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Diear Sir/Madam

ANNUAL REPORT FOR THE YEAR ENDED 30 JUNE 2006
NOTICE OF ANNUAL GENERAL MEETING,
EXPLANATORY MEMORANDUM AND PROXY FORM

We advise that the Company’s Annual Report for the twelve-month financial period ending
30 June 2006, Notice of Annual General Meeting, Explanatory Mcemorandum and Proxy Form were
despatched to Sharsholders today.

We attach herewith a copy of the Annual Report and a copy of the Notice of Annval General Meeting,
Explanatory Memorandum and Proxy Form.

The Company has made an application to the ASX for a waiver from listing rule 10.13.3 and the ASX
has made the following decision:

“I.

Based solely on the information provided, Australian Stock Exchange Limited (“ASX™) grants
Sun Resources NL (“the Compary™) a waiver from listing rule10.13.3 (o the extent necessary
to permit the Company’s notice of meeting (“the Notice”), to approve the issue of up to
1,500,000 options exercisable at $0.25 expiring on or before 30 June 2009, and the issue of
up to 1,500,000 options exercisable ar $0.30 expiring on or before 30 December 2009, (“the
Options”} to Mr William John Ashby or his nominee as part of hiy remuneration as an
Executive Direetor, to not state that the securities will be issued within Imonth of the sate of
the meeting, on the following comedilions.:

1.1 The Company releases the terms of the waiver to the market no later than when the
Natice is announced to the morket;

1.2 The Company’s annual report released during the period while any of the securities
reptain 1o be issued discloses details of the securities thay remain to be izsued or vested:
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1.3 The Notice clearly states that the Options are to be issued on or within 1 month af the
dates referred to in the Notice, being 1 January 2008 and 1 January 2009

1.4 The Notice clearly states the full terms and conditions of issue of the Options, including
the nanber of Options and the relevant performarce hurdles.”

“2. ASX has considered listing rules 10.13.3 only and makes no statement as fo the Company’s
compliance with other listing rules.”

Yours faithfully
SUN RESOURCES NL

A P Woods
Director/Company Secretary

Afts

ac: Directors
ASX
As
falp)
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Review Of Activities

A I ARD G435 EXPLORATION

sun Resaurces NL (“Sun Resources”) has undergone a step change in its development in the last twelve months with the US4
becoming the comarstone for cash flow generation from production by the Company. The Company received A$1,471,174 nel of costs
for the financial year from production at the Flour Bluff Gas Field, Gulf Coast, Texas, and aims to be funding all future exploration and
development activities from cash flow once major development funding is completed at Flour Bluff in the next 18 to 24 months.

During the last tweive months, Sun Resources participated in the driling of two oil and gas wells (ane well in the offshore Camarvon
Basin of Westem Australia and one in California in the USA) and in werk overs and completians on seven wells in the Flour BIuff Gas

Project.

The Company expects to participate in a further nine wells in financial year 2007 two field step out development walls or the Flour Bluff
Gas Praject and Lp to seven exploration wells on Project Margarita, Gulf Coast, Texas, exploring deep and shallow prospects {ane well
and four o six wells respectively) delineated from 30 saismic,

North American
Energy Consumption

i L&A - EXPLORATION AMD DEVELOPMENT ACTIVITIER

Sun Rasourcss increasing exploration prasence in the USA is due to excellent investment opportunifies offered to small companies
by virlue of the country's voracicus and ever increasing ensrgy consumption, infrastructure, prolific hydracarbon bearing basis and

importantly energy pricing.

Notwithstanding oil is priced at prevailing world prices, curently in excess of UBS70 per bamel, and there is & huge deficit between
domestic USA olf production® of 6.83 million barrels of oil per day and consumption of 20.6 million barrels of il per day, gas prices are
up ta three to four fold fiat Australian prices (US$6 to 9 compared with $US2.00 to 2.25 per thauisand cubic feet of gas ("mef)) and wil
continue to hold at these levels, (3as price is a reflaction of the current (and growing) 3.8 trillion cubic feel per annum of gas impors*
inlo the USA. This again is a reflection of the growing deficit between domestic USAgas production™ of 18.2 friflion cubic feet par annum
ard consumption of 22 trillion cubic feet per annum, Gas prices are also being underpinned by the prospect of increased importation
of liquefied natural gas ("LNG") to satisfy demand.

Sun Resouress exploration emphasis has been on both off and gas in conventional geclogical setiings, principally located in Texas (Flour
Bluff Gas Project and Project Margarita) and California (Eagle Project in the San Joaquin Basin), but has been extended elsewhere in
the past, particularly to what are lermed uncorventional gas resources, to coal bad methane (Rock Springs "CBM” Project in Wyaming)
in the mid North Arerican corfinent. Note Coal Bed Methane {CBM) is the equivalent USA terminalogy for Coal Seam Methane (GSM)

in Australia.

* Year 2005 USA hydrocarbon praduction and consumption - Source Energy Inforraiton Admimistration USA Government

2006 ANNUAL REPORT 2 Suyn Resources NL and Controlled Subsidiaries
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Review Of Activities (Continued)

Prajed! Interests LISA
Planned 2007 Drilling

14 Flow Bleft Gas Posiect Development, Texas ~ 20,00% fo 24.187% Interest

Bun Resources, through its USA subsidiary, is a partner in the redevelopment of an old giant gas ﬁéld camplex at Flaur BIUff on the
southem auiskirts af Carpus Christi, Guif Coast, Texas. !

Flour Bluff is an exception to almost all other South Texas giant fields that have long been redeveloped, extended and deepened undar
increasing gas prices as it has essentially languished since Humble Ol, an Exxon predecessor who discoverad and operaled the fizlds
over the period 1936 to 1993 disposed of it in the later year date. The collective fields (West Flour Bldﬁ, adjacent East Flour Bluff and
Fits Island) are eslimated to have produced to date between 1.2 to 1.3 trillion cubic feat of gas and B0 million barrels of oil (mainly as
condensata). At their peax the figlds produced collectively at production rates of up to 110 million cublc fest of gas per day from mara
than 40 separate reservoirs in the Qligogene Frio Formation, mostly at shallow depths above 8,800 faet (2,100 metres). When Humble
Cil dizpazed of the fields production was down to 1.3 million cubic faet of 3as per day and shallow resbrves were exhaustad.

Operatar and major partner, Houston-hased Texas Crude Energy Inc (“TCEY), from which the majority J:f Sun Resource’s interests ware
acquired, carried aut & consolidation of the Flour Bluff leasehold from 1998 and made axtansive studies of the considerable database
and demonstrated significant gas potential from mulliple sands batween 8,800 {2,100 metres) and 11,500 feet {3,500 metres) depth,
principally in West Flour Bluft. More importantly, TCE| successfully cartied ot fracture stimulations of three reservairs in three old
wells (Petty #2, Webb #17 and Smith #1) in the period 2002-03 and increased the productien rate from 1.3 to 7 million cubic feeta day,
demonstrating the efiectiveness of modem stimulation methods to ba applied to reservair sands in the} development program.

In December 2004, Sun Resources acquired & 12.50% working Interestin 10,200 acres of leases encuﬂ‘npasaing both adjacant onshore
and offshore production units of the three fields on the basis of collective proved, prabable, possibla ("3F") reserves of 101.6 billion
cubic feet of recaverable gas equivalent {ie 92.5 bilion cubic feet of recoverable gas with 1.52 millioh barrels of recoverable oil) with
considerable furlher upside estimated at 224 billion cubic feet of racoverable gas equivalent, and in May 2005 increased its working
interest in the East Flour Bluff Gas Field 1o 16.67%. Al of these acquisitions were made from TCEI* Sun Resources completed the
acquisition of a further additional 7.50% working interest in the project (effective 1 November 2005) for$L1S3.25 million from Davig Gulf
Coast Oil, Inc on 23 December 2005. The acquisition fook its imerest to 20.000% in the Wast Flour BIuff and Pifa Island Fields and

24.167% in the East Flour Bl Field.

5un Resources NL and Controlled Subsidiaries a 2006 ANNUAL REFORT
ABN. 69 000 195 B10 ‘
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Review Of Activities (Continued)

Overview of Fiour Blaff
(a5 Project

Sun Resources has spent US$6,263,000 on total acquisitions at Flour Bluff which equates to US$0.55 per thousand cubic faet of gas
equivalent ("mcfe”) for 1P (Proved) Reserves, or US$0.40 per mefe for 2P (Proved, Probable) or US$0.31 per mcfe for 3P (Proved,
Probable, Possible) Reserves. Thasa prices should be considered in the fight of the gas market in the USA where the price recelved
for gas procuced from the project typically ranges between US$6.00 fo 8.00 per mef, though at the time of the acquisilion during
the Decernber 2005 quarer the gas price averaged US$11.20 par mof. The tolal acquisiion represents an unusual and significant
opportunity for Sun Resources to participats in a significant cash flow from a relatively low risk, large, gas development and upside
potential from deep exploration programme on major gas fields with esiablished infrastructure, Sun Resources is now comtributing to
the redevelopment of the fields 2t ite final working interest levals in each of the projact fislds.

The initial Flour BIUF Project Phase 1 development program, running February 2005 to January 2006, comprised a proof of concept,
three well explaration drilling programme (BG Webb 1 on the West Flour BIUff Gas Field; EFB E-10 and EFB D-24 on the East Flour
Bluff Gas Field) targeting multiple sand reservoirs as well a3 & re-compietion / work over program on faur wells (EFB 9-0 and 8-F, 17-0,
0-19 and D-19 F and Petty #2) to principally assess and produce remaining shallow small reserves. The program schedule was drawn
out by some four months due to drilling rig delays and stand downs of operations due to the abnormally large number of destructive
hurricanes on the Gulf Coast during the northem summar sezson.

The overall outcome of this Phasa 1 pragram was mixed. Twa of the wells, BG Webb #1 and EFB E-24 proved the potantial of the mid
deap Fria J and upper K sand potential in both the East and West Flour Bluff Fiekls, but had poar production performance on initial
reservoir complefions; the significant ulira deep potential of the Fria lower K sand patential in the West Flour Bluff Field was dispraved
and the remaining potential of the shallow Frio Massive and upper Miocene sands in the East Flour Bluff Field was also disproved by
EFB E-10, ie confirming gas was present in targeted reservairs but these reservoirs were too de-pressured to produce. The results of
ihe work overs to praduce the remaining shallow small raserves in the East Flour Bluff Field ware disappointing, though in hindsight
somewhat prediciable, especially from the completion results of EFB E-10,

In terms of production performance it was haped to reach naw pmduction levels with the fields especiaily from flow outcomes from
the new wells, work overs and new completions of old wells, ie produgtion of around 13 to 20 million cubic feet per day was targeted
an completion of the initial Phase 1 program with & further production target of at least 20 to 30 milllon cubic feet per day in the next
12 months of a Phase 2 program. The Phase 1 target has vet to eventuate with peak producion averaging 5.223 million cubic feet of
gas equivalent in September 2005, a grealer than two fold increase on the start of the program. Subsequent independent axpert studies
heve shown the production performance of reservoirs completed in BG Webb #1 and EFE D-24 iz net due to problems of raservoir per
se. These reservairs are capable of production at high rates (2 to 5 million cubic fast per day) with a high recovery of measured reserves
when completed carrectly,

2006 ANNUAL REPORT 4 3un Resources ML and Controlled Subsidlarles
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Review Of Activities {Continued)

Well Head installations
Easl Flour BIul
(535 Fiald

The poer production performance is derived from the fact that the well bores are rugose and are aver gauge due fo formation caving
inta the: bore hole. This leads to poor and incomplete cement bonding between drilled formations and the subsequent casing run and
cementad inta place in the wells for production. A poor cement bond allows migration of water from formation aquifers at differing depths
to hydrocarbon bearing sands; this can substantially suppress and in some cases curtail hydracarbon flow fram the raservoir into the
pruduction casing. Often the water sourca is a considerable distance below the productive reservoir as is the case with the producing
Frio K15 sand In the B3 Webb #1 well, The problem of cement bond and poar casing seal should be avercome in fulure programs
through use of synthetic based drilling mud and not water based drilling mud to drill in gauge wall bores.

The important outcome from the Phasa 1 program is the new raserve position al 1 December 2005 as set out in Takle 1 below. These
figures ara derived from an October 2005 raport commissioned by the Operator from independznt expert Ryder Scott with the addiion of
the Operator's revisions based on subseguant results of well work overs and completions. The modified reservas and potential volume
posifions can be summarised as follows;

. There has bean an overall decrease in 3P project reserves from 101.6 to 96.9 billion cubic feet of recoverable gas equivaient,
which is a reflection of the resulis of the completion / work over program on the 3P shatlow resarves in East Fiour Bluf,

. The estimated potential has also reduced from 204 fo 113 billion cubic feet of recoversble gas equivalent from downgrading the
very deep Frio K sand potential of West Flour 8luff and the Frio Massive sand polential in East Flour Bluff, and,

- A significant reclassification within 3P reserves has occurred since the October 2004 estimate by Ryder Scott made prior (o the
commencement of the Fhase 1 Program reflecting movement of Possible and Probable info the Proved (1P) calegory. Some
54% of fotal project reserves (53.2 billion cubic feet of racoverable gas equivalent) Is now in the overall Proved (1P) category as
againet 38% in October 2004,

The important conclusion is Flour Bluff is stil a project of significance evan wilh revisions to the potential volumes as thera is up o
210 billion cubic feet of potential recoverable gas equivalent reserves in which Sun Resources haz a significant interest,

Sun PROJECT RESERVES
FLOUR BLUFE PROJECT Interact Proved Probable Possible Tolal 3P Potential Totat All
% BCFe BCFe BCFe BCFe BECFe BCF
Wost Flour Bluff Gas Field 20.000 34.5 14.0 2.7 7.0 87.5 168.5
East Flour Biuff (Gas Field 24 167 17.0 52 18 24.0 155 38.5
Pita Island Gas Field 20.000 i 12 1.9
Total Fialds 53.2 9.2 245 849 1130 2009
Sun Resources Sharz of Reserves 1.4 4.1 4.5 204 23.2 436
Table 1 Reserve Estimates of the Flour Biuff Project 1 Dacember 2005
Sun Resaurces ML and Controlled Subsidiaries ' 5 2006 ANNUAL REFORT
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Review Of Activities (Continued)

333 SAND MAP”
WEST AND EAST FLOUR BLUFF GAS FIELD5S
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BLUFF GAS FIELD)

Praposed 3P Reserve Drilling Locations
Flour Bluff Gas Project
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Phase 2 of the development program was to commence in February 2006, but has been delayed to mid October 2006 due to g back
bpin the Contractor's deep rig scheduling caused by the current hoom in the demand for drilling rigs especially for the fewer in number
in the driling industry on the Texas Guif Coast with deep drilling capacity. Ragrattably because of this problem enly FB #1 on the West
Flour BILfT (Gas Field (slotted mid Ocfober - December 2006) and D-26 on the East Flour Bluff Gas Figld (slotted February — April 2007)
are presently firmly scheduled for drilling in the 2007 financial year.

Tha Phase 1 program in summary, was proof of concept designed to verify the location of remaining reserves and potential in the
fields, The Phase 2 program is a focus on developrment of the now delineated reserves In the fields, ie in the dean Frio J and K sands
in bath the East and West Flour Bluff Gas Fields. Emphasic will be on applying leamings from Phase 1; ie substanfially Impraving flow
outcomes by better well engineering ard well complations to obtain predicted flow outcomes of 3 to 5 million cubic feet per day from
single complations from walls and possibly incraments of that from multiple complations of raservairs,

The Phase 2 program involvas 8 new wells and a wark over of a well over a 16 1o 18 month period, targeting 40.9 bilion cubic feet of
recoverable gas equivalent of 3P recoverable reserves (36.5 billion cubic feet of recoverable gas and 723,700 barrels of recoverable
oil}. OF the eight new wells, four wil be located on the West Flour Bluff Gas Field [FB #1 to 4) and are essentially step outs from BG
Webb #1 targeting Frio J and K sands. Four new wells on the East Flour Blufi Gas Field (D-23, D-26, D-27 and D-28) have different
targets. D-26 and D-27 are assentially step outs from D-24 targeting Frio J sands, D-23 and D-28 are follow up of promising indications
of remaining shallow potential from mud logs and wireline logs of D-24; ie D-23 targets the 2,500 - 2 600" sands, and D-28 tergets the
3,000' sands.

The Phase 2 program addresses gas volumes within the 3F (Proved, Probable, Fossihle) reserve envelopes for both flelds as verified
by the independent expert Ryder Scott. Expected individual well reserve outcomes range from 4 ta 7 billion cubic feet of recaveraile gas
equivalent. As per the outcome of the firsl development phase, success on the program will see an upward movement of Poasible and
Probable reserve categories into Proved and those in Proved Undeveioped into Provec Producing and Proved Behind Pipe. What is
currenily classified as “Potential” will remain so until 2 Phase 3 development program occurs in 2008, when wells are plannad on West
Flour Bluff Gas Field to test the prominant northern “nose” where the bulk of the project potential is thought fo lie. The Operator has
suggested gross project production may get to 14 to 20 million cubic feet /day at end of the Phase 2 Program with considerable upside
to these projections if all walls are completed succassiully,

2006 ANNUAL REPORT G Sun Resources NL and Controlled Subsldlarles
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Review Of Activifies (Continued)

Locafion of South Taxas
Projants

Margarits

1.2 Project Margarita, Snshore Guif Cozst, Texas - 37 5% Intarest

In the December quarter 2005, Sun Resources strengthened its exploration acilvities in Texas, USA, on the highly profific oil and gas
praspective onshore Texas Guif Coast through a ground floot Joint Vianture with Wandoo Energy, LLC ("Wandoo™) on an extensgive 20
anc 3D seismic data base coveding portions of Faur main producing trends on the onshore Texas Guif Coast.

1t i difficult to work up plays and est new concepts in the USA without ready access lo basic data, particularly seismic, the main tool
used in oil and gas exploration. Generally this masns a junior explorer must carry out fheir own speculative seismic surveys, usually
20 rather than the more expensive and superior 3D, or buy or licence seismic data from seismic brokers. The resulting consequence
means exploration is expensive, restrictive in area as the cost of seismic demands a focus, and importantly the opporiunity to generate
worthwhile prospects and manage risk is extremely limited. Wandoo is an experancad, successiul graup of Houston based Guif Coast
geoscientists who have exclusive access to an extansive 2D and 3D sejsmic data hase cumently comprising one hundred and forty 3D
saismic data sets (16,300 ke®) and 161,000 line kllometras of 2D seismic. Interests in the Joint Venture are Sun Resources 37.5%,
Victoria Petroleum NL {"Victoria®) 37.5% and Wandon 26%.
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Review Of Activities (Continued)
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Agave Deep Prospect,
Prolect Margarita
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The Wandoo Joint Venture exposes Sun Resources an a ground foor basis to a large seismic data base for ragional evaluation and
generation of many prospects that offers a choice of drillable prospects of various risked size poteniial. The Company can mitigate
the drilling risk by farming out & portien of fis current 37.5% working interest and [is further right to an additional working interest
in prospects. Impartantly, conditional on performance of the Joint Venture in the next financial year and by mutual agreament with
Wandeo, Sun Resources will have the right but not the abligation to parficipate in further joint ventures with Wandoo an other Wandoo
deemed prospactive anshare or offshore 3D and / or 2D seismic data ssts in the State of Texas,

The first spacific praject in the Wandoo Joint Verture is Project Margarita where 25 leads and prospects have been recognisad in
prospective stratigraphic/structural settings at various depths ranging from 1,000 to 4,000 metres in 530 km? of 3D gaismic. Historic
praduction and plays in the project araa and environs are Fric and Vicksburg sands at <1,800 metres depth. Deeper Yegua and Wilcox
sands between 1,800 and 4,000 melrés are under explarad and only 4 wells »2 400 metras have been drillad in the project area and
were drilled pre 3D seismic. A number of the deeper high impact Wilcox targets to 208 billion cubic feet gas potental have been
recognised.

2008 AMNUIAL REFORT a Sun Resources NL and Gantralled Subsidiates
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Review Of Activities (Continued)

At the end of the financial year & substantial land acquisition program by leasing was underway and further reprocessing of the
3D seigmic to high grede the current deep prospect inventory was nearing complefion, Current emphasis is on commencement in
Becember quarter 2006 of a four to six well, back to back, drilling program an shallow gas prospects with 8 to 10 billion cubic feet of gas
potantial outcome. This program will be & precursor to commencerment of a drilling program cn the mere substantisl individual deep 60
ta 200 billion cubic feet gas potential prospacts in June quarter 2007,
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13 Eagle Qi & Gas Development, California ~ 10,009 Interest

Farticipantz in the Eagie Oil/Gas Developmant in the San Joaquin Basin in Califormia are the USA subsidiaries of Sun Resources
(10.00%), Qperator Victoria (20%), Empyrean Energy PLC ("Empyrean”} (38.5%), Lakes Qil NL {15.00%), First Australian Resources
NL {"First Australian®) (15.00%) and private USA investors (1.5%). Potential recoverable reserves are indicated in a straligraphic trap
cortaining sandstones of the Eocene age Gatchell Formation. These recoverable reserves range from a mean of 13.5 million barels
of oil with 25 billion cubic feet of gas to the P, case of 34 million barrels of oil with 58 billion cubic feet of gas.

In mid 2001, Sun Resources parliclpated in Eagle 1, a successful harizontal well bore within the Gatehell sandstone reservoirs which
intersected 91 medras of nel pay. This pay was noled to have good to excellent poresity and in spite of the high mud weighl used in
drilling, indications of hydrocarbons ware present, namely suppressed fluorescence and C1 to C& hydrocarbon readings from gas
chromatograph fogs. OF impartance was the fact that the net pay was some 10 to 11 timas the extent of the net pay of the Gatchell
sands encountarad In the adfacent verlical Mary Bellacchi 1 well drilled in 1986 on a small structural culmination an the stratigraphic
trap. Regrettably the Eagle 1 well could not be completed and tested at the time due to up hole mechanical problems with the well. The
Mary Bellacehi 1 wel fiowed hydrocarbons fo the surface on test at rates of up 10 223 barrels of 42° AP| oif and 880,000 cubic feat of
gas per day before a bad cement job behind the lower perforations allowed excessive water and migration of drilling fines 1o inlerfere
and eventually cease the flow of hydrocarbons. At the then pravailing low oil and gas prices the flow rate was uneconomic for a 4,200
metra deep well,

Currertt high oil and gas prices (in excess of US $70 per barrsl of oll and US$7 to 8 per mof for gas) now makes the project an atiractive
development target. This atractiveness is further increased by the acquired knowledge that the reservoir can be developed and
producad by insit horizantal wells of 300 fo 300 metres reach which results in increased flow rates (4 to 6 fold) for ¢il and gas overa
conventional vertical well such as Mary Bellacehi 1.

