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2004/2005in &

ummary

w0 .

= WMaari ol field developrment concept finalised and tender of
material contracts let, leading to project development decision
i second half of 20058

= Progression of Block 22/12 development concept; commercial
regotiations on use of Chinese infrastructure

» Aesults of bigh potential exploration activities in Papua New

b
Guinea (apul) and Thailand (£

= Froject finance in place for Maari development

= Buccesstul capital raisings with substantial new shareholders
joining share register




Looking Forward 2005/2006

o

= Approval and execution of Maart ol field developrment, with
56 mnbo recoverable (2P net to Horizon O

= Multi-well fleld development prograsn at Bavou Chocltaw, Louisiana

= 1-2 well drilling program in Block 22/12 with prospect of
expanding fleld development potential

= Continued review and pursuil of high polential opportunities
- Lei Dong (offshore China) and Gulf of Thalland




Chairman’s Message

Doy Sharehokders,

| am very pleased ta report substantial and specific
progress in building the wel-balanced portfolio of
business opporiunities that we describe as our
“Game Plan”,

Whaart tleld, effishore Mew Zealand,

b progressing well

The most significant evidence of this progress is the
I1orizon Gil announcement on 7 October 20056 that the
Company had made a positive Financial Investment
Decision on the development of that project.

This fallows the announcement on 30 August 2006 that
BOS Internalional (@ subsidiary of the Bank of Scotland -
a leading international resources financier with deep
knowledge and experience in the ol and gas industry} had
made a committed conditional offer of up ic US540
mifich fo fund the debt component of Horizon QiFs share
of the development costs, and that FHorizon Oif had
accepted this offer.

Whilst there are some matters stifl to be finalised before
development commences {notably confirmation by each
of the participants that they are financially commiited to
the project), clearly the prolect now has a high probability
of proceeding, and Horizon Oif is well-placed ic finance its
share of the development costs,

The BOS International delst tacifity will provide the major
part of Horizen Gil's 10% share of Maan development
costs, We expect thal the balance will be funded by way
of an equity issue, the timing and amount of which are
currently being considered.

Cther prolects and sctivitles ave also at

oriticat polnts

In addition 1o Maari, other projects and activities have
progressed wall, as follows:

= Block 22/12, offshore China

The feasibifity study on development of the Weal 12-8
West field as a satellite to existing infrastructure owned by
China National Offshore Ol Corporation (CNOOC) was
completed. Critical commercial discussions with CNOOC
are currently underway. Discussions with a drifling
contractor have begun for one exploration well phus a
contingent 1 - 2 appraisal well program, o begin in the
first quarter of 2008,

> Bayou Choctaw prospect, onshore Louisiana, USA

The 30 seismic data cube over the salt dome was
reprocessed, with good results. Interpretation is nearly
complete. Development driling locations are currently
being defined, with drilling to commence by end 2005,
An exdensive workcver program is being contemplated.

Unfortunately, as announced, Horizon Off and cther
prasent and past lessees of the Bayou Choctaw acreags
received a claim from a smali propertion of the landowner
group in respect of alleged environmental damage to the
leasehold acreage. Althcugh the claim is one of a
profiferation of such claims being pursued by
opporunistic plaintff lawyers in the Louisiana oif industry,
the Board has to take the matter seriocusly and will defend
it vigorously. The Board is confident in the knowledge that
the Company and its partners have conducted operations
at Bayou Choctaw and maintained the property in
accordance with appropriate industry standards.

= Lei Dong block 24/05, offshore China

A Memcrandum of Understanding was executed with
CNCOOC to explore a large (3,845 sq kmy}, undrified
acreage block in the wastern South China Sea.
Reprocessing of 3,200 km of existing 20 seismic has
besn completed, with encouraging resulis.

= Guif of Thailand

IHorizon Ol is participating in the current acreage bid
round in Gul of Thailand with its Bussabong partners,
with acreage awards anticipated ic be made before
end 2005,

LUnsurprisingly, there were disappoiniments

A key challenge in the upstream ol and gas industry is to
buifd and maintain a spread of prospects with the right
fisk / rewiard balance so that the inevitable failures {mostly
- bui not always! — in the high risk category) are offset by
success (mostly in the lower risk category).

In the Board's view, Harizon Cil management has done an
axcellent job bullding such a portfolio.
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During the year we did have two failures:
= Kapul prospect, onshore Papua New Guinea

The Kapul-1 exploration wef was drified fo test a large
foreland prospect, but was dry.

> Bussabong fleld appraisal, Gulf of Thalland

Two tri-lateral appraisal weli sets were diified on the
praviously discovered Bussabong field. Gas zones were
penetrated but insufficient additional reserves were proven
to sustain a development project.

Although unwelcome, in the Board's view the adverse
impact of these disappointments an the value of our
porifolic was mare than offset by likely substantial
increases in the values of the other prospects as described
earlier (particularly the Maan project).

Bome factors inpaciing on our Game Plan progress

We have previcusly advised shareholders that owr Game
Flan has a five year time frame from 2063 to 2007 in
which to crysialise shareholders’ valus,

FFor reasons described in Breni Emmett's Chief
Fxecutive's Report, the Board has decided 1o extend
this time frame ic give us more time to explod the sound
platfarm that is being buit, as well as taking into account
the following.

A range of factors {some positive, some negative) is
influencing progress towards achisving our Game Plan
objective of multiple returns on shareholders” investment
within the next few yvears. Comments on two of these
factors are:

= O price

We do not pretend 1o have any special expertise in
forecasting oil pricaes. However, we agree with the widely
held view that the increase in oif prices over the last year
or s0 iz hear certain fo be the result of straightforward
supply / demand interactions. Some slements of supply
and demand may be transitory and scope exists (mainky
in the medium 1o long term) for some substitution of ather
anergy sourcaes. Howsver, expected demand growth
{sspecially from China) and apparently imited scope ic
increase supply suggest that a substantial part of the
increase in i prices wilf persist. Cerlainly the market is of
that view, with oil futures being traded on the NYMEX at
about USEE0 per barrel for 2611 delivery,

Clearly, if this oil price oullook prevails, the reiurns to
Horizon Gl shareholders from the development of Maari,
Block 22/12 and Bayou Choctaw, would be very
attractive, assuming these projects do proceed 1o
development. On the ather hand, the ofl price increases
have some negatives, including increased contractor /
material costs and tightness in the drifiing rig market. This
latter factor means that driling operations will not akways
get underway as quickly as we would wish.

> Disciplined, cautious approach towards project
development decisions

In last year's Annual Report we expressed our frustrations
at slow progress in the Maari field development decisicn
making process. However, we are now reaping the bensfit
of an appropriately cautious and disciplined approach
iowards project planning and analysis. The planning work
and the fact that several of the main eements of the
project have been put out to fixed price tender are
important safeguards against overruns in the substantial
forecast capital cost ot the project and — more seriously —
the risi of commissioning delays.

Financial resulls and corporate highlights

The successful 2004 share purchase plan, underwritten
by ABN AMRO Morgans Limited, raised approximately
$9.8 million before expenses. In addition to this, funds of
33 miicn have Deen received subsequent {0 year end as
a resUlt of a placement to Macquarie Hank Limitad.

At year end, the group's cash position was sound in the
context of steady state cperations and forecast
commitments i.e. excluding the Maar project, the funding
of which is deaft with earlier in this message. Cash on
hand, including Hotizon Oif's share of joint venture cash
surpluses but excluding the funds from the placement to
Macouarie Bank Limited, was $7.8 million. Much of the
capital expenditure carry at Bayou Choctaw
(@pproximately US$H1 milion net 1o Horizon O remains
1o be reglised in 2006,

The main cause of the 1oss for the year of 8.6 million
was a $6.5 milion write off of exploration and appraisal
expenditure, mainky relating to unsuccessiul exploration
driliing in Papua New Guinega {Kapul) and Gulf of Thafand
(Bussabong). The carrying values of the remaining
exploration and development assets are considered by
the directors 1G be appropriately conservative,

Continued rationalisation ¢f the corparate struciure
resulted in four additional companies being eiminated
during the vear. This streamiined structure will provide
administrative benefits and contribute to the trend of
reducing administration costs.



Chairman’s Message e

The fransition to adoption of nternational Financial
Reporting Standards (FRS) is on schedule and the Group
will report under Australian equivalents fo FRS from 1 July
2005, MHorizon Oil s to adopt US dollar functional and
reporiing currency for the 2006 / 2006 financial year.

Finanoing

The B3OS International finance facility referred o above will
Incorporate development funding, completicn support,
hedge instrument tunding and borrowing base facilties of
up to USB40C million. (The faciity offer is subject to cerlain
conditions, including satisfactory due diigence and
completion of documentation.) The finance facility may be
expanded and has been designed 1o concurrently
accommcdate the financing requirements of Horzon Cil's
other potential development assets.

We expect that we will require an equity raising within
the next six months primarily for the purpose of the
acuity component of Maan development costs.

We intend 1o make every effort to minimise sharehalder
ditution {by way of equity issues) until the expected cash
inflows (from Maarl in particudar commence. In this
context we wili carefully screen the timing of significant
axpenditures on new business opporfunities in the interim,
and hopefully utilise growing Bayou Choctaw cash flows
to finance such expendiures.

Corporate governanoe

The Board is satisfied that Horizon Gil's Corporate
Governance Practices are consistent in all material
respects with the Principles of Good Corporate
Governance issued by the Australian Stock Exchange.

The Board has also been deeply involved in several new
reporing requirements, including:

= The adoption ot Australian eguivalents to International
Fnancial Reporting Standards (A-1FRS).

= Substantially increased disclosures relating to the
remuneraiion of Directars and Executives. The resulting
Hemuneration Report is set out on pages 21 to 25 of
this Annuat Report.

Scknowlsdgements

On one hand, current vibrant, high oil price driven
conditions prevalling in the upstream petroleum industry
augur well for success. Af the same time the high cil price
anvirchment brings a new and different set of challenges,
including a higher cost structure, tight market for services
and equipment and an increased level of competition for
new business opportunities. Consequently there is an
aven greater need far codl, cbjective and disciplined
thinking and decision making and a heightened need for
continued tight cost control,

The Horizon Cil team remaing a small, cost conscious
group of people with the management experience,
capabiities and styls 1o 1ake full advantage of the current
bucyant industry conditions and to deal with chaflenges
such as those noted atove.

The board grateiuly acknowledges the substantiaf
contributions and achievements of Brent Emmett and his
feam - as described above and in further detall elsewhere
in this Annual Report,

Cnflook

We ot course acknowledge the risks and uncertainties
inherent in all facets of the upstream petrcleum industry.

However, for the reascns described in this Report, we are
bullish about the prospects of adding substantial
shareholdar vabue over the next few years.

Substantial and specific progress on the implementation
of cur Game Plan underping this wiew,

In paricular the likelfhood ot achieving a medium term,
high vatue production base has recently increased
substantially — a base which we plan ic exploit by adding
further high impact business opporiunities.

[y

Fraser Aingworth an
Chalrman
11 Goiober 2005
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Chief Executive’s Report

Uperational activities for the 2004 / 2005 reporting period
have been described in detall in the Activities Renview
section of this Annual Report and the Chafrman has
summarised the successes - as well as the
disappointments - in his message. In this report | shall
review the asset portfolio and how we intend to develop
and grow it to capitalise on an environment of high
commaodity prices.

The ol and gas sector cught to be a rewarding one for
investars over the medium term and it is this positive
outlook that fas noted by the Chairman in his message)
has caused us 1o revisit the Game Plan thal was devised
over 3 years ago.

That plan envisaged buiiding a balanced portfolic ot
assets towards a value peak within a 5 year period
{2007), and then considering an exit,

We remain commitied 1o the sirategy of a balanced
porttclio with a mix of high potential exploration plays and
lower risk development projects.

Howeaver we now believe that we can achieve higher
raturns by exdending the time horizon and giving ourselves
the opportunity of significantly growing the asset base to
iake advantage of high oil and gas prices.

Our view is that the existing asset portfolio, the deal fiow
ihat we see in our focus area and the experience and
capabiiity of the FHorizon Oif tearn can, in combination,
deliver far more 1o invesiors over the medium term than
would an exit in 2007 or thereatzouts.

Ancther important aspect of this resetting’ of the time
horizon is recognition that the design and execution
involved in delivering a fechnically robust and financeable
develcpment project is a lengthy one.

The pertfolic as # currently stands (including
management’s judgement on resernves) can be
summarised in the following table:

Asset Location Gross 2P Reserves Horizon Ot Net 2P Heserves

{mmbo}® interest immbol’
U
Offshors New Zealand 20 - 58 10 5-8

Mok forrmation)

Bayou Choctaw field Crishore Lotdsiana, USA 12 - 16 14 - 28.5 2-3

Fra-Levelonimers

Wazri (cther zones Offshore New Zaaland 10 - 20 10 -2

and Manaia prospect)

Biock 22/12 1128 E Offshore China 28 - 33 a0 /147 4 -5

and W, 6-12-1}

Total 12 - 138

Asset Location Giross Unrisked Horizon Ot Net Urrisked

Mean Reserves Interest Mean Reserves

Potantial Ua Potential
{mmbo} {rimnbo}

A ! Exploration

FRL 4 (Stanley discovery} Cnshiore B0 - 120° 7.25 B - G"

and PRL & (Elevala/kety  Papua New Guirsa

discovarias)

Biock 22/12 {6-12 area) Offehore China 40 - 50 a0/ 1477 6-7

Lei Dorg Block 24/05 Offshore China 50 - 200 100/ 487 25 - 98

" Provan and probabie reserves in milions of barais of oll recoverable

Fnterests shown are befors ¢ alter expected CNOOC back-in
* Oil squivalent of gas and condensate resources



Chief Executive’s Report cominues

We are generally happy with the content and spread of
fisk across the portiolio, however realising value from i,
aven with high commodity prices, comes with some
challenges:

Cur first priority is to bring existing development
projects into production

Progress on Maar over the reporting period has been
gocd and we are confident that development of the field
will proceed. The figld, with the varicus upside
components, has the potential to be a centrepiece asset
for tha Company.

Exploitation of Bayou Choctaw has moved slower than
we had hoped, but we belleve the quality of the project
has been upgraded significantly as a result of the seismic
reprocessing, interpratation and geological work
perdormed 1o date. We have high expectations for both
the step-out drling and evaluation of the deeper zones
that should start before the end of calendar year 2005, it
is important that this succeeds because Bayou Choctaw
i= the one assat that offers near term production and
income — an obvious deficiency in the asset portfolio.

At Block 22/12 we and our pariners have participated in a
feasibility study of the development of the Wel 12-8 Wast
oil accumulation, utilising existing infrastruciure owned by
the China Naticna! Oftshore Oif Corporation (CNOGT),
Discussions with CNCGOC on tarifts for use of its faciliiies
are currently underway and, as 1o be expected in these
situaticns, the negofiations are tough. There are however
sound reasons for the parties to come 1o terms, including
the potential for follow-up development projects at Wl
12-8 Fast and Wei 6-12-1,

Secondly, we have to raplenish the pipsling of new
exploration and pre-development projects

We are investigating several potential opportunities in our
Asian focus area, in some instances with surprisingly litle
competitive interest. Notwithetanding the competitive
pressues in the industry referred 1o earlier, we have been
able to maintain a satisfactory pipeline of cpportunities
without compromising our strict selection criteria.

The focus for new business is on the producing
hydrocarbon fairways shown on the map below.
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The attributes of the search area, in summary, are:
= Strong market demand for ofl and gas
= Acreage available through bid rounds and farm-cut

= Mature operating environments with easy drilling,
abundani services and supplies

= Stable jurisdictions where we have experience
and contacts

= Acceptable fiscal / tax regimes

= Uncomplicated geclogical targets, well-defined by
seismic and with productive analogues

= Potential to repeat and/or scale-up.

An example of the areas we rank highly is the Guif of
Thalland, where Horizon Off has recently lodged Dids on
two blocks offered in Thailand's 2065 Bid Round. The
subject blocks are G10/48 and Gi11/48, whose lccations
are shown on the map on page 16 of the Activities Review.
The blocks cover vast areas of the southern Gulf of
Thailand and are offset by profific fields and discoveries.
The successtul award of either block wolld he a worthy
addition to Lef Dong at the high impact end of the portfolio.

The third challenge is managing the portfolio so that the
required capital program can be financed

The Chairman has in farge part dealt with this subject in
his message. Prolect financing is an imporiant compgonent
of meseting the financing chalienge and in this area the
BOS International financing package for Maari (and
potentially, other projects) is a good resufl,

Deal sedection also plays a part. The 100% interest in
Lei Dong Block, ofishore China, provides the opportunity
for farming out the initial exploratory drilling.

[n the case of the successful award of new acteage in the
GuF of Thailand, majar driling expenditure will not occur
prior to the anticipated initial cash fiow from Maari
production.

In fact a key element of the business development
approach in future will be 1o select and accumulate
projects which can be funded from the revenue siream
axpected from Maan. These revenues have the potential
i support vary significant growth in the asset portfclio
and sharehclder value,

Brent Emmett
Chief Fxecutive Officer
11 October 2065
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Consolidated Results

A summary of consclidated results and a comparison with the previous year is tabulated below.

A Jurnie 20085 30 June 2004

7000 £000

Fevenue from operating aciivities a30 27
Cost of sales [dat (598)
Gross profit {124 (327
Feverues from non-operating activities 488 6,584
Ciber axpenses from non-operating activitiss (B, 7eE) (15,306
Profit ¢ (loss) from ordinary activities before income tax expense (. 435] (8,649)
Income iax bensfit / (expenss) )] -
Profit ¢ (loss) from ordinary activitizs after income 12X axpanse i, 465] (8,649)
Net profit attributable to outside equity irterest - -
Net profit / oss} attributable to members of Horizon Ol Limited i, 465) (8.649)

The current year loss of $8.5 million was largely attributable 1w the directors” decision to write down unsuccessful exploration
expenditura of $6.5 milkon relating srainly to Bussabong, Thalland and PPL240, Papua New Guinea,
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New Zealand

. -——— Uit/ Gondensale pipzling
: Gaz pipaline
nethaned f LPG pipsling
Horizon Qif Permit -~
. Diraat Gas Fialds
. Gins Condensate Falds -
- Db and Gas Wetl -
* DI, abandoned

' - Dl shpws -

PEP 38413
Arzg 439 s km

PP 48413, Maarl fleld,

Offshore Taranaki Basin

Horizon Oil Interest; 10.0%

Detalled technical studies and screening of concepiual
development options for the Maari field continued during
the year with several key technical aspects evaluated and
an optimal solution agreed by the joint venture, The
subsurface develcpment plan was finalised with the
completion of detailed studies confirming the design of
the waterflood scheme. The use of a pumped artificial lift
system was chosen over gas-lift and is expected 1o
accelerate production and increase recoverable reserves
over previcus estimates. In addition, flow assurance
studies confirm that the waxy nature ot the Maar crude
will be able to be managed during production.

