior exercise of the option.

¢iiiy 30 June 2007 Options

A total of 4,692,056 options exercisable on or before 30 June 2007 at an exercise price of 30 cents per share
were on issuc at the beginning of the peried. During the year 5,000,000 options were issued on 4™ October
2005 as pert of the placement to investors. At 30 June 2006, 9,092,056 30 June 2007 options exercisable at 30
centy were outstanding.

{iv) Senior Executives and Officers Option Plan
The Senior Executive and Officers Option Plan provides for the progressive vesting of 20% of the total number
of options granted, during each year of the currency of the options.

At the beginning of the year, 2,500,000 options exercisable at a price of 25 cents on or before 30 September
2008 were granted pursuant to the Plan and at balance date 2,500,000 options were outstanding.

At the begmning of the year, 2,100,000 options exercisable on or before 30 June 2010, in tranches of 1,050,000,

at an exercise price of 25 cents, and 1,030,000, at an exercise price of 30 cents were on issue, all of which
remain cutstanding at balance date.
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NOTE 15 CONTRIBUTED EQUITY (CONTINUED)

(v} Other Remuneration Options

700,600 options, exercisable at & price of 25 cenis at any time before 30 September 20608, granted to employees
and consultants are not subject to the progressive vesting terms of the Plan, were ouistanding both at the
beginning of the year and at the date of this report.

On 28 September 2005, 300,000 options, expiring on 30 June 2007 were issued and are exercisable at a price of
30 cents i two equal tranches of 250,000 at | June 20006 and 1 April 2007, granted to the then Chief Executive
Officer were outstanding at the date of this report.

On 17 Ruly 2006, 500,000 options , expiring on 30 June , 2008 are exercisable at a price of 15 cents in two
equal tranches of 250,000 at 1 June 2067 and 1 April 2008, granted to the Managing Director were outstanding
at the date of this report.

NOTE 16 RETAINLED (LOSSES)YPROFITS

NOTE Consolidated Parent
2006 2005 2086 2005
$ $ b3 $
Balance at beginning of period (8,876,082} 1,080,104 (8,876,082) 1,080,134
Net (Toss) profit the year {2,582,105%  {9,956,186} (2,582,105) {9,956,186)
Balance at end of period (11,438, 187y (8.R76,082) {11 458,187y {R,B76,082}
NOTE 17 RESERVES
Employee equity benefits reserve
Balance at beginning of period 68,946 13,477 68,946 13,477
Share-based payments 86,740 55,469 86,740 35,469
Balance at end of period 155,686 68,946 155,686 68,946

This reserve is used to record the value of equity benefits provided to employees and directors as part of their
remuneration. Refer to note 19 for further details of these plans.

NOTE 18 AUDITOR’S REMUNERATION
The auditor of Bass Strait Oif Company Lid. is Ernst & Young.

Amounts received o due and receivable by
Ernst and Young for:

An audil or review of the financial report of the
entity and any other entity in the consolidated
group 3 47,000 33,020 47,000 33,020
Other services in relation to the entity and any

other entity n the consolidated group

- Agcounting services on transition to A-IFRS 10,000

10,606 -

57,000 53,020 57,000 53,020
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NOTE 19 SHARE BASED PAYMENTS

There are share options granted to key management personnel that have terms and conditions that are subject o
contractual arrangements. The contractual life of each option granted is up to five years. There are no cash

settlement alternatives.

The exercise price of the options is set by the directors on the date of grani. The oplions vest progressively, at
the rate of 20% of the total number of options granted, during sach year of the currency of the options.

The expense recognised in the income statement in relation o share-based payments is disclosed in note 3.

The following table illustrates the number {No.} and weighied average exercise prices {WAEP) of and
movements in share options issued during the year:

2006 2006 2085 2005
Ne. WAEP No. WAEP
Outstanding at the begiming of the year 3,304,060 0.260 2,600,000 0.250
Granted during the year 500,060 03.300 3,600,000 0.273
Forfeited during the year - - - -
Exercised during the year - - £200,000) 0.256
Expired during the year - - £106,000) 0.550
Outstanding at the end of the year 3,800,060 03.263 3,304,000 0.260
Exercisable at the end of the year 2,714,060 (2256 1,386,000 0.254

The sutstanding balance as at 30 June 2006 is represented by:

« 2, 500,080 options over ordinary shares with an exercise price of $0.30 each, exercisable upon meeting the
above condilions and expiring ai 30 June 2007

« 1,050,000 options over ordinary shares with an exercise price of $0.30 each, exercisable upon meeting the
above condilions and expiring ai 30 June 2018,

« 1,050,000 options over ordinary shares with an exercise price of $0.25 each, exercisable upon meeting the
above condilions and expiring ai 30 June 2013

« 500,000 options over ordinary shares with an exercise price of $0.30 cach and expiring at 30 June 2607,

« 700,000 options over ordinary shares with an exercise price of $0.25 each and expiring at 30 June 2007,

The weighted average share price at the date of exercise of options during the year ended 30 June 2605 was
$0.6035. No options were exercised in the year ended 30 June 2006.