Sun Resources NL and Contralled Subsidiaries g 2006 ANNUAL RERPORT
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Review Of Activities {Continued)

In November 2005, the Operatar famed out the majority portion of its interest to Empyrean and signed a rig contract to drill Eagle
North 1 an up dip appraisal well on the stratigraphic trap approximately 385 metres northwast of the 2004 Eagle 1 surface location, The
operations plan was to drill ta a total vertical depth of 4,200 metres and after Jogging and confirmation of the presence of oil in the target
(atchell sandstones, case and production test the well far five days. Following a successiul test the well was then to be plugged back
1o drill a side track horizontal lateral up dip within the reservoir for a distance of 300 metres which would then be completed for oil and
gas productian.

The well commenced on 11 January 2006 and on 15 February 2006 reached a lotal depth of 4,218 metres. Wirs line logs werg run and
gil saturation was indicated in the target Gatchell Formation overa 21 metre irterval from 4,143 metres depth with interpreted net oil pay
of up to 13.4 metres. The well wes cased for testing. Afler perforating 20 metres of the zone ne hydracarban flow wes evident, Prior to
carrying aut stimulation af the resarvair with nitrogen fo induce flow some 400ccs of crude ol that had percolzted up from the target zone
was collectad from the well. Notwithstanding this encouraging result, no flow resultad fram nitrogen stimulation and subsequent pumnp
into formation suggesting the oil bearing Gatchell sands had not been adaquately brought into communication with the well bore by the
perforations. This would be most likely dug to the large washouts in {he friable Gatchel oil sands obsarved on logs and the resulting
inability of the perforations to sxtend past the extra cemant to the Gatchell oil sands, coupled with the fact thal the Gatchell sands
adjacant fo the cement had also been badly damaged with a probable mud skin % & result of the Sppg (3.500ps) overbalanced mud
conditions forcing rmud and mud filirate info the formation whilst drilling. Based on this unexpected result it was decided to drill the side
track racius-lateral down dip fo Mary Bellocchi 1 and Eagle 1 (where there was known and better logged pay) to test and if satisfactory
eomplete Eagle North 1 along the pay for production. This was prefermed to the atfzrmative, which was to dril up dip to and along the
target which had greater uncertainty in oil sand potantial.

Eagle North 1, February 2006

After a series of mechanical and equipment problems which causad twa side track radius-laterals to be aborted the well finally landed
horizontally in the Gatchell oll sands down dip of the verfical well bore and the well ran along good sands with geod oll shows to
4,281 metres measured depth where drilling was stopped to run & 4% linar, At this point sorme 72 mefres of potential oil sand pay from
4,200 to 4,281 metres measured depth lay bahind liner o test, Flanned aperations from here were to continue drilling a further 320
metra harizontal well bore to propased total depth 4,601 metras measured deplh in the target oif sands in 3% hola in balance with the
formation pressure, after which & 2% slotied liner would be run and the wholg 382 metres horizontal section fested. Regrettably drilling
of the 3%" hole ceased at 4,386 metres measured depth bacause of hiole stabilty problems. The 105 metres iraversad was marked by
tight hale spets and sections of flowing sand squrces with oil {ie good porous reservair sand with high gravity crude accompanied by
solution gas) entering the well bore, This section of the hole could nol be cased with slotted liner dus to well mechanical problems and a
decision was faken fo carry out production testing operafions over the 177 mebres of indicated oil bearing sand; ie after first parforating
the 72 metres behind the 4" lIner from 4,209 lo 4,281 metres measured depth and barefoot completing sut of the basa of the 4%4" finer
al 4,281 metres meazured depth the 105 metres of apen hole lower Gatehell oil sand from 4,281 to 4,368 melres maasured depth.
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Review Of Activities (Continued)

An attempt to perforate the casing and production test the well was made in early June 2006, but mechanical problems agai
without abtaining a resuli. At this point, on the & June 2008, it was decided o curtail testing operations, release the high cost deep
drilling rig and continue the production testing operations in a more cost effective and technically afficient manner by uzing both a coiled
tubing unit rig and a d=ep completion rig. The heavy demand for equipment and parsonnal in the Bakershield production araa has
resulted in the delay experienced to date in obtaining the necessary equipment to effect a test resuft. Itis expected that a lest will ocour
in mid to late September 2006,

The Qperator's fme, while awaiting the simultanecus availability of all necessary equipment at site, is being utilised to ensure optimurn
planning of the engineering program to carry oul the forward production testing operations. A successful completion and econamic
flow from the wall will frigger & lang term production test to detsrmine preduction characlensfics of the reservair, If satisfactory results
ara achigved an immadiate 129 km? 20 seismic survey 1S planned o locate & furthar nine, 900 metre long insity horizantal wellg in the
rasarvoir 1o drain tha Fald 25 well ag instiluting permitting of production facilities. Field life is expected o be 15 years with oil praduction
proposed to be frucked to receiving facilities at Coslinga some 20 kikometres to the west with gas production vie a gas pipeline that is
Immediately northwest abutting the development aresa.

2 GFEBHORE MALTA FARMIN, BOUTHERN MERTERRBANEAN SEA
21 Arezd, Blosk 3, BS54 and Area 5 - H0.00% Interest
The Malta Joint Venture, comprising Sun Resaurces {20.00%) and Pancontinental Oil and Gas NL (‘Pancontinental”) (80.00%) has a joint

venture project In southem Maltese waters atutting Turisla and Libya which comprises two contiguous Exploration Study Agraements
('ESAs"), Area 4, Black 3 ESA and Area 5 ESA, on the Pelaglan Platiorm.

FR R Sy

u‘;n: Tlrast Bea s Juelan

o PRI GE S Oeg TR
gn P Sk venes e

B PAMTEL_ERIA

Projact Area, Malta g—\ %guzu
LINGE )H " %E“& ‘
Latashtng R % MALTE,

.\ .
i
P - -
kR . \

'A “ . .,
R ARES OF BTERESY
A Tﬂm Mafar Reot Compiemes)

I AMPERLISE,

FLMIZIA

1 F-4R IR Wi

J w; ‘Jf‘":
! . ) R
LIBYA,
, o " art
l Brrur: Jitfald E.TEBQH.’QTEF o

The joint venture's exploration activities, ie the acquisition and interpratation of 20 seismic, magnetic and gravity data over Areg 5 ESA
and repracessing and interpretation of 20 seismic over Area 4, Block 3 £SA, have resulted in an impressive invenlory of 11 prospacts
and leads with |arge {(world class) speculative reserve potential. The fwo largest and most interesting prospects are the stacked reef
complexes in Area 5; ie the Chianti Prospect having 455 (mean) to 1,223 (P, ) million barels of recoverable cil potential; and the
Limoncelle Prospect, 968 MMBO (mean) to 2,555 (P, ) milion barrels of recoverable cil potential. The potential estimates are based on
the joint venture’s current seismic mapping and using representative rezarvoir parameters from significant neighbouring commeargial oil
and gas field analogues in Libya (analogua fisld Boun, 2.5 hilion harrels of oil recoverable) and Tunisia (analogue field Miskar, 1.5 trillion
cubic feet of gas condensale recoverable).
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Review Of Activities (Continued)

The Malta Joint Venture a3 = result of its exploration activities concluded a farmout through a Participation Agreement ("Agreement”)
with Anacarko Intemational Energy Company (“Anadarke™), a subsidiary of Anadarko Petroleum Cormeration (NYSE:APC), on the joint
venture project area in late June 2005, Anadarke is one of the largest independent oil and gas exploration and production companies
in the world and for local comparison i a greater company in asset size than BHP Billiton Limited.

The Agreement requires Anadarko to camy out at its ¢ost & regional and detalled sefsmic program in undisputed Maltese waters in the
ESAs feading ta elections to dill one or twe wells on the currently defined Chianti or Limoncello Prospects which have large speculative
reserve potential.
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The onginal agreement with Anadarko required Anadarke, on or befare 30 June 2008, after carrying out the acquisition and subsequent
interpretation of up to 1,800 line kiometres of 2D seismic on principally Area 5 of the project area, to advise the Malta Joint Venture
partners of its election or otherwise to enter into a Production Sharing Contract ("PSC") with them and the Government of Malta {o drill
a well on either the Chianti or Limencallo Prospect in the first term of the PSC. The drilling of the exploration well was required prior to
31 December 2007, but subject o certain condlfiona no later than 30 June 2008. Anadarko at ils discretion may also bring forward the
spud date of the well if a drilling rig hecomes avalkahlz at an earlier date. Anadarko on completion of the firstwell, at no cost to the Malta
Joint Yenture partners, will have earned a 85% interest in the PBC. Within 120 days of the well outsome, Anadarko has e right, but
not the obligation to increase its Interest in the PSC to 75% by driling a second well in the PSC at its cost which could be an appraisal
of a discovery made by the first well or a further exploralion well on anather progpect in the second term of the PSC, Regrattably dus
to force majeure (explained below) critical dates in the Agreemant have by mytual agreement between the parties been extended out
in time by 12 months.

At the end of June 2005 Anadarko was tendering for a seismic vessel for the 20 infill seismic program in ESA Area 5 with the expacted
20 seismic program expected {o take four weeks in Septersber 2005, However, at the Mallese Government's requast in July 2005,
the Joint Venture suspended the seismic survey {3 assist the govemment in faciitating the resolution of maritime border issues it has
with both Tunisia and Libya. These border issues affec! the western and southem boundaries of ESA Area 5. A prior 2004 seismic
survey was conducted within undisputed Maltese waters away from these urresolved border areas and it was this seizmic survay that
revealnd a number of significant warld class prospects and leads in undisputed Maltese waters which motivalad Anadarka to conclude
& Parficination {Farmin) Agreement with Sun Resources and Pancontinental,

Significant progress is baing mace on resolution ofthe maritime borders, particulary between Malta and Tunisia, An Agreement between
Malta and Tunigia wag signed on 27 February 2006 for jaint cil and gas exploration and gxploitation in 2ones of the Continental Shelf
located between Malta and Tunisia which in part encompasses the westsm area of the ESAin Area 5. Since the agreement, Malta and
Tunisia, through a joint expert committee reporting ta the two country's Ministers of Foreign Affairs, have worked on the determination
of the exact coverage of a joint exploration and exploitatisn zone between the two countries. A report on this determination was due fo
be presenied by the joint cammitles to the two country’s Ministers of Foreign Affairs in June 2008, Similar discussions between Malta
and Libya are current on resolving the southemn boundary issue in the southern area of the ESA Area 5, and it is hoped that a similar
agreement will be forthcoming in the very near future.
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Review Of Activities (Continued)

Hopefully, matters batween all parties, is Malta and Tunisia and Malta and Libya, can be resolved and concluded before the end
of September 2008 ag seismic activity will be curtailed unfll early 2007 because of the winter season in the Mediterranean Sea. In
anticipation that matters will be resalved before the winter season Anadarko has been pro-active in seeking tenders for the seismic
survey late September— early Oclober 2006 on a seismic boat passing by to other work basis. In the event that matiers are not resolved
befora the winter season Anadarko will be able to carry out the seismic in conjunction with other planned seismic ‘o be run on thair
nearby Tunisian permits in early 2007,

LEEATIEH

Camarvon Basin Permils,
Western Australia

3 CARMARVON DASIN, WESTERN AUSTRALIA

Curing the financial yaar Sun Resources was part of various consortiums of companies exploring four parmits in the Dampier Sub-Basin
(WA-254-P, WA-257-P, WA-261-F and WA-340-F). The basin has become Australia's richest oil and gas provinge since Bass Strait,
with reserves in excess of nine billion barrels of oif equivalent

31 Dompier Sub-Besin Pormils

Four permits, WA-264-P, WA-257-P, WA-261-P and WA-340-P, are being aclivaly explared in the northemn portion of the Sub—Basin, 80
to 80 kilometres northwest of the iron ore export port of Dampier and the LPG onshare faclitiaz on the Burrup Peninguta. To the narth
and south of the permits lie substantial oil fislds (Cossack, Wanea, Wandoo, Stag) and gas fields (Angel, North Rankin, Goodwyn). ltis
probable from developments outlined below that £ to 6 wells will be drilled on these permits in the next few years commencing second
half of 2007,

211 WA-Z34-P - T.BE% To B.253% Intareet

Buring the financial year, the Operator of the permit, Apache Energy Northwest Pty Lid {"Apache™ has diracted activities to maluring
prospacts, namely Duomonte, Dr Zeus and Janus revisited, for drilling, particularly as new deeper lavals of interestin structures are now
indicated In new seismic reprocassing cartied out on the parmit's seismic database. From developments ouflined below two to three
wells will be drilled in 2007 and onwards in the last five year tern of tha permit which was granted renewal in March quarter 2008.

Even though the permit to date has exceeded the required statutory well commitments, the Operator is hoping to dril prospects as they
mature. The driver for this is the gradual decling of the nearby Legendre Qilfield facility which is swned by the majority parficipants in
WA-254-P, Apache and Woodsice Energy Limited ("Woodside™). Any discovery made in the WA-254-P parmit could be tied back to this
facility with = substantial saving to the joint venture in the ¢ost of infragtructura,
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Review Of Activities (Continued)

An Apache peer group raview on the Duomonte Prospect has confirmed it's progressian to drilling, hut now in 2007 rather i 2006,
bacause of the now recognised potertial of deapsr formations from recently acquired reprocessed seismic data (fhe Panaeus refresh
data) and the need fo integrate this information into the prospect data base. The Duomaonte Prospect consists of two similar sized
Iobes, ong in WA-254-F the other in adiacent WA-1-P. WA-254-P potential ranges from 20 (mean) to 44 millian barrels of oil recoverable
(F,,) with primary target formation (pre recent seismic developments) being shallower Legendre Formation sands at approximately 2,500
metres depth.
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A nearby well Janus 1 {argeted Legendre sands at a shallower dapth than Duomonia and thase sands wers found to ba water wet with
oil shaws. Are-look at the seismic data suggests the younger and shallower Calypso Formation sands are also a secondary target,
but could be gas prona. Decper seismic evante within the gross tructure, highlighted in the naw (Panaesus refrash) seicmic data, now
also need assessment at North Rankin and Mungaroo levels for a Caribou Figld (gas and oil) ook alike target before Duomaonte can
bé drillad,

The Janug 1 well wag drilled by the joint venture in late 1997|alzo encounterad Elizsean sands which had some ail shows which ware
unexpected al the fime and were not followed up. The potentigl of the Eliassen sands has recently been highlighted by the January 2005
discovery of a 76 metre gas condensate colurnn in the Hurricane 1 well in northern adfacent WA-208-P. This gas condensate discovery
was of nota a3 a gas - water contact was not encountered and suggests the possibility of 8 down dip oil leg. The target potential of the
Eliazzen sands In Janus 1 has been investigated by a deteiled petro-physical study. The results of this study suggest the presence of
by passed pay in the well. it hes been estimated that 11.5 metres of net pay is present from 38.5 mefres of gross pay with an oil-water
contact at 1,926 metres MDRT in the well. The size of the acqumulation has not yet been estimated, but depends on mapping the down
dip leg of the inferred accumulation in ongoing work this financral yaar,

A new prospect Or Zeus (formery Lead 7) is now a highlight of the prospect and lead imwntory. The prospect is a mid M. australis
{Saffron Sand equivalent) stratigraphic trap with soma structutal closurs, outlined by & prominent amplitude anomaly. Frospact potantial
ranges from, 23 (mean recoverad) to 52 million barrels of oil fecoverable (P, ). An infernal Apache peer group has alzo reviewed and
approved the progpect for drilling. As with Duomonte, the deeper seismic events in Dr Zeus in the new Panaeus refresh data have been
highlighted, particularly at Angel Formation level. The Angel Rarmation needs assassment in the light of the recent reassessmant of the
Janus #1 well as this formation near to the prospect is in faulted juxtz position to Eliassan Formation sands with prabable by passed

oil pay.

Miscellaneous prospects, Litlle Joe, Helly Belly (Lower Cretaqeous / Angal Formation sards in structural closure in 4 buttress trap) and
Jayasuriya (Eliassen sands strafigraphic pinch out an the basin paleo-slope) require more interpretative work, especially as the new
Paneus refresh seismic data is now available to daferrnine Ifithey are dhlling candidste. Little Joe Prespect straddling the WA-254-P
and WA-208-P northern boundary was slated for September quarter 2005 drilling by Samios Limited ("Santas") within WA-208-P, but has
yet to ba drilled by the WA-208-F joint venture. Potential on the Santos weh site has been given as 50 million barrels of oil racoverable
equivalent with 35% of the prospect lying in WA-254-P,
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Review Of Activities (Continued)

Participants in WA-254-P are Sun Resaurces (7.86% to ¢.25%), Operalor Apache (47.89% ta 47.00%), Woodside Petroleum Lid
("Woodside") (17.06% to 24.38%), First Australian (10.71% te 11.25%), Victoria (6.17% to 9.30%) and Mew Zealand Oil and Gas NL
(2.99% t0 5.23%). The abaove larger interests of the junior participants reflact their equity in the graticular Elock containing the stranded
Sage Oilfield. The Sage Oilfield, 8.3 (mean) to 13.2 (P, ) million barels of oif recoverable in three resarvoirs, is currently waiting for a
rearby discovery to be made to move forward by sharing development costs,
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312 WA-IST-P - 3.64% Intersat

Buring financial year 2006, Operator Apache, has focused on bringing two structural — stratigraphic traps to diill status. These are the
previously known W. spectabiis sands Hekla Prospect, up to 100 (P, ) million barrels of oil recaverable; and the new R intiense (Angel
Formation) sands, Sextant Prospect.

The Sextent Prospect is a truncation sub crop play at the P, jehiense (Angel Formation) tevel and is an extrapolated analogue te the
Mutineer / Exeter gil discoveries in the northern Camarvon Basin which are in production. The prospect overlaps into eastem adjacent
WA-246-P with the prospect style repsated along strike as another prospect called Windlass. Target potential for Sextant ranges from
50 (mean) ta 130 (P, ) million barrels of ofl recoverable with twa thirds of the potential falling in WA-257-P. Baxtant 1 is now a conditional
well on the Operator’s drilling schedule for 2007 as the prozpect has been shown to have less stuctural risk than the Hekls Prospect,
However, a firm well recommendation from the Operataris pending the outcome of the Libris 1 well being drilied in WA-246-P by Apache
that will reveal mora information on the P jetiense (Angel Formation) reservair,

Participants in WA-257-P are Sun Resources (9.64%), Operator Apache (51.78%) and Kufpec Australia Pty Ltd {38 58%).
313 WA-281-P - 6,15% Interest

WA-261-P lies directly south of praduction licence WA-15-L which contains the Stag Oilfield which was hought into production in mid
1998, The field is currendly in decine from its peak production of aver 20,000 barrels of oil per day. A successiul exploration outcoms
o7 any prospects in WA-261-F would lead 1o rapid field development by a tie back to the facilities of the nearby Stag Qitfield which WA-
281-P Operator, Apache operates and has the majority interest,

Back-to-back drilling of the Hestia (formery Vesta) Prospect with the new Gats Prospect was scheduled in late August 2005. However,
adverse weather conditions at a drilling location on the Legendre Qilfield some 80 kilometres north of WA-261-F rasulied in the early
drilling of the Gats Prospect in the first week of August 2005 with the driling of tha Hestia Prospect proposed on the rig's raturn from
priaritised delayed drilling on the Legendre Cilfeld in the December quarter 2005. Howsver drilling of Hestia dic not evantuate and it
i now scheduled in 2007,

The Gats Progpect is an analogue of the nearby Stag Qilfield. 1tis a struciural-stratigraphic trap thal resides mainly in WA-261-P {80%),
but overlaps in parl the northern adjacent Stag Oilfield Production Licence WA-15-L and exploration permit WA-209-F. Prospect target
patential in the shallow Lower Cretaceous M. austrafis Sandstone (locally known as the Stag Sand) reservoir was estimated by the
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Review Of Activities (Continued)

Operator as being 17.1 (mean) fo 36.9 (P, } million barrels of oil recoverable. The favourable atfribute of the progpect was the fact
thal the “Greater Gats” Prospect (P, oulling} encompasses the small Antler hydrocarban accumulation structure in WA-15-L. Antler 1
intersecied 2.4 metres of gas sitting on a 1.4 metre oil column in a good 16.3 metralthick mid M, australis sand reservoir with an oil'water
contact at 705.5 metres depth,
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Gats 1 was drilled fo 860 mefres MDRT ("measured verical depth below rotary table®) and intersected a poorly develaped, thin (7 metre
thick) non reservoir (siltstone with nadular glauscnite) facies of the M. ausiralis Sandstorie at 683.5 mefres MORT. No hydrocarbon
shows (gas readings on gas chromatograph lags or fluorescence on cutlings) were evidant i the target reservoir, The result was in
sharp contrast to the Antler hydrocarbon accurnulation in the "Grealer Gats” Praspact oufline. Fram a subsequent well post mortem it
was noted thal it was the firat fime in the: region around the Stag Qilfield that a strong seismic event cormespending to the M. Austrafis
reservoir had resulted in poor quality reserveir, (As & generalisation a poor quality seismic event can correspond to a good quality
reservoir, but not the other way around.j It is iikely that & stratigraphic pinchout of the reservair sand cceurs between Anfler 1 and the
Gats 1 wel, but it's location can not be reliably mapped on the 2D seismic available,

The Hestia Prospect is a buttress-stratigraphic trap lying southward of the Geres 1 location and souih westwards of Gals, It is a resull
of the observations of excellent oil shows in good reservoir sands in principally the C. halosa and N. gracilus of the Athol Formation
in Ceres 1. The C. halosa sand only is targeted in the prospect at 780 metres MDRT. The largest risk for the Hestia Prospect is seal
at the reservoir sub crop interfaca with the basal Gretaceous uncorformity. To minimise future drilling risk the nearby Gats 1 well was
deapanad spacifically te the C. halbsa sand to obtain information on the nature of the saal - resanvoir intarface. Two to four metras of
induration was found to be present in the sandy facies on the basal Cretaceous unconformity in Gats 1 and the sand was so fight it could
not be cored. ¥ similar induration is presant in nearby Hestia il should be an effective seal to the reservoir. Prospect size of Hestia is
progriosed as ranging from 11.5 {mean) to 23.2 (P,,} million barrels of oil recoverable. Ifdrilling of the Hestia Prospect is successful, the
Chamois oil aceumulation 2.4 {mean) to 3.9 (P, ) milfion barrels of oil recoverable 8 kilometres to the southwest could also be developed
to tie back to the nearby Stag Qilfield.