Salection of the surface development concept — initially a
choice between subsea wallheads or dry wellheads on a
wellhead platiorm WHP) with a Floating Production,
Storage and Offtake FPSC} vessel — was narrowed down
to two dry-trem concepts, with sub-sea welheads having
been rejected, after significant enginesiing effort, on risk
and ecehomic grounds. The two dry-tree concepts
invohving efther a jack-up Crifling and Production Unit
{CPU) with a Floating Storage and Oftloading (F50) vessel

of & minimal facilities weilhead platform with an FRPS0,
were the subject of detailed definition studies. Ultimataly
the Maari joint venture determined that the optimal
development concept was the WHP/FPSG combination,
Tender packages were issued for the main componenis
of the development, which are the WHE FPS0 and
drilbng contract, in order to have firm bid prices in hand
before making a final Financial Investment Decision {F10).
Bids were received in early August 2055 and are being
avaluaied.

Concurrent with the tender process, the joint venture is
discussing a draift Field Development Plan and Petroleumn
Mining Permit application with the relevant New Zealand
Government authorities to facilifate timely Government
approvals. The D process takes place over the pericd
July — September 2005 which, if positive, wili alow the
award of contracts and material purchase orders o
proceed immediately thereafter,

The Environmental impact Assessment (F14) report for the
hiaar development has been submitted 1o the New
Zeatand Government Reference Group for endorsement
and was favourably received. The ElA concluded that
thers were No significant environmental impacts expecied
from the Maar developmert,
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Hlock 22/12 Beibu Gulf, Offshore
People’s Hepuslic of China

Horizon Ol Interest; 30.0%

Analysis of data gathered during the first half of 2004 from
the diifling of three wells in Block 22/12 indicated a cluster
of exploration targets in the vicinity of the Wei §-12-1 oif
discovery well in the northern part of the Block. The
collective, unrisked potential for these prospects, which
are suppoted by Amphiude Variation with Oftset {AV0)
and cther seismic anomalies, is estimated to be 40 - 86
mifiion barrels of ol (mmbo recoverabie,

The data also confirm the highly viscous nature of the o
contained in the Wel 12-8 Fast field in the sauthern par
of the Biock. The post-dill analyses further indicate that
the {otal off in-place in this field and adjacent Wel 12-8
West field, may be up to 145 mmba.

On the basis of these results Horzon O and its partners
glected 1o enter intc the next permit year, which began on 1
October 2004 and involves the driling of an exploration wall,

'¢Wushi1 -31

Weizhon 1sland
Production Fauilities

BLOCK 22/12
Ares 456 sy kb

Ciscussions have been ongoing with the China National
Citishore G Corporation {(CNGOC) to develop the

Wei 12-8 West field as part of a multi-field developmant
program being implemented by CNOOC, The plan would
involve minimal faciities on Wel 12-8 Weast with crude oif
processing and export via CNOOCs Wei 12-1 platform
approximately 10 km to the north.

After the joint wenture initially reached broad agreement
with CNOOGC on the development concept, a more
detailed feasibifty study and development plan were
prapared in the first half ot 2005, The key elemenis of this
agreement are design and fatrication of Block 22/12
facilities as part of CNOOC's broader development
programme and the use of existing CNOOC production
infrastruciure in the Guif of Belbu. These factors should
resUlf in lower cost facifities and a more rapid paih to first
production. Meanwhile, in preparation for the
development, a gectechnical site survay of the planned
12-8 West platiorm location and pipeline route 1o the Wei
12-1 hub platform has been carried out with the Nanhal
503 survey vessal.



C h E ﬁ @ continuesd

Discussions on a commercial framework for the utiisation of
CNOOC infrastructure are underway and it is envisaged that
this negotiation wil be concluded before the end of 20064,

Kay issues curently under discussion with
CNOOC are:-

= Subsurface development weli plan,

= Downstream processing taniff for use of existing
CNOGC facilities and pipeline; and

# Marketing arrangements for the produced crude.

Agreemerit on these issues will have to be reached to
allow the development 1o proceed.

The development of the remaining discovered reserves in
Block 22/12 would be phased, following development of
the 12-8 West tigld. This would be foliowed by either the
12-8-ast field or the 6-12-1 discovery, dependant on the
rasults of further studies, This approach will lead o a
lower capital funding requirement afforded by re-
investment of cashflows.

On the exploration front the operator of Block 22/12, Roc
Ot Company, has proposed the location for a well to be
driled on a prospect in the area surrounding the Wai 6-
12-1 discovery well, driied earlier by the joint venture. The
proposed Wei 8-12 Scuth welh will target the Weizhou
formation in a structural closure supported by good AVO
anomalies. An updip offset to the Wel 6-12-1 wel is also
under consideration. The operator has initiated well
planning and is investigating the rig market with a one firm
plus one opticnal well programme. Drilling tubulars and
supplies for two wells have been pre-purchased in
anticipaticn of drifling the Wei 6-12 South exploration wel
beginning as early as September 2005,

Hlock 24/05, Lei Dong Basin, Offshore
People’s Republic of China

Horizon Oil Interest: 100.0%

On 21 Gctober 2004 Herizon Qif announced that it had
axecuted a Memcrandum of Undarstanding (MOU) with
CNCOOC to explore Lel Dong Block 24/05, offshore China.
The Block covers an area of 3,845 sg km and is iocated
in the westarn South China Sea, atzout 60 km east of the
oil industry port of Zhanjiang.

The agreement provides for MHorizon Cil fo conduct
technical studies over the Block, including geclogical
review, seismic reprocessing and interpretation. At the
conclusion of the study and if results confirm
expectations, Horizon Cit wil have the option to procead
to further seismic acouisition, exploratory driing and
development work, pursuant 1o a Petroleum Contract.
The terms and conditions of the Petrcleum Contract have
been pre-agreed and provide for CNOOC o participate at
up to 519% in any development project. in that
circumstance, CNCOC will fund its share of development
costs. The Petroleurn Confract alsc provides for produced
ol {0 be sold af world market prices.

The award of the Petroleum Contract is conditional only
upcn physical access to the Block being granted by the
redevant authorities of the Chinese Government in order o
carry cut field operations. The 30U enables i-orizan Off
to study the potential of the area and 1o refineg exploration
concepts and plans on the basis of modest capital
axpendiiure, while presaenving further exploration and
develcpment rights over the area.
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The acquisition buitds on the Company's existing position
in China, which is regarded as a promising region with the
following attributes:-

# Very strong demand for oil and gas in southern Ching;

# The Scuth China Sea in which Lei Dong Block lies is a
oroven, prolific hydrocarbon province and the geology
and geophysics of the productive analogues are well
undarstocd;

::3

The scuthern China offshore is matwing as a producing
area and there is considerable local avadabiity of
exploration services, support for development and
oroducing cperations and facility fabrication capatility,
and

::3

Horizon it has a sirong partner in CNOOC which is an
experienced and influential operator in the regicn.

Since execution of the MOU a detailed work plan has
been submitied i CNOOC and accepted. The plan
initially involves the reprocessing and interpretation of the
grid of approximately 3,200 km of existing 2D seismic
data thal covers the Lei Dong Block, including several
long tie lines intc existing wells oufside the Block.

The reprocessing has been largely completed with good
resUits and CNCOC has provided considerable assistance
in this phase of the programme. Currently geological and
geophysical interpretation of the reprocessed seismic,
which will seek 1o determine structure, stratigraphy and
the possible presence of hydrocarbans, is underway with
comgletion expectsd by October 2005, Al that point a
decision on farming out part of the current 100% interest
will be made, before futher expendituse on seismic
and/or driling.



PRL 4 {7.25%)
Stanley
{Gas/Condensale discovery!

PRL & {7.25%)
Efevala/Ketu -
(as/Coadensate discoveryd

PRL 240, Kapul Prospsct,
Papuan Basin Foreland

Haorizon Oil Interest: 20.0%

The Kapul-1 exploration well spudded at 0500 hrs on 20
December 2004, utifising Parker rig 140. The well reached
a fotal depth of 2,980 m on 22 January 20056, The well
wias located in the Papuan foreland and tested both Toro
and fagifu structures with a mean unrisked potential of
113 mmbgc. Haorizon Oil was partly carried through its
share of the cost of the well.

Both the primary and secondary targets, the lagifu and
Tore Sandstones, were penetrated and wiraline logs and
pressure data confirmed that both zones were waler wet.
The seal units and good reservoir sands were present as
prognosed and the structure came in high o prediction.
Significantly there was a lack of shows in the tight sandy
zones that were drilled and Morizon Oif's interpretation is
that cit has not migrated into the prospect, being the main
identified nisk pre-drill.

The well was plugged and abandoned on 27 January
2005 and the rg released.

T Horkzon Qi Parinit
— HKalabu Qil Fipaling
il Fields
(Gas Fields

The exploration risk aftached 1o Kapul prospect,
aspecially the risk of oil migration, was always clear but
the high potential and follow-up justified the test. Ol
Search, as operalor, has proposed and the jcint venture
participants have agreed to carrying out third party
geochemical studies tc assess the Omati Trough source
potential. A decision will then be made on the feasibilty of
cortinued foreland exploration.

PHL 4 ang PRL S, Stanley, Elevala and
Ketu Discoveries, Papuan Basin Foreland

Horizon Oil Interest: 7.25%

The possibility of developing the Stanley, Flevala and Keiu
gas and condensate discoveries held in these two
retention leases continues to be evaluated. The area has
recently bacome more accessible, a facior which could
lead to lower development costs, whilst the high
commcdity price provides further incentive to seek viable
development options. PRL 5 was recently extended for a
further five year period.

Horizon Gl Lisnited
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Hayou Choctaw field, [erville Parish,
Louisiana

Horizon Ol Interest: 19.8% working
interest plus 2.5% ORRI Surrounding Salt

Dome: 14.0-28.5% North of Salt Dome

In June 2004 Haorizon OF completed a farmout of a partial
interest in Baycu Choctaw to CUK Energy, Inc., a Lolisiana-
based explorer and cperator with an outstanding track
record of exploration and development in the prolific US Gulf
Ceast play. The transaction involved payment of cash to
I1erzon O at the time, with additional payments in the
future out of production.

Miost importantly, Horizon Ol is 1o be canied through a
US$E milion (gross) work pragramme. |t is anticipated that
the camy programme will include recompletion of proven cil
zones as well as the driling of about five development welis.
Selection of driling locations will be based on reprocessed
30 seismic data over the Bayou Choctaw salt dome.

CLKs first task was to iniliate an extensive reprocessing of
the 42 sg mile 30 seismic dafa cube covering the field, CLK
is now interpreding the reprccessed data o define driling
locations up-dip of existing producing wells. A good image
of the salt-sand interface has been achieved and it is
thought that this will allow 8 — 10 driling locations to be
picked. The reprocaessing has also highlighted the
prospectivity of the Bol Mex sands, which fie below the main
producing Cib Haz zone.

Drifing is expected to commenca in late 2005, sublect 16 g
avafabiity in a market which is admittedly tight,

Mearwhile during the year CLK has worked over several of
the existing producers on the fisld, improving thelr
parfarmance. One ofher wellbore has been re-entered and
parforated in bypassed oll zones indicated on well logs, The
net resull of this early work is that the field is now aperating
on a cash positive basis, Additional candidates for
recompletion have been identified and the operator has
canied ot investigations 1o assaess their production
potential. There are approximately 40 abandoned well bores
ithan can be re-anitered and polentially recompleted in new
zones, The recompietion program will resume in early 2006,
after a comprehensive engineening study has been camied
out with the aim of documenting further recompletion
iargets. The study will also seek to identify all proven,
orobable and possible reserves contained in the field.

Although the exploitation of Bayou Choctaw field is moving
mare siowdy than we had anticipated, we befieve that the
seismic and structural interpretation being undertaken
{ngether with the planned enginesring study are sending 1o
significantty upgrade the auallty of the asset. This will allow
the driing and recompletion programs 1o be implementad
with a high level of technical confidence.
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Offshore Gulit of Thailand

On 2 June 2006 the Company announced that it had
entered info an agreement to farm-in to Blocks 12/32 and
[311/38, ofishore Guif of Thalland {GOT). The blocks ie
immediately south of the prolific Pallin and Bongkot gas
field trend and contain the partially appraised Bussabong
and Chang Daeng gas discoveres. Under the farmin
agreerment Horizon Oif and its co-venturer, Tana Exploration
Comparny LLC, had the right to each earn a 25% interest in
the blocks from a subsidiary of Pear Energy 1td by drilling
2 iri-lateral wells on Bussabong {6 well bores) and one well
on Chang Daeng.

The abjective of this phase of the program was fo prove up
sufficient reserves al Bussabong necessary 1o begin
development of the field. The second and equally important
am of the joint venture participants was to pursue further
opoorunities in the southern GOT in a defined Area of
Mutual Interest (A0 which offsets the farm-in acreage.

Driling began on Bussabong in early June with the Ensce-

57 jack-up rig. Although several gas-bearing intervals were

penetrated in the first 3 well bores, the conclusion was that
there was unlikely to be sufficient proven gas at Bussabong
to sustain a development project. This result was

i

disappointing, especially since MHorizon O and its partners,
Pearl and Tana — both experienced players in this play-fype
- had each independently developed a high level of
confidence in Bussabong based on very rigorous
gecphysical inferpretation.

After a hard lock at the driling results, the decision was
made to cut further expenditure by alecting not o dril the
second set of 3 well bores on Bussabong. The effect of this
was that Morizon Ol and Tana had 1o contribute part of the
cost of a minimal well on Chang Daeng and relinguish the
interasts 1o be earned in Blocks $312/32 and 1311/38.

The second and higher potential phase of the venture - fo
axplore with our parinars the AMI that covers a wide
portion of the southern GOT - remains very much alive.
The Thai Ministry of Energy has recently announced an
open acreage bid round, which includes over 30,600
sguare kilometres that will be subject to the AML We
believe that our view of the commercial and cperationsl
characteristics of the Guif of Thalland remains correct. We
have shown that wells can be driled quickly and cheaply,
the market is short of gas and good prices are being paid,
axploration acreage is widely avallable and competiticn is
perceived to be limited. We are participating in the current
acreage hid round with Pearl and Tana, whom we have
found 1o be capable and experienced pariners,
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rectors’

The directors of MHorizon Ol Limited present their report
together with the consclidated financial staterments for
the year ended 30 June 2005 and the auditors’

report thereorn.

Eractors

The following persons were directors of Horizon Gil
Limited during the whole of the financial year and up to
the daie of this report, unfess otherwise stated:

[ Ainsworth

3 O Emmedt

J 8 Humphrey

R AlLaws

P Nimmo {appointed on 1 December 2004)

Brincipal sclivities

During the course of the 2005 financial year, the
consclidated entity's principal activities continued 1o be
directed towards petroleum exploration, development and
production.

Bigrdficant changes in the state of affalrs

Significant changes in the state of affairs of the
consclidated entity during the financiai year were as follows:

& Share purchase plan

On 6 December 2004, the company anncunced a Share
Purchase Plan issue, partially underwritten by ABN AMRO
Micrgans Corporate Uimited, which raised approximately
$2.8 mifion before expenses. The capiial raised is being
applied by the group 16 finance the costs of the
development planning and, i approved, initial project
design and construction of the Maari field, offshore New
Zealand and the 12-8-West field in Block 22/12 cffshore
China. Shares were allotied on 30 December 2004, The
izsue of B2,174,118 new ordinary shares ai 12 cents
increased the company's ordinary share capital fo
534,001,121 shares.

Fatters subseauent 1o the end of the francisd vear

On 18 July 2006, shareholders approved a placement to
Macquarie Bank Limited. The issue of 26,666,667 fully
paid shares at 11.25 cents per share increased the
company’s ordinary share capital o 560,667,788 shares.
$3,000,000 was received as a result of this issue.

On 30 August 2005, the company announced that BOS
International, a subsidiary of the Bank of Scotland, has
provided a commitied offer of finance of up to US$H40
mifiicn o fund the project development of the Maari oit
field, offshore New Zealand. The offer is subject i the
decision ot the Maari joint veniure participants to proceed

18

with the development of the Maari field, satistaciory due
diigence and completion of documentation.

The finance faciity under which the Maari development
funding wili be provided, assuming satisfaction of the
conditions noted above, will incorporate develcpment
funding, completion suppart, hedge instrument funding
and borrowing base faciities of up to US%40 million. The
finance facifity may be expanded and has been designed
to concurrently accommodate the financing requiremenis
of the group's other potential development assets.

Cther than the matters above, there has not been any matter
or circumstance which has arisen since 30 June 2005 that
has significantly affected, or may significantly affect:

1. the consolidated entity’s operations in future financial
years; or

2. the resulis of those operations in future financial years; or

3. the state of affairs of the consclidated entity in future
financial years.

s .
Earnings per shave

2005 2004

Cents Cents

Basic earnings per share {1.72) (2.08)
Dituted earnings per share {1.72) (2.08}

Feview of operations
A review of operations is set out in the ‘Activities Heview’
accompanying this report.

Likely developments and expected resulls

of spevations

Comments on expected resulls of certain of the
operations of the consclidated entity are included in this
report under the review of operations.

FFurther information on kkely develcpments in the
operations of the consclidated entity and the expecied
results of operations have not been included in this report
because the directors believe it would be likely to result in
unreasonable prejudice 1o the consolidated entity.

Environmental reguiation

The consclidated entity is subject to significant
anvirchmental reguiation in respect of exploration,
development and production activities in alt countries in
which it operates ~ New Zaealand, China, USA, Papua
New Guinea and Thailand. Horizon Gil Limited is
commitied ic undertaking all of its exploraticn,
developrment and production activities in an
anvirchmentally responsible manner.
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bformation on directors

The following persons held office as directors of Horizon Off Limited at the date of this report:

Director:

Experience and current Directorships:

Former Directorships in last 3 years:

Special Responsibilities:

Director:

Experience and current Directorships:

Former Directorships in last 3 years:

Special Responsibilities:

Director:

Experience and current Directorships:

Former Directorships in last 3 years:

Special Responsibilities:

Diractor:

Experience and current Directorships:

Former Directorships in last 3 years:

Special Responsibilities:

Director:

Experience and current Directorships:

Former Directorships in last 3 years:

Special Responsibilities:

Company Secretary:
and Chief Financiat Officer

F Alnsworth am, B.Cormm, FAICD, FCPA

Director for 4 years. Former Managing Director of Sagasco Holdings Lid.
Deputy Chairman of Tarac Australia Limited; Director of Oif Search Limited
and Envestra Limited.