The remaining contractual iife for the share opiions outstanding as at 30 June 2006 is between 1 and 4 years
(2005: 2 and 5 years).

The range of exercise prices for options outstanding at the ead of the year was $0.25-80.38 (2605: $0.25-56.30}.
The weighted average fair value of options granted during the vear was $0.029 (2005: $0.04).

The opticns are over unissued ordinary shares in the capital of Bass Strait Oil Company Ltd. There are noe non-
market performance conditions other than service eriteria. No options lapsed during the year.
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NOTE 19 SHARE BASED PAYMENTS (CONTINUED)

The fair value of the eguity-settled share options granted under the option plans is estimated as at the date of
grant using a binomial model taking into account the ferms and conditions upon which the options were granted.
The model used a volatility factor, being a measure of uncertainty about the future share price and returns
provided by the undertying shares, that was determined by using a basket of similar siocks listed on the ASX to
calculate the historical volatility of their share price movemenis snd to use this measure as the predictor for
future BAS share price volatility. Oither factors taken into account in assessing the fair value at grant of the
opiions include an assumption that the options will be exercised and the following material assumptions:

Options granted 26 November 2603

an expiry date of 30 September 2008;
a share price of 20 cents;

an exercise price of 25 cents;

the Company’s shares were unlisted at the date of grant;
a share price volatility of 95%

a risk free rate of 5.82% pa;

Options granted 20 August 2004

an expiry date of 30 September 2008;
a share price of 20 cents;

an exercise price of 25 cents;

the Company’s shares were unlisted at the date of grant;
a share price volatility of 59%;

a risk free rate of 5.34% pa;

Options granted (i) 30 June 2005

an expiry date of 30 June 20610;

a share price of 15 cents;

an exercise price of 25 cents;

a share price volatility of 65%;

a risk free rate of 5.1% pa;

Options granted (ii) 30 June 2005

an expiry date of 30 June 20610;

a share price of 15 cents;

an exercise price of 30 cents;

a share price volatility of 65%;

a risk free rate of 5.1% pa;

Options granted 19 August 2085

« an expiry date of 30 June 2007,

a share price of 16 cents;

an exercise price of 30 cents;

a share price volatility of 65%;

a risk free rate of 5.06% pa;

Shares alloited on exercise of options rank part passu in sll respects with other fully paid ordinary shares. Each
option entitles the holder o participate in new issues in which shares or other securities are offered to shareholders
of the Company on the prior exercise of the options. The options do not confer the right to dividends or to voie at
meetings of members.

Plan Options

Holders of options under the Senior Executives and Officers Option Plan are entitled to progressively exercise 20%
of the total number of options granted during each year of currency of the options. Those options not granted
pursuant fo the Plan have varying vesiing and exercise dates oceurring prior to the option expiry daie for the holder.
On retrenchment or retirement from the Company the holder Las 6 months in which to exercise the options,
otherwise the options lapse on cessation of service by the holder.
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NOTE 20 DIRECTOR AND EXECUTIVE DISCLOSURES

{a} Details of key management personnel

{i)} Directors
B Wheelalan
EG Albers

{ii} Executives
A Adams

D Hill

Chairman

Director and Managing Direetor
(Restymed as Managing Director

on 19 August 2003}

CGeneral Manager, Commercial

(Appointed Chief Executive Officer

from 19 August 2005 to 19 July 2006)

Company Secretary

HI Askin
RI Flew
AR Adams

{(appointed oo 19 July 2006)

I Reid

Director (non-executive)
Director (non-executive)
Managing Director

Cieneral Manager, Exploration
{Appomnted Technical Adviser
from 1 July 2003)

Other than the appoiniment of Mr Adams, there were no other key management changes between the reporting

date and the date the financial report was authorised for issue.

Compensation of Key Management Personnel {Consolidated)

Short-Term Post Employment Share-based Total
Pavment
Options
30 June 2006 Salary & Fees  Suaperannuation
Directors
B Wheelahan 56,667 5,100 5,754 67,521
EG Albers 27,560 13,375 4,603 45,478
HJ Askin 27,560 13,375 3,754 46,629
Rl Flew 37,560 3,375 5,754 46,629
Executives
AR Adams (a) 234,432 24,000 32,835 291,267
DB Hill 12,510 3,536 1,866 17,852
ISA Reid 271,051 - 24,613 295,064
667,160 62,761 81,119 811,040
30 June 20058
Directors
B Wheelahan 46,000 3,600 7,167 50,707
EG Albers 25,060 2,250 7,167 34417
HJ Askin 25,060 2,250 7,167 34,417
R Flew 25,060 2,250 7,167 34417
Executives
AR Adams 225,425 24,000 2,318 251,743
DB Hill 22413 5,610 2,318 30,341
ISA Reid 291,761 - 3,796 297,557
654,599 39,560 39,160 733,659

Totat
Performance
Related

8.52%
10.12%
12.34%
12.34%

11.27%
10.11%
8.32%

14.12%
20.82%
20.82%
20.82%

.92%
7.64%
1.95%

{a) Mr Adams was appointed Chief Executive Officer on 19 August 2005 following his role as (General

Manager, Commercial. On 19 July 2006 Mr Adams was appointed Managing Director.
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NOTE 20 DIRECTOR AND EXECUTIVE DISCLOSURES (CONTINUED)
Contract for Services

[t i% the Remuneration Committee’s policy that employment agreements shall be entered into with the
Directors, Chief Executive Officer, Managing Director and General Manager, Exploration and with no other
key management personnel.