Before Hestia can be drilled a new deeper target nesds o be examined from obsarvations made by the Operator from racently received
Panaeus refrash sefsmic data. This target is Mungaroo Formation sands belaw the Athol Formations sands in the buttress trap. This
setting is analagous to the Tusk oil accurmulation to the northwest in nearby WA-246-P If this potential is confirmad tha overal! prospect
target will be considerably larger with upside to 40-50 million barrels of oif recoverable,

Participants in WA-261-P are $un Resources (6.15%), Apache (Operator) (45.1226), Strike Oil NL {"Strike") {16.22%). Tap Qil Limited
("Tap") (10.00%), Victoria {12.50%) and Bow Energy NL ("Bow Enargy™) (10.0%).
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Review Of Activities (Continued)

344 WAMB-P - 2.00% Intarast

Operator 3frike continued seismic studies on WA-340-P to upgrade four Jurassic to Cretsceous age structural skratigraphic leads.
Further seismic was acquired in December quarter 2005 and old seismiz was reprocessad to irtegrate with the new seismic data to
tring the acjacent Sherock 23 {mean) to 45 (P, ) million barrels of oil recoverable and Peawah 8 {mean) fo 14 (P, ) million bamrels of
oil recoverable leads to prozpect status for possible drilling. Final inerpretation of the merged data set i expected in the new financial
year to allow a decision on possible drilling in 2007,

Participants in WA-340-F are Sirike as Operator (40.00%), Victoria (20.00%), Pancantinental (20.00%) and Sun Resources (20.00%).
4 DNSHORE SYDREY BASH, MEW BOLTH WALES

The 44,000 square kilometre, onshore portion of the Sydney Basin has bean recently recognised to contain a vast resource of untapped
coal seam methane ("CSM) due to the presence of large resources of Permian age, high rank buminous coals. This resource has
been estimaled at 26.6 trillion cubic feet with 5.3 tillion cubic feet being recoverabie.

Sun Resources is a joint venture pariner in the Wallongong CSM and CMM ('Coal Mine Methane”) Project and the Buragerang CMM
Project in the southem onshore Sydney Basin in the lllawarra region, south of Sydney. Significant CSM and CMM resources arg
being targeled in the project licences to feed small scale energy projects such as local "green” power generation, mini CNG and LNG
schemes. The overall energy project has two main attributes for success; the presenca of large amounts of gas above the water table
and a doorstep market of large populalion bases, namely Wollangong - Port Kembla znd Sydnay.

Work on the projects during the financial year were limited and is still awaiting unlisted Operaior Apex Energy NL's ("Apex”) flotation on
the ASX 1o fund a targeted local power scheme on the Wollongong Project and separately the gramt of PELA 78 to condudt driling to
ascertain the presence of significant methane gas accumulfations in sealed stope targets in abandoned coal mines in the Burragorang
Froject area.

- Purragorang
el
CSM & CMM Permits froject
Sydney Basin
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41 Wollongong Coal Szam Medhane and Coal Mine Mothane Projects - 20.00% intorest

The Wallengarg ©5M and CMM project is a joint venture with unlisted Operator Apex. The project on the southwest coastal margins
of the Sydney Basin between Port Kembla and Helensburgh and comprises granied Pedmleum Exploration Licences PEL 442 and PEL
444 and access fo Helensburgh Goal Pty Lids Metropolitan Mine Coal Goncession Leases CCL 703 and CCL 379 {("Melrapclitan™.

The joint venture is investigating the economic potential of both C3M and CMM inthe licences, especially CSM of 2l Permian age gassy
coal seams. The whole of the lawarra Coal Measuras sequance section inclusive of the Bulli Seam, Balgowrie Saam, Cape Hom Seam,
Waoronara Seam, Wongawllli Seams, American Creek Seams, Tongarra Seam and Woonena Seam were intersectad in two 662 metres
vertical care heles in CCL 703 last financial year. Net coals of interast in the holes ranged from 17 to 20 metres and analytical results shawed
significant encouraging gas contents and methane gas compositions for the deeper cozls. A general trend was observed of increasing gas
contents {10 fo 12 m?/ tanne), increasing methane (34 to 96%) and decreasing (4 to 6%) inert gas content {carbon diexide and nitrogen)
with increasing depth. In parficular the American Creek seam was shown 1o be almest a saturation and minimum dewatering of the coal
would be necessary to commence gas production. This data is being used to increase confidence in present Most Likely (P.) In place gas
estimatas for all the laases and to advance local power generation schemes within the leases using both CSM and in particular CMM, 28
per the February 2004 Darkes Forast 1 discovery made by the joint variure in PEL 444 which flowsd 1.2 million cubic fzet of gas per day,
The first of these power schemes is heing planned on the Metropalitan Mine site using initlally part of the 4.7 million cubic feet of gas per
day currenlly being drained from the Bulli Seam ahead of mining. The concept of supplying both CMM and CSM 1o a lacal at or near site
power generator is well proven locally on & far larger scale than what is currentty contemplated by the Sun Resources-Apex study. Abuting
lo the west of the joint venfure's leases lies the Westeliff-Appir-Tower coliiery complex of BHP-Billiton Limited. Some 7 billion cuble feet of
CEM gas per annum drained from the Bulll Coal Seam ahead of long wall mining is supplied to two local power stations owned by Energy
Developmertts Limitad having & total 6.8 MW of genarating capacity.

Dillling and Tasting
Darkes Forest 1,
PEL 444

4.2 theragong Projest PELA 78 {formerly PSPA 16} - 14.00% Interest

During December 2005, a joint verture, comprising Apex {56%) as Operator, Australian Coalbed Methane Pty Lid (30%) and Sun
Resources (14%), made an application over the mors prospective portion of the area of former PSPA 10 for a PEL (PELA 78). PSPAs
ara a special form of tenure introduced in New South Wales to encourage petroleumn exploration of areas where prospectivity may bs
marginal or where gxploration is based on applying unconventional or spaculative concepts and does not include driling. A detailed 12
manths assessment of abandoned coal mines in PSPA 10 by the joint venturs suggested mines in the Burragorang VYalley are alarget for
CMM, particulary recently generated bingenic methane. Biogenic methans is the conséguance of the entry of bacteria-laden meteoric
waters info coal seams and is a product of the interaction of these bacteria on the coal. Unfortunately thers was lite oppertunity to
monftar mine gas accumulation to test this concept further as the mines of interest are sealed and require "key hola” drilling of the sealed
stopes. Drilling activity can only be performed urider a PEL.

PELA 78 lies in the south wastern marging of the Sydney Basin, inland from Wollongong in the lliawarra. Very litle work hags been done
an CSM and CMM in this part of the Sydney Basin as it now lies within the Sydney Waler Catchment, and all aclivities are subjact fo
authaorisation by the Calchment Authority, The PELA offers potential for shallow biogenic methane resources generated by bacteria
which have anlered both the coal seams with groundwater and the abandoned coal mine workings (goafs) within the licence area,
The deeply incised fopography of much of this region resulks in extensive exposure of coal seams which in tum facilitates the entry of
water and bacteria io the seams to generate biogenic methane. Based on recent carbon isolope determinations by CSIR0, methane
gas from the Burragorang Valley mines in PELA 78 have an extremely strong biogenic signature and, 1o the east, in adjoining Sydney
Gas Limiled's PEL 2 and PEL 1, biogenic methane has been shown to be a slgnificant component of the CSM gas in Sydney Gas
Limited’s "high production fairway”, It is quite possible for methane gas generated by biogenic activity to attain potentially cammercial
accumilations in the goafs in the decade or s since the cessation of all mining activiies in the region.
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Review Of Activities (Continued)

&. ABANDONED PROIECTS
54 Rock Speings, Wyoming Coal Bed Methane, USA — 45.00% interest

Sun Resources with Victoria, through their respective 100% owrsd USA subsidiaries, completed a farmin at the end of the December
quarter 2003 with Kestrel Energy Inc to eam a collective 90% interast in 33,000 acres of BLM lease land having underlying coal bed
mathans ("CEM™ potential in deep Upper Cretaceous and Early Terifary age coals and other assets (principally the under utilized Green
Canyon and Dines pipelines having curulative 9as sarrying capaciies of 10 million cubic feet per day and a 3D seismic data base aver
half of the farm in area). All of these asaets were located in a 376,320 acre (1,508 square Kilometre) Area of Mutual Interest ("AMF) in
the western area of the Rock Springs Uplift of the Greater Green River Basin, Sweetwater County, southwast Wyoming State.

The main thrust of Sun Resources and Victaria was exploration and development of indicated CBM resources from GBM potential
studies of the Upper Cretroeous and Early Tertiary age multi seam coals on the current leasss. During the March quarter 2005, Sun
Resources as Operator, advanced the proposed test of the CBM potential on the project area by drilling the first ever CBM test of the
coals in the project area; i.e. the 5,100 foot (1,554 metres) deep Dines CBM #1 well in the Dines area. The well program eamed each
of the faminees their first 20% interest in the project.

The well targeted a net 73 feet (24 melres) of Fort Union A, B, 0 and E coals and Lower Lance age A, B and C coals keyed off the
adjacent Dines #2 gas well lops. Regretiably the gas content results, especially thosa of the deeper Lance coals, were disappointing
heing sub economic for development of CBM at well depths of 1,225 ta 1,550 metres.

At a joint venture meeting in the September quarter 2005 a decision was mada to plug and abandar the Dines CBM #1 wall a5 a tasting
program could not be justified on the low gas results. Furthermore the Jeint Venture accepted the Operatar's recommendation from their
studies that no further CBM exploration be carried out on the [zases as the probahility of oceurence of an economic CBM accumulation
here is low. As a result of cessation of CBM exploration activities an lhe leazes a decision was made to wind up the joint venture.

82 APPL IO (Former AFEL 247}, PARUA NEW GUINEA — 20.00% Interest

Sun Resources, through its subsidiary Highland Petroleum Limited In financial year 2005 was parl of a consortium of companies
exploring PPL 228 and its successor parmit application APPL 247. Exploration was being focused in those partions of the licence area
where infrastructure is present, structural risk is reduced, target depth is shallow, and mportantly, whers hydrocarhans are known to be
present from previous driling (Tarim 1, Menga 1, Stanley 1). High graded prospects/eads, the result of extensive geological sludies
and financial modalling by the operator, Barracuda Limited, were in order of importance, Maipe, Muir, Gu River, Tarim and Champion.
However, the award of APPL, 247 was subject o a clause thal was deemed unsatisfactory to the majarity of the joint venture, particularly
the major participant and Operator, Santos which held 67.50% through its two PNG subsidiaries. As a result the offer was declined and
the jaint venture camea 1o an end.

Motwithstanding the demisa of the joint venture, APPL 247 participants, Austral-Pacific Energy Limited ("Austral Pacific’) Operator
40%, Sun Resources 20% and new entity Rift Oil PLC 40% through their respective PNG subsidiaries made a 2,660 km? application
over the most prospective part of former PPL 228/APPL 247 in February 2005 to continue the unfinishad explaration program ta bring
praspect and leads to drill status. The bulk of the prospects have been covered by skeletal seismic some 14 years ago and have large
speculative raserve potential, eg at P, level, Maipe 687 million barmels of il recoverable, Muir 424 million barrels of il recoverable and
Gu River 423 million barrels of oil recoverable. During the December quarter 2005 the PNG Government advised the joint venture that
another competing parly with a better work program was awarded a licence which covered the majority area of APPL 270. This advice
hrings o a close the Company's exploration activities in PNG.

B HINERAL EXPLORATION / INVESTMENT

The Joint Venture on the vestigial mineral Interast of the Butterfly gold tenement in the North Coolgardie Mineral Field, Westem Australia
in which the Campany has a 5% NP interest remains current with Barminco Limited, a succassful underground mining contractor, and
Adlantic Gold Limited.

& HFW PROJECT DEVELOPMENT

During financial year 2006, Sun Resources continued its involvement in new project generation and development o the benefit of ils
Shareholders. This resulted in the acquisition of a slgrificant interest in Praject Margarita, Guif Coast, Texas, USA.
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Tenement Directory

PROSPECT TENEMENTS INTEREST COMMENTS
DIL & GAS
Western Australia
Offshore Northem
Carnanon Basin
Dampier Sub-Basin Wh-254-P 7.86% to 9.25% Blocks 1,3 &4 - 7.86%
Block 2 —9.25%
Dampier Sub-Basin WA-257-P 9.64%
Dampiat Sub-Basin WA-261-F 6.15%
Dampier Sub-Bagin WA-340-F 20.00%
New South Wales
Onshore Sydney Basin
PEL 442 20.00%
PEL 444 20.00%
CCL 378 20.00%
CCLT03 20.00%
PELATS 14.00%
Califarnia, USA
San Joaguin Basin
Eaglz Private leage lznd 10.00%
Taxas, USA
Texas Guif Basin
East Flour Bluff Gas Field State leaze land 24.17%
West Flaur Bluff Gas Fiekl BLM lease land 20.00%
Pita Island Gas Feld State lease land 20.00%
Malta
Pelagian Plafform
Area 4, Block 3 ESA 20.00%
Area 5, ESA 20.00%
Westarn Australia ) ,
North Coolgardie Mineral Fiaid Joint Venture with
Kookynie Resources NL
Butterfly M40/110 5.00% NPI ch that partion of the
lease covered by former
P40/462.
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Director’s Report

In accordance with a resolution of the directars, the following report is submitted in respect of the results of the econamic entity conatituted by
the Company and the subsidiaries it controlled during all or part of, or at the end of, the financial year ended 30 Juna 2006 and the state of
affairs of the econamic entity as at that date.

[Hragtoes

The names of the directors of the Company in office at the date of this report are:

DrB L Farrell Director and Chairman - Executive

Mr W J Ashby Director and Generzl Manager - Executive
Mr A P Waods Director and Company Secretary - Exerutive
Dr P Lingley Director - Non Exacutive

Dr W G Martinick  Director - Non Exacutive

Bradford L Farrell, B.84 (Hong Boon Gecl), M.8g, Ph.D. (Exncutive Directer and Chairman)

Dr Farrel was appointed to the Board on 1 May 1987. He was previously alsa a Dirsctor of Basin Minerals Limited for the period November
1995 to October 2002. Dr Farrgllis a graduate of the University of Adelaide where he obtained a Bachalor of Scienca, Honours Economis
Gaology. Subsequently past gradyate qualifications of Master of Stience and Dactor of Philosophy were obtained at the University of Laicester,
United Kingdom. Heis a Fellow of the Australasian Institute of Mining and Metallurgy, Mamber of the Minaral Industry Consultants Assoclation,
Chartered Professionsl Geslogist, and a Member of the Institution of Mining and Metzllurgy, a Chartered Engineer of that hody, Member of
the Petroleurm Exploration Society of Australia and a Member of the Association of Explaration Geochemists. He has had thirty-eight years
experience in reasourea exploration and seniar praject management and evaluatian, During this ime he has managed numerous and extensive
exploration pragrammes within Australia and overseas for a variety of minaral commedities for both major and junior exploration eompanies,
Some of these programmes have resulted in significant discoveries, which are currently in production or will see future productian.

Lr Farrell hoids 19,525,255 fully paid ordinzry shares and 1,200,000 unlisted partly paid contributing shares in the Company.
Aian F Weods, FGRA, FTI8, MAIGE (Exaculive Director and Sompany Sacretary)

Mr Peter Woods was appointed to the Eoard on 17 October 1989, He was previously also a Director of Basin Minerals Limited for the period
Movember 1895 to October 2002, Mr Peter Woods is a sharehalder and founding Managing Director of APSL Pty Ltd which commenced
operations in June 1984, APSL Pty Lid provides corporate and management services to exploration, mining and technology companies In
Australia and overseas. He is a Fellow of the Taxation Institute of Australia, a Member of the Australian Institute of Campany Diractors and he
has thirty-six years experience in curporate accounting and financial management areas. He has had extensive axperience in the provislon
of managemant, financial and taxation advice to elients, including several publie companies. I recent years, ha has developed a close
involvernent with ofl, gas, gold explaration and mining companies, This work has included professional advice in respect to equity capital
raisings, corporate recenstructions, mergers, acquisifons, davaluping extensive gold hedging programs and financing packages in rekation to
a number of public companies.

MrWionds holds 6,459,526 fully paid ordinary shares and 1,200,000 unlisted partly paid coniributing shares in the Company.
Philip Linsky, B350, (Mons Geof), PhD), M54 (Mon-Exgcutive Diractonr

Dr Linsley was appointed to the Board on 7 May 1987, Dr Linsley is a Non-Executive Director whose primary role is to assist the Board in
the acquisition of oil production and to investigate exploration opportuniies oulside Australia and Oceanja, Dr Linsley is also a Diractar of
Carpathian Resources Limited which Is listed an both the ASX and AIM and a3 Director of PXP Management Limited, a well knawn United
Kingdom based eonsultancy firm focusing an the oil and gas exploratian and production industry. He has had some thirty one years experience
in oil exploration and production in many parts of the world (Australia, South East Asia, Africa, America, Kazakhstan, Europe and the Middle
East) initially in employrment with Texaco and Mesa and fater as a consultant fo comparies that include Occidental, Tricentral, Azhland, Ranger,
Svanska and Chase Manhattan Bank, Dr Linslsy is a Non-Executive Director whose primary role is to assist the Board in the actuisition of il
production and to investigate exploralion apportuniies outsite Australia and Oceana,

Dr Linsley holds 1,220,902 fully paid ordinary shares and 1,200,00C unlisted partly paid contibuting shares in the Company.
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Director’s Report (Continued)

Wolf G Martinick, B.Sc, Fh.D. (Non-Execulive Birecior)

Dr Martinick was appointed to the Beard an 19 Fabryary 1996, Dr Martiniekis a scientist with extensive experience in the resourss industry, For
aver thirty two years he hias been associated with the exploration and mining industry in Australasia, especially with respect to environmental,
watar, land access and Native Tifle lssues. He is a Fellow and Charferad Professional of the Australian Institute of Mining and Metsllurgy
and a past Vice President of the Assoclation of Mining and Exploration Comparies. In 2003 he became Executive Chairman of ASX listad
Ezenet Limited, in 2005 Non-Exacutive Chairman of AIM listed Weatherly Intarmational PLS and he is also Non-Executive Chairman of MBS
Environmental, a aompany that pravides environmental consullancy servicas ta the resource industry.

Dr Martinick holds 10,384,139 fully paid shares and 1,200,000 unlisted partly paid contributing shares in the Company.
Subsequent to year endad 30 June 2006, MrWilliam J Ashby was appointed Exeeutive Director and General Manager, effactive 1 July 2008,
Witlam .k Ashby B, 3¢ (Seophysics), Grad, Dip, Asg. Se. - Seophysics (Executive Director and Beners Mapager)

Mr Ashby was appalrted on 1 July 2006 and his cument role in the Company is General Manager. Mr Ashby has had some 22 years of
professional experience in the oil and gas indusiry in Australia, North and South America. He has had a diglinguished career in technical
management of operated ventures in a number of companies, namely Ampulex, and through takeover of that entity in Mobil, and most recently
Conato-Phillips, Australia, With respect to Conoco-Fhillips, he was the Director of Exploration — Avetralia Buginass Unit. His team was
respansibla for the recent significant Caldita gas discovary in exploration permit NT/PB1 in the Bonaparte Basin, offshare Nerthern Territory,
which lies approximately 270 kilometres north/norh east of Darwin,

All diractors held their positions as a director thraughout the entire financial year and up 1 the date of this report with the exception of
Mr William J Ashby.

Board Committees

The Company has three committees at the date of this report;

- Nomination Cammittas
- Audit and Compliance Committes
- Remuneratian Commities

{1y Nominafion Commiftes:

The Nomiration Committee comprises the full Board and meets as a Cammittee atleast once a year and as required, The Committee ensures the
Board hes the appropriate number and blend of directors with the necessary eommergial, inancial and relevart Industry expariance to oversae the
corporate direction and daily management of the Company, and is functianat in its own right in its parfomance and competency.

() Auditand Complance Gommites

The purpose of the Audit Commitiee is to assist the Board in discharging its responsibiiity to exercise due care, diigance and skill in refation
to the Company, in the arsas of:

- Application of accaunting policies, standards, and reporting of financial information;
- Business risk management;

n Irdemal control systems;

- Corporate conduet and business ethics; and

- Reporting requirements.

The Board requires that the Company conduts itself in accordance with acceptable ethical standards and complies with all applicable laws,
regulations, Board policies and directives. In addition, it requires that adequate procedures and mechanisms should be in place to mitigate the
risk that the Company’s business goals and objecfives ara met.

The Board is responsible for the: sstablishment of the Audit Commitee, its composition and Charter.
The Audit Committee meeta =t least two times a year,
A majority of the membets of this commities are independent of the management of the Company,

The members of the Audt and Compliance Committes are:

Mr 3 J Mann (Independent Chaimperson)
Dr P Linsley (Non-Exetutive Director)
MrW J Ashby (Executive Diractor)
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Director’s Report (Continued)

3)  Remuneralion Commiliee

The pumose of the Remuneration Committee is to discharge the board's respansibility relating to the compensation of the Campany's direciors
and executives,

The Remuneration Committee makes rscommendations to the Board on remuneration packages and palicies applicable to the Managing
Director, senior management and directars themselves,

The members of the Remuneration Committes are;

Mr & J Mann (Independent Chairperson)
Or W G Martinick (Mon-Executive Director)
Or P Linsley (Non-Executive Diractor)

The Remuneration Committee operates in accordance with its charter and ensures that the levels of remuneration are sufficlent fo attract
and retain the directors and key executives needed o un the Company successfully, while avoiding paying more than is necessary for this
purpose.

The committes meets as frequently as may be required to undertake its role effectively, but no less than once per year to;

- Determine the remuneration policy including fixed, parformance based and equity based remuneration;
- Determine the remuneration of executiva diractors and key executives; and
- Rewview and approve all equity based plans, equity based remuneration and equivalent incantive plans.

Principal Activities of the Conseiidated Entity

The principal activities of the Company and controlled subsidiaries during the financial year were cil and gas exploration and investment,
Thare was no significant change in theze activities during the year.

The economic entity's activifies and aperations on exploration projects are summarised in the "Review of Activities” pracading the report,

Uperating Results

The canzolldated net lass of the aconomic entity for the financial year after income tax was (3617,325), 2006: ($689,142),
Dividends

No dividends were paid or declated during the financial year or subsequent to the year end,

Environmendal And Decupationsl Health And Safely Reguintion Peformanos

The Company's envirnmental and oceupational, health and safety (‘OHS™ obligations are requlated under both State and Feceral Law o
in the case of Company's overseas intarasts, by the goveming laws of that country. All environmental and OHS performance obligations are
monitored by the Board and subjectad from time to tme to Govemment agancy audits and site inspections. The Company has a palicy of
at least complylng, but in mast cases exceeding its performance cbilgations. Mo envirormental breaches or OHS incidents have occurrad
of have: besn nolified to or by any Govemment agencies during the yaar ended 30 June 2006. The Company ensurzs that it complias with
&l necessary conditiens when exploring its permits. The Company has established Environmental and OMS Board Policias under which all
exploratian is carried out, Both Folicies ensure all employees, eontractars and other service providers are fully acquaintad with the Company's
environmental and OHE pragrams, The Company's primary geal in the envimnmental management of exploration astivities is to prevent
unhecessary environmental impact and reinstate sites where disturbanca cannot ba avoided, whilst its goal in OHS s to pravida and foster a
culture of carrying ouf exploration activities in a safe working environment at best axploration practice.