Chairman of Bionomics Lid

Chairman ot Board; member of Audit, Remuneration and Risk Management
Commitiess; Chairman of Nomination and Disclosure Commitiess.

B D BEmmett B.5c {Hons)

Director tor & years. 30 years experience in petroleum exploration,
E&EP management and investmeant banking.

Nore

Chief Exacutive Officer; member of Risk Managemeni Committes and
Disciosure Commities.

4 8 Humphray LLE., FS.1A

Director for 15 years. Member of the firm of Solicitors, Mallesons Stephen
Jagues, specialising in the area of Corporate Law. Chairman of Villa World
Limited, director ot Downer EDI Limited.

Former Chairman of Bligh Ventures Limited.

Chairman of Audit Committee; member of Risk Management Committes.

R A Laws pow, B.Sc, GAICE

Director for 2 years. Former director of the Petrcleum Division of the South
Australian Department of Mines and Energy and previously Exploration
Manager for Australian Aquitaine Petroleum Py Lid.

Nore

Chairman of Remuneration and Risk Management Committeas; member of
Nomination Committes.

B P Nirmmo B, Tech {Hons) PhD

Appointed executive direcior on 1 December 2004, 25 years experience in
petroleum engineering, economics and planning, E&P management and
investrent banking.

None

Manager — Enginesring and Business Development; Mamber of Risk
Management Committee

Michael Sheridan B.Ec, LLM,, ASLA.

Befare joining Horizon Cil Limited in 2003, #Mr Sheridan held senior finance
and commercial roles in Australian and international ol and gas, mining and
telecommunications companies.
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Birectors’ verests in the share capiial

As at the date of this Girectors’ Report, the directors hold the following number of fully paid ordinary shares and cptions
over unissued ordinary shares in the company:

Director Ordinary shares fully paid Oipticns
F Ainsworth - direct - 1,000,000
- indirect 505,832 -
B I BEmmett” - direct - 5,000,000
- indirect 885,00 -
4 & Humphray - direct - 500,000
- indirect BET.EB78 -
B A Laws - direct 441 666 500,000
- indirect - -
F Mimmo® - direct - 2,000,000
- indirect GRH, 306 -

" B O Enwrett and P Nirmmo alse hoid an interest in Oasis Energy Invesiments Py Ltd, the comparny’s major sharsholcler,

Weetings of dirveciors
The numbers of meetings of the company's board of directors and of each board committes held during the year
endad 30 June 2005, and the numbers of meetings attended by each director were:

Board Audit Risk MNomination Remuneraticn
Meetings Commitiee Management Committes Committes
Meetings Committes Meetings  Meetings Mestings

Number of meetings held 12 2 7 7 1
Numizer of meetings atiended by:

I Ainswaorth 12 2 1 1 1
B D Emmett 12 - 1 - -
J 8 Humgphrey 12 2 1 - -
R A Laws 12 - 1 1 1
P MNimma® 4 - 1 - -

{appoinied 1 December 2004}

* P Nisrrne has attendedd ali meetings of the Board and relevant Comemitiess since his appointment to the Board and
gesocilad commitizes,

20 Horizon Gil Lirmnited




termmuneration Report

Edrasctors
The following persons ware directors of Horizon O
Limited during the financial year:

F Ainsworth Chalrman, non-executive director

B D Emmett Chief Executive Officer

J S Humphrey  Non-executive direcior

R A Laws Non-execulive direcior

Dr £ Nimmo Fxecutive directar {appointed 1

December 2004}

Executives {other than directors) with the greatest
authority for strategic direction and management
{"specified executives”) during the financial year:

M Sheridan Chief Financial Officer, Company
Secratary, iHorizon Cil Limited

M Lambert Financial Controller, Horizon Gil Limited

W Dobbie New Zealand Country Manager,

Horizon Gif International Limited

The remunearation report is set out under the following
main headings:

# Frinciples used o determine the nature and amount of
remunaraticn

@ Detals of remuneration
% Service agreements

& Share-based compensation

Principles used o determine the nature and amound
of rernuneration

Remuneration packages are set at levels that are intended
to attract and refain executives capable of managing the
consclidated entity's diverse internatichal operations.

Non-executive dirsctors

Fems and payments to non-executive directors rafiect the
demands which are made on, and the responsibilties of,
the directors. Non-executive directors’ fees and payments
are reviewed annually by the remuneraticn commities i
ensure they are appropriate and in ine with the market.
The Chairman's fees are determined separately to the
fees of non-executive directors based on comparative
rcles in the external market.

Directors’ fegs

The current directors’ fees were last reviewed with effect
from 1 December 2003, Non-executive directors’ fees are
determined within an aggregate directors’ fee pool limit,
which is peficdically recommended for approval by
shareholders. Shareholders approved the current fee pool
limit of 250,000 on 26 November 2004 at the AGM.

Retirement allfowances for directors

There are no retirement allowances in place for directors,

Executive pay

Executive remuneration and other terms of employment
are reviewed annuaily by the Bemuneratich Committes
having regard to relevant comparative information. As well
as a base salary, remuneration packages include
superannuation and termination entitternents and non-
monetary benefits. Executives are eligible to pariicipate in
the Horizon Oil Limited Employee Option Scheme.
Executive directors are also eligible 1o parficipate in the
Horizen Ol Limited Employee Option Scheme with
participation and allotment subject 1o the approval of
shareholdars.

Remuneraticn and cther terms of employment for
execulives are formafised in a service agreament.

Details of the nature and amount of each element of the
emoluments of each director of Horizon Oif Limited and
each of the specified executives of the consolidated entity
are set aut in the following tables.

Distalls of rernuneration {audied)

Cetails of the remuneration of each directar of Horizon Cil
Limited and each of the executives of the company and
the consolidated entity who received the highest
remuneration for the year ended 30 June 2005 are set out
in the following tables. The specified executives alsc
include the officars with the greatest authority for sirategic
direction and management duing the financial year. Al
glemenis of remuneration are not direcily related to
performance.

Ey
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Post-
Primary employmert Equity Other
Narne Salary and MNon Superannuation Options  Termination Totat
Fees Moretary”
g 3 3 $ $ %
Directors:
F Alnsworth
Chairman, non-axecutive director 75,000 - 8,750 - - 81,750
B D Emmsit
Chief Executive Cficar 282,714 13,151 11,685 - - 307,451
J4 Humptirey
MNon-axecutve director 37,500 - - - - 37,500
R A Laws
MNon-axecutve director 37,500 - 3,375 - - S0B75
P Birmmo®
Exscutive director
fappoistad 1 Decamber 2004} 233,000 17877 11,685 - - 262,262
Total 665,715 30,828 33,265 - - 725,838
2004 comparatives® 386,529 12,864 21,258 4,861 - 428,503
Specified executives.
Nt Sheridan
Chiaf Financial Oficey, Company Sacratary 210,000 5,353 11,585 - - 228,538
M Lambert®
Financial Controller 85,000 - 7,850 12,000 - 104,850
W Dobbie®
MNaw Zealand Country Manager 0,185 - - - - 0,185
Total S05,186 8,353 10,235 12,000 - 344,773
2004 comparatives® 617,069 35,261 33,844 0,240 32,819 732,483

Man Mometary benetits inciude the "package vaue” of car parking, insurances and other expenses nclushe of FBT,

P Mo was apposted a director on 1 December 2004, Before this appointment

ne was Manager of Engnesning and Business

Drervarloprnant, Amourts shovert abover include all $r Mmma's remunaraton during the reporting perioc, Asnounts recaived in his

posigon as diector amounied to $152,8087 made up of salary and feas of $135.917, non-monetary benefits ot $10,312 and

supararnuation of $5,758,

W Dohiie also raceives consultancoy feas, see note 25,

Horizon Gl Lissite

of W Lambart's ssmunaration for the financial vear consisted of options,




Bervice Agreerments {audisd

Remuneration and other terms of employment for the
Chief Executive Officer and the specified executives are
formalised in service agreements. Fach of these
agresments includes the provision of other benefits such
as heatth insurance, car parking and participation where
gligible in the Horizon Ol Employvee Opticn scheme.
xcept as noted below, sach agreement includes a
paymeni of termination benefit ot 1/6 of annual salary
package plus 1/12 of annual salary package for each year
of service. Other major provisions of the agreements
relating to remuneration are set out below:

8 D Emmett, Chief Executive Officer
w Tarm of agreement
— 4 years commencing 1 January 2002,

& Fayment of termination benefit on early termination by
the emplayer, other than for gross misconduct, equal to
12 months salary.

& Initial annual base salary, inclusive of superannuation, of
250,000, adjusied as agreed by the Board.

Share-based compensation - oplions {audited)

L. P Nimmo, Executive Director and Manager

Engineering and Business Development

@ Base salary, exclusive of superannuaticn, for the year
ended 30 June 2005 of $233,000.

W Dobbie, New Zealand Country Manager

w Tarm of agreement — 1 year from 1 January 2004
extendad for a year from 1 January 2005 and with an
option for W Dobbie 1o extend for ancther year after this.

w Fees payable of NAB55,000 per annum inciuding
consultancy fees,

M Sheridan, Chief Financial Officer, Company Secretary
= Base salary, exclusive of superannuation, for the year
ended 30 June 2005 of $210,000.

M Lambert, Financial Controfler
= Base salary, exclusive of superannuation, for the year
ended 30 June 2005 of $85,000.

The terms and conditions of each grant of opticns affecting remuneration in this or future reporting periods are

as foliows:
Grant date Expiry date Exercisa Value per opticn Date exercisable
price at grant date

31/10/2002 31/10/2007 50.20° 50.0103 50% on date of issue, 25% after 1 July 2003,
25% after 1 July 2004

25/11/2003 25/11/2008 50.20° 50.0066 50% on date of issue, 50% after 1 July 2004

2510/2004 2L0/2009 50.20° 50.028C R0% after 25/10/2004, 50% after
PEAG/PO008

PAMB/2000 31/12/20050 5020 $0.000067 100% after 24/6/2005

¢ The opiion exercise prices are suizject to adjustment & certain creumstances as per ASX Lisiing Rule 5.22.2
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Oplions are granted o directors in accordance with the
terms as approved on a case by case basis by
shareholdars at relevant annual general meetings, details
of which are set out in note 16, Options are granted to
the specified executives as part of the employee option
scheme. Delalls of oplions granted 1o, cancelled in
respect of and exercised by directors and specified
axeculives during the year are set out below.

Oiplions are granted under the scheme for no
considaration. Options are granted for a five year period.
When exercisable, each option is convertible into one
ordinary share.

Options granted under the scheme carry no dividend or
viting rights.

The exercise price of the options is based on the greater
of 20 cents or the price determined by the directors being
not less than the weighted average sale price per share of
alt sale prices at which shares were sold on ASX during
the period of five business days ending on the business
day pricr to the date of the directors’ mesting at which
the directors resolved 1o grant the option. The option
exercise prices are subject to adjustment in certain
circumstances as per ASX listing rule 8.22.2.

The amounts disclosed for the remuneration of directors
and specified executives include the assessed fair values
of options granted during the year, at the daie they were
granied. Fair values have been assessed using the Black-

Option holdis {(audited)

Scholes option pricing model. Factors taken inte account
by this mode! include the exercise price, the term of the
oftich, the current price and expected price volatility of
the underlying share, the expected dividend vield and the
fisk-free interest rate for the term of the option. The value
attributable 1o oplions is alocated to particular periods in
accordance with guidalines issued by the Australian
Securities and Investments Commission (ASICY which
require the value of an oplion at grant date to be allocated
aqually over the period from the grant date fo the vesting
date, unless it is probable that the individual will cease
sefvice at an earlier date, in which case the value is ic be
spread over the pericd from grant date to that earlier
date. f-or options that vest immediately at grant date, the
value is disclosed as remuneration immediatahy.

Uptions provided as remuneration fsudited)

Details of options over ordinary shares in the company
provided as remuneration to each diractor of MHorzon Cil
Limited and each of the specified executives of the
consclidated entity are set cut below. When exercisable,
each option is convertible inlo one ordinary share of
IHorizon Off Limited. Further information on options is set
out in note 16,

Shares provided on exercise of remuneration
options faudited)

Mo options were exercised during the year.

The numbers of options gver ordinary shares in the company held during the financial year by each directcr of MHorizon
Cif Limited and each of the specified executives of the consolidated entity, including ther personally-related entities, are

sed out below:

MName Balance at Granted Exercised  Other changes  Balance at Vested and
the start of during the  during the during the the end of exercisable at
ihe year YEar year year ihe year the end of
the year
Directors:
I Ainsworth 1,000,000 - - 1,000,000 1,000,000
B D Emmett 5,000,000 - - 5,000,000 5,000,600
J Humphrey 500,000 - - 500,000 500,000
R A Laws 500,000 - - 500,000 500,600
P Nimmao 2,000,000 - - 2,000,000 2,000,500
Specified exacutives:
M Sheridan 2,000,000 - - 2,000,000 2,600,000
M Lambert - 500,000 - 500,000 250,000
W Dobbie - - - - -

Pt
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Shareholdings taudited)

The numbers of shares in the company held during the financial year by each director of Morizon Oif Limited and each
of the specified executives of the consolidated entity, including their personally-related entities are set cut below:

Name Batance at the Receivad during Other changes Balance at the end
start of the year the year on the during the year of the vear
exercise of options

Directors
Ordinary shares

I© Ainsworth 512,500 - 83,332 095,832
B D Emmett” - - o8h, 000G 085,000
J Humphray 857,878 - - 857,878
R A Laws 400,000 - 41,666 441,666
P Nimmao* 618,730 - 336,666 Gb5, 306

Specified exscutives
Ordinary shares

il Sheridan” 437,874 - 186,666 624,640
i Lambert - - 42,000 42 000
W Dobbie - - - -

* B D Emmett, P Nimmo and M Sheridan also hoid interests in Oasis Erergy Investmants Py Lid, & substantial shareholder,

Loans t divectors and execulives

There were NG lcans 1o directors or specified executives during the financial year.

Cther ransactions with divectors and speciied sxsculives

Ses nole 25 far other transactions with directors and specified executives.

Bhares under option

Unissued ordinary shares of Horizon Gif Limited undar option al the date of this report are as follows:

MNumber of Options Exercise Price’ Expiry Date
2.600,0G0 20 cerits 31/12/2008
2.000,0G0 20 cerits 16/1/2007
2,600,060 20 cents 11/3/2007
2,000,0G0 11 cerds 11/3/2007

100,0G0 20 cerits 11/6/2007
2,000,0G0 20 cerits 1/10/2007
1.500,0C0 20 cerits 31/10/2007
2.000,0G0 20 cents 16/6/2008

a00,0a0 20 cents 25/11/2008

000,0a0 20 cents 25/10/2009
1,465,000 14 cents? /201G

17,065,000

The option exercise prices are subject to adivstment in cerlain circumstances in line with ASK Lising Rule 8.22.2
 Sublect fo restrictions on exercise
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On 25 Ocicber 2004, the company issued 500,000
options undar the Employee Option Scheme exercisable
in Ene with the conditions of the Scheme {see ncte 16)
and expirng b years following the date of issue.

The company also issued 1,000,000 options on

24 June 2008 exercisable immediately and expiing on
31 December 2008,

During the vear, the date of expiry of 1,000,000 options was
modified from 168 January 2007 to 31 December 2005,

1,000,000 options exercisable at 20 cents lapsed during
the year,

Subsequent fo year end, 4,680,000 options were issued
of are proposed to be issued under the company’'s shorl
tarm performance incentive plan. 1,465,000 options were
izsued subsequent to yvear end and 2,625,000 options are
proposed 1o be issued 1o executive directars, subject to
shareholdar approval at the company’s 2005 Annual
General Meeting. These cptions have not been included
in the directors' and executives’ option holdings tables.
The opticns granted under the company's short term
incentive plan terminate if nol exercised within five vears
and are subject to the following restrictions on exercise:

% opticns are progressively exercizable in three equal
iranches {subject to share price performance restriction)
from dates which are 12, 24 and 36 months after grant
date; and

% opticns are not exercisable unless and until the five day
volume average weighted price of the company’s
shares equals of exceeds $0.20. Until such time, all
opticns olherwise exercisable are not able to be
exarcised.

Mo shares were issued during the year upcn the exercize

of oplions.

Ervicend

No dividend is recommended for the year ended
30 June 2005,

fsurance of officers

During the financial year, Horizon Oil Limited paid a
premium to insure certain officers of the company and
related bodies corporate. The insured abilities exclude
conduct involving a wilful breach of duty ar improper use
of informaticn or position to gain a personal advantage.
The contract prohibits the disclosurs of the premium pard.

The officers of the company covered by the insurance
palicy include the directors and secretaries, and other
officers who are directors or secretaries of confrolled
entities who are not afso directors of secretaries of
Horizon Cil Limited.

The liabifities insured include costs and expenses that
may be incurred in defending civil or criminal proceedings
that may be brought against the officers in thelr capacity
as cfficers of the company or a refated body corporate.

Mon-audit services

The company may decide i employ the auditor on
assignments additionalt to their statutory audit duties
whers the auditor’s expertise and experience with the
company and/or the consolidated entity are important.

Details of the amounts paid or payable to the auditor
{PricewaterhouseCoopers; far audit and non-audit
services provided during the year are set out balow.

The board of direcicrs has considered the position, and in
accordance with the advice received from the audit
comynittes is satisfied that the provision of the non-audit
services is compatible with the general standard of
independence for auditors impaosed by the Corparations
Act 2001, The directors are salisfied that the provision of
non-audit services by the auditor, as set out below, did
nct compromise the audfar independence requirements
of the Corporalions Act 2001 for the following reasons:

# Al non-audit services have been reviewead by the audit
committee fo ensure they do not impact the impartiality
and chijectivity of the audfor; and

# none of the services underming the general principles
relating to auditor ndependence as set out in
Professional Staternent -1, including reviewing or
auditing the auditor's own work, acting in a
management or a decision-making capacity for the
company, acting as advocate for the company or jcintly
sharing economic risk and rewards,

& copy of the auditars’ independence declaration as
required under section 3070 of the Corporations Act
2001 is set oul on page 28,
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Consolidated
2005 2004
G %

During the yvear the followdng fees were paid or payatle for services

roviced by the auditor of the parent entity and ita related practicas:

Aszurance semvices
1. Audit services
PricewsternouseCoopers Australan firm:

Auct and raview of Snancial reports and other audit work under the

Corporalions Act 2007 58 540 BE 500
Related practices of PricawaternouseCoopars Australian Tiom 5,000
Total rermuneration {or audit services 503,500 61,500
2. Non-audit services

Taxation services

Related practices of PricawaterhouseCoonars Australian Tiom 22,264
Total remuneration for taxation services 22,264
Other services

PricewsternouseCoopers Australan firm:

Due diligence 15,000
Related practices of PricawaterhouseCoopars Australian Tm GO 2,449

Total rernuneration for advisory services

G0 17,449

Baporbing currency and rounding of amounts 1o
nearest thousand doliars

Al references in this Annual Beport to “$* or “dollars”
are references 1o Australian dollars, uniess
otherwise specified,

The company is of a kind referred {c in Class Order
9B/0100 issued by the Austrafian Securities and
Investments Commission, relating fo the "rounding off” of
amounts in the directors’ report. Amounts in the directors'
report have been rounded off in accordance with that
Class Order 1o the nearest thousand dallars, or in certain
cases, to the nearest dollar.