The current employment contract for the Managing Director, Mr Adams, superseded his Chief Executive
Officer contract, commenced on 19 July 2006 and terminates on three months notice from Mr Adams or
without notice from the Company.

Under the terms of the present contract:

+ Mr Adams will be paid fixed compensation of $305,000 p.a. and is entitled to short-term and long-term
mcentives as detailed in note 19.

+ Mr Adems may resign from his position and thus terminate this contract by giving 3 months wriiten notice.
Upon resignation, options that have been issued to Mr Adams will be subject to their respective terms and
conditions. For detatls refer o note 19

+ The company may terminate this employment agreement at any thne but it niust provide 6 months
remuneration payment in Heu of the notice period (based on the fixed component of Mr Adams’ remuneration}
plus a payment for service of one month per year of service with & maximum aggregate of 12 months.  Upon
termination on notice by the company, any options issued will be subject to their terms and conditions.

+ The company may terminate the contract at any time without notice if serious misconduet has oceurred.
Where termination with cause oceurs, the Managing Director 15 only entitled to that portion of remuneration
that is fixed, up to the date of termination, and any payments required by statutory regulations or by-laws . On
termination with cause any any options issued will be subject to their terms and conditions.
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NOTE 20 DIRECTOR AND EXECUTIVE DISCLOSURES (CONTINUED}
Compensation options: Granfed and vested during the year

During the financtal year options were granted as equity compensation benefits under the senior executives
and officers option plan and other remuneration options plan to certein key management personnel as
disclosed above. No share options have been granted to the non-execative members of the Board of
Directors under these schemes. The options were issued free of charge. Each opiion entitles the holder to
subscribe for one fully paid ordinary share in the entity at an exercise price  The contractual life of each
option granted is up to five years. For further details relating to the options, refer to note 19 and the
Remuneration Report.

Vested Granted Terms & Condifions for each Grant

Fair Value  Exercise

per option at  price per

grant date  option First Last
CGrant ($} ($) Expiry Exercise Exercise
30 June 2006 No. No. Daie {note 19)  {(note 19} Date Date Date
Directors
B Wheelahan 104,000 < 26-Nov-2083 0.058 0.25 30-Sep-2008 26-Nov-2005 30-Sep-2008
EG Albers 106,060 - 26-Nov-2063 {.058 0.25 30-Sep-2008 26-Nov-2005  30-Sep-2008
H1 Askin 106,060 - 26-Nov-2063 {.058 0.25 30-Sep-20608 26-Nov-2005  30-Sep-2008
R Flew 106,000 - 26-Nov-2063 0.058 0.25 30-Sep-2008 26-Nov-2005  30-Sep-2008
Executives
AR Adams (a) 106,000 - 30-Jun-2003 0.044 0.25 30-Jun-2010 30-Jun-2606  30-Jun-2010
106,000 «  30-Jun-2003 0.040 0.30 30-Jun-2010 30-Jun-2606  30-Jun-2010
- 250,000 19-Aug-2003 0.028 030 30-Jun-2007  1-Jun-2606  306-Jun-2007
- 250,080 19-Aug-2003 0.029 0.30 30-Jun-2607  1-Apr-2007  36-Jun-2007
DB Hill 44,000 - 20-Aug-20064 0.063 0.25 30-Sep-20608 20-Aug-2005  30-Sep-2008
[SA Reid 106,060 - 30-Jun-20035 0.044 0.25 30-Jun-2010 30-Jun-2606  30-Jun-2616
106,000 - 30-Jun-2003 0.040 030 30-Jun-2010 30-Jun-2606  30-Jun-2010
Total 840,000 500,060
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Compensation options: Granted and vested daring the year

36 June 2903
Directors

B Wheelahan
EG Albers
Hi Askin
R) Flew
Executives
AR Adams ()

DB Hill

ISA Reid

Total

Vested Granted
No. Ne.
HHB008 .
10,000 .
100,000 .
100,000 .
208,000 208,008
HH008 108,000

