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CHAIRMAN’S LETTER

Dear Sharcholder

Advance Energy Limited completed a AUDS6million capital raising and listed on the Ausiralian
Stock Exchange on 2™ June 2006. This enabled the Company to commence implementation of its
proposed business plan in purchasing producing assets i oil and gas which still have considerable
upside in production.

Since that time your Company has raised a further AUD$4 Tmillion by way of convertible notes.
Utilising this together with approximately US$6.5million in debt from the Sterling Bank in Texas and
the funds raised at listing, AVD has built up a strong portfolio of producing cil and gas assets.

Late in 2006 your Company released an outline of the proposed project programme and the expected
mmcome from our activities. As AVD is continuously assessing new projects and contemplating the
sale of existing assets that have maximised their poteniial, it is difficult to accurately predict the
profitability of our Company. However, our production levels continue to increase.

1 would like to thank my fellow directors, staff and our pariners in North American Energy, Inc. who
have all coniributed to the Company’s achievements. 1 would also like to thank all the Sharcholders
who have had faith in the management and viston of the Company.

I look forward to continued teamwork and success for all parties associated in whatever form with
Advance Energy Limited.

Alex Bajada
Chatrman
23™ March 2007
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REVIEW OF OPERATIONS

1. Corporate overview and strategy

Advance Energy Lid (“AEL”) was established in 2004 to acquire and develop oil and gas producing assets in the
United States of America. The Company Hsied on the ASX on the 2 June 2006.

AFEL aims to acquire, develop and irade producing properties fo maximire returns on funds imvested. The Company
has pursued a strategy of acquiring energy projects in the USA that contain existing proven production, proved
behind pipe reserves and step out/in il drilling potential located within close proximily of existing infrastructure.
It 15 intended to rework the assets to reduce operaiing costs, increase production and optimize profitability. Drilling
will be undertaken on defined exploration targets to add new reserves and inerease production. Once {ully
developed, the strategy 1s to divest properties that have paid back capital and reinvest the proceeds into new
properties which can provide a superior return.

The acguisition and development activities will be funded by a combination of equity, debi, the reinvestment of
cash flow and the proceeds from the periodic divestment of properties. The Company has established a $20 million
revolving line of credit with Sterling Bank in the USA which had been drawn down to $6.4 million by the end of
December 2000

AEL’s US operaiions are managed by North American Energy Ine (“NAI™), an experienced ol and gas
exploration and production manager based i Houston Texas. NAE provides identification, assessmeni and
management of exploration and production projects for AEL. NAE also provides professional and adminisirative
services to AEL. To help ensure that NAE’s interests are aligned with AEL, NAE will join AEL as a participant in
acquired projects by recetving 16% of the Working Interest { W1} acquired by AEL at the time of acquisition and a
further 7.5% of the Working Interest at Economic Payout. NAE also has an eguity position in AEL.

2. Investment Philosophy

Advance Energy has developed an investment philosophy based on strict fnvestment parameters which ensure that
the Company is focused on cash returns on producing assets. These returns are to be leveraged through the use of
bank debt and new technologies. The type of asset the Company seeks to acquire is one with current production,
which the Company believes it can increase through work-overs and low-risk development drilling. The Company
has also adopted a trading discipline with its assets to ensure that the Company is continually trading its properties
as they reach maturity and moving on to better guality assets, which reflect increased development potential.

3. Operations Overview and prospects
Martin County — Mother Lode Project

AEL’s Mother Lode 3-D Project is located just north of Midland, Texas, in the north-central portion of the Midland
Basin. The project covers 250 square miles of contiguous 3-I) seismic data located in the northern part of Midiand
County, the central portion of Martin County, and the southern part of Dawson County.

After acquiring this data, it was reprocessed and o it added subsurfage geological control from over 1,000 wells to
enhance the prospecting methodology. To daie, there have been 15 wells drilled on prospects generated from this
project and 14 have been completed as producers for a success rate of 93%. AEL has participated in two phases of
this project as described below.

- Phase 1

In May of 2005, the Company acquired a 22.5% average Working Interest (17% average NRI} in five wells
producing from the Sirawn Limestone. The properties are in the central portion of Martin County approximaiely
20 miles northeast of the city of Midland, Texas.