Srittor

PricewatarnouseCoopers continues in office in
accordance with section 327 of the Corporations
Act 2001,

This report is made in accordance with a resolution of
the diracicrs.

Dpieadd,

F Ainsworth am
Chairman

B D Emmett
Chief Executive Officer

Sydney
9 Seplember 2008



Auditors’ Independence Declaration

PRICEAVATERHOUSE(QOPERS B

Pricewaterhousetoapers
ASE 52 789 431 757

Waterfront Place

1 Eagie Slregt
FRISRARKE Q1D 400G
GO Box 160
ERIRIANE GLE 4801
LI T Sirisbuane
Ayt

Y YR RO

Aunditory Independencs Declaration

As lead auditor for the sudit of Horvizon Oif Limited for the vear ended
30 Fome 2005, T declars that to the best of my knowledge and belief]
thers Iave Dean:

ap no contraventions of the anditor independence requivements of the Corporations Act
2001 m relation o e medit and

by no coutraventions of any appiicable code of professional conduct i relantion e the
iz,

Thiz declaraiton is 13 respect of Honzon O] Limiied and the entities # coutrolled dning
the perind.

L AL

Robert Hubbard Hrishane
Pariner 4 Septembrer 2005
PricewaterhouseCoopers

Lamhilby s Bonitend by the Accountmsts Scoheme under the Mrofessions! Benderds Ant 1504 [NEW
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Corporate Governance Statement

The company has complied with all of the Australian
Stock Exchange Corporate Governance Councit's baest
practice recommendations.

A description of the company’s main corparate
governance practices is set out below. Al these practices,
unless otherwise stated, wers in place for the entire vear.
The board and commities chartars, together with key
corporate governance poficies are available for review in
the corporate governance section on the company
website www. horizoncil.com.au.

The company and its controlled entities together are
referred 1o as the Group in this statement.

Board of Directors

The board operates in accordance with the broad
principles set ouwt inits charter as summarised balow.,

Role of the board

The board is responsible for the overall corperate
governance of the Group including the strategic direction,
astablishment of goals for management and monitoring
the achievement of such goals. The board has
esiablished a number of committess 1o assist in the
exacution of ifs responsibiliies. The committeas and their
rcles are discussed below.

Board composition

The board comprises three non-executive independant
directors, including the independent chairman, and two
axecutive directors, including the chief executive officer.

Details of the members of the board, thelr skifis,
exparience, expertise, qualifications and term of office are
set out in the directors' report under the heading
“Information on Directors™.

The company’s constitution provides thal directors, other
than execidive directors, shalt not refain office for more
than three calendar years or beyond the third annual
general meeating following election without submitiing to
re-eglection by shareholders. Al the annual general meeting
aach year, one third of the directors in office, o, if thair
number is not a muttiple of three, the number closest to
one-third, shalf retire from cffice.

Directors’ indspendence

The board adopts the ofiteria specified in the ASX Best
Practice Recommendaiions 1o determine a director’s
independence. The board considers that Massrs
Ainsworth, Humphrey and Laws satisfy the criteria being

independent of management and free from any business
or cther relationship or conflict of inferest that could
materially interfere with, or could reasonably be percaived
1o materally interfere with, the exercise of their
independent judgement. The board acknowledges that
Mr Humphrey has been a director for fiffeen years.
However, given the complete change of the Group's
management within the last three years, the board
considers that there are no objective or subjective reascns
i believe that Mr Humphrey's period of board service in
any way would interfere with his ability 1c act in the best
interests of the company.

Commitment

The number of meetings of the company’s beard of
direciors and of each board committee held during the
year ended 30 June 2005, and the number of meetings
attended by each director is disciosed in the

diweciors’ repott,

independent professional advice

Subject 1o the prior approval of the Chairman, directars
and board commitieas have the right, in connection
with the discharge of their duties and responsibilities,
1o seek independent protessional advice at the
COMPany’s expense.

Performance assessment

Each year the chairman will conduct a formal discussion
with each of the directors individually 1o discuss their
performance and ideas for improvement of the operation
of the Board. The Board will then review the consclidated
views, inputs, comments and deficiencies arising from the
formal discussions and identify ways 1o improve board
performance and determine the necessary
implermnentation plans for such improvement measures.

Corporate reporting
The chief executive officer (CEQ) and chief financial officer
(CFO) have made the following ceriifications to the board:

= 1hat 1o the best of thelr knowledge and, sulbjject to the
following provision, the company’s financial reports are
complete and present a frue and fair view, in all materiaj
respects, of the financial condition and operationat
resufis of the company and Group and are in
accordance with relevant accounting standards;



Corporate Governance Statement

cortinued

# thaf the above statement is founded on a sound
systemn of ek management and infernal compliance
and control and which implements the policies adopted
by the board and that the company’s risk management
and internal compliance and control is operating
efficiently and effectively in all material respects.

Board Committess

The board has established a number of commitiees to
assist in the execution of its duties and fo allow detalled
consideration of complex issues, Current commitiess of
the board are the audit, nomination, remuneration, risk
management and disclosure committees.

Fach committes has #s own wiitten charfer setting out #is
role and responsibilities, compasition, structure,
membership requirements and the manner in which the
committee is to operate. The board charters are
published on the company website.

Aucht committse

The audit commities consists of the following non-
axecuiive independent directors;

J 8 Humgphrey (Chairman)
I Ainswaorth

Details of these directors’ qualifications and attendance at
audit commitiee meetings are set out in the directors’
report,

The audit commitiee has appropriate financial expertise
and all members are financially literate and have an
aporopriate understanding of the industry in which the
Group operates,

The main responsibifities of the commiites are 1o oversee:
& the adequacy of Horizon Oil's accounting system and
internal controf environment;

# the adequacy of Horizon Oif's system for compliance
with relevant laws, reguistions, standards and codss;

& the effectiveness of internal accounting contrals;

& the identification of improvements that can or shouid be
made to Horzon Gil's internal controls, policies and
financial disclosures,

# the frequency and significance of all iransactions with
redated parties and assess thelr propriety;

[ Ta
PN

# the integrity and quality of iHorizon Qif's financial
informaticn including financial information provided ic
ASIC, ASX and sharehclders; and

# the independence, objectivity, scope and quality of the
external audit, including a review of the level of total
fees paid 1o the exiernal auditors,

In fuifiling its responsibilities, the audit committee:

# reviews the processes the CEO and CFO have in place
1o support their certifications 1o the board;

# meats with the external auditors at least twice a year;

# reviews any significant disagreements between the
auditers and management, irespective of whether they
have been resclved;

w Mests separately with the external auditors at least
fwice a year without the presence of management; and

= provides the external auditors with a clear line of direct
communication at any time to either the Chairman ot
the audit committee or the Chairman of the board.

The audit commities has authority, within the scope of its
responsibilites, 1o seek any information it requires from
any empioyee of external party.

Externsd auditors

The company and audit committee policy is 1o appoint
axternal auditors who cisarly demonstrate protessional
gualiies and independence. The paerformance of the
axternat auditor is reviewed annually and applications for
tender of external audit services would be requesied if
deemed appropriate, 1aking into consideration
assessment of performance, existing value and tender
costs. PricewaterhcuseCoopers and s predecessor firms
have been the external auditors for cver 20 years. it is the
company’s policy to rotate audit engagement partners at
least every five years,

An analysis of fees paid to the external auditors, inciuding
a breakdown of fees for non-audit services, is provided in
note 23 1o the financial statements. It is the policy of the
external auditors 1o provide an armual declaration of their
independence to the audit commitiee,

The external auditor is requested to attend the annual
general meeating and be avallable 1o answer sharehoider
guestiocns about the conduct of the audit and the
preparation and content of the audit report.
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Momination cotumities

The Beard established a nomination committee on
10 Febuary 2004, The commities consists of the
following non-executive direciors:

[ Alnsworth (Chairman)
R A Laws

One meeting of the nominaticn commities was held
in the year,

The main responsibiiities of the commiites are to:
# assess the skils and competencies required on the

board;

= Tom time 1o fime assess the extent to which the
required skills are represented on the board;

w establish processes for the review of the performance
of individual directors and the board as a whols;

» establish processes for the identification of suitable
candidates for appointment 1o the board; and

& recommend the appointment and removal of directors.

When a new director is to be appointed, the committee
reviews the range of skills, experience and expertise on
the board, identifies its needs and potential candidates
with appropriate skills and experience. Where necessary,
advice may be sought from independent search
consultants.

The full board then appoints the most suitable candidate
who must stand for election at the next annual general
mesting of the company. The committes's nomination of
axisting directors for reappointment is not automatic and
iz contingent on their past performance, contribution to
the company and the current and future needs of the
board and company.

Flemuneration commities

The Beard established a remuneration commitiee on 10
February 2004, The remuneration commitiee consists of
the following non-executive directors:

R A Laws (Chairman}
[ Ainsworth

One meeting of the remuneration committae was held in
the year,

The remunaration commitiee advises the board on
remunaeration and incentive policies and praciices
generally, and makes specific recommendaticns on
remuneration packages and other terms of employment
for executive directors, other senior executives and non-
axecutive directors.

Each member of the senior executive team signs a formal
employment contract at the time of their appaintment
covering a range of matters including their duties, rghts,
responsibilities and any entiflements on fermination.

Further information on directors’ and executives”
remuneration is set out in the Directors’ report and note
24 10 the financial statements.

Hisk sssessment and management

The board, through both the audit and risk managsment
commitiees, s responsible for ensuring there are
adequate palicies in relation to risk management,
compfiance and internai control systems. These policies
are available on the company website. In summary, the
company policies are designed to ensurs strategic,
operational, legal, repulation and financial risks are
identified, assessed, effectively and efficiently managad
and moniiored to enable achievement of the Group's
business objectives.

Considerabls importance is placed on maintaining a
strong control environment. Thers is an organisation
structure with clearly drawn fines of accountabiity and
delegation of authority.

The company risk management policy and the cpearation
of the risk management and compliance system is
oversesn by the company rsk management commities,
established on 26 Aprl 2004, which consists of al
direciors:

A A Laws (Chairman)
F~ Adnsworth

J 8 Humghrey

B O Emmett

P Nimmo

The commities’s responsibilites include the company's
internal controt environment and ensuring that the
company has an integrated framewcrk of internal
comgliance and cantrols based on formal procedures and
appropriate delegalion of authority and responsibifity.

The key function of the Committee is to identify and
prioritise risk arising from business straiegies and activiies
and ensure that appropriate risk management controls are
implermented and are sffective.

The company recognises the importance ot environmental
and cooupationad health and safety ("OHESY) issues and
is committed to the highest levels of performance. To help
meet this objeciive the risk management committee is
responsible for ensuring the systematic identification of
envircnmental and OM&S issues and for ensuring they are
managed in a structured manner,
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Ethical Standards

The company has a corporate cade of conduct {"code”)
that has been fully endarsed by the board and applies to
alt directors and employees. The code is updated as
necessary 1o ensure it reflects the highest standards of
behaviour and professionalism and the practices
necessary ¢ mainiain confidence in the Group's integrity.

In summary, the Code requires that ai alt times all
company personnel act with the utmost integrity,
objectivity and in compliance with the letter and the spirt
of the law and company policies.

The company’s palicy in relation io dealings in the
company’s secufities applies fo direcicors, employees and
consultands. In summary, such persons are permitted to
deal in the company’s securities during the twenty-gsight
day period following the release of the quarterly regorts,
half-yearly and annual financial resulis to the market.

Any intended transactions must be notified {o the
chairman in advance.

The code and the company’s share trading policy are
discussed with each new employes as part of their
induction {raining.

The diractors are satisfied that the Group has complied
with its policies on ethical standards, including frading
in securities.

The code and the securities trading policy are available for
review an the company's website,

Cortinuous disclosure and shareholder
communication

The company has written policies and procedures on
information disclosure that focus on continuous disclosure
of any information concerning the company and its
controlled entitiss that a reasonable person would expect
to have a material effect on the price of the company’s
securities, These policies and procedures also includs the
arrangements the company has in place to promcte
communication with shareholders and encourage effective
participation at general meetings. These policies and
proceduras are avallable on the companys website,

The board constituted a disclosure committee,
on 20 Aprit 2004, which consists of Mr Ainsworth
{chairmany and My Emmett (chief executive officar).

s

The disclosure commities is responsible for:

& ensuring Horzon Oif complies with its disclosure
obligations;

& determining what information can or should be
disclosed i the market;

& Oversesing and coordinating the disclosure of
informaticn to the ASX, sharehclders, analysts,
stockirokers, media and the public; and

& educating officers and employees on Horizon Girs
disclosure palicy and procedures and raising awareness
of the principles underlying continuous disclosure.

The chairman, chief executive officer and company
sacratary have been nominated as persons responsible
for communications with the ASX, This role includes
responsibility for ensuring compliance with the continuous
disclosure requirements in the ASX Listing Rules and
oversesing and co-crdinaling information disclosure to
the ASX, analysis, brokers, sharehclders, the media and
the public,

Alt information disclosed to the ASK is posted on the
company’s web site as soon as i is disclosed to the ASX.
When analysts are brisfed on aspects of the Group's
operations, the material used in the presentation is
refeased to the ASX and posied on the company's web
site. Procedures have also been established for reviewing
whether any price sensitive information has been
inadvertently disclosed, and if so, this informaticn is also
immediately released to the market,

All shareholders receive a copy of the company's annual
report. In addition, the company seeks 1o provide
opporunities for shareholders to participate through
electronic means. The website alsc includes a feedback
mechanism and an opticn for shareholders to register
their email address for direct email updates of

COMmpany matiers,
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Independent Audit Report

PRICEAVATERHOUSE(COPERS @

PricowaterbouseCoopars
ABIN 52 708 433 757

Waterront Mace

. 1 Eagle Strest

Independent audit report to the members of E?—‘EEESSANE :,?LB 4080
2% 10

Horizon Oil Limited BRISBANE QLD 4007

{¥X 77 Brisbane

Anstralia

WA DWE CORERY

Audit opinion
In our opitom
1. the financiad repost of Hortzon 01 Limited:

*  gives 8 iree and B view, as reguared by the Corporations Aot 2001 in
Austenlia, of the Snancis] position of Horlzon Odl Linsted sod the Herizon Oil Group
{defined below) as 81 30 Yune 2005, and of thelr purfiosmnee for the yesr ended on that
dlate,

* s pressmted i accordance with the Corporations dvs 2061, Ascoonting Standards and
other mandatory financial reporting requirements in Australia, and the Corporations
Regulations 2001 and

2. the audited revrmneration disclozures that are contained in pages 21-25 of the divectors’ report
comply with Accounting Standard AASB 1046 Divertor and Executive Disclosures by
Disclosing Entitias {AASB 1046) and the Corporaiions Regulations 2001,

This opinion mmst be read 1 conjunction with the rest of our audit report.

Seope

The financial report, revpoaeration disclosures and directors’ responsibility

The finaneial veport cotaprises e statenient of Bnascial position, statensent of financdal
performance, staternuet of sash fows, sccompanying notes o the foancial staterments, amd the
directors’ decharstion for both Hovizon Ol Lisaited the cwmppany and the Honzon Ol Group (the
consolidated entity}, for the year ended 30 June 2008, The consolidated entity comprises both the

company and the entities it confrolled doring that year.

The company has disclosed information about the remuneration of directors and executives
{audited remuineration disclosures) as required by AASE 1646, under the heading “remumneration
report”™ on pages 21-25 of the directors’ report, as permitied by the Corporations Regulations 2001

The directors of the company are responsible for the preparation and truie and fair presentation of
the Binancial report in scsordance with the Corporations dof 281, This inchudes responsibibity for
the maintenanee of adeguate accounting records and intersal contrals thist are designed & provest
and detect fraud and smor, and for the accounting poliems sl sccounting estimates inhorent i the
foaneial report, The divestors sre alse wesponsible for the renmmeration disclosures contsined in
the directors” repost,

Awdit approsch

We eonducted an independent audit in order to express ag opinfors fo the meanbers of the company.
Cur audit was conducted in accordance with Auvstralian Auditing Standards, in order to provide
reasonable assurance av io whether the financial report is Free of material misstatement and the

Liabifity imfted by & scheme approved under Professional Standards Legistation
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resnuneration disclosures comply with AASD 1846 and the Corporarions Regulations 2001 The
nature of an audit is wiluenced by factors such a5 the use of professional udgement, seleetive
testing, the imherent Hmitations of interzal control, and the availability of persuasive rather than
cuncitsive evideree. Therefore, an sudit cannot gusrantae that all matervial tisstateneats have
Yeen detected. For forthey explanation of an andit, vistt owr website

Bty fwrwrr e so/an mancal statsrsentanhi,

We performed procedures to assess whether i sl material respects the Bnancial repott presents
fairly, iy secordance with the Corporations dot 2081, Aceounting Standards and other neandatory
finaneial reportinig reguirenrents in Australia, a view which is consistent with otr saderstanding of
the comapany's and the consolidated entity’s Hoaneial prsition, snd of thely performianee &
represented by the restlts of their operations and cash flows. We also performed procedures to
assess whether the remmmneration disclosures comply with AASE 1044 and the Corporations
Regulations 200!

We formed owr audit opinion on the basis of these procedures, which meluded:

. sxamining, on a test basis, information 1o provide evidence supporting the amounts and
disclosuras in the financial report and remnerstion discloswres, and

* assensing the appropristeness of the avcovniing policies and diselosures used and the
reazonableness of significant sccounting estinates made by the directors,

Our procedores inclade reading the other information i the Anmus] Report to determiae whether it
contains any waterial inconsdstencies with the financial veport.

While we considered the effectiveness of management's mternal controls over financial reporfing
when deternuning the nature and extent of our procedures, our andit was not destgned to provide
assuranee on internal confrols.

Cur awdit did not mvolve an analysis of the prudence of business devisions made by drectors or
TAGAGETRCHE.