. 100,000

. HO0000

. 100,000

. 100,000

HOB000 100,000

. 100,000

. 100,000

. 106,000
. 106,600

40,000 208000
40,000 -
08000 500,000
e 100,600
. 106,600

. 100,000

. 100,000

. 100,000

HOB000 100,000

. 100,000

- 10,000

. 100,000

. 106000

LSR0008 2,900,000

Grant
Date

26-Nov-2003
26-Nov-2003
26-Nov-2003
26-Nov-2003

20-Aug-2004
30-Jun-2003
30-Jun-2003
36 Jun-2003
30-Jun-2003
30-Jun-2003
30-Jun-2003
30-Jun-2003
30-Jun-2003
36-Jun-2003
30-Jun-2003
20-Aug-2004
20-Ang-2004
20-Aug-2004
30-Jun-2003
30-Jun-2003
30-Jun-2003
30-Jun-2003
30-Jun-2003
30-Jun-2003
30-Jun-2003
38 Jun-2003
36-Jun-2003
30-Jun-2003
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Terms & Conditions for each Grant

Farr Value  Exercise
per option at price per
granf dafe  option
® ©

{note 19} {note I9)

{a) (.25

{a) (.25

{a) (.25

{a) (.25

{a) (.25

0.041 (.25

(1.044 025

{1.033 (.25

(1.061 025

(1.067 025

(1.038 .30

(1.040 .30

(1.047 .30

(1.054 .30
0.061 0.3

{a) (.25

{1060 (.25

{a) (.25

(1.041 025

0.044 (.25

(1.053 025

(1.061 025

(1.067 025

(1.038 .30

(1.040 .30

(1.047 .30

(1.054 .30

(1.061 0.30

First
Expiry Exercise
Date Date

30-Sep-2008 26-Nov-2004
30-Sep-2008 26-Nov-2004
30-Sep-2008 26-Nov-2004
30-Sep-2008 26-Nov-2004

30-8ep-2008  20-Ang-2004
30-Jun-2010 30-Jun-2003
30-dun-2000 30-Jun-2006
30-Jun-2010 30-Jun-2007
30-Jun-2000 30-Jun-2008
30-dun-2000 30-Jun-2009
30-dun-2000 30-Jun- 2003
30-dun-2000 30-Jun-2006
30-dun-2000 30-Jun-2007
30-Jun-2000 30-Jun-2008
30-Jun-2010 30-Jun-2009
30-8ep-2008 20-Aug-2004
30-8ep-2008  30-Jun-2005
30-8ep-2008  20-Aug-2004
30-Jun-2010 30-Jun-2005
30-Jun-2010 30-Jun-2006
30-dun-2000 30-Jun-2007
30-Jun-2000 30-Jun-2008
30-dun-2000 30-Jun-2009
30-dun-2000 30-Jun- 2003
30-dun-2000 30-Jun-2006
30-Jun-2010 30-Jun-2007
30-dun-2010 30-Jun-2008
30-dun-2010 30-Jun-2009

has elected not to value options granted after 7 November 2002 and vested prior to | January 2005,

Last
Exercise
Date

30-Sep-2008
30-Sep-2008
30-Sep-2008
30-Sep-2008

30-Sep-2008
30-Jun-2010
30-hun-2010
30-hun-2010
30-hun-2010
30-hun-2010
33-hn-2010
30-hun-2010
30-hun-2010
30-hun-2010
30-hm-2010
30-Sep-2008
30-Sep-2008
30-Sep-2008
33-hn-2010
30-Jun-2010
30-hun-2010
30-hun-2010
30-hun-2010
33-hn-2010
30-hun-2010
30-hun-2010
30-un-2010
30-hin-2010

The Group has elected to apply the transition exemption contamed in AASB | First time adopfion of A-IFRS and



BAESE STRAIT OiL COMPANY LTD

ACN 008 694 817

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

NOTE 20 DIRECTOR AND EXECUTIVE DISCLOSURES (CONTINUED)

Shares issued on Exercise of Compensation Options (Consolidated}

No shares were issued upon the exercise of compensation options during the year (2005: $25,000).

Ogpfion heldings of Key Management Personnel {Consolidated)

Vested at 30 June 2006
Opening  Receivedas  Options  Net Change  Closing Not
30 June 2006  Balance Remuneration Exercised Gther Balance Total Exercisable Exercisable
Directors
B Wheelahan 680,000 - - - 680,000 680,000 480,000 200,000
EG Albers 2,323,056 - - - 2323056 2,323,056 2,123,056 200,000
HI Askin £90,000 - - - £90,000 890,000 694,600 200,000
RJ Flew 620,000 - - - 620,000 620,000 420,000 200,000
Executives
AR Adams 1,200,000 00,000 - 25000 1725000 1,725,000 675,000 1,050,000
DB Hill 240,000 - - - 240,000 240,000 120,600 120,000
ISA Reid 1,850,000 - - - LB30.600 1,850,000 1,050,000 800,000
Totat 7,803,056 500,000 - 25000 $328056 8328056 5,388,056 2,770,000
36 June 2005
Directors
B Wheelahan 680,000 - - - 680,000 680,000 380,000 300,000
EG Albers 2,423,056 - {100,000) - 2323056 2,323,056 2,023,056 300,000
HI Askin £90,000 - - - £90,000 890,000 SG0,000 300,000
RJ Flew 620,000 - - - 620,000 620,000 320,000 300,000
Execufives
AR Adams - 200,000 - - L200,0600 1,200,000 400,000 800,000
DB Hill 43,000 200,000 - - 240,000 240,000 860,000 160,000
ISA Reid 350,000 1,500,000 - - LB30.600 1,850,000 1,050,000 800,000
5,003,056 2,900,000 {100,000) 0 7803056 T803,056 4843056 2,960,000
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