The five producing wells resulted from the drilling of two prospects (Homestake and RKE, see Figure 1 below) that
were generated by utilizing the prior mentioned 3-D seismic data. Subsequent to the acquisiion, AEL participated
in two hydraulic fracture stimulation treatments that resulted in an average six-fold increase of production for the
two wells. In addition, AEL is currently participating in the completion of a successtully drilled development well
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REVIEW OF OFPERATIONS (Continued)

that offsets one of the five originally acguived wells. Future development plans for these asseis include an
additional stimulation treatment on one well and the drilling of up fo three more development wells,

The five producing wells acquired by the Company are currently producing at a euamulative rate of 110 boepd and
have cumudative production in excess of 257,000 BOE from May 2001 to October of 2006, it should be noted that
the wells were producing 75 boepd at the time of acquisition

- Phase I¥

Since listing, AEL participated in the development drilling of the Totem Prospect. This prospect, generated from
the above mentioned 3-D seismic, consists of 640 acres. In July of 2006, AEL acguired a 12.5% Working Interest
in the discovery well and the righis to participate in the drilling of up to seven additionsl wells. There are currently
two wells producing af 2 combined rate of 175 boepd. At the time of this report, a third well has been successfully
drilled and is awaiting completion. AEL expects o participate in the drilling of five more wells on this prospeet
over the next 12 months. AEL also participated in the drilling and successful completion of a well on the Key Easi
prospect. This well began producing in December of 2006 at a rate of 80 BOEPD.

Figure b Ceneral bocation of The Marlin County Projects

i
Giliage

Palo Pinto County - Lone Camp Project

AEY has acquired a 71.5% average Working Interest {53.625% average NRI} in nine producing oil and natural gas
wells, one salt water disposal well and a 67.5% interest n an eight kilometer natwral gas transmission line. The
project is located i1 the eastern portion of Palo Pinto County, Texas approximately 50 miles west of Fort Worth,
Texas,

The project area covers approximately 1,279 acres and affords easy access and containg no adverse environmental
condilions.

The nine wells are currently producing at a rate of 250 mcfepd natural gag from four hydrocarbon zones. The
development plan scheduled for 2007 meludes drilling two developmental wells and performing two work-overs.
This development plan is anticipated to add up to an additional 1,000 mefepd to the existing production. In total,
these wells have produced in excess of 3,300 mmefe of natural gas from July, 1985 to October, 2006
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Pale Pinte County - Possum Kingdom Project

In December 2006 AEL purchased an average working interest of 90% in the Possum Kingdom project located in
Palo Pinte County Texas for US89.675,000 (excluding post completion adjustments). In summary the project
COMPIiSes:

+ Nine producing wels averaging 2,300 Mcfepd at the effective date

+ Average per well LOE of $1,256 per month

+ Approximately 1,615 net acres held by production and lease

* Three stimulation and one mechanical (PDP Enhancement’ candidates

+ Five Proved Developed Non-Producing (PDNP or Belind Pipe} candidates
+ Three Proved Undeveloped (PUD) locations

+ Total Proved Net Reserves in excess of 5.25 Befe

+ Eastern acreage being leased by large Barneti Shale operators

Figare 20 General Location of Palo Pinte County Projects

Many of the existing wells had been recently completed and have higher than average initial depletion rates. These
depletion rates were taken into account during the valuation process.

The existing wells produce from various Bend Conglomerate reservoirs af an average depth of 4,100 1. and have
produced In excess of 1,100,000 Mefe in two and a half years of production. Several of the wells have recently been
drilled and completed. An extensive development and work-over program is planned for this project during 2007.

Palo Pinto County - Barnett Shale History and Overview

As a part of these acquisitions, Advance has gained rights to the Bamett Shale Field. The Barpelt Shale is
geological formation with excellent economic possibilities. It consists of Mississippian sedimentary rocks in the
state of Texas. The formation 18 estimated to sireich from the city of Dallas west, covering 5,000 square miles and
at {east 17 counties.

Some experts have suggested the Barnett Shale may be the largest onshore natural gas field in the United States.
The field is proven to have 2.1 irillion cubic feet of natural gas, and is widely estimated to contain as much as 30
trillion cubic feet of natural gas resources. Oil has also been found 1a lesser quantities, but sufficient {with recent
high oif prices) to be commercially viable.
Operators, such as EOG Resources and Devon Energy, have stated in public reports as recently as Mid-2005 that
they estimate that 173 o 1/2 of the land in these counties, including "hot” counties {tke Johnson and Tarrant, will

5
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get wells {It would logically flow that the rest of the land will either get pooled in a unit that will have wells, or get
nothing at all if the land is i an especially complex area). There have been few dry holes drilled; and because
technology like 3D Seismic allows operators to predict faulting and karsting before they drill this bad acreage can
be avoided. Therefore, i is safe to conclude that these righis Advance holds on this Barneti Shale field could be of
great economic significance. One realistic possibility 1s that Advance could choose to sell the rights to one of the
companies which are actively invelved in developing the ficld currently.