Signifeant Chonges in the Slads of Alfpieg

In the opinion of the directors, there were no significant changes in the state of affairs of the Company that occurred during the financial year
under reviaw.

Significant Desnts aftor Balance Date

Mr Willizm J Ashby was appointed Executive Director and General Manager, effective 1 July 2006. As a consequence of the appointment, the
Company issued to Mr William Ashby, on the 18 July 2006, 1,500,000 unlistad aptions with an exercise price of $0.20 per option on or before
30 December 2008, in accordance with his remuneration packege approved on 18 May 2006 as General Manager.
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Director’s Report (Continued)

Likaly Developments and Expactad Results
The information required under this section has been included in the "Review of Activities"
Remwvneration Rapord

This report details the nature and amourt of remuneraton for each dirsctor of Sun Resources ML, There were no specified executives
iwoived in the management of the company who were not directors.

(Y Ramunsration Policy

The performance of Sun Resources NL depends upon the quality of fts diraciors, executives and staff. Th achieve its financial aned oparating
activities, the Company must attracr, metivate and retain highly skilled directors and executives,

The Company embodias the fallowing principles in its remuneration framewark:

» Pravide competitive awards to atfract high calibre executives;

. Structure remuneration at a level and mix commensurate with their position and reaponsibilites within the Company $o0 as to reward
exacutives for Company and individual performance;

. Align executive incantive rewards with the creation of vaiug for shareholders; and

* Link rewsards with the performance of the Company.

The performance of executives is measured against criteria agreed annually with each executive and is baged predominantly on the performance
of the Company. All honuses and incentives must be linkad to predetermined performance erteria. The Board may, however, axercise its
discretion in relation to approving incentives, bonuses and options, and can recommend changes to the committea’s recommendations. Any
changes must be justified by refarence to measurable performance criteria, The policy is designed to atiract the highest calibre of execulives
and reward them for parformance that results in long-term growth in shareholder wealth.

Exerutives are also entiled to participate in the employee share and option arrzngements.

The executive directors and executives receive a superannuation quarantee confribution required by the government, which s currently 9%.
Some indlviduals, however, have chosen to gacrifica part of thelr salary to increase payments towards superannustion. Messrs Farrell and
Woods have post employments benefits relative to their separale cansultancy's contracts refer, “Post Employments Benefits” page 27,

All rarmumeration paid to directors and executives is valued &t the cost to the company and expensed. Shares given ta directors and executives
are vélued as the difference batween the market price of thase shares and the amount paid by the director or exacutive. Optiors and
eontributing shares are valued using the Black-Scholes methodology,

The Board policy is to remunerate non-exacutive directors at market rates for time, commitrment and responsibilittes. The remuneratlon
committee determines payments to the Non-Executive Directors and reviews their remuneration annually, besed on markst praclice, duties
and accountabliity. Independent extamal advice is sought when required. The maximum aggregste amount of fees that can be paid to Non-
Executive Directors is subject to approval by sharehalders at the Annual General Meating and is currently $150,000 per annur. Fees for Non-
Executive Directors are not linked to the performancs of the economic entity. Howaver, to align directors’ interests with sharshakder interasts,
the directors are encoursged to hold shares in the: company and are abls to participate in the employse option plan,

(2} Pefornance-baged Remunerstion
The remuneration of the: directors is not performance based.

{3 Company Performence

2002 2003 2004 2005 2006
Revenue $2,192175  $12,076,546 $515268 52,331,584  $1,.837,530
Met profit/ (Joss) $860,138 $10,883,363 (2,041,558) (889,142 (617.325)
Share Price at Year-end {cents) 1 3 1 18 13
Dividends Paid (cants) - 4 - - -
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4y Dlrectors’ Remunerztion

(8 Details of the nature and amount of each major element of the remuneration of each Director of the Company and the consolidated
entity are set out below.

206

Gonsulting
FGES'. Salary ) Nor-Cash Share-bazed
and Director's  Suparannustion Benefits Equify/Options Peatformanca
Fees  Contrbulions oy Payment Other# Total Reisted
ki § $ § $ 5 %

DrB L Farrell 198,000 2477 38,975 92,400 - 337,862 .

Mr A P Woods 90,000 - - 98 400 - 188,400 -

Dr P Linglay 30,000 - - 88,400 1,843 140,243 -

Drw & Martinick 30,000 - - 08,400 - 128,400 -

MrW J Ashby - - . - . - -

Total 348,000 2477 38,875 343,800 11,843 794,895 -

* Share-based Equity issued to each diractor has a value of $93,400, exclusive of $30,000 each director has paid from dinactor's fees as & call on th
contributing sharas issyad,

* Giher - Ralmhursement of travel expenses.

{i) Dr B L Farrell is a Director and sharsholder of Berrema Pty Lid trading as Farrell and Associates, The Company has entered into &
contract with Famell and Associates for the provision of geological and management services. Fees paid during the year at norma
commercial rates wera $168,000 (2005: 5168,000).

(i MrAP Woods is a Director and sharehalder of APSL Pty Ltd. The Company has entered into a contract with ARSL Pty Ltd for the
provision of corporate advice including the serviess of Mr A P Woods as Company Secratary to the Company. Fees paid during the
year at narmal commercial rates were $80,000 (2005; $53,500).

(it DrPLinsley is a Director and sharehalder of PXP Management Limited. FXP Management Limited provided sarvisss to the Company
in tha financial year in relation to the acquistion of oil production and investigated international exploration opporunities. Expenses
reimbursed during the year were $11,843 (2005 $15,620),

{iv}  DrW G Martinick is a Director and shareholder af MBS Environmental Pty Lid, an environmental and water managernant consuliancy.
Fees paid during the year at normal commercial rates were BNl (2005; SNil).

(v} Thereis no relationship between remuneration and company performancs.

Direetors are paid fees for board servicss and travelling and out of packet expenses where applicablz. In ligu of fees and subject to
shareholders' approval periodic issues of optionsfshares may be made to direclars who pay for the issue ata commercially determined
value that does not reflect & [oss or profit io the director at the tima of the transaclion. Executiva directors' remunerstion is datermined
with referance to prevailing commercial arms length rates and market condiions in the oll and gas ndustry.

2005

Cansulting
Fees, Salary _ Not-Cesh  Share-based.
and Director's Supera‘nnulallon Benefits Equity/Options Parfoimance
Fees  Contibutions o by Payment Cther Total Related
§ 3 5 ] E L Y%

Dr B L Farrl 168,000 - 37,551 - *33.683 238,236 .

Mr A P Woads 58,500 - - - - 58,500 -

Dr P Linsley - - - - #5620 15,620 -

Dr W G Martinick - - - . - . -

Total 226,500 - 347,581 - 43,305 313,356 -

r Related mamber of staff emploved by Company.

* Refmbursement of fravel expenses.
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Director’s Report (Continued)

()
2008

At the AGM on 27 Oclober 2005 shareholders approved the grant to sach of the Directors llsted below unlisted incentive 25 cent eantributing
shares each paid to 2.6 cents by the recipients. The valuation of the shares at grant dale was delermined using the binomial valyation

Incentive Options | Shares Granted as Remuneration

riacel,
Director Viested No. Granted Na. Grant Date Vialya at Exercize Date Exercise Price
Grart Data

DrB L Farell 1,200,000 1,200,000 27 Oct 2005 82cents 30 Dacember 2010 2250 cents
Mr A P Woods 1,200,000 1,200,000 27 Oct 2005 8.2cenis 30 December 2010 2250 cents
Dr P Linglay 1,200,000 1,200,000 27 Oct 2005 8.2cenls 30 Desember 2010 22.50 cents
Or W G Martinick 1,200,000 1,200,000 27 Oct 2005 8.2cents 30 December 2010 22,50 cents
o0
Mo incentive options / shares were granted during the firancial year,
(4] Sharsholdings
2008

Number of arditiary shares held by parent entity directors
Director Balance 1.7.05 Received as Options Exargisad Net Change Other * Balance 30.6.06

Remuneration

Or B L Farrell 19,525,255 - - 18,525 255
Mr & P Woods 6,650.526 - - (200,000) 6,450 526
Dr P Linsley 1,220,902 - - - 1220902
DOr W G Martmick 10,766 481 - - 217 658 10,984 139
Total 38172 164 n - 17 658 38,169 822
¥ Net Changa Cther refers to shares purchased or sold during fhe financial yiar.
(@)  Unlisted Contributing Shares Holdings
2008

Number of Unlistad Contributing Shares held by parent entity directars
Diractor Balance 1.7.056 Recaived as Exareised Net Ghange Other * Balance 30.6.06

Remunaration’

Dr B L Famell . 1,200,000 - - 1,200,000
Mr A P Waods - 1,200,000 - - 1,200,000
Dr P Lingley - 1,200,000 - . 1,200,000
Dr W G Martinick - 1,200,000 - - 1,200,000
Totat - 4,800,000 - - 4,800,000
* Net Ghange Cher refers to shares purchased or s0ld during the financial ydar.
# Each recipient has paid the first call of 2.5 cents on each contriuling share from his 530,000 Director's Fee regsived for financial year 2008,
(&)  Post Employment Benefits

Dr B L Farrell and Mr A P Woods each have separate consultancy contracts/and have retirement benafit schemes which on termination or on
gxpiry of those contracts, the Company is required k& pay 1.2 months of prasent annual monthly fees for every year or part year of service
since 1 July 1893.

Indamnification of CFlcers

Insurance and indemnity amrangements established in the previous year cmhceming officers of the Company were retained during the year
ended 30 Jure 2006, The Company has paid insurance premiums in respe&t of directors’ and officers’ liability and legai expanses' insurance
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Director’s Report (Continued)

contracts, for curent and former directors and officers, including executive officers of the Campany and directars, axecutive officers and
secretaries of the Company. The ingurance premiums relate to;

(i) costs and expenses icurred by the relevant oficers in defending proceedings, whether efvil or criminal and whatever thair outcome;

(iiy ~other liabiliies that may arise from their position, with the exception of conduct involving & wilful breach of duty ar improper use of
infarmation or position to gain a personal advantage.

Masiings of the Company's Directors
Of the 7 directors’ meetings held curing the financial year ended 30 June 2008 the details of directors’ attendances were as follows:

Cr B L Farall atfended ¥ meetings out of a takal of 7 mestings held.
MrAPWeads  attended 7 meetings out of a total of 7 meetings heid.
Dr P Linsley attended 7 meetings out of & total of 7 meetings held (5 by conference call).
Dr W G Martinick  attended 5 meetings out of a total of 7 meetings held.

In addiition a total of 26 cirular resolutions were resolved during the financial year ended 30 June 2006

Audiler's Independence Declaration

The Auditor's Independence Declaration on page 24 forms part of the Directars’ Report for the financial year ended 30 June 2006,
Auditors Remuneration

BDO carry out half yearly and annuai audit services and where applicable, non audit corparate advice for the Company. Fees paid during the

- year al nommal commercial rates werg $31,519 (2005; $28,408). The Board of Diraciors is satisfisd that the provision of services during the
year ended 30 June 2006 iz eompatible with the genaral standard of independence for auditars imposed by the Carporation Act 2001 and da
not compromise the general principles relating to auditor independance as set oul in the Inghitute of Chartered Accountants in Australia an
CPA Australia’s Professional Statement F1: Profagsional Independencs,

Fees of $7,050 (2005: §6,144] for non-awklit (taxation) services were paidipayabla to the extemal auditors for the year ended 30 June 2006,
Adoption of Austratian Equlvalents to IFRS

As a result of the introduction of Australian Equivalents o intemational Reporting Standards {AIFR&), the Ccmpany’s Financial Report has
bean prepared in accardance with these standards, A recanciliagion of adlustments arising on the transifion to AIFRS Is included in Note 2 to
this report (page 47).

Froceedings on Bekalf of Company

Na person has applied fur leave of court o bring proceedings on behalf of the Company or intervens in any proceedings to which the Company
iz a party for the purpose of taking responsibility on babatf of the Company for all or any part of thuse proceedings. Tha Company was not a
party to any such proceedings during the year,

Board of Eirectors' Decizration for Year Endad 30 June 2596
The Board of Diractors' Declaration for year anded 30 Juna 2006 an page 34 forms part of the above Directors' Rapar.

This relates ta the integrity of the financial statements. risk management and intemal compliance and control systems of the Company for the
financial year as set cut in this Annual Report.

For and an behalf of the Board., ya
/A
— P S
Q;_ED—*—W / rd
i '
Bradfard | Farrall Alan P @oods
Director Diractor
Parth, Westem Australia Parth, Westarn Australia
& September 2006 8 September 2008
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Auditor’s Independence

L3
Declaration
Lovel B, 256 51 Gearge's | r .
0 Chartered Acoovntants Bt?;? 56 St Searge's Teqece Parth WA
& Artvisors P0 Hox 7426 Cloicters Soquarte Pacth WA 6350

Tal: (G1-3) 9360 4200

PFax: {61-1} D451 2524
Ermnil: helsd@bdown com.au
Wty Bo0.com, Ry,

8 September 2006

The Directora

Sun Resources NL

FO Box 322
GREENWOOD WA 6024

Dear Sirs

DECLARATION OF INDEFENDENCE BY BDO CHARTERED ACCOUNTANTS TO THE
DIRECTORE OF SUN RESOUIRCES NL

To the best of my knowledge and belief, thers have been no contraventions of:

= the auditor independence recuirements of the Corporations Act 2007, i relation to the
audit; and

* sny spplicable code of prefessionsl conduct in relation to the audit,
Yours sincerely

BDG
Chartered Accountants

s

M Ehafizadah
Partnar

Fnrmin {515
ey Wiy
Usaoqpbty 3

Bk hatkasal
“irocintinn af mparats
PRrTIATERin A AR ki,
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Statement Of Corporate
Governance Practices

The Board of Directors of Sun Resources NL has adopted the follawing set af principles for the corporate governance of the Company, Thesa
principles establish the framework of how the Board carries out s dufies and obligations on hehaif of the shareholders and were in place
throughaut the financial year,

Thn Board of Dirstlomn
Rolw of the Board

The Board of Directors is reaponsible for setting the strategic direction and establisking the policies of Sun Resourcas NL and {he ecanomic
subsidiaries. It is responsible for oversesing the financial position and for monitoring the business and affairs of the Company and the
economic subsidiarles ah bahalf of the shareholders, by whom the directors are elected and to whom they are accountsble. It alzo addrasses
issues related to internal eontrals and approaches to risk management.

The Hoard reviews the remuneration and pelicies applicable to Non-Executive and Executive Directars and the Managing Director on an
annual basis. When reviewing directars fees the Board takes inte account the slze and scope ¢f the Company's activities, Remuneration levels
are competitively set o attract the most qualified and experienced diractors and senior executives. Where necessary the Board will obtain
indepandent advice an the appropriateness of remuneration packages.

Comuosition of the Board and Funclions
The Directors’ report contains details of the directars’ qualifications, experence and special respansibilities,

Uncler the Constitution the minimum number of directors i three and the maximum is ten. Directors are not appointed for a ficed term. At
ezch annuel general meeting one third of the directors other than the Managing Director must resign by rotation, with those serving the longest
resigning first. Resigning directors may stand for re-alection.

As at 30 June 2006, the Board was comprised of four directors. Dr B L Farrall as Exacutive Chairman and Managjing Director, was responsible
far managing the overzll operations of the Company, Mr A P Weuods ag an Exscutive Director and also Company Secretary, was responsible
for corparate compliance and financial administration, Dr W G Martinick and Dr P Linsley wera non-Execulive Directors, On 1 July 2006, the
Company separatad the roles of Chairman and Managing Directar, with Dr B 1. Farell remaining aa Exesutive Ditactor and Chairman with the
positian of Managing Director becoming femporarily vacant. On the same day, Mr W J Ashby was appairted Executive Director and General
Manager. His Directorship will be subject to re-election by sharehelders at the Company's Annual General Mesting on 9 November 2006.
Subject to his re~election, MrW J Ashby will be confirmed and become Managing Pirecior, filling the vacant pesition.

Details of Directors' shareholdings are disclosed in the directors' raport and financial report,

Dr B L Farrell and Mr A P Woods each have separate consultancy contracts and have refirement benaft schemes which on termination ar on
expiry of those confracts, the Company is tequired to pay at 1.2 manths of present annual monthly fees for every year or part vear of serice
since 1 .July 1843,

Any equity based compensation of directors Is recuired to be approved in advance by shareholders.

Board Acsess To nformation

All directors have unrestricted access to al' Company employees and consultants and, subject o the law, access to all Company racords
and information held by employees and extsmal sdvisers. The Board receives raqular detalled financial and operational reports from senior
management to enable it to carry aut its duties.

Cansistent with ASX Principle 2, ezch director may, with the prior written approval of the Chairman, obtain independent professional advice to
assist the director In the proper exercise of powers and discharge of duties as a director or as a member of a Beard Committee, The Company
will reimburse the director for the reasonable expense of obtaining that advice,

Confict OF Inferest

In the event that a potertial conflict of interest may arise, invalved directors must withdraw from alf deliberations conceming the matter. They
are not permitted to axercise any influence over other Board members.
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Statement Of Corporate
Governance Practices (Continued)

Since 5 May 2000 the Board has had a written Policy of a Code of Conduct with respect to Directors and Officers trading in securitiss of the
Company.

Fhoreholders Beistions And Communications

The Company's sharshalders are responsible for voting on the sppointment of directors. The Beard informs shareholders of all major
developments affecting the Company by:

*  Preparing half yearly and annuai financial renarte and making these available fo all sharsholters,

+  Advising the market of matters requiring disclosure under Australian Stack Exchange Continuous Disclagire Rules,

= Mainlaining a record of significant ASX announcements on the Company's website,

= Bubmitting propased major changes in the Company's affairs to 2 vate of shareholders, as required by the Corporations Law.

*  Reporting to shareholtders at annual general meetings on the Company's activities during the year. All sharsholders that are unable to
sttend these mestings are encouraged to communicate Izsues or ask quastions by writing to the Company

Boprd Commitiees

The Board where apprapriate, may establish a number of committess to assistin camying out its responsibilities in an effactive and efficlent
MANNAK.

Three standing Board Committees assist the Board in the discharge of its respansibiliies and are gevermed by their respective Charters, as
appraved by the Board, These are:

+ Nomination Committee;
= Remuneration Committee;
«  Audit and Compliance Committee.

Momination Commities

The Nomination Commitiee comprises the full Board and meets a3 a Commitiee at least onee a year and as raquired. The Commitiee ensurcs
the 3oard has the appropriate number and blend of directors with the necessary commercial, finarcial and relevant industry axperience to
oversee the comorate direction and daily management of the Company, and is functional in its own right in its performance and competency.
Barmunaraton Sormitos

Ameng the specific responsibillties et out in its Charler, the Remuneration Committee reviews and makes recommendations to the Board
on the Board's operation and performance; reviews and makes recommendations an remuneration policies for the Company including, in

particular, those gaverning the directors, the Managing Director and senior menagement.

The members of the Remuneration Committea at the date of this report are:

Mr S J Mann (Independent Chaimperson)
Dr W G Martinick {Non-Executive Director)
Dr P Linsley {Non-Executive Director)

The composition, oparation and responsibilities of the Committes are generally consistert with ASX Principies 2 and 8. Consistent with ASX
Principle 2, a summary of the Remuneration Committes Charler has been poated on the new Corparale Govemance saction of the Company’s

website.

Audlt and Complience Sommittes

The Audit and Compliance Committee monitors Internal control policies and procedures designated to safeguard Company assets and to
maintain the integrity of financial reporting, consistent with ASX Principle 4,

The rale of the Committee is to pravide 2 direct link between the Board and the external auditrs,
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Statement Of Corporate
Governance Practices (Continued)

It also gives the Board of Directars additional assurance ragarding the quality and reliabillty of financial infarmation prepared for Use by the
Board in determining polictes or for inclusion in financlal statements,

The responsibillties of the Auditand Compliance Committas include:
. Monitaring compliance with requlatery requiraments;
. Improving the quality of the accounting function;

- Reviewing external audit reporis to ensure that whete major deficiencies or breakdownsz in contrals or pracedures have been identified,
apprapriate and prampt remedial action is taken by management;

. Liaising with external auditors and ensuring that the annual audit half-year raview are conducted in an effactive manner.

The Committee reviews the performance of the external auditors on an annual basis and meets with them at least twice during the year.
Narmination of auditors will be at the discretion of the Committes.

The members of the Audit and Campliance Committee at the date of this report are:

Mr 5 J Mann (Independent Chairperson)
Dr P Lingley (Non-Executive Director)
Mr W J Aghby {Executive Director)

Conslstent with ASX Principle 4, the Committes Charter has been posted to the new corporate governance section of the Company's
wabsite,

Sait Pronoss

As part of the Company's commitment to safeguarding integrity in financial reporting, the Company's aceounts are subject to an annual audit
by an independent professional auditor who also reviews the half yearly accounts.

Consistent with ASX Principle 8, the Auditor attends and Is availzble ta answer questions at the Company's annual general meatings.
Auditor Indegendance

The: Company has implemented pracedures and policies to monitor the independenca and competence of the Company's external auditors.
Details of the amounts paid for bath udit work and non-audit senvices are set out in this annual report.

The Board requires that adequate hand-over in the year priar ta rotation of an audit partner to ensure an sficent and effective audit under the
new partner.

inkernal Gontrol Framewsork And Businass Risk Mansgement

The Board acknewledges that it is responsible for the overall internal control framework, but recognises that no cost effective intemal conirol
system will precluda all errors and frregularities. To assist in discharging this responsibllity, the Baard has instigated an Internal cortrol
framewark that includas the following:

. Financial reporting — thers is & comprehensive budgeting and feragagting system with updates provided ta the Board at =ach Board
meeting. Periadic reports 2ra provided to the Board. Quarterly. half yearly and annual reports are prepared in accordance with the
Corporations Act ang ASX Listing Rules.

. The Managing Director and the Company Secretary are required to confirm in writing that the Company’s financial reports present
a truz and fair view, in all matarial respect, of the Company's financial condition and operational results and are in accordance with
relevant accounting standards.

. The Gampany has writien policies covering Health, Safety and the Environment.
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Statement Of Corporate
Governance Practices (Continued)

Ethical Sterdards

The l?oard adopts 2 proactive approach to promnting the practice of high ethical standards. All directors and employees are expacted to
act with the utmost integrity and abjectivity, striving at all timss 1o enhance the raputation and performance of the Company, in the following
aregs;

. professional conduct;

' dealings with suppliers, advisers and requlators:

' dealings with the eommunity and spacifically in dealings with traditional landowners: and
' dealings with other employees.