Independarice

In eonducting our sudit, we followed applicable independence requirements of Australian
peofessional athieal proncuncements and the Corporations Aot 2001

s

PricewaterhouseCoopers
Robert Fabbard Brishare
Partner % Septernber 2003
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On

I the directors’ opinicn:

{a} the aftached financial statements and notes are in
accordance with the Corporations Act 2001 including:

{il complying with Accounting Standards, the
Corporations Regulations 2001 and other mandatory
professional reporting requirements; and

fil) gving a true and fair view of the company’s and
consclidated entity's financial position as at 30 June
2005 and of their performance, as reprasented by
the results of their cperations and thelr cash flows,
for the financial year ended on that daile; and

{tz} there are reasonable grounds to believe that the
company will be able 1o pay its debts as and when they
become due and payable; and

o} at the date of this declaration, there are reasonable
grounds to believe that the members of the Extended
Ciosed Group identified in note 21 will e able 1o mest
any cbligations o iabifilies to which they are, or may
become, subject by virtue of the deed of cross guarantes
described in note 21,

The direciors have been given the declarations by the
chief executive officer and chief financial officer required
by section 2964 of the Corporations Act 2001,

This declaraiion is made in accordance with a resolution
of the directors.

[

F Ainsworth aw

Chairman
B D Emmett

Chief Executive Officer

9 September 2005



Statement of Financial Performance
for the vear ended 30 June 2005

Consolidated Parent Entity
Note 2005 2004 F005 2004
004 3000 BOG0 000
Fevende from operating aciivities 3 330G 27 -
Cost of sales 4{a} 451} (598) -
Gross profit / {loss) i1e (327) -
Fevenue from non-operating activities 3 482 6,584 1,320 303
General and adminisirative espenses Ak 2,128} (2,337%) {20243 (Z124)
Exploration and development axpanses &} 6,520 (7.818) {FA6) 15,377)
Borrowing costs Afchy (3t - -
Wirite down of invastmant in subsidiaries to recoverable amount - 3,505 -
Wirite back / (write down) of lnans recadvabie from subsidiaries o
recoverable amount - & 08 (122
Cher expanses 4{e} {7 B 5,159) a4y (158)
85,3143 (8,322 2270 (7.,382)
Profit £ foss} from ordinary activities before income tax (expense} / benefit 455} 8.649) 2270 (7.,382)
Income tax {expense) / benefit relating to ordinary activities 5 B0} - -
Profit £ foss} frorm ordinary activities after income tax (expense} / benefit {5,455} 8.649) 2270 (7.,382)
Nat profit / (foss) attributable to members of Horizon Gil Limited {5,485} 8.649) 2270 (7.,382)
Increase in forsign currency translation ressrva arising on transtation
of foreign seif-sustairing conirolled operations - -
Total revenues, expenses and valuation adjustrments attributable
to members of Horizon Qil Limited recognised directly in equity - -
Total changes in equity attributable to members of Horizon O#f Limited
other than those resulting from transactions with owners as owners {8,445 8.649) 2270 (7.,382)
Carils Cents
Basic samings par share 33 {178 12.08)
Diluted earnings per share 33 {178 12.08)

The accompzanying notes form an integral part of these financial statements.
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Statement of Financial Position

az at 30 June 2005

Conaciicatod Favent Entity
Note 2005 2004 2005 2001
3000 £'000 OO0 $'000

Cutrent Assets
Cash assats 3 7.ree FATY 7407 6,701
Receivables 7 S8 ity & 147
Other financial assets 8 - -
Prapayrrents and othar dabtors ] 288 58 260 47
Total Current Assets 3.5 8,432 7 GE0 5,805
MNon-Current Assets
Other financial assets 10 - - 17 GEE ¥.325
Plant & aguipmeant 1 65 o 68 el
Exploration & deveiopment expenditure 12 12 BT 11,5585 #5383 5,851
Total Non-Current Assets 12,685 11,625 23547 13,346
Total Assels F1ERE 20,057 KADALS 20,241
Current Liabilities
Payabies 13 2803 2,505 (€K1 1,617
Total Current Liabilities 2523 2,503 553 1,617
MNon-Current Liabilities
Payabies 14 R L] - 118 -
Provigions 15 212 197 -
Total Non-Current Liabilities 530 197 1186 -
Total Liabilities 3,153 2,700 it 1,617
Net Assets 15,403 17,357 30,435 18,624
Equity
Contributed eqguity 16 43,604 84,1553 43,654 84,153
Reservas 17{a} 4,478 4,412 - -
Accumulaied losses 17{y (78,705 [71,208) B5.E50 (65,529
Total parent entity interest and
Total equity 15,403 17,357 30,435 18,624

Tre accompanying notes form an ntegral part of these financia! statements.



Statement of Cash Flows

for the vear ended 30 June 2005

Consolidated Parent Ently

Nots 2005 2004 2005 2004
004 5000 2000 £'000

Cash flows from operating activities
Receaipts from costomers 1% 27 - -
Paymenis io supplisrs [SCARE {1,871) {1,054 527
{1,848 {1.600) {1,055 827
Interest recehad 318 151 302 126
Income iaxes paid {03 - -
Withhielding tax paid - -
Net cash inflow / (outflow? from operating activities 3¢ 17458 (1.449) {1 4513 {801

Cash flows from investing activities
Expenditure on explorstion phase properties {7,472} 5,470) BE7) (4,35%)
Expanditure on development phase properties (A2 {174) -
Proceasds from sale of axploration & development shase propertiss - 2,297 - -
Paymenis for plant and eouicmeant {55 {79 (55 {79
Procesds on sale of interasts TE3 - E -
Procesds from sale of financial assets 5,335 - -
Payments o acquire invaestrmants - {13,404} -
Loans to controlled entities - Y 5,509
Net cash inflow / (outflow? from investing activities {7,664 1,608 {7,074} 1,168

Cash flows from financing activities
Procesds from shars issuss SR 6,326 4 861 6,326
Paymen: of share issus axpenses A {440 {318 {440
Dividend paict - -
Repayrment of borfowings - -
Net cash inflow / (outflow} from financing activities 9,542 5 BEE 4542 5,888
Net increase / (decrease) in cash held 5 6,345 B17 6,254
Cash gt the baginning of the financial year P 1,571 &, 7 e
Effects of exchangs rate changes on cash {10 (139) {411 (147)
Cash at the end of the financial year & 7RG FTT FAuT 6,701

MNon-cash financing g investing activities

The accompzanying notes form an integral part of these financial statements.
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for the vear ended 30 June 2005

1. Surnmary of significant scoounting policles

Tris gereral purpose financial report has been prapared in
accordancs with Accounting Standards, othar authoritative
proncincemeants of the Austraian Accounting Standards Board,
Urgant lszues Group Consensus Views and the Corporations
Act 2001,

It is preparsc in accordance with the historical cost corsention,
except for cartain assets which, as noted, are at valuation,
Uniges otherwise stated, e accouning poicies sdopted are
corsistent with those of the previous vesr

Tre financial report has been prepared on a going concern basis.
Tre carrying values of non-current asseis disclosed in these
Financial Statements are pradicatad on the consoldatad entity's
contiruad pursuit of its stralegy in respact of these assets. The
strateqy involes raising additional capitsl, Hkely to be a
combination of 2guity and debt. Shodld tha Jull amount of the
capital required to pusus the strategy not be raised and the
consclidated entity adopt & modified strateqy involving
rationalisation of any nen-current asssts, whils thers = inherant
uncertainty, the directors consider that i iz uniiely that the
carying values of non-current assels would exceed the realisabie
vatue of such assets in an orderly saies orocess and 56 no
aciustment has been made 1o their camying values.

Tre Australian Accouning Standards Board (AASB} is adopting
Imtsrnationz Financial Reporting Standards (IFRS) for appication
to reporting periods beginning o or afer 1 January 2005, The
AASE has issuect Austraian ecuialents to IFRS, and e Urgent
lssues Grougs has issued interpretations corresponding to 1ASB
intarpretations originated by the Intemational Financial Beporting
Imterpretations Conmemities or the former Standing Interpretations
Comimittes, The adopiion of Austrafian equivalents to IFRS wit be
first rafiectad in the consoidalad aréty’s financial statements Tor
the haif-year ending 31 December 2008 and the year ending 30
June 2008, Information about how e trangition 1o Austraian
equivalents 1o IFRS is teing managed, the key differences in
accounting policies thal arise and the impacts of the fransition is
set ot in rote 34,

{a} Principies of consotidation

Tre consolidated financial statemenis incorporate the assets and
fabilites of all entites controfied by Hodeen Ol Umnited ("parent
entty™) as at 3¢ June 20058 and the results of all controlled
enitias Tor the year then endaed. Horizon il Limited and its
corroded entites together are referved 1o in this fnancial report
as e consolidated antity, The affects of a# transactions betweaen
endties in e consolidated entity are sliminagtad in fuk, Outside
ety interests in the results and sguity of controfed entites ars
showen separately in ihe consolidated statement of financial
performance and statement of financial position respactively,

iotes to and forming part of the Financial Statements

Winere contral of an entity is oitained during a financial year, its
resuits are nchided in the consolidated statarnant of financial
parformance from: the date on which controd commences, VWhere
cortrol of an entity ceases diring a fingncial year its results are
inciuded for that part of the vesr dudng which control exists.

Investments in oint ventures are accounted for a3 set outin
note 147,

b} Icome tax

Tax effect scocounting procedures are foliowedd whereby ihe
income lax expenss in the staterment of financial performance is
matched with the accouning proft afer allowing for permanent
differences. The future tax berefit relating o tax losses is not
caried Torvard as an asset unless the benafit is virually certan of
reglisation. Incoma tax on net cumdative timing differences is sat
aside to the defermed incoma tax or the futurs income fax barsfit
accounts at the rates which are edpeciad to apply when thoss
timing differences reverss.

e} Foredon currency trarsiation

{i} Transactions

Foreign curency transactions are inisally translated into Australian
currency at the rate of exchange at the date of the fransaction.
Al palance date amounts payvable and receivalsle in foreign
currencies are franslated 1o Australian currancy at rates of
axchange current at that date, Besuling exchangs differences
arising on: translation are recognised i the Statement of Financél
Parformance.

{iiy Foreign controlled entities

The azssts and iabilites of forsign controkec entities that ars
considered 1o be self-sustaining are translated into Australian
currancy at rates of exchange current at balance dats, while their
revences and expenses are transialed &t the average rates ruling
during the vear, Exchange differences arising on translation ars
tafean 1o the forsign currency translation resene,

For foreign comiroled entites whose operations are considerad to
be infegratec with the activites of the parent entity, the asssts,
kabilities and equity of thess entitizs are consolidatad into the
parent entity using the temporal method of franslation wherstby
non-monstary assets and fabilites and equity tems, including
revendes and expenses, are tfranslated using historic rates of
axchange, and monetary assels and labifties are ranslated wsing
rates of exchangs curent &t balance date, Any resuliang
exchange diferences are recordad as revenue of expenses by
the consoldatad amtity,




for the vear ended 30 June 2005

{ch Acouisition of assels

Tre purchass method of accounting is used for & acouisitions of

assels regardiess of whether eqguity instrurments or other assels

are gocgdred. Cost iz measursd as the fair valus of assels given

i, shares issued or lishilties underiakan at the date of
couisition olus incidantal costs directly atiributabie o the

acujuisition.

{&) Exploration and development expanditure

{i Exploration phase property costs

Expioration expenditure incurred oy or on behalf of the antity is
accumulated separately for each ares of rtarest until such tme
as ihe area moves inko Developerent Phase, or is ahandoned or
soid, Tha realisation of tha value of expenditure carried forward
depencis upon any commercial resalts that may be obtainad
through successiul deveiopment and expioitation of the area of
interast or ternativaly by ils sale. I an area of inferest is
abardonsd or @& considersd o be of no further commearcial
irtarest the scoumuiated exploration costs relating 1o the ares are
written: off against income in the year of abandonmert, Soma
exploration expenditure may also e writtan off where areas of
inferast are partly relinguished.

When an area of intarest conmences produciion, all expioration
whase progerty costs ars transferved 1o developrment and
procduction phase property costs,

{ify Development and production phase property costs
Developrent edpenditurs incurred by or on behal! of the antity is
accumulzated separately for each ares of terest in which
ecoromically recoverable resenvas have been identified to the
sasfaction of te dirsciors, When an arsa of interest
cormmences production, accumuiated acouizition cosls,
exploration and deveiopment expanciure are amortised over the
area of interest’s estirmated recoverable reserves. Allhough an
area of interest has entered the developrnant and production
whage, expioration activitias withis the same area of intarest may
coninua. Such costs, although of an expioration nature, are
clazsifisd as expandilure on developrrent phase properties and
are grrortised altong with carried forward costs and current year
development expanditure,

{iH} Restoration, rehabilitation and envirorimental expenditure
Ab each balance date the directors review the sstimated costs of
tion on currently bield permils, The
directors consicer the estimated costs of reclarmation, lant and

restoration and rehab

waste site closure and subsequant monitoring of the
ervironmert. Costs are estimatad on the basis of current
unciscountad costs, current legal requirements and current
techrnology. In general, due to the non-masive nature of oil and
gas expioration, as comparad with mining operations, the
estimated restorgtion costs associatad with any permit are minor,
Whers the provision is aither increased or decreasead, the
resulting expense or benefit is chargad against or credited to
results for the year,

otes to and forming part of the Financlal Statements

{#} Joint ventures

The proportionate interests in the assaets, liabdties and expenses
of joirt veriure operations have baan incorporatad in the financial
staterments under the approgriate heacings, Details of major joint
venture interests and the sum of the group’s inferests in joint
venture aesats and dabilites are sst out in note 22,

Wihere part of 4 joint venture intarest is farmed out in
consideration of the farminee undeartaking to incur Turther
expenditre on bahalf of hoth the farmines and the entity in the
0

carried Torward prior to Tarmout continues 1o e carried Sorward

ol ventura arss of inferest, exploration expenditure incurred and

without adiustment, unless the tarmes of the farmout are
excessiva based on the ditted interest retained, A provision is
then macke to reduce axploration expendiicre to ils estirmated
recoverable amount, Any cash recehed i consideration for
farming out part of a joirt venture interest is trested a5 &
reduction in the carrving vaiue of the relatad area of interest,

{gh vestments

Imierasts i unlisted securilies, other than controlled antities, are
rought 1o accoun? at cost and subsaguently recorded at the
oy of cost and recoverable amount, Dividend incorme is
recogrised in the staterment of financial parformance when
recetals,

Controfied entities are accountad for in the consolidatad financial
statemenis as set out in note 1),

Imterasts in listed securiiies beld for resale are valted at
rrarket valus,

{h Leased mon-current assets

A distinctior s made bebwesn finance lsasss which efactively
fransfer from the fessor to the lessee sulbstantally & the risks
and berslits incidantzd to ownearship of lzazed non-current
assets, and operaling eases under which the lessor effectively
refaing substantially all such dske and barefils,

Finance leases are capitalised, A lkase assat and kability are
astabishad al ihe present value of minimum lease payments,
Leaza payments are alocated batween the principal cormporent
of @e imase fability and narest expensa,

The lzase assst iz amortised on & straight line basis over the farm
of # imase, or where it iz likely that 1he consolidatad entity wil
obtain cwnarship of the asset, he e of the aasat,

Cirer operafing fease payments are charged to the staternant of
financizt parformance in e pariod in which thay are incurrad.

Horizon Gl Lisnited A




for the vear ended 30 June 2008

{i} Dhespwaiation

Depreciation is cafculated on a straight ling basis so as to writs
off tha net cost or revaiied amount of each terr of proparty,
wlant and equiprnant over its axpacied useiul life to the
consolidated entity. Estimates of remaining useiul ves are made
o a regular basis for all azsets, with annual re-assessmants for
rraior itemis, The expacted useiul bras are as follows:

Plarmt ard equiprnent G- 10 years

{ii Cash

For purmeses of the staternant of cash fows, cash inciudes
deposits at call which are readily converticla 1o cash on hand and
are subjact to an nsignificant risk of changes i value, net of
ouitstanding bank overdrafts.

{) Inventories
Imventories are valusd at the lower of cost and net
realizable value,

{1 Fecoverable arnount of non-current assets

Tre recoverabie amaount of an assetl s the nat amount expectad
to e recoverad through the net cash inflows arising from its
cordnusd use and subsaguent dispossd

Wihere the camying gmount of & non-cusrent assel is greater than
its recoverabie arnouni, e assst is writken down o its
recoverable amount. The decrement in the carrying amount is
recogrised as an expense in the statement of financial
performance n the reporiing period in which the recoverable
amaunt write down occurs, The axpactad net cash Tows
rockided n determining recoverable amourts of non-currant
assels are not discountad to their prasent valuss,

{m} Hevenus recognifion

Fevenue is recognised to the extent that it is probable the
economic banafits will low o the enBly and the revenue can e
refiabdy measurad, Amounts disciosed as ravenus are net of
wroduction iaxes paid,

For product sales, revenus is brought to account when the
produst is passed from the consofidatad entity’s physicad contrel
uncier an enforcesile contract, when sefing prices are known or
can be reasonably estmated and the products are in a form that
requiras no futher treatrment by the consolidated entity,

{n} Receivables

All trade debtors are recognised at the amounts receivable, as
they are dus for sattlament no more than 80 days from the dats
of recognition.

Collactizility of frade debrtors is reviewsd on an ongoing basis.
Dabts which are known to be uncollecible are wiitten off, A
wrowvigion for doubtiul debts i raised where some doubt a5 to
collection exists.

utes to and forming part of the Financial Statements

o) Trade and other oreditors

These amounts represent lialdities for goods and services
provided to the consolicated entity prior to the 2nd of the
financial yaar anc whichh are unpaid, The amounts are unsacured
ard are usually paid within 30 days of recognition.

o) Emploves entiffements

{i} Wages and salaries and annual leave

feave and other smployee
andtlements axpected 1o be seitled withis 12 monihs of the
reporting date are recognisec in other creditors i regpect of
amplovess’ services up to the reporting date, and are measurec
at e amounts expected 1o be paid when the liabilites ars

Liabiliges for wages, salaries, annd

satied,

{ify Long service leave

A liabiity for long service leave is racognised, and is measurad
as e present valus of expecied fulure payments to be made
irs respect of services provided by emiployess up o the
reporting date.

Consideration is given io expected future wags and salary levels,
axperience of empioyes departures and periods of service,
Expected iuture paymenis are discounted saing interest rates
on nationat govemement gugraniesd securities with terms to
migtrity that match, as clossly as possible, the astimatad futurs
cash outflows.

{ili} Ownership-based remuneration schemes
Ohinzrship-based rerrwnaration iz providaed 1o employvess via the
Empioyee Option Scheme. Information reiating to this scheme is
sat outin note T4,

No accourding entfes are madz in relation o the Employes
Opstion Scheme undil options are exercised, at which #me the
amousts recehable from employess are recognised i the
statement of financia position as share capial The amounis
disclosed for remuneration of dirsciors and executives in the
Directors Report include the assessed fair valkie of options &t the
date thay were grantad.