4.  Results

The company was inittally listed on ASX on the 2 June 2006. This gave the company the access to capital i
required to acquire assets which would fall within the stated investment philosophy (see above). As is evident from
the discussion above, this also allowed the company to plan and begin executing an extensive drilling and work-
over plan which iy designed to enhance the value of properties acquired. Both the current and prior periods
therefore reflected the costs of growth of the asset base, rather than reflecting significant revenue growth. Revenue
is however, expected to reflect the benefit of the increased asset base during 2067.

Significant changes in the state of affairs of the group during the year included (AUD $ 6006):

a} An Increase in:
- issued share capital 7,072
- ssue of options at various prices 1,634

b} An increase in the debt structure as follows
- Tssue of convertible notes 4,274
- Bank {inance 8.062

¢} Acquisition of assets and development costs in Texas, USA net of
depletions and depreciation 14,826

The above movements reflect clearly the growth and acquisition phase of the company o date.

During February 2006, the Company entered into a revelving lne of credit with Stirling bank in the U.S.
Cenerally, the borrowing base of the lne of credit as determined by the bank approximates the company’s
investment in ol and gas properties, up to a maximum of USS 20 million.

5. Prospects

At the date of this report, the divectors are resolved to continue with the consideration of appropriate additional
property transactions In line witl the company’s stated objectives. Directors intend to continue to seek additional
cash and finance facilities to lacilitate growth of its property portfolio. The directors are of the opinion that this will
provide the momentum required in the industry and achieve overall company objectives resuliing in increased
returns to shareholders.

6. Envirenmental Issues

The Group’s operations are subject to various environmental regulations under the Federal and State Laws of the
United States of America. The majority of the company’s activilies involve low level disturbance associated with iis
production facilittes and exploration drilling programs. As at the date of this report the group complies fully with all
such regulations.
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CORPORATE GOVERNANCE

COMPLIANCE WITH ASX CORPORATE GOVERNANCE RECOMMENDATIONS
Titroduction

Advance Energy Limited ("Company') has adopted systems of conirol and accountability as the basis for the
administration of corporate governance. Some of these policies and procedures are summarised in this section and
additional infornmation is provided on the Company’s websiie.

Corporate governance 1s the system by which companied are directed and managed. [t influences how the
objectives of the company are achieved, how risk is monitored and assessed and how performance is optimised.

The Board and management are commitied to corporate governance and, to the exient they are applicable to the
Company, have adopted the Ten Essential Corporate Governance Principles and each of the Besi Praciice
Recommendations as published by ASX Corporate Governance Council.

To obtain & copy of these principles please go o the ASX website
{www.asx. com.aw/about/CorporateCovernance . AAZ shtm).

Whilst the Board has demonstrated, and continues to demonstrate, 1ts commitment fo best practice In corporate
governance, it emphasises that good corporate governance is only one factor contributing to the success of ihe
Company's operations.

Additional information about the Company's corporate governance praciices is set out on the Company's website at
www.advanceenergvitd.com.au:

Role of the Board and Management

Council Principle 1
Lay solid foundations for management and oversight

Council Recommenduation 1.1:
Formalise and disclose the functions reserved io the board and those delegated to manogement.
These have been formally adopted by the Board on the 15 December 2006 in the Statement of Bourd and
Management Functions and is summarised below.

Role of the Board

The Board's primary role is the protection and enhancement of medium to long term sharcholder value.

To fulfil this role, the Board is responsible for the overasll Corporate Governance of the consolidated entity
including its strategic direction, establishing goals for management and monitoring the achievement of these goals.

Responsibility of the Board

The Board is collectively responsible for promoting the success of the Company by:
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CORPORATE GOVERNANCE (Continued)

supervising the Company’s framework of contrel and accountability systems to enable risk to be assessed
and managed

ensuring the Company is properly managed

approving and monitoring the progress of major capital expenditure, capital management, and acquisitions
and divesittures;

approval of the annual budget;

monitoring the financial performance of the Company;

approving and monitoring financial and other reporting;

overall corporate governance of the Company, including conducting regular reviews of the balance of
responsibilities within the Company to ensure division of functions remain appropriate to the needs of the
Company;

ligising with the Company’s external auditors either direetly or via the Audit Committee as appropriate; and

monitoring, and ensuring compliance with, all of the Company's legal obligations, In particular those
obligations relating to the environment, native tide, cultural heritage and occupational health and safety.

The Board must convene regular meetings with such frequency as is sufficient to appropriately discharge its
responsibilities generally once per month, but more or less as required.