Privacy

The Company has resalved to camply with the National Privacy Principles contained in the Privacy Act 1988, to the extent required for a
campany the size and nature of Sun Resourses NL,

ABY Guidelings On Corporate Govornante

Fursuant to ASX Liting Rules the Company must pravide a statament disclasing the extent to which the ASX best practice recommendations
have not heen followed in the reporting pericd. Below the Campany provites an explanation of any arsas where Sun Resources NL does rot
presently comply with ASX best practica recommendationa,

ASX considers that a person who is an executive and also with an interest in the Company with a substantial shareholding (=5.00%) in the
reporting company ls not independant, The majority of the Board of Directors, three of five diractars, under the ASX definition of independent,
are not independent Directors. Thesa are; DrB L Farrll, Exacutive Dirsctor and Chaiman of the Company wha contrals 13.12% of the issued
shares of the Company; MrA P Woads, Executive Director and the Company Secretary of Sun Resources NL whe controls 4.5% of the issued
shares of the Company and Dr W G Martinick, Non-Executive Director wha conirols 7.38% of the issued shares of the Company.

DrF Linsley and Mr W J Ashhy, Directors of Sun Resaurces NL are considered the only independent diractars,

Each individual member of the Board is satisfied that whils: the Company may not comply with a strict interpretation of this particular best practice
recommendation, the Board always acts with Indepandence and in accordance with the Statement of Corporate Govemance Praciices.

The ASX guidelings also prescribe that the Company should malntain a dedicated comarate governance information section on iis website,
This is curmently under construction. The Annual Reports, Half Yearly Reports and all ASX announcements pertaining to the Company's
activities can be presently viewed on the Gompany's wabsita,
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Board Of Directors’ Statement
For The Year Ended 30 June 2006

The Managing Director and ihe Chief Financial Officer a5 Executive Directors of the Board and for the Board itself state that:

1. With regard to the integrity of the financial statements of Sun Resourees ML for tha financial year ended 30 June 2008 a5 outlined an
pages 36 to 68 of this Annual Report hat:

(i) the financial siatements and notes theretn comply with Accounting Standards in all material TESpRGS;

(i) the financial statiements and notes theretn giva a frue and fair view, in all materiai respects, of the financizl position and
performance of the company and the economic subaidiaty;

(ii) i our opinion, the financial stataments and thereta are in accordance with the Carporations Act 2001 and
(i) inour opinion, thers are reasonable grounds to balieve that the company will be atie to pay its debts a5 and when they bacoma
due and payabls,

2 With ragard to risk managemant and intarnal compliance and contral 2ystems of Sun Resources NL for the year ended 30 Juna 2006
as qutiined o pages 30 to 33 of this Annual Report that;

i) the statements made in (1) above regarding the integrity of the financial statements and notes therete is founded on a sound
system of rigk managerment and intemal compliancs and control systeme which in all material respects, implements the
policies acopted by the board of directors;

(i) the risk management and intemal compliance and control systems fo the extant they relate to financial reparting are aperating
efféctively and efficiently, in all materlal raspects: and

(if)  nothing has come to our attention since 30 June 2006 that would indicate any material change fo the statements in (7} and (i

ahove,
/]
Bradford L Farrall Blan PWosds
Director Director
Perth, Western Augiralia Feith, Wastern Australia
B September 2006 8 September 2006
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Balance Sheets

As At 30 June 2006
EQONOMID ENTITY PARENT ENTITY
Notz 2008 2005 2006 2005
3 5 3 3
Cumant agsaets
Cash and cash equivalents 8 1,866,038 3,131,386 952,329 2974860
Trade and other receivables 9 134,915 736 980 43,510 738,980
Financial assety 10 427 000 404,500 427,000 393,500
Tolad current sasets 2,427,950 4,272,835 1,422 839 4 105,340
Hon-purrent assals
Trade and other recaivables " - - 12,675,685 5,333,970
Financial assals 12 - - 2,501,500 2,501,500
Plant and equipment 13 24,687 25,062 24,867 25,002
Exploratian expenditure 14 15,855,766 8,577,308 3,584,829 4,251,646
Total non-curvent sssels 16,680,433 9,602 400 18,790,881 12,114,208
Tota susels 19,308,383 13875235 20,213,520 16,218,548
Cusrrart Sabilties
Trade and other payables 15a 22 905 45171 22,005 45,171
Birwt.crrent Jabiites
Trade and ather payables 15h - - 12,938,130 12,910,477 _
Teva! liabilities 22,905 45171 12 962 035 12,955,848
Nel assets 19,285 478 13,830,064 7,251 485 3,263.900
ity
Issuad capital 17 25,819 B06 20,140,667 25,819,806 20,140 667
Reserves 17 393,600 - 393,600 -
Retzingd earnings {6,927 928) (6,310,603) (18,961,821} {16,876,767)
Total equity 19,285 478 - 13,830,064 7,251,485 3,263,900
The accompanying notes farm part of these financial stalements.
Sun Resources NL and Confrolled Subsidiaries a7 2008 ANNUAL REFORT
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Statement Of Changes In Equity
For The Year Ended 30 June 2006
Feanomiv Erndity
Ordinary General Retained
Share Capital Resarve Eamnings Total
$ $ $ $
Balance at 1 July 2004 16,936,265 - (5,621,481} 11,314,834
Shares issusd during the year 670,000 - - 870,000
Options convertad to shares 2,667,872 - - 2.567,872
Share capital issue expenses {33,500) - - (33,500}
Loss attributabie to members of
parent entity - {689,142) (689,142
Balance at 30 June 2005 20,140,667 - (B,310,603) 13,830,064
Shares fgsued during the year 5,960,280 393,800 - 8,353,880
Share capital issue expenses (281,147) - {281,141}
Loss attibutabla lo members of
parent entity - - (617,225) {617,525)
Balance at 30 June 2006 25,019,006 393,600 (6,927,928) 19,285,478
Parant Enbity
Ordinary General Retained
Share Capital Raserve Eamings Total
$ $ $ $

Balance at 1 July 2004 16,936,295 - (14,903, 506) 1,942,299
Shares issued during the year 670,000 - - &70,000
Options converted fo shares 2,567,872 - - 2067872
Share capital issue expenses (33,500 - - {33,500)
Logs attributable to members of
parent entity - (1.882,771) (1.882771)
Balance at 30 June 2005 20,140,667 - {16,876,767) 3,263,900
Shares issued during the year 5,960,280 393,600 - 6,353,880
Share capital issue expenses (281,141 - - (281,141)
Logs atfributable to members of
parant entity {2,085,154) (2,085,154}
Balance at 30 June 2006 25,339,806 393,600 (18,961,921) 7,291 485

PAGE 4B/8E

The accompanying nates form part of these fnancial statements.
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Cash Flow Statements
For The Year Ended 30 June 2006
ECONOMIC ENTITY PARENT ENTITY
2005 2005 2006 2005
5 $ $ 8

Naote Inflows (Qutflows)  Indows {Qutflows) Inflows (Outfiows)  Inflows {Qutflows)

Cash: Nows from oparating achlice

Receipts from customers (Flour Bluff) 1,374,760 151,141

Payments o suppliers and employess (524,568) {#31,610) {492,156) {434,972
Payments for exploration ' (8,619 459) (7,308,783 (674,183) (2,073,121)
Dividends raceived 10,000 - 10,000

Interest recaived 118,020 186,493 106818 186,493
Finance costs {43,395) {162) (43,395) (162
Froceeds from sale of shares 30,885 1,882,431 - -
Purchase of shares (8.775) (522,725) (6,775) {800,000)
Wt cash flow provided byl {used in} @ (657,649 (6.133,215) 1,099,601) (2.821.762)

eperating acivities

Gash Bows from investing sotivities

Payments for plant and squipment (6,698) {12,913) {6,606} {12,313
Loan repaid from controlled subsidiaries - - 28,452 1,850,495
Loan advancad {o contralled subsidiaries - - {7.343,715) (5,325,843)
Net cash fiow provided by fussd in) (6,696] (12913) (7.321,759) (3.470.361)
rvesting actidlies

Cash flows from financitg activities

Proceeds from the conversion of opiions - 2,467,342 - 2467 392
Proceeds from issue of shares 6,280,781 - 6,290,781

Fet posh fow grovided b/ sed in}

firancing astvities £,290,781 2 467 392 6,280,781 2,487 392
pet decrease i cash held {1,373458) (3,678,736) (2.130,669) (3,833,731
Cash at tha beginning of e finaneist vear 3,181,355 6,721,422 2,974,860 6,719,922
Exchangs rate adjustrunts 108,138 88,664 _ 108,138 88,669
(ash at the end of the Snanciel G 1,868,035 3,131,355 952,329 2,974,860

The accompanying nates form part of these financial stalemants,
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Cash Flow Statements
For The Year Ended 30 June 2006 (Continued)

Cash dow hidmation

(Al Feconiizion of iLoss) afiar incoma tax with Cash Flow fram Cierations.

CCONDMIC SMTITY PARENTENTITY
2006 2005 2008 2005
§ $ $ §
{Loss) after income tax (817.325) (688,142) (2,085,154) (1,882,771)
Cash flows exciuded from (loss) attibutable to
cperating activities
- Cost of sxplorafion {8,619459) (7.393,783) (674,183) (2073,121)
= Purchase of shares {8.775) {522,725) (6.775) {500,600)
Non-eash flows in (loss)
- Depreciation 7121 581 7121 5471
- Exploration expendiurs written off 1,341,001 1,573,622 1,341,001 1,573,522
- Cost of shares zoid 2478 834,076 - -
- Exchange rate differences (108,138) (89,663 {108,138) (8B,660)
- Ihereasef{decrease) in investment
provision (38.450) 118,225 (26,725) 108,500
- Director fees 513,600 - 513,600
Changes in assets and liabilltieg
- (Inzrease)fdecreass in trade and other
recaivables (129,577) 4,838 (38,172 4835
~ Increase/{decrease in trade and other
payables (22,268} 29,472 (22,266) 31971
Cashflow from operations {7,657,543) {6,133,215) {1,099,891) (2,821,762)
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006

1 Statement of Slanificant Accotrsing Policies

The financial report is a general purpose financial report that hag bean prepared in accondance with Austrafian Actounting Standards, Urgent
lssues Group Interpretations, cther authoritative pronouncemeants of the Australian Accounting Standards Beard and the Camorations At
2001.

The financial repart covers the economic entity of Sun Resources NL and controlled subsidiaries, and Sun Resources NL as an individua)
parent entity. Sun Resources NL is a listed public company, incorpurated and domizilad in Australia,

The financial report of Sun Resourees ML and cantrolled subsidiaries, and Sur Resources NI as an individual parent entity comply with all
Ausiralian equivalents to Intemational Financial Reporting Standards (AIFRS) in their entiraty,

The following is @ summary of the material accounting pelicies adopted by the economic entity in the preparation of the financial report. The
aceounting pelicies have been consistantly applied, unless otherwize slatod,

Basis of Proparation
First-time Adtoption of Austrafian Equivelents fo Infernstional Financial Raparting Standards

8Bun Resources ML and controlled subsidiaries, and Sun Resources ML as an individual parant enrtity have prapared financial siatements in
accordance with the Australian equivalents 1o Intemational Financial Statemants (AIFRS) fram 1 July 2005.

I accordanca with the requirements of AASE 1: First-time Adoption of Australian Ecquivalents to International Finansial Reporting Standands,
adjustrients to the parent antity and the cansalidated entity accounts resulting fram the introduction of AIFRS have been #pplied retrozpectively
to 2005 comparative figures excluding cases where optional exemptions available undet AASE 1 have been applied. These consolidated
accounts are the first financial statemnents of Sun Resources NL i he prepared in accordance with Australian equivalerts o IFRS.

The accounting policies set aut below have been cansistently applied 1o a1l years presentad. The parent and consolidated antity have however
elected to adopt the exemptions availabls under AASB 1 relating to AASB 132: Financial Instruments: Disclosura and Prasentation, and
AASB 139: Financial Instruments; Recogrition and Measurement. The same accounting policies and methods of computation have generslly
been followed in this financial report a5 the mast recent annual financial report. The following acceunting policies have changed because of
first time adoption of AIFRS; exploration expenditure, income tax, share-hased payments and, financial instrumants,

Reconcliations and the transition from pravious Australian GAAP to IFRS have heen included in Note 2 to this report,
Reporting Basis and Convenfions

The financial report has been prepared on an accruals bags and is baged on the historical costs modified by the revaluation of selactad non-
current assets, financial assets and financial liabilifles for which the fair value basis of accounting has been applied.

Criteal Accounting Estimaias and Judgemenis

The directors evaluate estimatas and judgements incorperated into the financial report based on historical knowledge and best available
eurrent information,  Estimates assume a reasonable expactation of future events and are based on current trends and econamic data,
obtained both externally and within the group.

Kay Eslimates - Impaiment

The group assessed impaiment at each reparting date by evaluating eonciiticns specific to the group that may lead to itnpaimment of assets,

Where an impairment trigger exists, the recoverable amount of the asset s determined. Value-in-use calculations performed in asssssing
recoverabla amounts incorperate a number of key estimates,
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

1. Statement of Signifieant Accounting Policles [Cantinued)
fx}  Principbes of Conaolitstiog

The econamic entity accounts comprise the accounts of Sun Resouroes NL and all of its controlled subsidiaries. Control existe, whera Sun
Resources NL has the power to confrol the functional and operating policies so as o abtain benefits from its activities, A list of contralied
subsidiaries is contained within Note 25 t the accounts.

Al inter-company balances and transactions between subsidiaries in the economic entity, including any unresfised profits or Ingses have been
elitminated on consolidation. Accounting policies of subsidiaries have been thanged whera necessary to ahsure consistencies with those
policies applied by the parent entity,

Where controlled subsidiaries have entered or laf the economic entity during the year, thelr oparating results have been induded from the date
control was abtained or until the date contral caased,

h Revenue Hacoonition
interest revenue is recognised on a proportianal basis taking into account the interest ratas applicable ta the financial assets.

Revenue from Flour Biuff is recognised when received from tha Operator and is two manths in arrears due to lag between saiss and when
received.

Dividend revenue is recognised when the right to receive a dividend has been established,
Revenue from rendering a service is recognised upon delivery of the servica.

Al revenue is staled net of the amoun of goods and services tax {GST).
f6h  Goods and Sendses Tax (GST)

Revenues, expenses and assets are recognised net of tha amaunt of GST, except whers that amount of GST incurred is not recovarable from
the Australian Taxation Office. In these circumstances the GST s recognised as part of the cost of acquisiion of the asset or as part of an item
of the expense. Receivables and payables in the balance sheet are shown inclusive of GST

LCash flows are presented in the cash flow statement on a aross basis, except for the GST component of nvesting and financing activities,
which are disclosed as operating cash flows,

i) incore Thax

The charge for current income tax expense is based on the profit for the year adjusted for any non-assessable of disallowed itams, K is
caleulated vsing the tax rates that have been enacted or are substantially enacted by the balance sheet data,

Deferred tax is accounted for using the halance sheat liskility method in respect of tamporary differences arising between the tax bases
of assets and liahilities and their camying amounts in the financial statements. No deferred incame tax will be recognised from the Initial
racognition of an asset of liability, excluding a business cambination, whers there is no effect on accounting or taxable profit or loss,

Defemred tax is calculated at the tax rates that are axpectad to apply to the period when the asset is realised or the liability is settled. Deferred
tax is credited to the income statement except where it relates to items that may be cradited directly t0 equity, in which case the defarred tay
is adjusted directly against equity,

Deferred income tax assets are recognised to the extent that it is probable that future tax profits will be available against which deductible
lemporary differences can be utilised. The amount of benefits brought to sccount or which may be realiged in the fiture is based an the
assumption that no adverse change will aceur in income tax lagislation and the anticipation that the economic subsidiary will derfve sufficient
future assessable income to enable the benefit to be reslised and comply with the condftions of deductihility imposed by the law.

Sun Resources NL and its wholly ewned Australian subsidiaries have formed an income tax consdlidated group under the tax consolidation
regime. Sun Resources ML is responsible for recogrising the eurrent and defarrad tax assets and lisbiiities for the tax consalidation groug,
The Austraiian Taxation Offics has not been notified of this decision. The tax congolidated graup has not entered into a tax sharing agreement
whereby each campany in the group contributes fo the income tax payable in propartion to their contribution to the net profit befors tax of the
tax eonsolidated group. The parent subsidiary will therefore have lizblity for all tax as the other companies in the group will not be liable.
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 {Continued)

1. Staternent of Signifcant Accounting Polisies (Gontimued)
{2} Forelgn Qumenay Transackons and Balances
Functlonal and prosentation currsncy

The funetional curency of each of the group's subsidiares is measured uging the curmency of the primary economic anvironment in which
that subsidiary operates. The consolidated financial statements are presented in Austraiian doliars whith is the parent entity's functional and
presentation currancy.

Trangsstions and halarces

Foreign cumency trarsactions are ranslated into functfonal currency using the exchange rates prevailing at the date of the fransaction, Foreign
surréncy monetary items are translated at the year-end exchange rate. Non-monetary itams measured at historical cost continue to be cared
at the exchange rate at the date of the transaction. Non-monetary items measured at fair value are reported at the exchange rate at the date
whein fair values were determined.

Exchange diffarerices ariging on the franslation of monetary items are recegriced in the incoma statement, except where deferred in equity as
a qualifying cash flow or net investment hedge.

Exchange diferences arising an the translation of non-monetary items ara fecognised directly in equity to the extent that the gain or loss is
directly recognised in equity, otherwise the exchange difference is racognisad in dhe incame statement.

arcley corpsies

The financial results and position of foreign operations whose functional currency iz diflarent from tha group's presentation currency are
tranglated as follows:

. assels and liabilfties are franslatad ol year-end exchange rates prevailing at that reporting data;
. income and expenses are tranalated at average sxchange rates for the period; and
- retained eamings are translated at the exchange rates prevailing at the date of the transaction.

Exchange differences arsing on translation of foraign operations are transferred directly to the group's foreign qumency Fanskation reserve in
the balance sheet. These differences are recognised in the income statemant in the period in which the aperation is disposed.

(f Exploration and Evaluation Expenditure

Exporation, evaluation and relevant acquisition expenditure incurred s accumulated in respect of each identifiable area of inferest, Thege
costs are only camied forward fo the extent that they are expecied to be recouped through the suecsssful development of the area or whera
aotivitioa in the area have not yet reached a stage which pemits reasonable assessment of the existence of economically recoverabla

reserves.

Explaration and evaluation expenditure, which does not satisfy these eriterfa, is wriften offin full against profit in the yaar in which a decision to
abanden the area is made, Economically racoverable rezerves are defined as the estimated quantity of product in an area of interest, which
can be axpected to be profiably extracted, processed and sold under current and forsseeable econamic conditions.

Revenue received from the sale of product, material or services during the expioration and evaluation phase of operations is offeat against
expenditure in respact of the area of interast ar mineral resaurce concamed.

When production commences, the accumulated costs for the relevant area of intarest are amartised over the life of the area accarding to the
rate of depletion of the economically recoverabie reserves.

fen CHher Dradiines

These amourts represent unpaid liabilities for gonds received by and services provided to the ecanomic entity prior to the end of the finangial
year. The amounts are unsecured and are normally settled within 30 days.
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

1. Statzment of Significant Actaunting Folicies {irontinued)

gy Oiher Debtors

Other debtors reprasent prepayments and GST recoverable, Specific provision is made for doublfl debts.
(i Financial Inatruments

Ratagnition

Financial instruments are initially measured at cost on trade date, which includes transaction costs, when the related contractual rights ar
cbligations exist. Subsequent to Initial recognition these instruments are measured as sat aut helow.

Financial assefs ot fair value Braugh profit and loss

Afinancial assetis classified in this category if acquired principally for the purpose of selling in the short term or 50 designated hy managament
and within the requirementa of AASE 130 Recognition and Measurement of Financial Instruments, Derivatives are also categorised 28 held
for tradling unless they are dagignated as hedges. Realsed and unrealised gaing and losses arising from changes in the fair value of these
a3sets are included in the income statement in the period in whick they arise,

Losns and raceivables

Loans and recefvables are non-derivative financial agsets with fixad or determinable payments that are not quoted in an active market and are
stated at amarlised cost using the effective interest rate method,

Fald-lo-matily investranis

These investments are fixed maturities, and it is the group’s intention to hald these investments to maturity, Any held-to-maturity investments
held by the group are stated &t amarised cost,

Availalde-for-sale fisencia) asses

Avzilable-fer-sale financial assets include sny financlal assets not included in the above categaries. Available-forsale finangial assets are
refiected at fair value. Unrealised gains and losses erising from changes in fair value are taken directly to equity.

Fhsanciaf ligbtities
Non-derivative financial liabilities are recagnised af amartised cost, comprising orlginal debt iess principal payments and amortisation,
Fair valug

Far value is datermined based on currant bid prices for all quoted investments. Valuation techniques are applied to determing the falr value
Tor all unlisted securities, incuding recent arm's length transactions, reference to similar instruments and option prcing madels,

imipairme st

At each reporting date, the group assess whether there is objectiva evidence that a finansial instrument has been impaired. In the cage of
available-for-sale financial instruments, a prolonged dedline in the value of the instrument is conzidered to determing whether an impairment
has arisen. Impairment losses are recognised in the income Statement,

{p Ciesh and Cagh Enuivalants
Cash and cesh equivalents inelude cash on hand, deposits held at call with banks, other shork-term highly liquid investments with origingl

maturities of three menths of less, and bank overdrafis. Bank overdrafts are shown within short-term barrowinge in current fabilies on the
balance sheet,
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

1, Statement of Significant Accounting Polisies {Continuad)
i} Plant and Equipment

Each class of plant and equipment is camied &t cost or fair valys less, where applicable, any accumulated depreciation and impairment
losses,

Plart end eguipmant
Plant and egtipment are measured on the cost basis,

The carrying amount of plant and equipment s reviewsd annually by directors fo ensure it fs not in 2xcess of the recoverable amaunt from these
assefs. The recoverabla amount is assessed on the basiz of the expected net cash flows that will be recaived from the asset's employment and
subsequent disposal, The expacted net cash flows have been discotintad to their present values in determining recoverable smounts.

Subsequent costs are included in the assel's €amTying amaunt or recognised as a separats asset, as apprapriate, only when it is probably that
luture econcmic benefits associated with the iterm will flow fo the group and the cost of the item can be measured refiably. All other repairs and
maintenance are charged to the income stalemant during the financlal period in which they are incurrad,

Deepriation

The depreciable amount o all fixed assets is depraciated on 2 diminishing vaile basis over their usefi! lives o the sconomic entity commencing
from the lime the asset is held ready for use.

The depraciation rates used for each dass of depreciable assels are:

Depreciation Rate
Plant and equipment 25% - 40%
Furniture and fittings 20%

The assats' residua! values and useful Iivas are reviewed, and adjusted if appropriate, at each balanse shoet date,

An asset's camying amount is writen down immediately to its recoverabla amount if the asset's camying amaunt is greater than its estimated
recoverable amount.