{og} Earvings per share

{i} Basic eanings per share

Basic sarnings per share is detarmined by dividing the profit doss)
fronr: orcinasy activities after income 1ax atiributabie 1o members
of Horizon Oil Limited by the weightad average number of
ardinary shares outstanding during the financiat vear, adiusted for
bonus eferments i orcinary shares issued duing the year.



iotes to and forming part of the Financial Statements
for the vear ended 30 June 2005

{iy Diluted earnings per share 2. Begment information

Ditted 2armings par share adjustz the amounis usad i the . . .
Prirary Feporting - Geographical Begmenis

The consclidated antity's risks and retumns are affectad
predomingntly by differences in the geographical areas in which it
operates, Therelore, geographical segrmeants are consicerad its
prirnary seporting format.

determination of basic samings per share to take into account
the after income tax effect of nlterest and other financing costs
associated with dilutive potential orckinany shares and e
weighied average number of shares sssumed to have bean
imaued for no considaration in relation 1o dilutive potentizd ordinary

shares, Potential ordinary shares are not considersd dilutive Secandary Reporting — Business Segments
whera the consolidatad entity incurs & loss per share as The consolidesed entity operates in one business segrment
caituiated abovs, namely exploration, development and production of

) ) mydrocarbons,
{r} Founding of amounts
The company s of a kind referred o in Class Order S8/0100, Segrment Acsotunting Policies
imaued by the Auatraian Securflias & lrvestments Comprission, Segrrent sccounting policies are e same as the consolidated
relating to the “rounding off” of amounts in the Tingncial report, enity's pofcies as discinsed in nate 1. Segment reveries,
Armoiints i the financial report have been rounded off & expenses, assets and jabilides are those that ars directly
accordance with that Class Order to the nearest thousand atrbutable to a segment on a reasonable basis. Segment assets

dollars, or i certain cases, to the nearest dokar, inckics 23 assels used by a segment and consist primarily of

operating cash, receivables, inveriodes and exploration and

{=} Leasehold bnprovemanis ] ) ) . ) )
devaippment expanditure, While most of these aassts can be

Tre cost of improvements 1o or on 2asehoid properlies is

. . i ] . o dirscthy atiributable to inchvidual segrments, the carrving amounts
amorised over the unexpired perod of e lease or the estirnatecd

. L ) . of ceriain assets used jointly Dy segments are allocated on a
wmafid life of e mprovemant to the consolidatad entity, . ) e L
reasonatle estimate of usage. Segrnent Fabilities consist primarity
of warke and other creditors, Segrment assets and lisbilites do not
1 mternationst Financial Reporting Standards (FRS) inclids income taxes.

See note 34 for he axpectad impacis of the transition to
Austrafan ecuivalants o Imtemations? Financial Reporting
Standards on the group's accounting policies.

whichever is the shortar

Primary reporting- Geographicat Segments

The consclidated entity operates & the following geographical
segmeris: New Zealand, Ching, Papua New Guines, USA and
Thailanc (2004, New Zealand, Crina, Papua New Guines, USA
and Tunisial, Segment reporting information for these segments
6 sat oul beiow:

Mewe Zaaland China Papus WERYAY Thadlarc  Unalloested  Consolidated
Meswe

Guines

Segment Mevenis

2008

Total segment revenis - - - - 4714 a1z
New Zealand China Papua USA Tunisia  Unallocated  Consolidated
New
Guinea
Segment Revenue $000 $00C $000 000 3000 $000 $00C
2004
Sales to customers oulside the
corsolidataed entity {oil & gas! - - - 271 - - 271
Crthar ravarus from antities outside
the consolidaiad antity 5,370 - - 1,467 - 167 6,584
Total segment revenus 5,370 - - 1,728 - 157 7.255

A Horizon Gl Lisnited £




otes to and forming part of the Financial Statements

for the vear ended 30 June 2005

Meswe Zaaland Chins FPaoua US4 Thailanct  UnaBocstaed  Consolidated
M

Guines

Segment Rresults
2005

Consolidated entity (osst £ argfit from

arcinary activities before incone tax expanse

% o e

Met {loss) / profi

Mew Zealand China Papua USA Turmista  Unallocated Consolidated
New
Guinea
Segment Results F000 $000 000 3000 000 $'000 $000
2004
Segment Results 502 5,101} B2y 1,484} [168) 127 {6,368)
Intarest noome 157
Borrowing costs expensad -
MNet foreign: curency fosses)/ gains (10
Citver expenditure dnciding general and
adminisirative costs) {2,338
Consolidated entity {foss) / profit from
ordinary activities before incorne tax expense {8,649

Income tax {expense) / bersfit -
Net {loss) / profit (8,649




otes to and forming part of the Financial Statements
for the vear ended 30 June 2005

Mewe Zaaland China Papus WERYAY Thadlarc  Unalloested  Consolidated
Meswe

Guines

Segmernt Othwer
2005

Othar Seoment Infernstion:

Siodficant nors-

gsly axpenses
{edhser than depreciation) included

i segmant resulis:

New Zealand China Papua USA Tunisia  Unallocated  Consolidated
New
Guinea
Segment Other F000 £000 000 000 000 F000 £000
2004
Segment Assets 5,028 7,603 Q47 1,168 589 5,206 20,057
Segment Labilities 143 1,314 654 280 21 278 2,700

Other Segment inforrmation:

Acquisition of property, slant and

aquipment and other nor-current assets

{excluding investments, expioration and

developmeant expenditurs] - - - - - 7o 79
Dapraciation of non-current assets - - - - - 57 57
Sigrificant non-cash expenses

{other than depreciation) included

in segmertt results:

Exploration & development written

off & carrying value of assets digposad 4,945 4,885 - 2,382 47 - 12,359
Sigrificant revenue or expenses.

Proceads on sale of development assats - - - 1,453 - - 1,453
Procesds on sale of financis assels 5,335 - - - - - 5,335

i Horizon Gl Lissite
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utes to and forming part of the Financial Statements

Conaclicatad

Pavent Drtity

2005 20014 2005 20014
060 000 000 £'000
3. Hevenus
Revere from opetrating activities
Cil sates Kxit 2¥ -
2¥ -
Revenue from non-operating activities
Intarast receivad from unrefated corporations 318 157 308 131
Proceads from sala of current irvestmenis 5,370 -
Procesds from sale of nterasts / panmits 163 1,453 E -
Miscellaneods other revanus 4 440 268
482 6,584 1,320 399
Heverue from ordinary activities 517 7,235 1,320 399

Conaclicatad

Pavent Entity

2005 20014 2005 2004
3000 £'000 GO0 000
4. Profit / loss) from ordinary activities
{a} Cost of safes
Cost of prodction
Diract production costs 238 568 -
236 598 -
Provision for sestoration of opearating locations 218 - -
Total cost of sales 451 568 -
{B) General and administrative sxpenses
Corporate office expansas 1,088 2,180 1,067 1,688
Dapracition — Plant & ecsdoment 57 57 57 57
Fental expense relating to operating legses i G4 ¥4
Total general and administrative expenses 2128 2,331 2024 224
{c} Exploration and develogrent axpenses
Exploration expanditure written off / expenssad 3,526 5,454 2348 5,377
Wiritten down valug of assets sold 2,382 -
Total exploration and development expenses 3,523 1818 285 5,377
{d} Borrowing costs
Intarest and finance charges paid K} - -
{e} Other expenses
Forsign exchangs iosses {nat} 16 100 G4 1358
Wiritten dowr valug of current investmants solc 4,545 -
Cihar 114 -
TFotal other expenses 138 5,159 84 158




otes to and forming part of the Financial Statements
for the vear ended 30 June 2005

Consolidated Parent Ently
2005 2004 2005 2004
004 3000 2000 £'000
{f) Profit 7 doss) from ordinary activities before income tax
axpense includes the following specific sxpenses:
Dapraciation of plant and equipmen 57 57 B 57
Total depreciation and amortisation 57 57 BY 57
{u} Met gains / fosses) on disposal of assels
MNet gains 7 fosses) on disposal of: -
Parmits / interssts @3 S249) K -
Irvestments - 368 - -
1E3 (561) E -
8. lncome tax
{a) income tax sxpense / {(benefil} for the financial year differs
from the amount calctlsted on the profit / (foss) from ordinary acthvities
The difierences are reconcied as follows: -
Profit ¢ (loss) from ordinary activities before incomes iax expense B, 485} 8.649) 2270 (7.,382)
Inceme ax caleolated at 30% (2004 — 30%:; {2,550} (2.595) a2y (2.21%)
Tax affect of permanent differances:
Nor deductibie expenditurednoen assessable income) (net) 1,356 1,796 {453 1,518
Income tax adiusted for permanent diferences {1,174 (799) {164} BS7)
Benefit of 1ax loases of prior vears recoupect ARKH {3,167 - -
Future incomes tax banefits not brought 1o account 1,855 3,783 i64 B9y
Wite-back deferred income tax dability - - - -
Effect of higher / fower} rates of tax on overseas income B} 183 - -
Urider / [owar) provision in pravious years 18] - - -
Total income tax expense / (benefit} 18] - - -

{b} Az at 30 June 2005 the directors estimate that the consolidated entity has gross offsets to fulwe assessable income
arising from carvied forward esploration and development exoenditure and from carded fonvard tax losses as follows:

= Horizon Gil Lirited 19,200,000
= Horizon Cil (USA) Inc. and other LS, entities 26,050,000
= Horizon Cil International Ltd and othar N2, entites $37,350,000
= Bligh Papua Lid and Bligh Kanau Ltd and other PNG branches B33, 760,000

Tre barefit of these tax losses wilt only B obtained if:
it the consolicated entity derives fuiure assessable income of & rature and of an amount suBlicient to anablz the benalit from the
decuctions for the losses to be realised or the losses are transferred to an eligitle entity; and

{i)  the consolidated entity confinuas to comply with the condizons for decucibility Frposed by tax lagislation; and

{ii) o changes in tax legisiation adversely affect e consolidatad antity in realising the bensft from the deductions Tor the losses,
Tre company and its wholly-owned Australizn subsidisrdes have determined they witt not slect fo enter the 1ax consolidation regimes
at this stage. As at 30 June 2008, no deferred tax balances have been recogrised in the statements of financial position of the
compary and the consolidaled eniity. Therefore, e decision not to elect to enter ixo the ax consclidation regime will not Have any
rraterial impact on the disclosad staterrents o financial position &t balance dats,

&5 Horizon Gil Lisnits
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Conaciicated Pavent Entity
2005 2004 2005 2004
3000 £'000 £1000 $'000
&, Current assels - Cash assels
Cash & bank and on hand 5,207 2,403 48186 1,883
Daposits at cak frefer note (al 2,480 5,374 24848 4,808
7RG ST FA07 6,701
MNetar (@) The USS% and A% deposits bear averags dosting irterast rates of approximataly 2.86% {2004 ~ 3.87%)
7. Current assets - Recelvables
Trade receivablas SEE 353 2 114
Othver receivablas 244 33
86 597 & 147
8. Curvent assets - Other financial assets
Shares held for resale — cost 20 20 20 20
Provigion for sharas held for resale {0 {20) (20 {20
o, Current assets - Prepaymerds and other deblors
Prapaysrents ] 58 110 47
Oty debtors as - 1a0 -
298 58 260 47
Conaclicatad Pavent Entity
2005 2004 2005 2004
3000 000 BGON 000
1 Mon-current assets - Other financial assels
Nor-traded investments
Shares in controfed antitiss
- at cost {note 20 - 9185 12,849
Provision for write-down 1o recoverable amount - {3,805 (12,849)
- 5820 -
Loans to controlled entities - 32,087 40,872
Provision for write down 1o recoverabie amount - #0811y (33,847
- 11,276 7325
- 17086 7325
it Mop-current assels ~ Plant and soufpment
Plari and squipnent — at cost 470 457 470 452
Less accurnulatad depraciation {402} (387) {40 (382)
B s} &6 0
Total Plant and Equipment 251 70 1] 70




for the vear ended 30 June 2005

Reconciliations

otes to and forming part of the Financlal Statements

Feconciliztions of the carmying amounis of each class of properly, plant and ecipment at the beginring and end of the current

finarcial vear are sat out balow,

Plarit arict eguipmearnt Total
$000 0060
Consolidated
Carrying armount at 1 Juiy 2004 4l 0
Aciditions it 5
Disposals - -
Dapraciation / amortisation expense {7 57
Carrying amount at 30 June 2005 3 G
Parernt Erdity
Carrying amount &t 1 Judy 2004 ! 70
Aciditions it 5
Disposals - -
Dapraciation / amortisation expense {7 57
Carrying amount at 30 June 2005 3 (15
Consolidated Parent Ently
2005 2004 2005 2004
000 3000 B000 £'000
12, Mon-current assels ~ Exploration angd development expenciture
Exploration Phase Property Costs
Deferred geological, geophysical, drifting and other expanditure 11,556 10,594 6,583 5,851
Development and Production Phase Property Costs
Producing oil and gas property acquisition, deferred geological,
seismic and drilling, procuction and distribution facilities and
oiher expeanditure 1847 1,327 -
Less accumulaied armortisation A6 (366) -
1,281 G&1 -
12817 11,555 583 5,851
The capitalised bxploration and Development Expenditure carried
forward above has been determined as follows:
Exploration Phase Properties
Openirg batance 10,504 10,157 5057 6,587
Expenditure incured diring the year 7355 5,468 452 4,348
Expanditurs written off during the year 6565 {5,051 (4,584)
Closing balance as shown above 1556 10,594 6,583 5,851
Development Phase Properties
Cpening batance O 2,168 -
Expenditure incirred during the year 320 174 -
Acquisitions and cisposals during the year (2,382) -
Closing balance as shown above 1,281 Gt -

Ultirnate recoupment of exploration and evaksation expenditure carriad forward is dependent on successiil development and

commercial exploitation, or altematively, sale of the respective areas,

it Horizon Gl Lisnited




for the vear ended 30 June 2005

otes to and forming part of the Financial Statements

Conaciicatod Pavent Entity
2005 2004 2005 2004
3000 $'000 £10G00 $'000
13, Currend Babilities - Pavables
Trade creditors 1.42% 2,154 437 1,418
Ciher creciiors 1,188 309 286 189
2.523 2,505 (& 1,617
4. Bon-Dureent Sabiities - Payables
Trade craditors 18 - 1186 -
18, Mon-Current fabiliies -~ Provisions
Restoration 412 197 -
Opening talance 197 187 -
Aciditional provision in year 215 - -
Closing balance 412 187 -

Parent Ertity

Farent Entily

Note 2005 2004 2005 2004
MNuratzer of shares
0G0 00 B0O0 £000
16, Contributed soully
{a3 Bhare capitsl
Ordinary shares B)e)

Fudy paid

534 00 481,827

03,684 84,1353

534,007 451,827

03,684 84,1353

{B) Movemernts in ordinary share capital

Date Detads Mernber of sharas Issue price Foo0
177/2003 Opering balance 365,825,031 78,268
B/10/2003 Cancefation of partly paid shares (4,363,600 -
5 2/2003 Rights lssus 80,365,572 0.07 £.326
1A 252003 Shars ssus expenzes - 44715
GO 2004 Batance as at 30 Juns 2004 451,827,003 84,153
B0 252004 Share Purchase Pian B2 74,118 012 5,861
30412/2004 Share issug expanzes - 13175
L2008 Shars issug expenses - (3
30/6/2005 Balance as at 30 June 2005 534,001,121 93,604

{oh Ordtinary shares
Fully Paid

Futy paid ordinary shares eniitle the holder 1o participale i dividends and the proceeds on winding up of the company i

proportion o the nurrizer of shares held, On a show of hands avery holder of ordinary shares presert at a meeting in person or

y proxy & entitled o one vote and upon a poll esch shars is entitied 1o one vole.



iotes to and forming part of the Financlal Statements
for the vear ended 30 June 2005

{chy Options over Unissued shares

Set out Relow iz & surmrrary of opfions on issue

Grrant date Expity date Exercise Balance fssued Exercised Lapsed/ Expiry  Balance at
price’  start of year  during vear  during vear cancelled date  end of year

during year varied
Number MNurnber MNumber Mumber MNumber Number

Consolidated and parent entity 2005
Options issued pursuant to the Employee Option Scheme

21/04/2000 21/01/2008 #0.20 1,000,000 - - (1,000,000 - -
16/01/2002 31/12/2008 &0.20 - - - - 1,000,000 000,000
16042002 16/01/2007 #0.20 3,000,000 - - - (1,000,000 2,000,000
3/06/2002 1/08/2004 &0.20 00,000 - - {500,000 - -
14/06/2002 11/08/2007 #0.20 $00,00C - - - - 00,000
141072002 1/10/2007 &0.20 2,000,000 - - - - 2,000,000
18/07/2003 18/06/2008 220 2,000,000 - - - - 2,000,000
25102004 25/10/2008 220 - 500,000 - - - 500,000
8,800,000 300,000 - {1.500,0001 - 7,800,000
General options issued
11/03/2002 11/03/2007 B0.TY 2,600,000 - - - - 2,500,000
1490372002 11/03/2007 #0.20 2,600,000 - - - - 2,500,000
3110/2002 31/10/2007 &0.20 1,600,000 - - - - 500,000
2E 2003 25/11/2008 220 00,000 - - - - 400,000
2E/08/ 2005 31/12/2005 220 - 1,000,000 - - - +,000,000
7,000,000 1,000,000 - - - 8,000,000
Total 156,800,000 1,800,000 - {1.500,0001 - 15,800,000

U The cption exercise prices arg subject to adiustmeant in certain ciroumstances in line with ASX Listing Bule 8.22.2

Emplovee Option Scheme

Ascheme under which oplions may be issued by the company 10 emaloyees for no cash considaration was aperoved by
sharehoiders on 11 Septamber 1897 and amendmeants were aporoved on 23 Novernber 2001, The schame is open to permanent ull
time or part #me employess of the compary. Executive directors are eligitle to partcipate.

Tre maxium namber of shares in respect of which options may be issued pursuant to the option scharme, togather with the number
of partly paid shares on sus poarsuant o any other employess share scherme of e company, mast not excesd 5% of the nurrber of
shares in the company on issue from: time 1o 9me.