The Board may from time to time, delegate some of its responsibilities Hsied above to is senior management team.

Muteriality threshold

The Board has agreed on both quantitative and qualitative guidelines for assessing the materiality of matters.
Cualitative indications of materiality would include if:

L

they impact on the reputation of the Company;
they involve a breach of legislation;

they are outside the ordinary course of business;
they could affect the Company’s rights to iis assets;

if aceumulated they would trigger the quantitative tests; or
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The Chairiman

The chatrman is responsible for leadership of the Board, for the efficient organisation and conduct of the Board's
function and for the briefing of all directors in relation to issues arising at Board meetings. The chairman is also
responsible for overall sharcholder communication, chairing sharcholder meetings, and arranging Board
performance evaluation.

The Managing Director

The managing direcior is responsible for running the affairs of the Company under delegated authority {rom the
Board and to implement the policies and strategy set by the Board. In carrying out his/her responsibilities the
managing director must report to the Board in a timely manner and ensure all reporis o the Board present a trus
and fair view of the Company’s financial condition and operaiional results.

Role and responsibility of management

The role of management is to support the managing director and fmplement the running of the general operations
and {inancial business of the Company, in accordance with the delegated authority of the Board.

Management is responsible for reporting all matters which fall within the Materiality Threshold at first instance to
the managing director or if the matter concerns the managing director then directly to the chairman or the lead
independent director, as appropriate.

Relationship of Board with management

Management of the day-to-day business of the Company is to be conducted by or under the supervision of the
Board, and by those other officers and employees to whom the management function is properly delegated by the
Board.

The Board will adopt appropriate structures and procedures to ensure that the Boeard functions independently of
management. Appropriate procedures may involve the Board meeting on a regular basis withoul management
present, or may mvolve expressly assigning the responsibility for administering the Board's relationship to
management to a Committee of the Board.

Information is formally presented to the Board at Board meetings by way of Board reports and review of
performance to date. When directors are providing information about opportunities for the Company, this shouid
abways be through the Board.

Composition of the Board

Council Principle 2
Structure the board to add value

Council Recommendation 2.1:
A majority of the board should be independent divectors.

A summary of the factors taken into account by the board in assessing independence is provided on the company’s
website.
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The Company presently has two Non-Executive Directors, both of which are considered by the Board not io be
independent in terms of the ASX Corporate Governance Council’s definition of independent director, and one
Executive Direcfor. As such, the Board considers that no Director is imdependent in accordance with
Recommendation 2.1. However the Board considers that its structure has been and continues to be appropriate in
the context of the company’s current projecis and operations. The Company considers that each of the non-
independent directors possess skills and experience suitable for building the Company. Furthermore, the Board
considers that in the current phase of the Company's growth, the Company's sharcholders are better served by
directors who have a vesied mterest in the Company. The Board intends to reconsider its composition as the
Company's operations evolve, and appoint independent directors as appropriate.

Council Recommendation 2.2:

The chairman should be an independent director.

The Company’s Chairman, Alex Bajada, is considered by the Board not to be independent in terms of the ASX
Corporate Governance Council’s definition of independent director. However the Board believes that the Chatrman
is able and does bring quality and independent judgment to all relovant issues falling within the scope of the role of
a Chairman.

Council Recommendation 2.3:

The roles of the chairman and chief executive officer should not be exercised by the same individual.

The Company complies with this recommendation.

Council Recommendation 2.4:

The board should establish a nomination committee.

The Company established a pomination committee on the 15 December 2006. Membership of the nomination
commiftee consists of the full board. The Board initends to reconsider the composition of the comnuttees as ihe
Company's operations evolve, and appoint alternative members as appropriate.

The nomination conymittee charter has been made available on the company’s websiie.

Details of the Board Members, including their skills and experience are included in the Directors report. Provision
is made by the corporate governance conumittee for the Directors fo take reasonable independent professional
advice.

Ethicat and Responsible Decision-Making

Council Principle 3:
Promole ethical and responsible decision-making.

Conncil Recommendation 3.1;

Establish a code of conduct to guide the direciors, the chief executive officer for equivalent), the chief financial
afficer (or equivalent) and any other key executives as to:

the practices recessary 1o maintain confidence in the company's imtegrity;

the responsibility and accountability of individuais for reporting and investigoting reports of unethical
practice.

10
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The Company complies with this recommendation. The company has adopted a code of conduct incorporating all
corporate executives. It requires all business affairs to be conducted legally, ethically and with integrity. The code
provides for reporting of breach of the code by others. The code of conduct has been made available on the
company’s websiie.