Gains and losses on disposals are determinad by comparing proceeds with the camying amount. These gains and lusses are inciuded in
the income statement. When revalyed assels are sold, amounts included in the revaluation reserve relating to that asset are fransfemed lo
retained eamings.

i tmpatrment of Azaaly

At sach reporting date, the group reviews the camying values of its tangible and intangible asaets to detarmine whather there is any indicatian
that those assets have been impaired. If such an indication exists, the recoverable amount of the asset, being the higher of the asset's
fair vahue less costs to sell and value in use, is compared to the asset's camying value. Any excass of the asset's camying value over its
recoverable amount is expensed to the income statement,

Where it is nat possible to estimate the recoverable amount of an individual azgat, the group estimates the racoverable amaunt of the cash-
generating unit to which the asset belongs.

i Iederests in Jaint Yenlures

The econamic entity's share of the assets, liabilities, revenue and expenses of joint venture uperations are included in the approprist items of
the consalidated financial statoments, Details of the economic entity'’s expenses am shown at Nate 28 in the aceounts,

e

The: ecanomic and parent entity's Interests in juint venturs antifies are bowught to account using the cost mathod.
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

f. Staterment of Signficant Accounting Foilcles {Continuad)
my  Provishons and Conlisgsnt Liabilftes

Pravigions are recognised when the group has a legal or constructive obligation, as a result of past events, for which it s probatda that an
outflow of economic benefits will result and that outfiow can be relizbly measiad, Contingent liahilities ara anly diselosed when the probability
for payment is not remote.

£ Edrtings per share

0] Basic earnings per share is determined by dividing net profit after income tax attributable to membars of the company, excluding
any costs of servicing the entity ather than ordinary shares, by the welghted average number of erdinary shares outstanding
during the financial year, adjusted for honus elemants in ordinary shares issued during the year.

(fi) Diluted eamings per share adiugts the figures used in the determination of basic earmings per share to take intd account the
after income ax effect of interest and other financing casts associated with diiutive potential ardinary sharas and the weighted
avarage number of shares agsumed te have been issued for no cansideration i relation tor dilutive potantial ordinary shares.

) Sepment Reposing
Segment revenues, expenses, assets and liabilities are those that are direstly attributable to & segment and the relevant portion that can be
allocated to the gagment on & reasonable basis. Segment assets include all assets used hy a segment and consist primarty of operating

cash, raceivables, plant and equipment and ather assets, net of related provisions, Segment lizbilities consist primarily of other creditors and
provisions,

() Bharehased paymenis

In ordet & apply the requirements of AASE2 "Share-basad Payments" estimates ware made to determine the “fair value” of equity instrumenis
issued to Directors and incorporated into a Binamial Valuation Model prapared by an independent firm of Chartered Acoountants,

{r) Ernploves banefits

Provision is made for the company's liability for ermployee benefits ariaing from services rendered by employees to balance date. Employes
benefits that are expected to be settlad within ane year have been measured at the amounts expected lo be paid when the liability is setfled,
plus relatad on-costs. Employee benefits payabie iater than one year have been measured at tha present value of the estimated future cash
outflows to be made for those benefits,

(s} Comparative Figuras

Where required by Accounting Standards comparative figures have been adjusted to conform with changes in presentation for the current
financial year,
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

2, First-time adoption of Austratisn Rguivalanig to Infersational F nancial Reporting Stardards

Ecoramic Entity

Feconchiation of Eessty et 1 July 2004

Pravious Effact of
GAAR at Transition MFRS at
1 July 2004 o AIFRS 1 July 2004
5 $ $
Corrent asssis
Cash and cash equivalents 6721422 - €,721,422
Trade and other recaivablas 4,838 - 4838
Financial assets 834,076 - 834,076
Total currert aecets 7,560,336 - 7,560,336
Mor-cusrent assels
Trade and ather recaivableg - - -
Financizl assets ‘ - - -
Flant and aquipment 18,150 - 18,150
Exploration expenditure 3752047 - 3,752,047
Total non-guarent ssaets 3,770.197 - 3,770,197
Totst asyels 11,330,533 - 11,330,533
Curren] fiablities '
Trade and othar payables 15,609 - ' 15,699
Narecurrent labilities
Trade and vther payables - - -
Total Habiliting 15,699 - 15,699
et assets 11,314,834 - 1,314,834
Eouly T
Issued capital 16,936,295 - 16,936,295
Retained earnings {5,621,461) - (5,621.461)
Torlal maity 11,314,834 - 11,314 834
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For The Year Ended 30 June 2006 (Continued)

PAGE BB/EE

2. First-time adopton of Austrailan Equivalents t» lntamational Financial Reporting Standards (Contnued)

Economic Entity

Renansliation of Equdy at 30 June 2008

Previous Effect of
GAAP at Tranzition AIFRS at
30 June 2005 to AIFRS 30 June 2005
b 3 3
Cumrant assrts
Cash and cazh equivalents 3131 345 . 3,131,355
Trade and other receivahles 736,980 - 736,080
Finaricial assets 404,500 404 500
Tolef cisvent assete; 4,272 835 4,272,835
Non-currzet assats
Trade and other receivables -
Financial assats - - -
Flant and equipment 25,092 - 25092
Exploration expenditure 9,577,308 - 8,577 308
Toial non-soerant assets 9,602,400 - 9,602,400
Totat assats 13,875,235 - 13,875,235
Current Hnbiifties
Trade and ather payables 45,111 - 45171
Nemecuresat abilitins
Trade and other payables - -
Tots! liabilties 45,171 - 45171
Me! assols 13,830,064 - 13,830,064 \
Fiuity
Issued capital 20,140,667 - 20,140 687
Retained eamings {6,210,603) - {6,310,603)
Total equity 13,830,064 13,830,064
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

2 Firgh-time adoption of Austraiian Equivalents to Internatinnal Einancial Raperting $andsrds {Contirrad)

Parert Endity
Renosifiation of Equity 2 1 July 2004
Previous Effect of
GAAP at Transition AIFRS at
1 July 2004 D AIFRS 1 July 2004
3 $ §
Currert assets
Cash and cash equivalents 6,719,022 - 8,719,022
Trade and other recelvables 4,838 - 4,838
Financial assets - - -
Total cagrant assets 6,724,760 - 6,724 780
hon-zaurrant assels
Trade and other receivables 10,027 . 10,027
Financial aasels 2,501,500 - 2.501,500
Flant and equipment 18,150 - 18,150
Exploration expenditure 3,752,047 - 3,752 047
Todal nor-current aseais 6,281,724 - 6,281,724
Tukal nssels 13,006,484 - 13,006,484
Current labifties
Trade and cther payables 13,202 - 13,202
Non-current labities
Trade and cther payables 11,050,983 - 11,080,983
Total hatilitios 11,064,185 - 11,062,185
Met asseis 1,842,200 - 1,842,299
Enuity
lssued capital 16,938,205 - 18,936,295
Retained earnings {14.993,996) - (14,993,998)
Tolat aguity 1,942,299 - 1,942 299
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AB.N. 69 003 185 810



18/18/26886 17:27 A5-9345-4541 CORSERY PAGE BZ/8E

Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

2. First-tinee sdoption <f Australian Souivalents & Internationst Financial Reporting Standards {Continuesd

Parent Entity
Faconciliation of Enuity at 30 June 2003
Previous Effect of
GAAP at Transition AIFRS at
30 Juna 2005 lo AIFRS 30 Juna 2005
$ 5 $
Carrent assety
Cash and cash equivalents 2,974,860 - 2974.860
Trade and cther recenvahles 736,980 - 736,980
Financial agsets 393,500 - 383,500
Titgt current sagets 4,105,340 - 4,105,340
Non-curent aggats
Trade and other raceivablgs 5,335,970 - 5,335,470
Financial assets 2.501,500 - 2,501,500
Plant and equipment 25,092 - 25,062
Exploratian expenditure 4,251 646 - 4,251 bdg
Tafat non-current assats 12,114,208 - 12,114,208
Tokal aseats | 16,219,548 - 18,219,548
Currset labilites
Trade and other payables 45,171 - 45,171
Mon-garrars lintilities
Trade and other payabies 12,410,477 - 12,910.477
Total lakititias 12,055,648 - 12,955,648
Net assels 3,263,900 - 3.263,900
Bty
Issued capital 20,140,687 - 20,140,667
Retaired eamings (16,878 767) - (16,878,767
Toial equity 3,263,800 - 3,263,900
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

2 Firsitime adoption of Austraiian Fayivalents to Internatienal Financia: feporting Sandards (Continued;

Eoonermic Enlity

Keconeifation of Preft or |,oss for 2005

Provious Effect of
Gaap Tranzition AIFRS
2005 to AIFRS 2005
$ § $
Revenug 2,331,584 2,231,584
Administration expense (353,935) - {53,835)
Depreciation and amartisation
expense (2,871) - (5.971)
Finance expense {162) - (162)
Occupancy expense {38,136) - {39,136}
Empioyes benefils expense {95,699) - (95,699)
Exploration amartisation expanse (1,573,522 - (1,573,522
Cozt of lnvestments sold {834,076) - (834,078)
Provislen for loss on investments {118,225 - (118,225)
{Loss) Befors income tax expense {689,142 - (B89,142)
Income tax (expense)benefit - - -
{Loss) for the year (68D, 142) - (689,142)
{Loss) for the year atiributable o
mambers of the parent subsidiary (689,142) (689,142
Sun Respurces ML and Cantrollad Subsidiaties 31 20106 ANNLIAL REPORT
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

2 First-ime adaption of Ausiralian Equivalents to lntemational Fisanciat Reparting Btandards {Continuad
Ferant Enity

Reconeitiation of Frofit or Loas for 2005

Pravigus Effact of
GAAP Transilion AIFRS
2005 to AIFRS 2005
5 $ $
Revenua 288012 - 298,012
Administration expense {345,826) - {345,826}
Depraciation and amertisation
expense {5,971) - {5,971)
Finanze expense [162) - {162}
Occupancy expense {39,138) - (38,138)
Employee benefits expanse (45,698) - {95,699)
Exploration amorlisation expensa (1573522 - (1,573,522)
Provisian for inter-company loss {13,987) . (13,067)
Frovision for loss on investments (106,500) - {106,500)
{Loss) Before intome tax expense (1.882,771) - {1.882,771)
Income tax (expense)/benefit - - -
(Loss) for the year {1.882,771) - (1,882,771}
(Loss) for the year attributable to
members of the parent subsidiary (1,882,771) - {1,882,771)
2008 ANNUAL REPORT 52 Sun Resources NLand Gontrolled Subsldlaries
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

ECEMOMIC ENTITY PARENT ENTITY
2006 2005 2006 2005
4 $ ;] §
3 Revenys
Operating activities:
Dividends received ~ other corporations 45,000 - 43,000 -
Interest received - other persons 118,020 186,493 106,818 188,493
Froceads on sale of shares 30,865 1,882 43 - .
Flour Biuff income 1,471,174 181,141 - -
Other income 25,883 22,850 25,683 22,850
Foreign currency translation gain 108,138 £8,669 108,138 88,669
Wiite-back of provision for share logs 38,450 - 26,724 "
Total ravanue 1,837,530 2,331,584 312,563 208012
4, #rofitiffoss} for the Year
Expensas;
Deprectation of plant and equipment 7,121 5,571 7,121 5971
Exploration amortisation expense 1,341,001 1,573,522 1,341,001 1,673,522
Finance expense — related subsidiaries 43,395 . 43,335 -
Finance expense ~ other persons - 162 - 162
Rental expense on operating lease 34,695 33,240 34,885 33,240
Pravision for inter-company logs - - - 13,967
5 Inzorme Tax Expense
a, The companents of tax expense comprise:
Current tax - - - -
Deferred fax - - - -
Burr Resources NL and Controlled Subsidiaries 53 2006 ANNUAL REPORT
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

ECONOMIC ENTITY PARENT ENTITY
2008 2005 2008 2005
% $ § $
5. koome Tax Expensa (continued)
b. The prime facie tax on profit from ordinary activities
before income tax is reconciled to the income tax (617,329) (689,142) (2,085,154} {1,882,771)
as follows:
Prima facie tax payable an profit from ardinary
activities before income tax at 30% (2005 30%)
eaonGmiG entity (185,128) [206,743) - -
parent entity - - (625 5d8) {564,831)
other members of the income tax
censelidatad group net of intercompany - - - 284,175
fransactions
{185,198 (206,743) (625 546) {280,556)
Add:
Tax effect of:
- rion-deductible depreciation and i i .
amortisation
- ather nan-gllowable itemns 253,786 1424 262,325 1,203
- wiite-downs to recovarable amounts - -
- share oplions expensed during year - - -
- under provision for incarme tax in prior year - - . -
68,588 {205,319 (373,221} (279,453)
Less:
Tax cffect of
- rebateable fully franked dividends - - - -
- capital profits not subject to incoms tax - - . -
. forgign currency exchange profit not . i i
subject to income tax )
- revaluation of shares not subject to income . . i
fax i
" share of net profits of associates and joint i i . i
venture entifies netfed directly
- tax lnzses transferred from controlled i ) . i
entities
Recoupment of prior year fax losses nat praviousty = i .
browght to account (66,565 "
Deferred Tax Asset on current vear losses rot )
recoghised 205,319 732N 219453
Ingome tax atiributable fo entity . - - -
2006 ANNUAL REPORT B4 Bun Reagurces NL and Controlled Subsldiarias
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

ESOMOMIC EMTITY MARENT ENTITY

2004 2005 2006 L
$ § 5 5
5h Inoome Tax Espense (Continusd)
Income tax expense to wholly-owned subsidiaries . i
under the tax sharing agreement ) )
Income tax atiributable to antity -
The applicable weighted average effactive tax
raigs are as follows: 0% 0% 0% 0%
5. Axditors' Remunarstion
Remuneration of the auditor of the parent entity for.
Auditing and reviewing the financial report 22,500 21,000 22,500 21,000
Auditing under accrual - prior year 1,968 1,264 1,968 527
Taxation services 7,050 6,144 7,050 6,144
31,519 28,408 31,519 27 671
Rermuneration of other auditors of subsidiaries for
auditing the financial report of subsidiarics 4370 737 -
7. Earnings per Share
Eamings used to calculate basic esmings per shara (B17.325) {689,142)
Weighted average number of ardinary shares outstanding
during the year used in caleulating basic EPS 133,810,629 97,551,106

Diluted earmings per share I not reflected as the result is ant-llutive in nature.

8. Cash and Sash Equivalents

Cash at bank and on hand 1,798, 862 1,878,227 85 156 1719732
Tarm Deposits BY,173 1,285,128 67,173 1,255,128
1,868,035 3,131,355 952,329 2,974 B60

Cash at bank baars floating interest rates between 0% and 4.2% (2005: 0% and 4.1%). Term Deposits are for thirty days and bear 5.3%
interest (2003: 5.4%) and have an average maturity of 30 days.

8. Tracde and other Roceivablos — Current

Cither debtors 134,915 736,980 43,510 736,980

The payment period of other debtors is thirty days.

Sun Resgurges NL and Cantralled Subsidieries 54 2008 ANNUAL REPORT
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

PaGE

ECONDRIC ENTHY PARENT ENTITY
2006 2005 2006 2005
$ $ 5 §
1. Financis! Assets - Surrent
Available-for-sale
- listed investments, at fair value 427,000 404,500 427,000 393,500

Available-for-sale financial assets comprigs investments in the ordinary issued capital of various entities. There are no fixed retums or fixed

maturity date attached to thess investrants,

H, Treds and cther Rocelvablas - Non-currend

Amaunts receivahle from controlled subsldiaries - - 14,853,065 7,509,350
Provision for loss on loans - - {2,173,380) (2,173,380)
- - 12,679,685 5,335,970
12, Finanglal Assets - Non-cumens
Held-to-maturity investments
- unlisted shargs at fair valua (see Note 25) - - 2.501,500 2,501,500
Unlisted sharas in subsidiaries are stated at amorised cost which efuates to fair valua,
13 Plantand Equipment
Plant and equipment - at cost 47,765 41,069 47,765 41,089
- Accumulated depreciation (29,854) (24422) (29,854) (24,422)
17,911 16,647 17,911 16,847
Furniture and fitings — at cost 28,620 28,820 28,820 28,820
~ Accumulated depracialion (22,064 (20,375) (=2,064) {20,375)
6,756 B 445 6,756 B.445
24 667 23,082 24,867 25,002

Movernents i Garrying Amounts

Movemert in the camying amounts far ¢ach class of plant and equipment between the beginning and the end of the currant fnandial year.

Plant and Equipment Fumilture and Fittings Total

§ $ §

Baiance at the beginning of the yesr 16,647 8,445 25,092
Additions 6,856 - 6,696
Disposals - - -
Depraciation {5,432) {1.689) {7.13)
Babaree ot e and ofthe year 17,91 6,756 24,667
2005 ANNUAL REPORT 58 Sun Rescurces NL and Controlled Subsidiaries
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)
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ECONCRHC ENTITY PAREHT ENTITY
2006 2005 2006 2006
$ $ $ $
4. Exploratizy Expenciture Capitatisad
Opening balance 1 July 2005 9,577,308 3782047 4,251,648 3,752 047
- Nat exploration expenses incurrad in the
year and capitalised B,619,459 7,393,783 674,184 2073121
- Expenditure writtan off (1,341,001 (1,573,522 (1,341,001} (1,573,522)
Clesing balance 30 June 2006 16,855,766 9,577,308 3,584 829 4,251 646

Exploration expendifure is cared forward in accordanca with the accounting policy and comprises expenditure incurred on the acquisition and

exploration of tenermant interests for il and gas.
Recoverahility of the carrying amount of exploration assels is dependant on the successful exploration and sale of ol and gas.

Capitalised costs amounting to $8 619,450 (2005: £7,398,783) have been included in cash flows from operating activitleg in the cash fiow

statement of the econamic entity and $874,184 (2005: $2.073,121) for the parent antity.

the Trade and other Payaiies - Currant

Other ereditors and accruals 22805 45,171 22,905 45,171
150, Trade and other Payalies - Mo current
Loan frem subsidiary cormpany - - 12,939,130 12,810,477
18, Tax
£, Liatdities
Currant
income Tax ' - - - .
Non-current
Defered tax liabillty comprises:
Tax allowancas relating to property, plant ) ) .
and equipment
Total ‘ ) A ; )
b, Asnatz
Deferred tax assets comprise:
Provisions - . .
Total - - -
Sun Resources NL and Contralled Subsitiarias 57 2006 ANNUAL REPORT
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

ELONOMIC ENTITY FARENT ENTITY
2006 2005 2006 2005
$ 5 § $
1% lsued Capital
Issued capital:
148,755,785 fully paid ordinary shares (2005:116,308, 785) 26,207 397 20337117 26,207 397 20237 117
Issue casts of share capital (cumnulative) {477,591 {196,450) (477,687 (198 450)
25,819,808 20,140,667 25818806 20,140,667
Number of Shareg Details of Movement lasuad Capltal
)
Ordinary shareg
118,309,785 1 July 2005 Opening Balance 20,337,117
32.446,000 14 December 2005 |ssue of share capital by 5,840,280
prospeciys
148,755,785 30 June 2006 Closirg balance 26,177,367
Contributing shares
4,800,000 28 Qctober 2005 Iszu2 of unlisted 120,000
confributing shares af 2.5
cents each
4,800,000 30 June 2006 Closing Balance 26,297 307

Ageneral reserve was craated for the valuation of the 4,800,000 unltsted contributing shares at  value of 8.2 cents per shara which has been
included as part of directors’ remuneration.

18 Options swer Unizsves Shares

On 21 March 2008, & million unlisted options were issued fo Ling Capital Limited in respect of a mezzanine finance faclity provided for the
development of the Flour Bluff Gas Project, Texas, USA,

The unlisted options were Issued in the follawing tranches of options:

“ 2 million 28 February 2008 options with an exerciss price of $0.25 per option;
- 2 million 30 Aprit 2008 options with an exercise price of $0.35 per option; and
- 2 millior 30 June 2008 optians with an exarcise price of $0.45 par option.

13 Signlfiesnt Bvents afler Balates Shost Date

The Company issued 1,500,000 unlisted eptians, on the 18 July 2006, to Mr W J Ashby with an exercise price of $0.20 per option an or before
30 December 2008 as part of his remunersation package approved on 18 May 2006 as Genaral Manager.

2006 ANNUAL REPORT 58 Sun Resources ML and Controlled Subsidiaries
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

2 Capital and Leasing Commilmants
Expiowation expendiue commimenls

The Company has joint venture and statutory expenditura cammitments on its areas of interest of approximately $5,564,992 (due within
ane year) as at 30 June 2006, Financial commitments for subsequent periods are contingent upon future exploration results and cannat ha

estimated.
ECONOMIC ENTITY PARENT ENTITY
2006 20035 2006 2004
$ $ $ 5
Cperafing feass commiinents
Nat later than one year 22,704 22,74 22,704 22,704
22,704 204 22,704 22,704

The directors are not awsre of any other expenditurs commitments,
21, Bharebased Payments
2006

At the AGM an 27 October 2005 shareholders approved the grant of an uniisted incentive of 25 cent contributing shares each paid to 2.5 cents
t each of the Directors listed below. Each of the Diredtors paid 2.5 cents on each share granted. The valuation of e sharas at grant date
was determined using the binomial valuation model and indluded the 2.5 cents paid by each of the recipients.

Direclor Vested No, Granted No. Grant, Date Vaiue at Grant Date Exercise Date Ewercise Price
DrB L Farrell 1,200,000 1,200,000 27 Dct 2005 8.2 conts 30 December 2010 22,50 cents
Mr A P Woods 1,200,000 1,200,000 27 Qct 2005 8.2 cents 30 December 2010 22,50 centa
Br P Linglay 1,200,000 1,200,000 27 Oct 2005 8.2 cants 30 Dacember 2010 22.50 cents
Dr W G Martinick 1,200,000 1,200,000 27 Oct 2005 8.2 cents 30 December 2010 22.50 cents
2095

No incentive options / shares were grantad during the financial year

2. Koy Managoment Personne| Gompansation

(@) Mames and sesifons beld of econamic and parent kev munagemart parsonna! In ofica atany tme during the fnancial year are:
Key Managament Parson

Dr B L Farrall Chaiman and Managing Director - Executive
Mr A P Woods Diractor and Company Secretary - Executive

fl Compensation Praclices
The board's policy for detarmining the naturs and amount of compansation of key management for the group is as follows:

The: compensation structurs for key managemant personned is based on & number of factors, inchuding length of service, particular experience
of the individual concemed, and overall performance of the campany. The confracts for service hetween the Company and key management
personnel are on a cominuing hasis. Upon refirement key management personnel are paid empioyee benafit entitlements aceried to the date
of refirement. Dr B L Farrell and Mr A P Wooda each have separate consultancy eontracts and have refirsment benefit schemes which on
lermination or on expiry of those contracts, the Company is requirad to pay 1.2 menths of present annual monthly fees for each year or part
year of service since 1 July 1953,

The remuneration commitiee detarmines the proportion of fixed and variable cormpensatian for each kay managesment persannel.