NOTE 20 DIRECTOR AND EXECUTIVE DISCLOSURES (CONTINUED}
Shareholdings of Key Management Personnel {Consolidated)

Shares held in Bass Strait O# Company Ltd

Balance Received as Options Net Change Balance
1/7/05 Remuneration Exercised Other 30/6/06
303 June 2006 Shares Shareg Shareg Shares Shares
Ordinary Shares
Birectors
B Wheelahan 2,157,350 - - 50,004 2,207,350
EG Albers 22,086,464 - - 2081819 24168283
HJ Askin 1,305,040 - - 200,606 1,505,000
R} Flew 1,476,250 - - & 1,476,250
Execufives
AR Adams 156,040 - - 150,606 300,000
DB Hill 200,570 - - 200,606 400,570
[SA Reid 1,355,060 - - {3 1,355,040
Total 28,730,634 - - 2.681.819 31412453
Balance Received as Options Net Change Balance
177704 Remuneration Exercised Other 30/6/05
303 June 2005 Shares Shareg Shareg Shares Shares
Ordinary Shares
Birectors
B Wheelahan 1,980,060 - - 177356 2,157,350
EG Albers 21,460,824 - H30, 000 525,640 22,086,464
HJ Askin 1,405,080 - - (100,600) 1,365,000
R} Flew 1,320,060 - - 156,256 1,476,250
Execufives
A Adams 175,040 - - {25,606) 150,000
D Hil 290,570 “ - {90,600) 200,570
[ Reid 1,506,060 - - (145,60() 1,355,061}
Total 28,131,394 - H30, 000 499,240 28,730,634

All equity transactions with key management personnel other than those arising from the exereise of
remuneration options have been entered inte under terms and conditions no more favourable than those the
Group would have adopted if desling at arm's length,

The disclosures relating to eguity instruments of specified directors and specilied executives include equity

mstruments of personally relaied entities, being relatives and the spouses of relatives and any entity under the
joint or several control or significant influence of the specified director or specified executive.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

NOTE 21 RELATED PARTY TRANSACTIONS

Controlled Entity

The controlled entity BAS Business Services Pty Lid is 100% owned, incorporated in Australia and its {inancial
year end 1s 30 June. The controlled entity did not trade during the period and Company met the cost of the
controlled entity’s adninistration.

Other Transactions with Directors and Director-Related Entities

During the year the Company received fees as the operator of Vie/P47 of $144,055 (2003 §75,325) and Vie/P41 of
$135,547 (2005: $20,697) in which Moby 01l & Gas Limited (“Moby”) is a co-venturer. A Director, E.G.
Albers, is both a Director and Chairman of Moby whilst the Company Secretary, D.B. Hill, acts as & Director
and Secretary of Moby. The Company derived fees from Exoil Ltd of $8,438 {2005: $22.240), in which E.G.
Albers is & Director, when it managed a 3D seismic survey on s tenement.

During the year the Company received adninistraifon and accounting fees of $15,845 (2005: $5,883} from
Moby of which a Director, E.G. Albers, is botl a Director and Chairman of Moby and the Company Secretary,
D.B. Hill, acts as a Director and Secretary of Moby, The fees were provided under normal commercial tenms
and conditions

During the year fees were paid for services provided under normal commercial terms and conditions o a
director-related entity of Director E.G. Albers for project adminisiration, management and other services in the
amount of $10,500 (2005 : $107,690) and underwriting and management fees of $ Nil (2005: $7,706) relating
to shares issued pursuant to the excluded offer.

NOTE 22 COMMITMENTS

Expenditure commitments being mininmum work
requirements under exploration permits for petroleum.

CONSOLIDATED PARENT
2806 2805 2006 2005
$ $ $ 8
Within one year 657,500 190,504 657,500 190,000
After on year but nol more than five years 2,957,560 - 2957500 “
More than five years - - - -
3,615,060 190,504 3,615,000 190,000

Expenditure commitments include, minimum work obligations for the initial 3 year period of exploration
permifs (and thereafter annually) and obligations arising from farm-in arrangements.  Minimum work
cbligations may be varied subject to negotiation and approval.

Vie/P41

The Company has been offered and has accepted renewal of the tenement after relinquishing 56% of the former
permif area. The expected work requirement for years 1 and 2 is geological and geophysical siudies ($157,500)
Year 3 requirement is engineering studies and a 2D seismic survey ($450,600).