Council Recommendation 3.2:

Disclose the policy concerning trading in compuny securifies by divectors, officers and emplovees.

The Board has adopied a policy and procedure on dealing in the Company’s securities by directors, officers and
employees which:

. prohibits dealing in the Company's securities whilst in possession of insider information;
. prevents short term trading i the Company's securities;

. requires the company seeretary or a director {other than the direetor trading, if applicable} to be notified upon
a trade occurring; and

. prevents dealing in the Company's securities during specified blackout periods.
The policy on dealing in securities has been made available on the company’s website.
Integrity of Financial Reporting

Council Principle 4:
Safeguard integrity in financial reporting.

Conncil Recommendation 4.1;

Reguire the chief executive officer (or equivalent) and the chief financial officer (or equivalent) to state in writing
to the board that the compuny's financial reports present a true and fair view, in afl materiol respects, of the
company’s financial condition and operational results and are in aqecordance with relevant aecounting standards.

The Company’s Magaging Director and Chief Finaneial Officer report in writing to the Board that the consoelidated
financial statements of the Company and its controlled entities for each half and full year present a true and fair
view, in all material aspects, of the Company’s financial condition and operational results and are in aceordance
with accounting standards.

Council Recommendation 4.2:

The board should establish an audit committee.

The Board considers that the Company has previcusly not been of a size, nor were s financial affairs of such
complexily to justify the formation of an audit committee. The Board as a whole has up to 15 December 2006
undertaken the selection and proper application of accounting policies, the identification and management of risk

and the review of the operation of the intermal control systems. On 15 December 2006, the board established an
audit committee and adopted the audit committee charter. In summary, the charter provides as follows:

1"
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Composition of the audit committee
The commilice shall comprise the full Board.
At least one member 18 to have significant, recent and relevant financial experience.

Role of the andit committee

. To monitor the integrity of the financial statements of the Company, reviewing significant financial reporting
judgments.

. Fo review the Company’s internal financial control sysiem and, unless expressly addressed by a separate risk
commitiee or by the Board itself, risk management systems.

. To make recommendations te the Board in relation to the appointment of the external auditor and o approve
the remuneration and terms of engagement of the exiernal auditor.

. To monitor and review the external suditor’s independence, cobjectivity and effectiveness, taking mto
consideration relevant professional and regulatory requirements.

. To develop and implement policy on the engagement of the external auditor to supply non-audit services,
taking into account relevant sthical guidance regarding the provision of non-audit services by the external
audit firm.

Operations

. The committee meets at least bi-annually, with further meetings on an as reguired basis.

. Minutes of all meetings of the committee are to be kept.

. Committee meetings will be governed by the same rules, as set out in the Company constitution as they apply
to the meetings of the Board.

Resources

The Company is to provide the committee with sufficient resources to undertake its duiies, including provision of

educational information on accouniing policies and other financial topics relevant to the Company and such other

relevant materials requested by the commitiee.

The full Audit commiittee charter has been made available on the company’s website.

Council Recommendation 4.3:

Structure the audit commiftee so that it consists of:

only non-executive directors;

& majority of independent directors;

an independent chairman, who is nof chairman of the board;

at feast three members.

Refer Recommendation 4.2. The company does not comply wiih this recommendation. Membership of the audit

committee consists of the {ull board. The board is aware of the importance of the proper functioning of the audit

commiftee and intends to reconsider the composition of the committees as the Company's operations evolve, and
appoint alternative members as appropriate.

12
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Council Recommendation 4.4

The audit committee should have a formal operating charier.

Refer Recommendation 4.2. The company complies with this recommendation.
Continuous Disclosure to ASX

Council Principle 5:
Make a timely and balanced disclosure

Conncil Recommendation 5.1;

Establish written policies and procedures designed to ensure complionce with ASX Listing Rule disclosure
requirentents and o easure accountability ot o senior management level for that compliance.

Detatled compliance procedures for ASX Listing Rule disclosure requirements have been adopted by the Company.
It appoints an officer of the Company o be responsible for compliance. It is detailed in s application covering the
foowing aress:

" appointment of the responsible officer and descripiion of his/her duties
" identifies areas of risk for the Company
" provides guidelines for:

o identifying disclosure material

o monitoring share price movements

" guide for use of trading halis

" guide for decision making process

" details on record keeping

" education of Board and management
" confidentiality

" release of disclosure material

" updating of compliance procedures

The full policy and procedures for compliance with coniinuous disclosure requirements is available on the
company’s websiie.