Bun Resources ML and Controled Subsiciares 59 2008 ANMUAL REPORT
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

A4 Key Maragement Parsorne! Compensation {Restinuee)

() HpyManagemant Personnel Sompansation

2008
Key Managemeant Person
sl
Bhork-term Serafts Ermployrens
Hanaity
Consulting Fees,  Non-Cash Share-bazad Long/Short-term
Salary and Banafits Equity/Opticnz Superannuation Performance
Directors Fasg inc FBT Payment * Other Contributions Total Related
% B $ $ § 5 %
Dr B L Farrel 198,000 38,975 98,400 - 2477 337,852 -
Mr AP Woods 20,000 - 98,400 - - 188,400 -
Total 288,000 38,975 196,600 - 2477 526,252 -
. Share-based Equity issued t each Kay Management Parson has a valye of $098,400 exclusive of $30,000 paid by the Key Managemert Person from
Director's Fags a3 & call cn the cantributing shares issued.
200%
Key Management Person
Frost
Sharbterm Bepefits Emplovire
Hannfits
Consulting Fees,  Non-Cash Share-based Long/Short-term
Salary and Benaflls Equity/Optians Superannuation Performance
Director's Fess Ing FBT Paymant Othar Coniributians Total Related
L $ $ L $ ] %
DrBLFarrall 168,000 37,651 - *33,665 - 239,236 -
Mr A P Woods 38,500 . - . - 58,500 -
Total 226,500 37,551 - 33,685 - 297,736 -
¥ Related member of staff employed by Company.
(e} Shareholtings
Number of Shares held by Key Management Personnel
Ordinary Shares
Balance Received a3 Options Net Change Balance
1July 2006 Rermuneration Exercizad Cther 30 June 2008
Kay Management Person
Dr B L Faral! 19,525,255 - - - 19,525,255
Mr A P Woods 6,604,526 - - (200,000 £.459,526
26,184 781 - - (200,000 25,49084,781
2006 ANNUAL REPORT &0 Sun Reacurces NL and Controlled Subsidiaries
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

Unlisiad Contributing Shaves

Balance Received as Options Net Change Balanca
Tduly 2005  Remunerstion® Exercised Other 30 June 2005
Key Management Peraon
DrBL Farrall - 1,200,000 - 1,200,000
MrA P Woords - 1,200,000 - 1,200,000
- 2400000 - 2,400,000
* Each recipient has pald the first call of 2.5 cents on each cantribuling share from his $30,000 Director's Foa reeived for Inancial year 2008

&3 Related Parties Transactions

Transactions between related partias are on normal commercial lem

unlass otherwise stated.

The Company's technical office 25 Prowse Streat, West Perth, Wastern A

with Dr B L Farrell on an arms length basis.

In Navember 2005 the Company received a loan of $2,900,000 on ar
bridging finance prior to the receipt of funds fram a ca

raising was complate,

. Segmant Reporting

{a) Primary Ragorling

s and conditians, no more favourable than those available to ather partleg
ustralia is leased at & commercial rate from a company assotiated

ms length commercial tarms from an entity related to Dr B L Farrall as
pital raising in December 2005. This loan wes repaid in December 2005, once tha capital

Business Yepments Cormporaie Adrninistrating Explorata‘o; Economic Ent'rtg
2008

Segment revenue 366,356 147,174 1,837,530
Segment ragult (Loss) 723676 (1,341,001} {617,325)
Segment assels 2452 817 16,855,766 19,308,383
Segmert liabilities 22,905 - 22,905
Segment acquisition of assets 6,695 - 6,696
Segment amortisation and depreciation 7121 - 7121
Sagment exploration expenditure written off - 1,341,001 1,341,001
2p4a8

Sagment revenue 2,180,443 151,141 2,331 584
Segment result (Loss) 884,380 {1.673,522) (682,142)
Segment assets 4,297 927 9,577,308 13,875,235
Segment labilities 46,171 - 45171
Segment acquisition of assets 12913 12913
Segment amertisation and depreciation 5971 - 59T
Segment exploration expenditure written off 1,673,522 1,573,622
Sun Resourcas NL and Contralled Subsidiaries B1 2006 ANNUAL REPCRT
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i Bacondary Reparting

Geographical Segments Australia USA Economic Entity
$ § $
2008
Segment ravenue 355,153 1,482,377 1,837,530
Segment result (Loss) (2,072,583) 1,455,958 (617,325)
Segment assels 5032337 14,276,046 19,308,383
Seqment liabilties 22,905 22,905
Bagment scquisition of assets 6,696 - 8,696
20085
Sagment revenue 2,180,443 151,141 2,331,584
Segment result (Loss) {833,124) 143,982 {689,142)
Sogment agsats 8,303,079 5482 156 13,875,235
Segment liabilities 45,171 - 45171
Segment acquisition of assets 12,913 - 12,413
28, Inwvestmant in Controlled Subsidiaries
2006 2005
Country of Inorporation Equity Holdir!%? Equity Holdi:;g
Sun Resources NL and its subsidiaries:
Sun Resoureas NL {a) Australia
Niauport Ply Ltd (b) Australia 100 100
Sun Resources (New Caledonia) Pty Ltd (e) Australia 100 100
Sun Resources (NSW) Pty Lid (d) Alstralia 100 100
Highiand Petroleum Limfted {=) Papug Mew Guinea 100 100
Bun Alpha LLC () Colorade, USA 100 100
Sun Beta LLC i} Colorada, USA 100 100
Sun Delta Inz 4] Colorado, USA 100 100

(3)  The ultimate parant entity is Sun Reseurces NL.

() Nieuport Pty Lid carries out investments and holds mineral assats,

() Sun Resources (New Caledania) Pty Ltd carries out ail 2xploration activities in New Caledania.
(d)  Sun Resources (NSW) Ply Ltd carries out ol exploration activities in New South Walss.

{e)  Highland Petroleur Limited carries qut ol exploration activibes i Papua New Guinga,

] Sun Alpha LLC, Sun Beta LLC, Sun Dea Inc camy out oil exploration in the LISA,

All of the ahave subsidiaries are ecanomically dependant on Sun Resources L.

Sun Rezourees ML and Controfled Subsidiaries
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 {Continued)

28,  Finencing Arangements

The economic subsidiary has accass fo the following financing facilities with its banking provider.

ECONOMIC ENTITY PAREMT ENTITY
2006 2005 2006 2005
§ 5 § 5
Amounts used:
Bank averdraft facility - . - -
Credit card facilities 986 194 986 196
286 196 986 106
Amounts unused;
Bark overdraft facility 5,000 5,000 5,000 5,000
Credit card facilities 39,014 149,804 39,014 19,804
44,014 24,804 44,014 24,804
Total facilities 45,000 25,000 45,000 25,000

The tettns and conditions of these overdraft facilities are In accardance with the: bank's standard terms and these facilitios and conditions
can be continued.

. Financist Instrumenis
fa)  Fingncial Risk Mareoament

The: group's financial instruments consist mainly of deposits with banks, local maney market instruments, short-term investments, accounts
recelvable nd payable, loans to and from subsidiaries, leases and shares.

{i Treasury Risk Management

The senior executives of the group meet on a regular hasis to analyse currency and interast rate exposure and to evaluate freasury
management strategies in the context of the most recant economle conditions and forecasts,

()  Financial Risks

The main risks the group is exposed to through ks financial instruments ara inferest rate rigk, foreign currency risk, liquidity risk, cradit
rik and price risk,

Intarest rate risk

Interast rate risk is managed with a mixture of fixed and floating rate dest. The inferest rae fisk is summariaad in the table below.

Foreign currency risk

The group is exposed to fuctuations in forsign currendies ariging from the sale and purchase of goods and servises in curencies other
than the group’s measurement currency

Liquidity risk
The greup mariages liquidity rigk by monitoring forecast cash fows and ensuring that adequate unufilised bomowing facilities are
maintained,

Sun Resources NL and Controlled Subsidiarias 63 2006 ANNUAL REPORT
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

Cradit risk

The maximum expasre to credit risk, excluding the value of any eoflateral or other sacurity, at balance date to recognised financiz)
assets, is the camying amount, net of any provisions for impairment of those assets, as disclosed in the balance sheet and notes o
the financial stataments,

The aeonomic entity does not have any material credit risk exposirs ta any single receivable or group of recelvables under financil
instruments enterad fnto by the economic entty,

Prica risk
The group is expased to commadity price risk. Oil and gas prices have fluctuated significantly during the past three years.
i Interest Hate Risk Exposuras

The econamic entity's exposure to interest rate risk and the effective weighted average interest rate for each colags of financial assets
and financial liabilities somprises:

FIEEH
Fived interest rate maturing in
Floating aneyearyr  onefofive  morethan  Non-inferest Tolal  Average intarest rate
interes| less years  five years hearing
rate (i) Ficating  Fixed
fi (iiy
Note $ ¥ B 5 $ 3 % %
Financial Assets
Cazh agsets 8 1798362 - - - - 1,798,862 4.2 -
Term deposits 8 - 67173 - - - 87173 - 53
Other deblors 8 - - - - 134815 134015 - -
Invesimeants 10 - - - = 427000 427000 -
1,708,862 87173 - - B§1 915 2,427 950
Financial Liabilities
Payables 15 - - - - 22,805 22,905
Net financial assets 1,798,862 67,173 - - 539010 2405045

()  Floating interest rates rapresent the most recently datermined rate applicable to the instrument at balance sheet date.
{i}  Fixed interest rates are cne year or lass.

Reconciliation of nat financlal 2ssets o net assets

Refererce Note $
Net financlal assets as above 2.405,045
Nen financial assets and liabllities;
Flant and equipment 13 24,667
Exgloration expenditure 14 16,855,765
Net assete per balance sheet o 1928543_@
2006 ANNUAL REFORT f4 Sun Resources NL and Contrallad Subsldiares
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Notes To And Forming Part Of The Financial Statements
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205
Fixed interest rale maturing in
Floating ongyearor  onetofive  momethan  Non-inferest Total  Average inferes! rate
intargst legs years  five yaars bearing
rate (i) Floating Fixed
(i {ii
Note 3 $ ] 5 ] % Y%
Financial Assets
Cash aszels 8 1876227 - - - - 1,876,227 4.1
Term deposits 8 - 1,255,128 - - . 1,255,128 " 54
Ohher debtors 9 - - - - 136,980 736,880 - -
Investmanis 10 - - - - 404,500 404,500 - -
14876227 1,256 128 - - 1,141,480 4,272 835
Financial Liabilities
Payables 15 - - - - 45171 45,171 - -
Net financial assets 1.876.227 1,255,128 - - 1,006,309 4,227,664

{i Floating interest rates represent the most recently determined rate applicable to the instrurnent at balance aheet date.
(i)  Fixed intsrest rates are ane year or less

Recanciliation of net financial assets to net assets

Reference Note $
Met financial assets as above 4,227 664
Nan financial assets and liabilifies:
Plant and equipment 13 25,092
Exploration expenditure 14 9,677,308
Net assets per balance sheet 13,630,064
Sun Resourees N and Controlled Subsidlaries 85 20106 ANNUAL REPORT

A.B.N. 62 009 186 §10
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

{h MelFair Values of Firencis: Assets and Lisiiites

The camylng amounts of financial instruments on the balance sheet comprising cash, cash equivalents and non-interest bearing monatary
financial assets and liabilities equal thair net fair value,

Net Fair Valyes

Aggregate net fair values and carrying amounts of financlal assets and financial liabiliizs at balance date.,

2005 J00h
Carrying Amaunt  NetFair Value (‘:r;g;nrﬁ Net Fair Value
§ $ $ 5
Financial Assets

Cash Assets 1,798,862 1,758 865 1,876,227 1,876,227
Term Deposits 67,173 87,173 1,255,128 1,256,128
Other Debtars 134,915 134,915 736,980 736,500
Irvestmants 427,000 427,000 404,500 404,500
2,427,450 2427 950 4,272 835 4,272 835

Financial Liabilities
Payables 22,805 22,905 45,171 45,171
22,905 22,905 45171 45171

{di  Foredon Exchange

The: economic entity is exposed fo currency exchange rate risk trough primary financial assets eomprising cash at bank in United States
dollars. The exposure comprises LSS?77.278 and is quantifiad in ().

fmh Faorsign Currency Expostes

The Austraiian dollar equivalents of foreign currency monetary ttems included in the balance sheet under the heading Cash Assets, to the
extent that thay are not effectiveiy hadged comprise:

Cash assets
Cash at hank 1,067,789 207 137 155,683 52,141
2006 ANNLIAL REPORT 66 Sun Resouress NL and Confrofled Subsldiarias
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

. JointYertures

The economic subsidiary's share of assets employed in joint ventures, referred fa in the “Review of Activities™ set out on pages 2 to 18 and in
the “Tenament Directory” on page 20, are included in the Economic Entity Balanca Sheets under the classifications shown below. The joirt
venturas do not have separate books of account and relate solely to contribution/intarest in a well or expenditure on an area of interest. This
i distinct from operatingfpraducing joint ventures, which have assets and liabilifies. Please refer to “Tenamant Ditectory” on the inside back
cover for detalls of the Company's percentage interest in sach faint venture area.

ECONOMIS ENTITY PARENT ENTITY
2006 2003 2006 2005
§ 5 $ 5
Exploration Expenditure 16,865,756 9,577,308 3,584 8248 4,251,646
M, Comtingeacies
The Directors are not aware of any contingencies.
18 Employes Entilements
Humber of Employees
2006 2005
Mumber of employees al year end 2 1

. Changs in Accounting Pelicy

{&)  Thegroup has adopted the following Accounting Standards far applization on or after 1 January 2005;
- AASE 132: Financial Ingtruments: Disclosure and Presentation; and
- AASE 138 Financial Instrumentg; Recognition and Measurement,

The changes resulfing from the adoption of AASE 132 and AASB 139 related primarily o increased disclosures required under the Standard
and do nat affect the value of amaunts reporfed in the financial statements.

Sun Rezources NL and Controlled Subsidiarias B7 2008 ANNUAL REPORT
ABM. 60009186 310
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Notes To And Forming Part Of The Financial Statements
For The Year Ended 30 June 2006 (Continued)

(b)  The ioliowing Australian Accounting Standards have been issued or amended and are applicable to the parant and aconomic entlty but
are hot yet effective. They have nat baen adopted in preparation of the financial statements at reparting date,

Nature of Changa in

AASB AASE Standard Accounting Policy and  Application Date of tha  Application Date for the
Amendment Affected Impact Standard Group

2004-3 AASB 1: First-ima No change, ne impact 1 January 2006 1 July 2005
Adoption of AFRS
AASB 101: Presentation  No change, no Impaict 1 January 2006 T July 2008
of Financial Statemants
AASB 124: Related Parly  No change, no impact 1 January 2008 1 July 2008
Dizclosuras

2005-1 AASRE 132: Financlal No ehanga, no impact 1 January 2008 1 July 2008
Insiruments: Recognition
and Measuremant

2005-5 AASE 1: First-time No change, no impact 1 danuary 2006 1.July 2008
Adoption of AIFRS
AASB 139: Financial Na ¢hanga, ng impact 1 January 2006 1 July 2006
Instruments: Recognition
and Measurement

20056 AASB 3: Business Mo change, rio impact 1 January 2006 1 July 2006
Combinations

2005-10 AASE 139: Financial No change, na impact 1 January 2007 1 July 2007
Instruments; Recognition
and Measurement
AASB 101: Presentation  No change, no impact 1 January 2007 1 July 2007
of Financial Statements
AASH 114: Segment No change, no impact 1 January 2007 1.July 2007
Reporting
AASBE 117: Leazes Mo change, no impact 1 January 2007 1 July 2007
AASH 133: Earnings per  Na change, no impact 1 January 2007 TJuly 2007
share
AASB 132: Financial No change, no impact 1 January 2007 1 July 2007
Instruments: Disclosure
and Pregentation
AASE 1: First-time Mo change, ne impact 1 January 2007 1 July 2007
Adoption of AIFRS

2008-1 AASB 121: The Effects No thange, no impact 1 January 2006 1 duly 2006
of Changes in Fareign
Exchange Rates

New Standard AASZB 7: Finangial Mo change, no Impact 1 January 2007 T July 2007
Instrurnents: Disclosura

New Standard AASE 119; Employes Na ehange, na impact 1 January 2006 1 July 2006

Banafits: Dacember 2004

All ather panding Standards |ssued between the previous financial report and the current reporting dates have no apglication ta either the

parent or sconomic entity.

5un Resources M. and Gontrolied Subsidiares
ABN. 63009 195 810
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Directors’ Declaration

The Directors of the Cormpany declare that;

1. the financial statements and notes are in accordance with the Gorparations Act 2007 and;
a comply with Accounting Standards and the Corporations Regulations 2001; and
b. give 2 true and fair view of the financial posiion as at 30 June 2006 and of the performance for the year ended on that dates of
the campany and economic entity;
2 the Chief Executive Officer and Chisf Financa Officer have each declared that;

a the finantial records of the company for the financial yaar have been properfy maintained in acoordance with section 286 of the
Corporations Act 2001;

b. the financial statements and notes for the financial year comply with the Accounting Standards; and

c. the finencial staternents and notes for the financial year gva & frue and fair view;

3. in the director's apinion there are reasonable grounds to believe that the company will be able to pay its debts as and when they
become due and payable,

This declaration i made in accordance with a resolution of the Board of Direciors.

C:-;:E*JJ‘—"J‘"M (/j e

ERADFORD L FABRELL ALAN P WOGDS
Director Diractor
Perth, Westem Australia Parth, Western Australia

Dated this Friday, 8 September 2006

Sun Resources ML and Confrolled Subsidiaries 69 2008 ANNUAL REPORT
AEN, 89 009 196 870
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Independant Audit Report To The Members Of Sun Resources NL
And Controlled Subsidiaries

aval B, A5G Bt (Janrmu's e Per
Charterd Acoountants é{,m et Tormrn Perta WA
& Advisgera P Bow 7426 Cloisters Sauare Parth W 6350
Tel: (B8 PABO 4200
Foa (61-0) 9481 2624
Emai; hdo@bdows.com. au
wanar e com

INDEFENDENT AUDIT REFORT TO THE MEMBERS OF SUN RESOURCES NL
Scopa
The Financie!l Report snd Directors” Responsthility

The finangis! report comprises the balanca sheet, ingome statement, cash flow statement,
statement of changes in equity, saccompanying notes to the finencial statements, and the
directors’ declaration for both Sun Resourges WL (the company) and the consolideted
antity, for the year ended 30 June 2008. The coneolidated entity comprises both the
company and the entities it controlled during that year.

Az permitted by the Corporations Regulations 2001, the company haz disclosed
infarmation about the compensation of key management personnel ("compensation
disclosures”), as required by Accounting Standerd AASBE 124 Related Farty Disclosuras,
under the heading "Remuneration Report” in pages 24 to 26 of the directors’ report and
not it the financial report.

The directors of the company sre responsible for the preparation and true and fair
presentation of the financial report in accerdance with the Corporations Act 2001, Thia
includes responaibility for the maintenance of adequate acesunting records and internal
contzols that are designed to pravent and detect frand and error, and for the acsounting
policies and accounting estimates inharent in the financial repert. The directors are alza
responsible for the preparation and presentation of the compensation dizclosures
contained in the directors' report in accordance with the Corporations Regulations 2001,

Audit Approech

We have condueted an independent audit in order to expross an opition to the members
of the company. Qur audit was sonducied in accordance with Australian Auditing
Btandarde in erder to provide reascnable assurance as to whether the financial report 1a
free of material misstatement and that the compensation disclosures in tha directors'
report comply with Accounting Standard AASE 124 The nature of an audit is influenced
by factora such as the use of professional judgmesnt, selective testing, the inherent
limitations of intemal control, s the availability of persuasive rather than conclasive
evidence, Therefore, an andit cannet guarentee that gll material misstatements have been,
detected,

We performed proceduras to assess whether in all material respects the fnancial repeoct
bresents fairly, in accordance with the Corperations Act 2001, including compliance with
Accounting Standards and cther mandatory financial raporting recuirements in Australia,
1 view which is consistent with our understending of the company's and the consolidated
antity's financial position, and of their perfermance as reprezented by the resulis of their
operations and cash flows and whether the compensation diaclogures in the directons'
report comply with Accounting Standard AASE 124,

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

+ examining, on 8 test basis, infoermation to provide evidence supporting the ameounts
and disclosures in the financial report and the compensstion disclosures in the
directors’ report, and

= assessing the appropristeness of the accounting policles and diselvsures used and
the reasonableneas of signifirant aceounting estimates made by the directors.