Vie/P42
Year 5 commitment has already been met. The Company is fully funded by farmoui through a 3D seismic
survey and potentially a year 6 well.

Vie/P47
Vie/P47 years 4 and 5 commitments have been met.
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NOTE 22 COMMITMENTS (CONTINUED)

T/42p

Conunitted work program consisis of years 1 and 2 geological and geophysical studies ($600,000) and a 2D
seismic survey i year 3 ($787,5003,

1/43P

Conunitted work program consisis of years 1 and 2 geological and geophysical studies ($600,000) and a 2D
seismic survey i year 3 ($862,5003,

PEP 151
PEP 151 year 4 commitments has been met.

Operating lease commitments

The Group has entered into a commercial lease of its premises. The lease expires in 16 months and there are no
restrictions upon the lessee by entering into this lease.

Future mintmum rentals payable under non-cancellable operating leases as at 30 June are as follows:

CONSOLIDATED PARENT
2006 2005 208006 2005

$ $ $ b
Within one year 123,827 109,834 123,827 109,834
After on year but nol more than five years 42,232 166,059 42,232 166,659
More than five years 0 0 0 0
166,059 275,804 166,059 275,804

NOTE 23 FINANCIAL INSTRUMENTS

Net Fair Value
The following metheds and assumptions are used to determine the net fair values of financial assets and
financial Liabilities:

Cash and cash equivalents: The carrying amount approximates fair value because of the short-term to maturity.
Trade receivables and pavables: The carrying amount approximaies fair value because of settlement terms.

Credit Risk Exposure
The maximun credit risk exposure of financial assets is represented by the carrying amounts of financial assets
recognised as per the statement of financial position.

Liquidity Risk Exposure

The management prepare detatled annual cash budgets and regularty mondtor the actual cash flows to analyse
material variances. The Board reviews the Company’s liquidity at its meetings as part of its financial review of
the Group.

inferest Rate Risk

The consolidated entity’s exposure to interest rate risk and the effeciive rates of interest of financial assets and
financial liabilities, both recognised and unrecognised af the reporting date, are as follows:
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NOTE 23 FINANCIAL INSTRUMENTS (CONTINULD)

Floating Interest Rate Non-tinterest Bearing Total Carrying Weighted Average
Amount as per Effective Inlerest Rate
Statement of Financial

Pesition
20006 2003 2006 2005 2006 2005 2006 2008
§ $ % $ $ % % %
FINANCIAL ASSETS
€ash 2660871 2803013 - - 2669871 2,803,018 3.3 3
Trade and other receivables - - 3080 1,019,493 23080 1,019.493 NiA WA
Dhirector reiated entities - - - 85 /23 - 6E5,623 Wi MNiA
2660871 2803013 Z33080 1705116 2002951 308,13
FINANCIAL LIABILITIES
Trade and other payables - - 145424 1,634,123 Fadd G244 1,034,123 NiA NiA
Dhirector reiated entifies - - - ZR5.Ad1 - 235,641 Wi MNiA
- - 143024 1,880,764 145,924 1,889.764
All financial assets and liabilities mature in less than one year.
NOTE 24 SEGMENT INFORMATION
The Company operates in Australia in the petreleum exploration industry.
NOTE 25 EARNINGS PER SHARE
The following reflects the income and share data used in the
calculations of basic and diluted earnings per share:
Consolidated
2006 2608
$ 3
Net {oss (2,582,105) {10,011,656)
Number of Number of
Shares Shares
Weighted average number of ordinary shares used
in the caleulation of basic and diluted earnings per share 126,639,728 101,306,032

15,392,056 (2003: 6,592,06506) potential ordimary shares arising from opiions expiring on 30 June 2007, 30
September 2008 and 36 June 2010 {Note 15) are not considered dilutive and are not included in the calculation
of diluted earnings per share.

NOTE 26 TRANSITION TO AIFRS

For all periods up to and including the year ended 30 June 2005, the Group prepared its financial statements in
accordance with Australian generally accepted accounting practice (AGAAP). These financial statements for
the year ended 30 Jupe 2006 are the first the Group is required to prepare in accordance with Australian
equivalents to International Financial Reporting Standards (AIFRS).

Accordingly, the Group has prepared financial statements that comply with AIFRS applicable for periods
beginning on or after 1 January 200835 and the significant accounting policies meeting those requirements are
described in note 2. In preparing these financial statements, the Group has started from an opening balance
sheet as at 1 July 2004, the Group’s date of iransition to AIFRS, and made those changes in accounting policies
and other restatements required by AASB 1 First-time adoption of AIFRS.
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NOTE 26 TRANSITION TO AIFRS (CONTINULD)

This note explains the principal adjustments made by the Group In restaiing iis AGAAP balance sheet as at |
Juty 2004 and iis previousty published AGAAP financial statements for the year ended 30 June 2005,

Exemptions applied

AASB 1 allows fisi-time adopters certain exemptions from the geperal requirement to apply AIFRS

retrospectively.