Communication with Shareholders

Council Principle 6
Respect the rights of shareholders

13
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Conncil Recommendation 6.1;

Design and disclose a communications Strategy o promote Qﬁé(’if\"e conmunication with shareholders and
encourage effective participation ut general meetings.

The Company has adopted o policy which includes the following:

General communication

Information 1s communicaied {6 sharcholders as follows:

the annual report is disiributed to all shareholders. The Board ensures that the annual report includes relevant
information aboul the operations of the consclidated entity during the year, changes in the state of affans of
the consolidated entity and details of future developments, in addition to the other disclosures required by the
Corporations Act;

the halfeyearly report contains summarised financial information and a review of the operations of the
consolidated entity during the period. The half-year audited financial report is prepared in accordance witly
the requirements of applicable Accounting Standerds and the Corporations Act and is lodged with the
Augtralian Stock Exchange. The half~yearly report is sent to any sharcholder who requests it;

the quarterly report contains summarised cash flow financial information and details about the Company’s
activities during the quarter. The quarterly repott is sent to any shareholder who requests it;

proposed major changes in the consolidated entity which may impaet on share ownership rights are submitied
16 a vote of shareholders;

the Company's websile is well promoted to shareholders and shareholders may register to receive updates.

Participation at Annual General Meeting

The Board encourages full participation of shareholders at the Annual General Mecting to ensure a high level of
accountability and ideniification with the conselidated entity’s strategy and goals. Important issues are presented to
the shareholders as single resolutions.

The sharcholders are reguested to vote on the appoiniment and aggregate remuneration of directors, the granting of
options and shares to directors and changes to the constitution. Copies of the constitution are available to any
sharcholder who requests it.

Company’s website

The Company maintains a website at www. advenceeneryyid. com au.

O its website, the Company makes the following information available on a regular and up to date basis:

L

L

L

company anancuncements;
latest information briefings;
notices of meetings and explanatory materials;

quarterly, half yearly and annual reports;

14
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The websile is being continuously updated with any information the directors and management may feel is
material.

A copy of the arrangements regarding communication with and participation of shareholders is also available on
the company’s website,

Conncil Recommendation 6.2:

Reguest the externad auditor to attend the annual general meeting and be available to answer shareholder
guestions about the conduct of the audit and the preparation and content of the auditor’s report.

The Company complies with this recommendation.
Risk Management

Council Principle 7:
Recognise and manage risk

Council Recommendation 7.1:

The Board or appropriate board committee should estoblish policies on risk oversight and manugement.

The Company has developed a framework for risk management and internal compliance and control systems which
covers organisational, financial and operational agpects of the Company's affaire. It appoints the managing director
as being responsible for ensuring that the systems are maintained and complied with. A copy of the risk
management strategy 1s available on the company’s websiie.

Council Recomntendation 7.2

The chief executive officer and the chief financial officer should state in writing that:

the statement given in accordunce with best practice Recommendation 4.1 is founded on a sound system of
risk management and internal compliance and control which implements the policies adopted by the board;

the company's risk management and internal compliance and control system is operating efficiently and
effectively in all material respecis.

The Company complies with this recommendation.
Performance

Council Principle 8:
Encourage enhanced performance

Conncil Recommendation 8.1;

Disclose the process for performance eveluation of the board, its committees and individual divectors, and
key executives.

The chairman is responsible for conducting an annual review of overall Board performance during a regular
meeting of the Board. As this is the company’s first year as a listed entity, no review has been performed during
the current reporting period. Going forward the chairman intends to review all key executives annually, The board
intends formalising more detailed performance evaluation technigues as the Company's operations evolve.
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Remuneration

Council Principle 9:
Remunerate fairly and responsibly

Council Recommendation 9.1:
Provide disclosure in relation to the company s remuneraiion policies to enable investors 1o understand:
the costs and benefits of those policies; and
the link berween remuneration puid to directors and key executives and corporate performance.
Full details regarding the remuneration of the directors is included in the Directors Report.
Council Recommendation 9.2
The board should establish a remuneration committee.
The Company formed the remuneration commitiee on the 15 December 2006. The policy which includes:
Composition

The Remuneration Committee comprises the full Board. Membership of the committee will be reviewed as the
company’s operations evolve.