! m.;, -
oot
M R

RiX1 A AYAONA
ARFUinifon of mpurRte
parmarhips e shciias,
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Independant Audit Report To The Members Of Sun Resources NL
And Controlled Subsidiaries (Continued)

While we considered the effectivensss of management's intemel controls over Ananeisl
raporting when determining the nature and extent of our procedures, our audit was not
dezigned to provide assurance on internal dontrolg,

Independonaa

In conduecting our audit, we followed applicable independene requirements of Australian
professional ethical pronouncements and the Corporations Act 2001,

The indspendence declaration given to the directors in accordance with section 3070
would be in the same terms if it had basn given at the date of this rapart,

Audit Opinion
In our opinion:
{1} the financial report of Sun Resotrces WL is in acoordance with;
(a} the Corporations Aet 2007, inciuding:
i) giving 2 true snd fair view of the company's and consclidated
entity's financial pogition as at 30 June 2008 and of its paformance

for the yaar ended on that date; and

{ii) complying  with Accounting Stendards in Australin and the
Carperations Regulationa 2007,; and

() cther mandsatory financial reporting requirements in Australia; and

(2 the compenaation disclosures that are contained in pages 24 to 26 of the directors’
report comply with Aceounting Standard AASE 124,

BDO
Chartersd Accountants

b

M Shaflzadel
Partner

Perth, Western Australia
Dated thig 8™ day of September 2008

Zun Resources ML arnd Controlled Subsidlarias b 2008 ANNUAL RERFORT
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Additional Shareholder Information
As At 31 August 2006

The issued capital of the Company as at 31 August 2006 is 148,755,785 ardinary fully paid shares; 2,000,000 29 February 2008 unlisied
opfions with an exercise price of 0.25 per oplion; 2,000,000 30 April 2008 unlisted options with an exercise price of $0.35 per option;
2,000,000 30 June 2008 unlisted options with an exercise price of $0.45 per option; 1,500,000 30 December 2008 unlisted cptions with an
exercise price of $0.20 per option; 4,800,000 contributing sharas paid to $0.025 with outstanding call of $0.225 expiring 30 Decambar 2040,

Dietribution af Shareholkding as 2l 31 August 266

Fully Paidl
Ordinary Shares
Number of Shareholders 1,510
Percentage holdings by twenty largest holders 48.81%
Halders of less than & marketable parcel 203
Number of holders in the follawing distribution categories:
0-1,000 48
1,001 - 5,000 21
5,001 - 10,660 - 288
10,001 - 100,000 785
100,001 and over 17
S 1510
Twanty Latgast Bharshoiders
The names of the fwenty largest shareholders are 85 follows:
No. of Shares
1. Suparell Pty Ltd 18,525,255
2. Martinick Group 10,884,139
3. MrBrian Lesleigh Wiliams & Mrs Vialerie Ruby Dawn ‘Miliama Williame Super Fund 8,000,000
4,  ANZ Nominees Limited 7,287 178
5 Woods Group 5,459 526
6 RBC Dexia Investor Sarvicas Australia Nominees Py Limited 4,034,500
7. Elko Interiors Pty Ltd 2.410,000
8  Berenes Nominees Ply Lid 2,000,000
9. MrPater Alfred Temes 1,530,000
10.  Reosewamne Superannuation Pty Lid 1,523,027
11, Philip Linsley 1,220,902
12.  Bell Paliar Nominees Ltd 1,107,500
13.  Elcos Pty Ltd 1,100,000
14, Douglas Financial Consultants Pty Ltd 1,050,600
15, MrAreald Clschyna 1,006,214
16.  Axwatch Pty Ltd 1,000,000
17, Forly Traders Ltd 1,000,000
18, Netwsalth Investments Lid 858,000
18, Mr George Paul Bird 953,481
20.  Barne Na 132 Nominaag Ply Lid 950,000
2006 ANNUAL REFORT 72 Sun Rezcurces ML and Controlled Surbsidiares
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SUN RESOURCES NL
ABN 69 009 196 810

NOTICE OF ANNUAL GENERAL MEETING
FORM OF PROXY
AND
EXPLANATORY MEMORANDUM

Date of Meeting
Thursday, 8 November 2006

Time of Meeting
11.00am

Place of Meating
BDO Chartered Accountants and Advisers
Level 8
256 St Georges Terrace
Perth, Westarn Australia
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Sun Resources NL

ABN 69 009 196 810

Directors

Secretary

Auditors

l.egal Advisers

Share Registry

Technical Office

Registered Cffice

ABN

Stock Exchange Code

CORPORATE DIRECTORY

Dr Bradford Lawrence Farreil
Dr Philip Lingley

Mr Alan Peter Woods

Dr Wolf Gerhard Martinick
Mr William John Ashby

Mr Alan Peter Woods

BDO Chartered Accountants and Advisers
Level 8

256 St Georges Terrace

PERTH WA 6000

Simon Watson, W8, BEc.
Barrister and Solicitor

Level 1, 17 Ord Street
WEET PERTH WA 6005

Computershare Registry Services Pty Ltd
Level 2, Reserve Bank Building

45 St Georges Tatrace

PERTH WA 6000

Ph: (08) 9323 2000

Fx: (08) 9323 2033

25 Prowse Strest
WEST PERTH WA 6005

4 Bendsten Place
Balcatta

Wesiern Australia 6021
Ph; (08) 9345 4100

Fx: [0B) 9345 4541
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Sun Resources NL
ABN 69 D09 196 810

NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting of Shareholders of Sun Resources NL will be
held on Thursday, 9 November 2008 at 11.00am, at the office of BDO Chartered Accountants and
Advisers, Level 8, 256 St Georges Terrace, Perth, Western Australia.

The following resolutions are to be considered at the meeting and Resolutions 1 to 8 inclusive are
discussed in the Explanatory Mermorandum to Shareholders which forms part of this notice.

1.

1.1

2.1

22

2.3

5.1

5.2

FINANCIAL STATEMENTS

As an ordinary resolution:

To receive and adopt the financial statements for the year ended 30 June 2006 together with
the Directors' Declaration and the reports of the Directors and Auditors.

ELECTION OF DIRECTORS

As ordinary resolutions:

To elect as a Director, Mr William John Ashby, who having been appointed since the last
General Meeting retires in accordance with the Constitution and being eligible, offers himself
for re-election as a Director and Managing Diractor.

To elect as a Director, Dr Philip Linsley, who retires in accordance with the Constitution and
being eligible, oifers himself for re-election as a Director.

To elect as a Director, Mr Alan Peter Woods, who retires in accordance with the Canstitution
and being eligible, offers himself for re-election as a Ditector.

REMUNERATION REPORT

As an ordinary resolution:

The remuneration report that forms part of the Directors’ Report for the financial year ended 30
June 2006 be adopted.

The remuneration report is set out on pages 25 to 27 of the Annual Report.  Flease note that
the vote on this rasalution is advisory only and does not bind the Direclors or the Company.

INCREASE OF DIRECTORS FEES

As an ordinary resolution:

For the purposes of Rule 10.17 of the Listing Rules and clause 17.1 of the Constitution of the
Company and for all other purposes to increase the maximum aggregate fees payable
Directors of the Company from $120,000.00 to $170,000.00 per anhum, such fees to be
allocated to the Directors as the Board of Diractors may determine.

ISSUE OF OPTIONS TO EXECUTIVE

As ordinary resolutions:

For the purposes of Rule 10.11 of the Listing Rules and Part 2E of the Corporations Act 2001
and for all other purposes, shareholders approve the allotrnent and issue for no consideration
to Mr William John Ashby or his nominee up to one million five hundred thousand {1,500,000)
options each to subscribe for fully paid ordinary shares in the capital of the Company on or
before 30 June 2009 for an exercise price of twenty five cents ($0.25) and otherwise an the
terms set out in the options conditions outlined below such issue or placement to be made on
or about 1 January 2008 as determined by the Directors as sel out in the Explanatory
Memarandum to this Notice of Meeting.

Subject to the passing of Resolution 5.1, for the purposes of Rule 10.11 of the Listing Rules
and Part 2E of the Corporations Act 2001 and for all other purposes, shareholders apprave the
allotment and issue for no consideration to Mr William John Ashby or his nominee up to one
million (1,000,000} options each to subscribe for fully paid ordinary shares in the capital of the
Company on or before 30 December 2009 for an exercise price of thirty cents ($0.30) and
otherwise on the terms set out in the options conditions outlined below such issue or

-
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placement to ba made or about 1 January 2009 as determined by the Directors as set out in
the Expianatory Memorandum to this Notice of Meeting.

6. OTHER BUSINESS
To transact any other business that may be brought forward in accordance with the
Constitution of the Company.

Dated at Perth this 4 October 2006

By order of the Board of Directors

Alan Peter Woods
Company Secretary

Voting Entitlement

For the purposes of determining voting entitements at the General Mesting, shares will be taken to be held by
the persons who are registered as holding the shares at 11.00am WST on Tuesday 7 November 2008,
Accordingly, transactions registered after that time will be disregarded in cdetermining entitements to attend and
vole af the meeting.

Voting Restrictions
Voting restrictions apply to resolutions 3.1, 5.1 and 5.2.

The Company will disregard any votes cast on resolution by:

(a) Dr Bradford Lawrence Farrell in relation to Resolution 3.1;

(k) Dr Philip Linsley in relation to Resolution 3.1;

(c) Mr Alan Peter Woods in relation to Resolution 3.1;

() Dr Wolf Gerhard Martinick in relation to Resolution 3.1;

(e) Mr William John Ashby in relation to Resolutions 3.1, 8.1 and 5.2;
(f an associate of any such person.

However the Comparny need not disregard a vole if:

(a) It is cast by a person as a proxy for a person who is enfitled to vate, in accordance with the
directions on the proxy form: ar

(b} It is cast by the person chairing the meeting as a proxy for the person wha is entitled ta vote, in
accordance with a direction on the proxy form to vote as the proxy decides.

Proxies

A form of proxy with related infarmation and instructions accompanies this Notice of Meeting.
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Sun Resources NL
ABN 69 009 196 810

EXPLANATORY MEMORANDUM

INTRODUCTION AND BACKGROUND

This Explanatory Memorandum is intended to provide Shareholders with sufficient information to
assess the merits of the resolutions contained in the accompanying Notice of Annual General
Meeting of Sun Resources NL.

Shareholders at the Annual General Meeting will be asked to consider resolutions to:

{a) to raceive the financial statements;

(b)  to elect Mr William John Ashby who was appointed since the last General Meeting of the
Company retires in accordance with the Corstitution and being eligible, offers himself for
re-election as a Directcer and Managing Director;

{c)  toelect Dr Philip Linsley as a Director who retires in accordance with the Constitution and
being eligible offers himself for re-election;

(d) to elect Mr Alan Peter Woods as a Director who retires in accordance with the Constitution
and being eligible offers himself for re-alection;

(e)  to adoptthe Remuneration Report;

(f) to approve an increase in Directors Fees; and

(9) to issue options to an executive.

This Explanatory Statement has been prepared for the information of Shareholders in relation to
the business to be conducted at the Company's Annual General Meeting to be held at the offices
of BDO Chartered Accountants and Advisers, Level 8, 256 St Georges Terrace, Perth, Western
Australia on Thursday, 9 November 2006 commencing at 11.00am.

The purpose of this Explanatory Statement is to provide Shareholders with information that is
reasonably required by Shareholders to decide how to vote upon the resolutions.

The Diractors recommend that Shareholders read this Explanatory Statement before determining
whether to support the resolution or otherwise.

1. RESOLUTION 1 — FINANCIAL STATEMENTS
Resolution 1 seeks approval fo receive and adopt the financial statements for the year
ended 30 June 2006 together with the Directors’ Declaration and the reports of the
Directors and Auditors,

Shareholders are referred to the Annual Report especially to the Independent Audit Report
on page 289 where the Independent Auditors, BDO, advise that the financial report of the
Company is in accordance with the Corporations Act 2001 and other mandatory financial
repotting requirements in Australia.

2. RESOQLUTION 2 - ELECTION OF DIRECTORS

2.1 Resolution 2.1 seeks approval to elect as a Director, Mr William John Ashby, who was
appointed since the last General Meeting of the Company and wha retires in accordance
with the Constitution and being eligible, offera himself for re-election.

2.2  Resolution 2.2 seeks approval to elect as a Director, Dr Philip Linsley, who retires in
accordance with the Constitution and being eligible, offers himself for re-election.

2.3  Resolution 2.3 seeks approval to elect as a Director, Mr Alan Peter Woads, who retires in
accordance with the Constitution and being eligible, offers himself for re-election.

Shareholders are referred to the Annual Report on pages 22 and 23 where details of Mr
Ashby, Dr Linsley and Mr Woods may be obtained.

-3-
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3. RESOLUTION 3 — REMUNERATION REPORT
Resolution 3 seeks adoption of the Remuneration Report,

Shareholders are referred to the Annual Report which incorporates the Remuneration
Report.

4, RESOLUTION 4 - INCREASE IN DIRECTORS FEES
Resolution 4 seeks approval to increase or fix the maximum aggregate fees payable to
Directors of the Company to ena hundred and seventy thousand doflars ($170,000.00) per
annum, such fees to be allocated to the Directors as the Board of Directors may determine.

Previous Directors’ fees were fixed upon the basis of four (4) Directors. With the
appointment of an additional Director, Mr William John Ashby, and the role of the Chairman
becoming non-executive, the increase in fees allows for these changes.

5. RESOLUTION 5 - ISSUE OF OPTIONS TO EXECUTIVE
5.1 Mr William Ashby is a full-time employee of the Company.

2.2 ASX Listing Rule 10.11 provides that a Company must not issue securities (which includes
the options) to a Director without shareholder approval. Mr William John Ashby is a
Director of the Company. Resolution 5 seeks approval under Listing Rule 10.11 and
accordingly approval is not required under Listing Rule 7.1. It is proposed that the options
will be issued on or within cne (1) month of the dates referred to in the Resalutions. ASX
Listing Rule 10.13.3 provides that the securities must be issued no more than one (1)
month after the date of the Meeting. ASX Listing Rule 10.13.3 provides that securities
approved for issue of in accordance with ASX Listing Rule 10.11 must be issued not more
than one (1) month after the date of the Meeting.

The Gompany is required to obtain a waiver from the ASX providing for an exemption from
the requirements of ASX Listing Rule 10.13.3 in relation to the Agreement, so that it may
issue the Options beyond the one (1) month limit the Company has applied to the ASX for a
waiver,

As at the date of this Notice, the Company had not received a waiver from ASX. Should the
waiver not be granted to the Company prior to the date of the Annual General Meeting, this
Resolution § will not be put to Shareholders at the Meeting and the Resolution will have no
further effect.

Shareholders should also note that, in the event the waiver is granted, the issue of the
Options pursuant to this Resolution 5 would be subject to any conditions that ASX may
impose in granting the waiver.

53  The options to be granted to Mr William John Ashby, a Director of the Comparny, forms part
of the remuneration arangements with Mr Ashby. The employment agreement with Mr
Ashby under which these options are to be issued was entered into in May 2006 before Mr
Ashby was appointed a Director of the Company in June 2006. Under the Engagement
Agreement the Company agreed to issue to Mr Ashby the options referred to in Resolutions
5.1 and 5.2 on 1 January 2008 and 1 January 2009 respectively. When Mr Ashby was
appointed a Director the Company was required to obtain Shareholders approval to any
further issues.

The options in the class proposed to be issued to Mr Willam John Ashby are currently
unlisted on the ASX. The highest and lowest prices of shares recorded on the ASX during
the twelve (12) months immediately preceding the date of this Notice of Meeting were:-

(2) Highest Price - $0.23 on 25 November 2005;

(b Lowest Price - $0.09 on 23 August 2006.



18/18/26886 17:27 A5-9345-4541 CORSERY PAGE 83/8E

Section 208 of the Corporations Act requires a Public Company giving a financial benefit
(such as the issue of options) to a related party (such as a Director must obtain
sharehalders approval to permit the benefit to be given. Section 211 of the Corporations
Act provides that a public Gompany may give a financial benefit to a related party without
shareholders approval if the benefit is remuneration as an officer or employee and the
remuneration is reasonable in the circumstances. The members of the Board other than Mr
Ashby consider that the options to be issued to Mr Ashby are reasonable and appropriate in
the circumstances.

5.4 The purpose of the proposed issue to Mr William John Ashby is to provide a means by
which Mr Ashby can share in the growth of the Company and accordingly strengthening his
commitment to the Company and its operations. It is proposed that up the options will be
issued within one (1) month of the date of the Resolution.

5.5  Each option entitles the option holder to acquire one (1) fully paid ordinary share in the
capital of the Company on the following terms and conditions:-

1. The option expires at 5.00pm on 30 June 2009 or 30 December 2009 as the case
may be.

2 The option may be transferred at any time before the Expiry Date.

3. If the option hokler holds more than 1 option, all or any of the options may be

exercised in whole or in part from time to time by notice in writing to the Company

received before the Expiry Date.

The exercise price for the option is AB0.25 or A$0.30 as the case may be.

The shares issued upon exercise of the options:-

{a) will rank equally with existing ordinary fully paid shares; and

{b) will (unless the options are designated as restricted securities at the time) be
eligible for iisting on the official list of the Australian Stock Exchange.

6. The Company will not apply for official quotation by the ASX of the options.

7. There is no inherent right in the option to participate in any new issue of securities
which may be offered to shareholders of the Company from time to time before the
exercise of the option.

8. The Company will notify option holders of the proposed issue at least 7 business
days before the boaks closing date. This will give the option holders an opportunity
to axercise their options before the book's closing date of any such new issue.

9. In the event of any re-organisation of the capital of the Company, the number of
options or the exercise price of the option or both shall be reorganised in
accordance with the Listing Rules.

6. RECOMMENDATION AND CONCILUSION
Other than those resolutions where a Director is personally interested and must abstain
from veoting or making a recommendation, each of the Directors of the Company Is of the
opinion that the resolutions to be considered at the meeting ars in the best interests of
Shareholders of the Company and recommends that Shareholders of the Company vote in
favour of all resolutions.

ok

7. ACTION TO BE TAKEN BY SHAREHOLDERS
Altached to the Notice of Annual General Meeting is a Proxy form for use by Sharehalders.
All Shareholders are encouraged to attend the meeting, or alternatively, to complete, sign
and raturn the attached Proxy form.

If any Shareholder requires copies of the Notice and Explanatory Memorandum, they
should contact the Company at its registered office:-

Street Address: Postal Address:

4 Bendsten Place PO Box 332

BALCATTA WA 8021 GREENWOOD WA 6924
Telephone No. (08) 9345 4100 Facsimile No. [08) 9345 4541
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GLOSSARY

In the Notice of Meeting and this Explanatory Memarandum:-

(8) “A5IC" means Australian Securities & Investments Commission.
{b) “ASX" means Australian Stock Exchange Limited.

{€) “Corporations Act” means the Corporations Act 2001 (Cth).

() ‘Listing Rules” means the Listing Bules of the ASX.

=) “Sun” and "Company” means Sun Resources NL (ABN 62 009 196 810).

PAGE 84/8E
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Sun Resources NL

ABN €9 009 136 810

Proxy Form
Shareholder Datsails
T L PSSO
E Lo TP TP PP VT UY ST
COMACT TAIBEONE MO oo et e e r s 11ttt ettt e e et e e et et e e e e e e et e e e e ee e e e e ae e e amr e een et e e vare e et st et

Caontact Narme (if differsmt from GHOVED oo o e e e T e e e e
Appointment of Prosy

IAWVe being & shareholder/s of Sun Resources NL and ertitled to attend and vote kersby appoint

The Chalrman Write here the nama of the parson you are
of the mesting OoR appainting if this person 1z zamenne other
than tha Chairman of tha Masting.

(mark with an X

or failing the person named, ar if no person is named, the Chairman of the Meeting, as my/our praxy to attend and act generally at the
maating on myfour behalf and to vote in accordance with the following diractlons (er if ne directions have been given, as the proxy sees fit) at
the Anrual General Meeting Members of Sun Resources NL to be held at the office of BDQ Chartered Accountants and Advisors, Level 8,
256 St Georges Terrace, Perth, Weslarn Australia, on Thursday the 8" day of Navernber 2006 at 11,00am WST and at any adjiournmert af
that meeting.

IMPORTANT

If the Chairman of they Maating i yaur naminatad proxy, ar may be appointed by defaut, and you have nat directed your proxy how to vote, ploase
Rlace a mark in this box with an 'X'. By marking this box you scknowledge that the Ghalrman of the Maeting may axercise your proxy even if he has
an interest in tha outcama of the resolutions and that votes cast by him, other than & & proxy halder, would be clsrogarded bacause of that ntereat.
{F you do not rark this bax, and you heva not dirmeed your prosy how to vote, the Chairman of the Mesting will not cest your vates on tha resolutions
angd your votas will not be seunted in computing the ragulred majority if s poll Iz called. Tha Chairman of the Meeting intands to vote undirected
proxies In favaur al each resolution,

Voting directlons to your proxy — plaaze mark E to indicate your directlons
Ordinary Business

=

ar Against  Abstaln*

141 Financial Statements D ] D
21 Election of Directors — Mr Willlam John Ashby ]:I D l:l
2.2 Election of Dirzctors - Dr Philip Linslay I:] D D
2.3 Election of Diractors = Mr Alan Peter Wancs I:l D L_J
ad Remuneration Report D D D
4.1 Increase of Directars Feas l:’ I:l |“_—'
5.1 Issue of Options to Executive I___J D I:I
5.2 Issue of Options 1o Executive ]:I EI D

*If you mark the Abstaln box for a paricular Resalution, you are directing your proxy not to vote an your behalf on 2 show of hands or ona
poll and your votes will not be counted in campLiting the requirsd majority on a poll.
Appainiment of a second proxy (ses instructions ovatleaf)

If you wish to appoint a second praxy, state the % of your vating rights applicable to the proxy appolmtad by this farm e

DATED the day of 2006

PLEASE SIGN HERE  This saction must be signed in accordance with the Instruetions overleat 1o enable your diractions to be mplemented

Indlvidual ar Sharehalder 1 Shareholdor 2 Sharsholder 3

Sola Director and Diractar Directar'Company Secretary
Sole Company Sscratary

Contact Namea Contact Daytime Telephone Date
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How to complete this Proxy Form

1 Your Name and Address

Please print your name and address as it appears on your holding statement and the
Company's share register. ¥ shares are jaintly held, please ensure the name and acdress of
each joint Shareholder is indicated. Shareholders should advise the Company of any
changes. Shareholders sponsored by a broker should advise their broker of any changes.
Please note, you cannot change ownership of your securities using this form.

2 Appointment of a Proxy

If you wish to appoint the Chairman of the Meeting as your proxy, mark the box. If the person
you wigh to appoint as your proxy is someoneé other than the Chalrman of the Meeting piease
write the name of that person. If you leave this section blank, or your named proxy does not
attend the meeting, the Chairmar of the Meeting will be your proxy. A proxy need not be a
Shareholder of the GCompany.

3 Yoies on Resolutions

You may direct your proxy how to vote by placing a mark in one of the boxes opposite sach
Resolution. All your shareholding will be vated in accordance with such & direction unless you
indicate only a portion of vating rights are to be veted on any Resolution by inserting the
percentage or number of shares you wish to vote in the appropriate box or boxes. If you do
not mark any of the boxes on a given Resolution, your proxy may vote as he or she chooses.
If you mark more than one box on a Resolution your vote on that Rezolution will be invalid.

4 Appointiment of a Second Proxy

You are entitled o appoint up 0 two persens as proxies to attend the meeting and vote on a
poll. If you wish lo appoint a gecand proxy, an additional Proxy Form may be obtained by
telephaoning the Company on (08) 9345 4100 or you may photocopy this form.

To appoint a second proxy you must on each Proxy Form state (in the appropriate box) the
percentage of your voting rights which are the subject of the relevant proxy. If both Proxy
Forms do not specily that percentage, each proxy may exercise half your votes. Fractions of
votes will be disragarded.

L] 3Signing Instructions

You must sign this form as follows in the spaces provided:

Individual: whera the holding is in one nama, the halder musk sign.

Joint Holding: where the holding is in more than one name, all of the shareholders
should sign.

Powaer of Aitorney: to sign under Power of Attornay, you must have already lodged this
document with the Gompany's share registry. If you have not
praviously lodged this document for notation, please attach a certified
photocopy of the Power of Attomey to this form when you retumn it.

Companies: where the Company has a Sole Director who is alse the Sale
Company Secretary, this form must be signed by that person. I the
Company (pursuant to section 204A of the Corporations Act 2001)
does not have a Company Secretary, & Sole Director can also sign
alone. Otherwise this form must be signed by a Director jointly with
either another Director or a Company Secretary. Please indicate the
office held by signing in the appropriate place.

6 Lodgemant of a Proxy

This Proxy Form (and any Power of Attorney under which it is signed) must be received at the
address given below not later than 48 hours befora the commencement of the meeting. i.e. no
later than 11.00am WST on Tuesday 7 November, 2008. Any Proxy Form recaived after that
time will not be valid for the schedulad meeting.

This Proxy Form (and any Power of Attorney andfor second Proxy Form) may be sent
or delivered to the Company's ragistared office at 4 Bendsten Place, Balcatta, WA, 6021
or PO Box 332, Greenwood, WA, 6924 or sent by facaimile to the registarad otfice on
{08) 9345 4541.