The Group has taken the following exemptions:
+ Comparative mformation for financial Instruments is prepared in accordance with AGAAP and the
company and group have adopted AASB 132 Financial Instruments: Disclosure and Presentation and

AASB 139 Financial Instruments: Recognition and Measurement from | July 20085,

transition disclosures required as at this date.
+ AASB 2 Share-based Payment has been neither applied to any equity instruments that were granted on or
betore 7 November 2062, nor has it been appHed to equity instruments granted after 7 November 2002 that
vested before 1 January 2005,

Explanation of material adjustments to the cash flow statement

There was no

There is no material differences between the cash flow statement presented under AIFRS and the cash flow
statement presented under previous AGAAP.

NOTE 26 TRANSITION TO AIFRS (CONTINULED)

Balance Sheet reflecting reconciliation of adjustments fo

ALFRS as at 1 July 2004

EQUITY

Equity attributable
to equity holders of
the parent
Contributed cquity
Retamed earnings
Reserves

TOTAL EQUITY

NOTE

(a)
(a)

Consolidated Parent
AIFRS AIFRS AIFRS AIFRS

AGAAP impact AGAAP Impact
b3 b3 8 $ $ $
2,904,602 - 2,904,602 2,904,662 - 2,904,602
1,149,050 {13,476) 1135574 1,149,050 (13.476) 1,135,374
- 13,476 13,476 - 13,476 13,476
4,053,652 - 4465533.652 4,053,652 - 4,053,652

62



BAESE STRAIT OiL COMPANY LTD

ACN 008 694 817

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2006

NOTE 26 TRANSITION TO AIFRS (CONTINULED)

Balance Sheet reflecting reconciliation of adjustments to AIFRS as at 30 June 2005

NOTE

EQUITY

Equity attributable
to equity holders of
the parent
Contribuied eguity
Retaimed earnings {(a}
(@)

Reserves

TOTAL EQUITY

INCOMEI STATEMENT

FOR THE YEAR ENDED 30 JUNE 2805

Management services
arising as operator of
petroleum exploration
joint ventures
Administrative
[nterest from banks

Revenue
Other Income

Employee benefits
expense
Depreciation expense
Explotation

Other expenses
Finance costy

(a)

Profi {toss) before income fa
[ncome tax benefit

Net profit (loss) for period

Consalidated Parent
AIFRS AIFRS AIFRS AIFRS

AGAAP Impact AGAAP  Impact
$ $ b3 $ $ 8
17,886,770 - 17,986,770 17,086,776 - 17,986,770
{R,807,136}) (68,946) (8.876,082) {R, 807,136} {68,946y  (8,876,082)
- 68,946 68,046 - 68946 68,946
9,179,634 - 9,179,634 09,170,634 - 9,179,634
1,141,000 - 1,141,000 1,141,006 - 1,141,080
5,882 - 5,882 5,882 - 5,882
354,494 - 354,494 354,404 - 334,494
1,531,376 - 1,501,376 1,501,376 - 1,501,376
17,062 - 17.062 17,062 - 17,062
(294,587% (68,946} (363,533) (294,587 {68,946} {363,533)
(39,853 - (39.833) {39,853 - (39,853
(10,792,853 - {10,792,853) (10,792,853 - (16,792,853}
(774,623 - {774,623 (774,623) - {774,623
(3,703} - {3,705 (3,703} - {3,705

(10,387,183} (68,946)

444 473

(10,456.129)

444,473

(HL387,183) {68.946)

444473

(10,456,129

444,473

{90,942 710} (68,946)

{10,011,656)

{9.042,710) {68,946}

(10.011.656)
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NOTE 26 TRANSITION FO AIFRS (CONTINULD)