Each aption entitles the employes 1o subacribe for ona share in the company and each oplion axpires 5 vears Trom e date of issue,
Upon axercise of the option, only one cent of the axercise price will be payvaile, with the balance being paid at the expiration of the
rerind which is 5 yaars from the dale of the issue of Be options, Half of the totad number of options issued 1o an emploves may be
exercised gt any tme after issue and hal may be axercised at any time after the expiration of one vear following the date of issus,

5 Horizon Gil Lirmnited




utes to and forming part of the Financial Statements

for the vear ended 30 June 2005

The axercise price will be the greater of: -

(&) the price deterrrined by directors bt will not be less than the weighied average sale price per share of all sale prices at which
shares are sold on ASK during e pariod of & business days ending on the business day prior 1o the date of the directors’ rmesting
at which the directors resohied to grant the option; and

i) 20 cants,

However, the option exercize prices are subject to adjiustreant in cartaln cirournstances in ling with ASX Listing Ruls 6.22.2.

Optiens issusd pursuand to the Employes Option Scheme
Tre company issued 500,000 options under the BErmployves Cption Scheme exercisablie in ling with e tarms of the Scheme and
expiring & years following the date of issue. The oplions gre exercisable &t 20 cents sach.

Gisneral options fssuoed
Tre company issued 1,000,000 options exercisable imymediately and expiring on 31 December 2008, The options are exercisable at
20 cents each.

Options in respect of which expiry dates were modified during the year
Duzing the vesr the expiry date of 1,000,000 options was modified from 16 January 2007 to 31 Decamber 2005,

Options exercised durng the year
Mo options were exercised during the year,

Options kapaing of cancelled curng the yvear
1,500,000 options exarcisabie ai 20 cenis lapsed during the vear.

Ootions issued subsequent 1o year and

Subsequant o yvear end, £,090,000 options were issued of are oroposed 10 be issued under tha cormpany’s short tenm performance

incantive plan, 1485 000 optlons were issued subsaciant to year end and 2,625,000 options are procosad 10 be issusd io

exacutive directors, subject to shareholder approval at the company’s 2005 Annual General Meating. The opions grantad under the

compary’s short tenm ncentive plan tenrinate if not exercised within five yvears and are subject 1o he lolowing restriciions on

EXECise:

# Options are progressively exercisable in three equal ranches (subject to share price performance restrickon) from dates which ars
12, 24 and 36 months after grant date; and

& Options are nol exercisabls unlese and urid the five day volume averags weighted price of the company’s shares asguals or excescds
$0.20, Uri# such time, & options otherwise exercizable are not able to be axercised.

{&} Share Purchase Plan

On 6 December 2004, the company announced & Share Purchase Plan issue, partially underaritien by ABN AMBO Morgans

Corporate Limited, which raized approsimately $8.8 million bsefore expenses. The capital raissd is baing applied &y the group to

finance the cosis of the development plarning and, if approved, nitial project desion and construction of the Maas field, offshore MNaw

Zealand and e 12-E-West feld in Biock 22772 offshore China, Shares were allsited on 30 Baceamber 2004, The issue of B2,174,118

ey ordlinary shares at 12 cents increassd the comgany’s ordinary share capita! to 534,001,121 shares,



for the vear ended 30 June 2005

otes to and forming part of the Financlal Statements

Consolidated Parent Ently
2005 2004 F005 2004
008 000 0G0 000
7. Beserves and refained profils
{a) Feserves
Foreign currency translation resarve 4412 4,472 -
Movernents:
Foreign currency translation ressrve:
Balance at the teginning of the financial vear 4,412 5,728 -
Transfer betwaen reserves (889) -
Realisation of reserve on disposal of subsidiary 4z28) -
Net exchange differences on transiation of foreign controlled enities - -
Batance at the end of the financial year 4,412 4,472 -
{b} Fetained profits / (accumulated losses)
Fetained profits / [goocumulated Tosses) at the beginring
of the financial year £ 208} (B3,E76) s s (88,147
Transler between reserves 889 -
Realisation of reserve on disposal of subsidiary - 428 - -
MNet profit # oss) attributable to mambers of Horzon Ol Urrited iB.485) 8.649) 2,270 (7.,382)
Retained profits / (aecumulated losses) at the end of the financial year IRAE N ANK) (¥1,208) B3 250 B5,529)

{c} Matore and purposs of foreign currency transiation reserve

Exchange differences arising on ranslation of forsign controlled entities are taken io the foreign currency transiation reserve, as

described in accounting policy note ok,

Consolidated Parent Ently
2005 2004 2005 2004
00 300C BOG0 000
18, Eguity
Total equity gt the baginning of e financiz year 1 3EY 2012 T8 E24 20,123
Tolal changes in eciity recognised in the stalemeant of
financial performance 8,455 (8.649) 2.270 (7,382)
Transactions with cwnars as ownars:
Contributions of equity net of transaction costs 8541 5.BB5 4,549 5,885
Tolsl changes in outside aouity interest - -
Total equity at the end of the financial year 5,403 17.357 30,435 18,624
Consolidated Parvent Entity
2005 2004 2005 2004
000 3000 E00G0 000
19, Franking Credils
Franking credits gvailable for subsequent vear 2 2 2 2

Horizon Gl Lisnited
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280 Investments in condrolled endities

otes to and forming part of the Financial Statements

Tre uitimate controlling sty of the consolidated entity is Horizon OF Limited. All the controlled entites are wholly owned (100%).

All ghares held in controiled entities are ordinary shares,

All coriroded antities carried on activiizs in thelr country of incorporation excert where notad below:; -

Mame of entity Courtry of incorporation Equity holding Activities carried on in

2005 2004

Y %o

Bighs United States Lt Australia 100 Australia
Bigh New Zeaand Lid®! Australia 100 Australia
Distlex Py Lt Australia 100 Ausstralia
Béigh: Petroiewrr Inc') UsA - 100 USA
Horizon Ok (USA) Inc. [formerty Bigh Tunisia lnc.} Usa 10 100 S5A
Horizon Of intermational Ltd Mew Zazland 100 100 New Zealand, PNG
Horizon Of intemationsd Holdings Lic Bl 100 - B
Horizon O (Thatand Holdings) Lid BvI 10 - B
Horizon O (Thatiand) Lid Thailand 10 - Tralard
Bigh PNG Lid Mew Zegiand TG 100 PNG, UsA
Bigh Kanau Lid Barmuda O 100 PNG
Bligh Papua Lic Bearmuda 100 100 PNG

{a) This company mergad with Horizon Oil 1USA} ne. during the yearn

5] Thess companias were deregisiersd duding the vear

2%, Beedd of cross gusrantes

Horizan O Limited, Bigh United States Limited, Bligh New Zealand Lirited and Detlex Pty Limitec were parfies 1o a deed of cross
guargrtes undar which sach company guarantzes the debte of the cihers. By erdaring into the deed, the wholly-owned entities have

baen relieved frorm the recuirament 1o prepare & financisi rapor and directors’ report uncer Class Order $8/1418 (as amended by
Class Ordars 98/2017, 0070321, 01087, 02/0248 and 02/1017) issuad by the Ausiralian Securitizs & Investments Commission.
Biigh United States Lirrited, Bligh New Zealand Limited and Detlex Pty Limited were deregistered during the year,

The above companies reprasented & "Closed Group™ for e purposes of the Class Order, and as there are no oiber parties to the
Deed of Cross Guaranies that are controded by Horkron Gl Limited, they aiso reprasaentad the “"Extended Closed Group™,

Sat out Reiow ars the consolicdated statement of inancial performance and consoidated statement of financial pasition for e year
ended 30 June 2005 of the Closed Group consisting of Hoszon Ol Limited, Bégh United States Linted, Bligh New Zealand and

Detlex Pty Limitad, Horzon Oil Limited is the only remaining memizer of the group as at 30 June 2005,

2005 2004
BGO0 5000

Revanus from oil and gas operations
Cost of sales

Gross profit

Other revenuss from ordinary actiitiss
Othear expansas from ordinary activitiss
Provisions for investimants / loans

1,280 469
@2567) (7,988
2,716

Profit / loss} frorm ordinary activities before incomes tax expense

1,641 (7519

Income tax penefE

Profit / (loss} from ordinary activities after incorne tax expense

1641 (7519

Totat changes in equily other than those resulting from transactions with owners as owners

1,641 (7519

Retained profits / faccumudated losses) at the beginning of the financial year

B0 (7361

Profit ¢ foss) from ordinary activities after income tax expenss

1,641 (7519

Retained profits / {aecumulated losses) at the end of the financial year

G258 (4,000




iotes to and forming part of the Financlal Statements
for the vear ended 30 June 2005

005 2004
H000 £00G

Current assets

Cash assets falery 6,707
Recavablies @ 147
Crher financial assets - -
Crihwar 26D 47
Total current assets ¥ BES 6,805
Non-current assets

Crher financial assets 17,088 7554
Plari & squipnmant 151 70
Exgloration and devalopment expenditure o503 5,851
Total non-current assets 23,547 13,6756
Total assets 31,218 20,870
Currertt Habilities

Payabiss BES 1,617
Total current liabilities BES 1617
MNon-current iabilities

Payabiss AR -
Total liabilities 7E 1,617
Net assets 30,435 19,253
Equity

Contributed ecuity 093,604 84,1535
Retained profits / (aocumulated losses) 83,250 (B4.500)
Total equity 30,435 18,253

22, Inferest in Joint VYentures

Companias in the group were parkicipanis in a number of joind vemure operations. The group has an interest n e asssts and fabilitiss
of these joint venlure operations. The group’s share of assets and liabilities of e joint venture cperations is included in the consoliciated
stalament of inancial positon s accordance with the accounting pokoy descrited in note 1) under the fofowing classifoations:

Consolidated Parent Entity
2005 2004 2005 2004
000 2000 BO0G0 000
Current assets
Cash assets k¥4 2129 118 1.642
Racavables 459 G2 2 B
Total current assets 840 2,223 124 1,650
Non-current assets
Exploration and developmer? 7aty 6,548 5 A6 5,054
Total assets 3,759 5,169 5588 6,704
Currernt Habilities
Payabies 1077 1,808 el ) 1,314
MNon-current liabilities
Payabiss ERES - AR -
Total liabilities 1155 1,808 KHE 1,314
Net investment in joint ventures 7564 7,561 BA0E 5,300

54 Horizon Gil Lirmnited
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The consclidated antity has an interest i the followdng ioint venture operations:

utes to and forming part of the Financial Statements

Joint Verture Operation Frincipal activilies Interast Interast
30 June 2008 30 June 2004
New Zeatand C# and gas exploration and 10.00% 10.00%
PEF 38413 devalopment
China
Block 22412 C# and gas exploration and 30.00% 30.00%
deveionmeant
Block 24/05 T and gas exploration and 00.00% 0%

devalopment

Uriited States

Bayou Choctaw field)

Ci and gas exploration and
deveiopmeant

Victory Fnancial Lease
14.00% - 2B.5%
Wilberts Lease 19.80%

Victory Financial Leass
14.00% — 28.5%
Wilberts Lease 19.80%

ORRI 2.5%

Bayou Choclaw (exgloration) Ci ard gas exploration - 100.00%, Schwing Lease®
PNG

PEL 4 C# and gas exploration 7.25% 7.25%
PRL & C# and gas sxploration 7.25% 7.85%
PPL 228 C# and gas sxploration 0% 10.00%
PPL 240 {formerty PPL 227) Ci and gas sxploration 20.00% 20.00%
PPL 206 i and gas exploration 0%< 0%2

Tunigia

Anaguic

C# arwd gas exploration

0.21% Royalty Interast

0.21% Hoyally Interast

Relinowished in July 2004,

Tha joir venture has applisd 1o surrandar this parmitl.
Parmit was surrendered during the yvear,

Consclicatad Pavent Bntity
2005 2004 2005 2004
% % 5 %

23, Femuneration of auditors
Remureration for audit or review of the financial reports of the

parent entity or any entity in the consolidated ertity:

Auciors of parant antity

- PricawaterhousaCoopers Australian firm

Other agditors of controlled entities

Felated practices of the auditor of the parent entity

Oversess PricewalerhousaeCoopears firms

53,500 5E,500 53,540 56,500

50,500 61,500

53,800 56,500

Remureration for other services

Aucior of parant entity

- PricawaterhousaCoopers Australian firm - 15,000 15,000

Related practices of the auditor of the parent antity

{including overseas PricewsierhouseCoopars fmis) 17,864 24,713 & 504 2,449
17 B64 38,715 6,504 17,449

Total rermuneration 77564 101,213 66, G0 73,849

Itis the consclidated entity's policy to employ PricewaterhouseCoopers on gssignments additional to their statutory audit dutiss

wihiere PricewaterhouseCoopers’ expertise and axpeariance wilh the consclidated entity are important, It is the consolidated antity's

policy 1o seak competitive tenders for all major conswiting projects.




for the vear ended 30 June 2005

24, Bemuneration of directors and executives

iotes to and forming part of the Financlal Statements

See the Remuneration report within the Direclors Report for datails of directors’ and specified executives’ ramunaration,

Orstiory hodelings

The rumbers of options over ordinary shares in the company heid during the financial vesr by esch dirsctor of Hoszon Oil Limited

anc 2ach of the specified axecutives of the consoidated entity, including their personaly-related entities, are set out beiow:

Name Batance at Granted Exercised Otter Balance at the Vested and
the start of during during the changes enci of exarcisable al
the vear the year yesr during the vear tha end
the yesar of tha yesar
Diractors:

F Ainaworth 1,000,000 - - - 1,000,000 4,000,000
B D Emmatt 5,000,000 - - - 5,000,000 5,000,000
J Hurnshray 500,000 - - - 500,000 500,000
R A Laws 500,000 - - - 500,000 500,000
P Nimmic 2,000,000 - - 2,000,000 2,000,000

Specified executives:
W Sheridan 2,000,008 - - - 2,000,000 2,000,000
M Lambert - 500,000 - - 500,000 250,000

W Dobhie - -

Shareholdings

The rumbers of shares in the company held during the financial year by each: director of Horizen OF Limited and each of the
specifisd executives of the consolidatedt entity, including their personally-related entilies are set out befow:

Name dalance at the Received during the year Oihver changes Batance at the and
start of 1he yesr on the exercise of options during the year of the year

Dirsetors

Ordinary shares

F Ainaworth 512,800 - 83,332 595,852

B D Emmeatt” - - 585,000 585,000

J Hurrphirey BE7.878 - - BEY.BYE

R A Laws £00,000 - 41,666 £47 BES

P Nirmmio” 818,730 - 536,686 955 3596

Specified executives

Ordinary shares

M Sheridan” 437874 - 186,666 524,640

M Lambert - - 42,000 42,000

W Doizbie - - - -

© B D Emmett, ¥ Nimima and W Sharidan also nold interssts n Gasis Energy nvesiments Pty Lid, & substanzzt sharsholder,

Loang o directors and executives

There were no loans to directors or specified executives during the financiat year,

Other ansactions with directors and specified axacutives

See note 25 lor other transactions with direciors and speacifisd executives,

Horizon Gl Lisnited
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25, Belated parlies

Birectors and speciied exeoutives
Mr Ooisbie, a dirscior of an overseas controlled entily, received $40,654 (2004: 35,180} in consullancy fees in addition (o s
rernunaration.

Whadby-owned group

Tre wholly-cwned groups consists of the uliimate parent entity, Horizon Cil Lirnited, and #s controlled entities of Horizon Gil (USA) Inc.,
Bigh PNG Lisritadd, Bligh Papua Lirrited, Sligh Kanau Umited, Horizon Cif Infemationat Limited, Horizon Gl Intermational Hoidings
Limited, Horizon Ol {Thagiand Hoidings) Liméited and Horizon O (Thailand) Limited, Ownsrship interests in these controlled entities are
gt oul in note 20,

Bigh Unitect States Limited, Bligh New Zealand Lirited and Detlex Pty Ld were deregistered during the year

Transactions batween Horizon Oil Limited and related parties i the wholly-owned group during the years ended 30 dune 2004 and
2008 consisied of: -

{a) conwioutions 1o share capital by Horron Ol Limited;
i foars achanced by Horizon Cil Lirmitad;
{c) foans repaid 1o Horizon OF Limited;

{d) the refmbursement of expenses 1o Hovizon Oil Umited

Tre reimizursement of expenses 1o Horizon O Limited by controfied entitizs is Dased on costs recharged on a relevant time alocation
of consuitants and employess and associated ofics charges.

Conaclicatad Pavent Entity
2005 20014 2005 2001
3000 000 GO0 £000
Agoregate armounts receivable from related partiss i e wholly-ovened group
at balance dale were as foliows-
Nor-current receivailes inet) - - 11,275 7,325
Agoregate amounts included in the detenmination of profit from ordinary
actvities bafore incoms tax that resulted from transactions with entitiss in
the wholly-owened group:
Prosdsion for write down / write down of loans 1o recoverabie amount - - {15,609 122
Provision for write down of mvestmants o recoverable amrount - - 3,305 -
Josdert ventures
Th Interasis in joint vantures are set out it note 22,
Conaolicdatad Parent Entity
2005 20014 20605 2004
3000 000 000 £'000
28, Emploves entiflements
Employee entitiement liabilities
Current payables (note 13) &5 55 [a5] 55
Murviber Murmber
Employee numbers
Average number of amployess during e nancizl year 5 & & &

27, Gontingent assels

Az part of the partial sale of the Bayou Chocotaw nterasts inJune 2004, the group may Be entitied 1o additional cash consideration
nasad on achisvement of production targels. The contingent asset has not Deen recognised as a receivable at 30 June 2005 as
the amourt is dependant on the future peformance of the operations and cannot be reliably measured at this stage, The
fraximurn arount which may be receivaed is US$900,000.
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Consolidated Parent Ently

2008 2004 2005 2004

004 3000 5000 000
28 Commitments for expencdiiure
Lease comritraents
Commitmert in relation to leases contracted for al reporting date but
not recognised as liabilities, payable:
Within one year 223 56 GG 5
Later than one yesr but not later than % years 128 - 128

108 56 148 5

Represernting:
Non-cancellable operating leases 108 56 198 5

Future finance charges on finance ieases - -

1G98 ol 188 5

Operating feases
Cormmitments for minimeam iease payments in relation o
non-cancefable operating leases are payable as follows:-

Within one year [B22) 56 &5 &
Later than one year but not later than % years 128 - 128
Commitments not recognised in the financial statements TOE S 198 S

Hemuneration caomritrents

Cormmitments for the payment of salaries and other remuneration sndear
iong-term employment contracts in existence at the reporting date

sut not recognised as liabéilies, payvable:

Within one yeaar TEG 283 160 283

TG 283 TG0 283

28, Exploration and Development comunBiments

Tre consolidated entity has entered into joint ventures for the purpose of expioring and deveioping certain mining teremenis. To
rrgintan axisting nlarests or rights to sam interests in those venturss the grous will Be exgacted to make contributions to ongoing
exploration and deveiopment programs. Since such programs are subject to confinug review by oparating commitiees, wpon which
the group is represenied, the axdent of future contributions i accordance with these arangements is suizject to continual
renegotiation.