Role
The Remuneration Commilice’s role is to discharge the Board's responsibilities in relation to remuneration of the
Company’s executives meluding share and benefit plans. This will result in the company establishing appropriate
remuneration levels and incentive policies for all executives.
Operations
The comnuitee will convene at least once a year and otherwise as required. Commiitee meetings will be governed
by the same rules as set out in the Company’s constitution, as they apply to meetings of the Board.
Responsibifities
Fhe responsibilities and functions of the Remuneration Committee are as follows:
" review the competitiveness of the Company’s executive compensation programs to ensure:
o the attraction and retention of corporate officers;

o the motivation of corporate officers to achieve the Company’s business objectives; and

o the alignment of the mterests of key leadership with the longererm interests of the Company’s
sharcholders;

" review trends i management compensation, oversee the development of new compensation plans and, when
necessary, approve the revision of existing plans;

" review the performance of executive management;
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" review and approve chairman and managing director goals and objectives, evaluate chairman and managing
director performance in light of these corporate objectives, and set chairman and managing director
compensation levels consistent with company philosophy;

" approve the salaries, bonus and other compensation for all senior executives, the committee will recommend
appropriate salary, bonus and other compensation to the Board for approval;

" review and approve compensation packages for new corporate officers and termination packages for
corporate officers as requested by management;

" review and approve the awards made under any exeeutive officer bonus plan, and provide an appropriate
report {o the Board;

" review and make recommendations concerning long-term inceniive compensation plans, incliding the use of
share options and other equity-based plans. Except as otherwise delegaied by the Board, the committee will
act on behalf of the Board as the commitice established to administer eguity-based and employee benefit
plang, and as such will discharge any responsibilities imposed on the committee under those plans, including
making and authorising grants, in accordance with the terms of those plans; and

" review periodic reports fron: management on matiers relating to the Company’s personnel appoiniments and
practices.

Fhe full remuneration policy is available on the company’s website,
Council Recomnendation 9.3
Clearly distinguish the structure of non-executive directors’ remuneration from that of executives.

All directors are involved in the running of the company’s business. Remuneration policies will be formally
adopted as the needs of the company evolve and as non executive directors are appointed.

Conncil Recommendation 9.4

Ensure that pavment of equity-based executive remuneration is made in accordance with thresholds set in plans
approved by shareholders.

The Company currenily has no equity-based remuneration plan.

It ts antteipated that a limited equity-based remuneration arrangement will be developed and put to sharcholders. I
approved by sharchoelders, the Company will ensure that the payment of remuneration under the plan will be made
in accordance with thresholds set.

Interests of Stakeholders

Council Principle 10:
Recognise the legitimate interests of stakeholders

Conncil Recommendation 10.1:

Establish and disclose a code of comduct to guide compliance with legal and other obligations o legitimate
stakeholders.

The Company complies with this recommendation. A copy of the code of conduet is available on the company’s
website.
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DIRECTORS® REPORT

Your Directors present their report on the company for the year ended 31 December 2006,
Directors

The names and details of the Company’s Directors in office at any time during the financial year and uniil the date
of this report are detailed below.

A. Bajada (appointed 16 November 2004)
A. Short  (appointed 16 November 2004)
(i Sklenka {appointed 16 November 2004)

Principal activities

The principal continuing activities of the Group and Company during the {inancial period were the acquisition,
production and exploration of peiroleum and gas properties in Texas, United Siates of America.

Fhere were no changes in the nature of the activities of the group during the year.
Operating resulis

The net operating loss of the Group for the period ended 31 December 2006 after income tax amounied to $3.508
million {2005 loss $1.327 million}.

Dividends paid or recommended

No dividend was paid or declared during the period and the Directors do not recommend the payment of a dividend.
Review of operations

A detailed review of the Company’s activiiies is contained in the Operations Review section of the Financial Report.
Significant changes in the state of affairs

Significant changes in the state of affairs of the group during the year were as follows (AUD § 006):
a} An increase fin

- Issued share capital 7,072
- Issue of call options and CPS amortisstions at various prices 1,634
b} An increase in the debt structure as follows
- Issue of convertible notes 4274
- Bank {inance 8,062
¢} Acquisition, exploration and work-overs of properties i Texas, USA less
depletions and depreciation 14,826

Matters subsequent fo the end of the financial year

Other than the movements in convertible notes detailed to in note 29 there were no other material events arising
subsequent to 31 December 2006 to the date of this report, which significantly effected or may significantly effect
the operations of the Group and Company or the results of those operations on the state of affairs of the Company.

Likely developments

At the date of this report, the directors are resolved to continue considering appropriate additional property
transactions in line with the company’s stated objectives. Directors infend to continue to seek additional cash and
finance faciliies to facilitate growlh of its property portfolio. The directors are of the opinion that this will provide
the momentum required in the industry and achieve the overall company objectives.

Additional comments on the expected results of the operations of the group are included under the review of

operations.
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Environmental Essues

The Group’s operations are subject to various environmental regulations under the Federal and State Laws of the
United States of America. The majority of the company’s activilies involve low level disturbance associated with iis
production facilittes and exploration drilling programs. As at the date of this report the group complies fully with all
such regulations.