Reference liem AGAALP AIFRS Impact
CONSOLIDATED PARENT
(i} Share-based Share-based payments AASEB 2 Share-based Payments sequires euntities to | Eguity o teansifion: Decrease 1o | Eguity at transifion: Decrease to Retained earnings
payments were 1ot requived o be recogrise an expense in relation to shares, options, and | retained  earnings and  inerease 10 | and increase o emplovee cquity benefis reserve of
expensed. other  equity  instruments  provided to  emplovees | employee equity benelits reserve of | $13.746. 0 Net effect is zero.
{inchuding directors). $13.476. Net effect is zero.
These share-baged payment tratsactions must be fair | Eguity ot 30 June 2005 Decrease to | Eguity at ¥ June 205: Decrease o retained
valued at grapt date ard recognised as an expense in | retained  earnings and  inerease w0 | eoraings and inceease o emploves equity benefits
profit or joss evenly over the vesting period. erploves equity benelits reserve of | reserve of 368, 046, Ner effect is zero.
$68.946. Net effect is zero.
At adjustment was reguived to recognise share based Profit for 30 Jure 2003 Decrease 10 profi of
payments granted after 7 November 2002 and vesting | Profit for 3 June 2005 Decrease 1w | $55470.
after | January 2005 prodit of 35,470,
(b} Impairment The recoverable amotni | Under AASE 136 Impaitment of Assets, which applies | Eguity ot transision: No effect L Equiny ot transifion: No effect
of & non-curent asset | to current amd npon-current assets, the recoverable
wag the net amount that | amount of an asset {s determined as the higher of ts fabr | Eguity of 30 une 2003 No eftect Eguity af 30 June 2003 No effect
was  expected 1o be | value less costs to seif and value i use. The recoverable
recovered  through  the | amoumt of an asset other than goodwill or intangible | Profif for 30 une 2005 No effect Profit for 30 June 2005 No effect Net effect i3 zero.
discounted  mel cash | assets with indefinite useful fives or not vet available
flows  arising from its | for use is only estimated when there is an indication of
continided  use  and | impairment at the reporting date. H i is rot possible o
subsequent disposal, estimate the recoverable amount of an individual asset,
tie asset is tested for impairmnent as part of the cash-
generating unit o which it belongs.
At the date of transition, the (hroup identified no
potential impairment 1o its current and nos-curvent
A5
(3] [frcome tax The imcome siatemeni | AASB 112 Income Taxes requires the balance sheet | Eguity af sransifion: No eftect Eguity af transition: No effect

method was tsed, which
involved  tax-effecting
only those Hems that
impacted profit and loss.

method 0 be used, which recogrises deferred tax
balances when there is a difference berween the
careving value of an asset or Hability and its

tax base. A net deferred tax asget has net been
recopiised a8 its recovery is not probable.

Eguity af 3 June 2003 No eftect

Profit for 30 e 20035 No eftect

Eguity ar 30 June 2003 No effect

Profit for 30 Juse 2005 No eftect Profit for 30 June
20§15 No effect
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Independent audit report to members of Bass Strait Oil Company Limited
Scope
The financial report and directors’ responsibility

The financial report comprises the balance sheet, income statement, statement of changes in equity,
statement of cash flows, accompanying notes fo the financial statements, and the directors’ declaration for
Bass Strait Gil Company Limited (the company) and the consolidated entity, for the year ended 30 June
2006. The consoclidated entity compriscs both the company and the entities it contrelled during that vear.

The directors of the company are responsible for preparing 2 financial report that gives a true and fair view
of the financial position and performance of the company and the consolidated entity, and that complies
with Accounting Standards in Australia, in accordance with the Corporations Act 2001, This includes
responsibility for the maintenance of adequate accounting records and internal controls that are desipned to
prevent and detect fraud and error, and for the accounting policies and accounting estimates inherent in the
financial report.

Audit approach

We conducted an independent audit of the financial report in order to express an opinion to the members of
the company. Our audit was conducted in accordance with Aunstralian Auditing Standards in order to
provide reasonable assurance as to whether the financial report is free of material misstatement. The nature
of an audit is influenced by factors such as the use of professional judgement, selective testing, the inherent
limitations of internal control, and the availability of persuasive rather than conclusive evidence. Therefore,
an audit cannot guarantee that all material misstatements have been detected.

We performed procedures to assess whather in all material respects the financial report presents fairly, in
accordance with the Corporations Act 2001, including compliance with Aceounting Standards in Australia,
and other mandatory financial reporting requirements in Australia, a view which is consistent with our
understanding of the company’s and the consolidated entity’s financial position, and of their performance as
represented by the results of their operations and cash flows,

We formed our audit opinion on the basis of these procedures, which included:

. examining, on a test basis, information to provide evidence supporting the amounts and disclosures
in the financial report and the remuneration disclosures; and

» assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting when
determining the nature and extent of our procedures, our audit was not designed fo provide assurance on
internal controls.
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We performed procedures to assess whether the substance of business transactions was accurately reflected
in the financial report and the remuneration disclosures. These and our other procedures did not include
consideration or judgement of the appropriateness or reasonableness of the business plans or strategies
adopted by the directors and management of the company.

Independence

We are independent of the company and the consolidated entity and have met the independence
requirements of Australian professional ethical pronouncements and the Corporations Act 2001. We have
given to the directors of the company a written Auditor’s Independence Declaration, a copy of which is
included in the Directors® Report. In addifion to our audit of the financial report we were engaged to
underteke the services disclosed in the notes to the financial statements. The provision of these services has
not impaired our independence.

Audit opinion

In our opinion the financial report of Bass Strait Oil Company Limited is in accordance with:
() the Corporations Act 2001, including:

D giving a true and fair view of the financial position of Bass Strait Oil Company Limited
and the consolidated entity at 30 June 2006 and of their performance for the year ended on
that date; and

{11) complying with Accounting Standards in Australia and the Corporations Regulations 2001
and

(b} other mandatory financial reporting requirements in Australia.

Lrra ‘@Va-c:-j

Emst & Young

R.C. Piltz
Partner

Melbourne
27 September 2006
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