Supject to the above-mentoned limitations, the directors have prepared the following disclosure of exploration and development

expendiire comemitmenis basaed on current status and knowledge of estimated cuantum and timing of such commitments by
gecgraphical arsa on a consolidated basis.

Witidn 12 months Within 12 months
Lecal currency
000 Fo00t
Chira USET,800 2368
MNew Zealanc NZR7 B0 BoT
Total 3068

' Translated to Australian dofars using spot exchange rate at 30 June 200%

The above commitmeants may be deferred or modified with the agresmeant of the host governement, By variations o the terms of
nckvidugt permits or licences, or extansions to the terms therecd, Another facior ikely to delay timing of these commitments is the
potertial lack of availability of suitable driing rigs in the area of interast.
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utes to and forming part of the Financial Statements

Im ackdigon o the above commitments, the consolidaiad entity has nvested funds in oiher axploration parmits, but is not exposed to a

cortingent ligkilty in respect of these, a8 it may choose 1o axit such permits & any tirme af no cost penaity oiter than the loss of the

manits,

Trne commitments may also Be reduced by e group entering into farm-out agreemants or working interest trades, both of which ars

typical of the normal operating activties of the group.

[f & particiant to a joint venivre defacits and fails to contribute s share of joint venture obiigations, the remaining joint venture

oarticipants are joint and severally liable o meet the obligations of the defauling participant. In this event the interest in the tenement

neld by e defaulting participant may be redistributed to the remaining participants. In the event of & default, a contingant fability

exists in respact of axpanditure commitmeants dus 1o be met by the group in respact of defauliing joir? venture participants.

Conaciicatod
2005 2004
000 £'000

Pavent Entity
2005 2004
BGON 000

3. Besoncliation of net cash flows from operating

activities to profit / floss) feom ordinary activities after ncome tax

Profié / (loss) from ordinary activitias afier income 1ax {8,405 {8,6449) 2,270 {7,382
Exoloration & deveiopment sxoenditure written offfexpensad 3,529 5,031 235 4,584
Dapracition B 57 BT 57
Prowision for diminution in valug of investments in controlled entities - 3305 -
Provision for write down / write down of loans to controlled entities - {5 4508 122
{Profi) / loss on sae of investments (368) -
{Profit) / loss onosae of permits {165 329 175 -
Loss / {orofit) on disposal of fxed assets - - -
Provision for restoration 2iE - -
Netb axchange differences 108 138 117 147
Changs in oparating aszels and labilitiss:

Dacrease / (increass) in rade dabiors 11 (250) {5 {28)
Dacrease / (increase) in other dabiors and prepayments {242} {49) (! 51
Increass / {decresss} in trade creditors B0 1513 B4} 1,149
Increase / fdacressst in other crecitors BES 198 27 65
Incraase / decressa) in provision for defered incoms tax - -
Net cash {outflow) from operating activities 1,745 {1,444) {1 451 (807)

3t Mon-cash financing and investing activities

Trere were no ron-cash firancing and investing activities during the year,

32, Financlal instrumentds and risk mansgerment

Detals of the significant accounting poficies and methods adopted, ncluding the oriteria Tor recognition, the Basis of measurement

ard the basis on which revenus gnd expenses are recognised, in respect of each class of financial asset, inancial liabdity and equity

rmtrurent iz disciozed in Nota 1.

{23 Foveign exchange sk

The constiidated entity i exposed to luctuations in exchange rates, and in pariicuiar 1o Ruciuations of rates of exchange between the

Australian dedar, Urited States doliar and New Zesiand dodar, No forsion exchange hedging transactions were entersd info duing the year,

{k Cowmmaodity price riak

Az al 30 June 2005 and 30 June 2004 the conscidated entity did not have any o price hedging in place. Ne ol price hedging contracis

wers entaredt into during the vear,



for the vear ended 30 June 2005

{c} Credit rigk

otes to and forming part of the Financial Statements

Crecit risk refers o the risk that a counterparty wilt defauit on its contractual chligations resutting in Fnancial ioss o the consolidated entity.
The canying amrou of financial assets recorded in the fnancial staterrents represents the consolidaiad amtity’s maxinium exgosure o

crec risk.

{cft fet falr value

The canying amount of financial assets and financial labities recorded in the nancis? staterments represents their respective net Tar values,

determninedt in accordance with the accounting policies disclosed in the financial statarments.

&) trveerest rate dak

The consoiidated entity’s exposure o interest rate sk and the effiective weighted averags infersst rate for each class of financial asssts and

financial liabities is st out below:

HIE
Firiancial assets

b 7 {labilities)

Fioating Fixed M Total
intarest rate one year -interest
of less Bearing
000 000 2000 $000
2004
Financial assets
Cash and deposits 4,585 - 21582 TTY
Racavables - - 557 597
5585 - 2,788 8374
Weighted average interast rate 3.87%
Financial liabilities
Trade and other creditors - - 2503 2,503
- - 2503 2,503
Weighted average intersst rate nia
Net firnancial assets / fiabilities} 4,585 - 288 5,871

The consoddatad entity has no off-balance shaet financil assets or liabilitias as at balance date,
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for the vear ended 30 June 2005

Consolidated
2005 2004
Cernly Cents
33, Earmings per share
Basic earnings per share (loss) (1.7 2,08}
Diluted egmings per share (loss) 17 2,08}

MNote: Diluted samings per share equates to basic earnings per share because a loss per share is not considerad dilutve for the
purposes of calouiating earnings per share pursuant to AASE 1027,

20085 2004
Mum e Nuriber
Weighted average number of shares used as the denominator
Weighted average number of sharses used as the denominator in
cafcuiating basic earnings per shars 403,026,620 416,401,484
Weighted average number of ordinary shares and potentis? ordinary sharss
used as the denominator in calouisting ditted sarnings per share 403,026,629 416,401,484
2005 2004
GO0 5000
Reconciiation of earnings used in calculating earnings per share
Basic earmings per share
MNet loss for the perfod altribuiable to mambears (8,405 {8,644
Diluted egrmings per share
MNet loss for the perod altribuiable 1o mambears (8,485 {8.644)

Infarmation concerning the classification of securities

{a) Options

Opticne o issue are not considerad to be potential ordinary shares as at 30 June 2008 which are diutive for the purposes of AASB
1027, given that the exercise price of the options was sigrificanty in excess of the market price of ordinary shares as listed on the
Austrafian Stock Exchange. In adction, ghven thatl the consoldated entity reporied afoss for the period any potentiat ordinary shares
could not produce a more favoursble result than basic earmings joss) per share,

Datals relating 1o options ars set out in Note 8.

34, mpacts of adopling Australian eguivatents to IFRS

Tre Australian Accouning Standards Board (AASB} is adopting IFRS for application to reporting periods baginning on or afier
January 2005, The AASE has issued Austraiian ecuivalents to IFRS and the Urgent Issues Group has issued interpratations
corresponding to 1ASE interpretations originated by e International Financial Beporting Interpretations Committee or the former
Standing Interpretations Commities, Thase Australian eguivalents 10 1FRS are referred 1o hereafier as AIFRS. The adoption of AIFRS
wit be first reflecied in the consolidated entity’s financial statements for the hall-year ending 3% Dacember 2008 and the vear ending
30 June 2006,

Entities comphyéng with AIFRS for the first tirme will e reguired to resiate their comparative financial staterents to amounis reflecting
the applcation of IFRS to thal comparative period. Most aciuestments required on transition 1o AIFRS wil be made, retrospectively,
against opening retained samings as at 1 July 2004,

The consolidated entity established a project tsam to manage the transition to AIFRS, including training of staff and system and
irtamal control changes necessary 1o gather all the required financial information, The project team is chaired By the chief financial
officer and reporis twice a yegr to the audit comenities and regularty to the Board, The project team has prepared a detailac imetatle
for managing e ranstion and is on schedile.

Trne project team has analysad all of ihe AIFRS and has identifizd the accounting policy changes that wil ba reguirad. |0 s0me cases,
chisices of accounting policies are available, including slective examptions under Accourting Standard AASE 1 'First-ime Adopton of
Austrafian Equialents 1o Infernational Financial Beporiing Stendarcis’. These choices have been analysed 1o determine the mmost
appropriste accounting policy for the consolicatad eniity.



iotes to and forming part of the Financial Statements
for the vear ended 30 June 2005

Tre known o refiably estimable @rpacts on the financis report for the year endad 30 June 2008 had it been preparsd using AIFRS
are sat oul befow. The expecied nancial effects of adopting AIFRS are shown for key indicators, with descriptions of the differences.
No material fmpacts are expectad in ralation 10 the statements of cash llows,

Although the adiustimenis disclogsed in this note are Based on management’s bast knowledge of expected standards and
intarpretations, and current facts and circumstances, these may change. For example, ameanded or addtional standards or
interpraetations mmay be issuad by the AASE and ihe [ASE. Therefore, unt the comipany orepares s frat Wl AIFRS inancial
statements, the possibility cannot be excluded that ithe accompanying disclosures may have to be adjustad.

Impacts on the statements of financial performance

Conachidatad Parant Entity
Mote

Profit (loss) after fax under AIFRS

Impacts on the staterments of financial position

Conachidatad Parant Entity
MNote

Met assets undeyr AFRS

Notes explaining the impacts on the statements of financial performance and statements of financial position

{a} Functioral currency

Under AASB 121 The Effects of Changes in Foreign Exchange Rates’, companias have to datermineg both thelr functionad and
presantation curency, The Board has considered the aciors within AASE 1274 in order 1o determing the functional and pragentation
cusrency of each cormpany within the group, Currently, AASE 1012 Forsign Cusrency Translation’ requires oniy a reporting currency and
AASE 1034 "minencial Report Presentation and Disclosures’ requires entities to present thelr financial reports in Australian currency.

Tre Board has determinad that the functional currency of the parant entity i United States dollass, The Board has decidad that the
presentation currency of the parent and the consolidated group undar AFRS will be United States dollars.

IF this poficy had been applied dudng the year ended 30 June 2008, the parent compary and consoidatad antity would produce USE
statements of financial performeance and staternents of financial postion. The cormersion from AB to USE requires the ciosing rate to be
applied 1o monatary assets and dabiities. For non-monetary assets, the rate on the data that USE becarme the functions curency i weed
or tha rate on he transaction date if iater, Average rates are raceired to be usad 1o transiata the profit and ioss accounts into USS.

The change i functional carrency has resubied in anincreass in the parant entity profit before 1ax due to a foraign exchange gain on
Australian dollar transactions,

{b} Pebabiitation and restoration provisions

Under AASE 116 'Property, Plant and Equipment’, the sstimated cosis of dismantling and removing an asset and restoring the site
should b includad in the cost of the asse! to the extent that it is recogrised s a provision under AASE 137 Provigions, Cortingsnt
Lighilites and Contingant Assets’. AASE 137 requires ihe fabilily 1o be measured at the amount recuired to sstile the present
oizligation at the reporting date, discountad whars material. Currently, the cost of resioring the site is not included withis the cost of
the asset and cash flowes are not discouried.
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[f the poiicy required by AASE 116 and AASE 137 had been appliec dusbng the yvesr ended 30 Jung 2005, the accumiilated losses for
the consolidated entity would decreass by US%189,000. The group's asssts would increass by USEBE,000 and the group's labiities
wolid dacresse by USS91,000. For the year to 30 June 2008, the consolicalad bes would decrease by USEI08,000. There wouid
nave been no effect on the parent entty

{c} Ieome tax

Under AA5B 112 ‘Income Taxes', deferred tax bafances are determined using the balance shest method which calculates tamporary
diferences basad on the camying amoniz of an entity’s assats and liabities in the stalement of fnancial positon and thelr associated tax
nases. In addition, current and deferred taxes atiribuiable to amounts meognised directly in ecuity ane also recognised directly in aouity,

Tre adoption of AASE 112 wi resull in a changs to the current accounting policy, under which deferred tax balances are defermined
qaing e income staternent method, iters are only tax-effected if they are included in e datermingtion of pre-fax accounting proft or
ioss gndfor taxatls income of foss and current and defered taxes cannot e recognised directly in eouity.

! the poficy required fy AASE 112 had been applied dwing the year endad 30 June 2008, deferrad tax azsels of approximatsly USS40
srillion woukid have been disclosed bu not booked in the consolidated antity accounts (parent enily — approximatzly US$11 mifion), The
menelit of thess aasets wil ondy be obtained if e consolidatad entity dedves fulure assessatle income of a nature and of an amount
sufficient to enable the berefit from the deductions for the oeses to be realised or the losses are transferred to an sliginle entity.

{eh Forsigr currency ranslation reserve: cumulative franshation diffarences

On the inisal apglication of AIFRS, the group will siect to apely the szemption in AASE 1 First-time Adeption of Australian Eouivaients
to International Financig Reporting Standards” relating 1o e balance of the foreign currency iransiation reserve. The cumulative
transiation differences for all foreign operations represented in the foreign curency transiation reserve will e desmed 1o be zero al the
date of ransition w0 AIFRSs.

As a resuli of this exemption, the balance of the forsign curancy translation reserve of the group & 1 July 2004 will decrease by
USE3, 866,000, Retgined sarmings wit incraass by this amount. Thera 8 no sffect on the parant entity.

{es} Evgusity-based companaation banetits
Under AASE 2 “Shars-bassd Payrent’, from: 1 July 2004 the group i reguired o recognise an expense for those options that were
maued o emslovess under the emisloyes opiion scheme after 7 November 2002 that had not vestad by T January 2008,

Trds will resuit in a change 1o the current accounting policy undsar which no expenss is recognised for souity-based compensation.

[f the poiicy reguired by AASE 2 had been applied during the year ended 30 Jung 2008, the consolidated loss for the year would
ncrease by US$4,000 and tha parent entity profit for the vear would increass by US$4,000 as this is the wvalue attributed 1o the
options vesting after 1 Jarwary 2005, There would e a comasponding increase in reserves as at 30 June 2008 in the consolidated
angd parent ety

{f} Expforation and development expandiurs

AASE B 'Exploration for and Evaluation of Mineral Besources’ was issted on 14 Dacember 2004, Management have reviewed this to
datermine the impact i wil have on the group’s financial staterments, The ‘arsa of interest’ method of accounting for exploration costs
nas peen retained and Herefors impact on exising exploration expendiiure = expacied o be minimal, Impairment revisws will be
requiredt basad on criteria sirilar 1o the pravious reguirements for capitalising exploration costs.

AASE 6 degis only with axpioration expenditure, therefore developrrent expenditure which was previously degit with under AASE
1022 “Accounting for the Extractve Industries’, wil now fak under a nurrbar of new accounting standards, mainly AASE 116 ‘Property,
Plant ard Equipment’ and AASE 138 ‘Intangicle Assste’, lrmpairment reviews wil be recired where impairment indications exist,
Currently o irrpairrnent recuirements exist, although the carying valus is reviewed.,

[f the poiicy recuired by AASE 6 had been applied during the year ended 30 June 2008, thers would have Been no change in the
resiits of the coneclidated or parent aniity,

{gy Hecoverabde amount of non-current assets

Urider AASE 136 'Impairment of assets’, expacted net cashiiows included in determining recoveratle armounts of non-curmen? assats
witt be ciscountad o their present walties, This wil result n & changs to the current accounting podcy under which expectad net cash
fonees are net discouried,

[f the poiicy recuired by AASE 136 hact been appied during the year endad 30 June 2008, there would have been no changs in ihe
resulls of the consolidated or parent enitity,
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Shareholder Information

Ehstribution of Listed Shareholdings

| Lirnited and Controlled Entities

Nesmber of Holders

Mo, of Shares Fully paid ordinary shares Options
1 to 1,600 28 -
1,001 to 5,000 220 -
5,001 to 10,000 558 -
10,001 to 100,000 1,669 -
10C,007 and cver 486 10
2,991 10

& otal of 139 sharsholders feld less than a marketable parcel of 3,449 80,145 ully paid shares,

Yoting Fights

Woting of membears is governed by the Articles of Association. I sunymary svery member prasant in parson or by proxy attomey or

reprasentative shall have ong vede on a show of hands and one vota for 2ach

share on a poi,

Subsiantial Sharsholders Including Holders of Relevant nlerest

Name of Shareholder / Holder of Relevant Interest
Oasis Energy Investments Py Lic
TRT BHeldings, Inc. & Asscciates

Ordinary shares fully paid
145,508 916
145,508 916

Twardy Largest Sharsholdings

Grddinary Shares

Listed fudly paid shares sty paid % of total hoiding
Ehavsholder
Oasis Energy lnvestrmanis Py Ltd 149,455,816 PEBS
Wastpac Custodian Nominses Limited 54,185,100 Q.67
Macouarie Bank Limited 28,666,667 476
Nefco Nominees Pty Lid 21,045,534 375
Barmea No 132 Nominees Pty Ltd 19,753,680 352
ANZ Momineas Limited 12,725,285 2.27
Citicorp Nominess Pry Limnitec 10,857,832 1.84
Douglas Fnancial Consulians 9,858,607 1.76
GO & DT Micholas 6,830,000 1.22
Nationat Nominees Linmited 5787, 7TV 103
Wengor Investments Py Lid 5,000,000 .85
Walker & Hal Fine Gifts Ltd 487,207 87
Uuro Py Ltd £ 605,584 8z
Paradtyn Holdings Pty Limited £.032523 F7
Mararch lnvestments Py Ltd 4,100,000 3
Mr P Grenville Schoch 4,000,000 A
Hancroft Py Ltd 3,400,000 61
AD & 3J Dovglas 3,251,250 A5
Haweing & Birthweright Limited 3,000,000 54
Mr Angus Douglas 2,203,843 35
356,125,743 8382
UNLISTED OPTHONS - TYPE 1 Mumber ot issue Mumber of holders
Options issusd under the Horiror Ol Employes Cptions Scheme 7,600,000 5]
UNLISTED OPTIONS - TYPE 2 Oplions exercisable at t1c % of total
B D Emmatt 2,500,000 00
UNLISTED OPTHONS - TYPE 3 Options exercisable at 20c % of total
B D Emmatt 2,500,000 454
Char 14 holdars) 3,000,000 545
5,500,000 0.0
UNLISTED OPFIONS - TYPE 4 Mumber ot issue Mumber of holders
Options issusd under the Horzon Oil Short Term: Pardfonmance Incentive Plan 1,466,000 3
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Thre:

Uiate:

Fraser Answorth sw (Chairman

Hrent Donald Emmett (Chisf Executive Officer)
John Scott Humphrey

Robert Anthony Laws

Faut Nimmao
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Suite 1, 10th Fioor, 100 Willam Street, Sydney NSW 2011
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Australia
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Level 8, 580 George St

Sydney NSW 2000
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B0 Martin Place, Sydney NSW 2000

Johnson Winter & Slatfery
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Sydney NSW 2000
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Circular Quay, Sydney.
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