INFORMATION ON DIRECTORS AND SECRETARY
Names, qualifications, experience and special responsibilities

Mr Alex Bajada B.Econ{UWA) — Chairman

Mr Bajada is Executive Direcior of Spartan Nominees Pty Ltd, corporate consuliants. He is a former stockbroker
with many years experience in the corporate sector and has been involved in the management of public companies
for many years fulfilling the roles of chairman and director.

Other Current directorships

Managing Director of Excalibur Mining Corporation Limited, Chairman of AXG Limited, Director of
Hawkesbridge Linnted and an independent Director of the WA Local Government Superannuation Plan.

Other directorshtips within the last three years

Advance Healtheare Group Lid, Chairman of [novax Lid.

Mr Anthony Short BPE, BCom, Grad Dip(Fin), MAICD - Managing Director

Mr Short has over 16 years experience in the administration and management of listed public companies. He has
extensive experience af board level i the management and formation of public companies in the arcas of gold
mining, drilling, oil and gas in the USA. Mr Short has held the position of Chairman, CFO and Managing Director
in a number of listed public companies and has also acted as corporate advisor to a number of public Company
listings. Mr Short has known and worked with the principal of NAE for some fen years.

Other Current directorships

Regal Resources Lid and Palace Resources Limited

Other directorships within the last three years

Nomne

Mr Gorden Sklepka B.Com (UWA) — Non-Lxecutive Director

Mr Sklenka graduated from the University of Western Australia with a Bachelor of Commerce degree majoring in
accounting and finance. He has over 15 years experience in corporate finance in the areas of capital raisings, ¥POs,
acquisitions and project finance in the resources and technology sectors. Mr Skienka has worked with a number of
listed public companies in both Australia and Canada and developed exiensive experience in Company formation,
capital raising and project acquisitfon. He is currently on the board of four other Australian ASX listed public
companies in the resources sector.

Other Current directorships

Regal Resources Lid, Tribune Resources NL, Rand Mining NL, AXG Mining L4d.

Other directorships within the last three years

None

Mr Lance Camaclio BCom, BCompt (Hons}, ACA — Compuny Secretary {(Appoinfed 28 August 2006)

Mr Camacho has over 13 years experience in managing corporate {finance and adminisiration at senior level. He has
recently held ihe position of CFO and Company Seeretary for companies listed on both the JSE and the ASX. Mr
Camacho also held an executive directorship of an IT consulting company for five years.

Alr Simon Robertson - Company Secretary {Appointed 10 March 2006, resigned 1 August 2006)

Mr Robertson has a Bachelor of Business from Curtin University having graduated in 1982 and is a member of the
Instituie of Chartered Accountants. His previous experience is in senior finance roles at listed companies involved
in contract mining activilies in Australia and overseas.
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Meetings of Directors

The number of meetings held by the company’s board of directors during the year ended 31 December 2006 and the

number of meeting attended by each divector were:

A. Bajada
A. Short
(i, Sklenka

As the board conymittees were formed on 15 December 2006, no committee meetings have been held.

Board meetings held

Securities held and controlled by Directors

16
16
16

16
16
16

Board meetings attended

Ag at the date of this report, the inferests of the Directors in shares, Convertible Preference Shares (“CPS8™) and
options of the Company were:

Ordinary shares

Holder Held at beginning of] Acquired Sold Converted Balance at end of]
year CPS year
Alex Bajada
- Indirect 2,060,601 20,000 - 1,600,000 3,020,601
Anthony Short
- Indirect 7,650,602 24,000 - 1,600,000 8,674,002
Gordon Sklenka
- Indirect 2,060,000 - 1,600,000 3,000,600
Options
Holder Held at beginning of] Acquired Sold Exercised Balance at end of]
year year
Alex Bajada
- Indirect 2,060,000 - - 2,000,600
Anthony Short
- Indirect 4,060,600 - - 4,000,600
Giordon Sklenka
- Indirect 2,060,000 - - 2,000,600
Converting Preference shares (CPS)
Holder Held at beginning of] Acquired Sold Converted to | Balance at end of]
year shares year
Alex Bajada
- Indirect 2 - {13 1
Anthony Short
- Indirect 4 - (1) 3
Gordon Sklenka
- Indirect 2 - {13 1

Details of the conditions relating to conversion of the Converting Preference Shares are inchuded in note 16 and 17,
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Remuneration Report (Audited)

Fhis report cutlines the remuneration arrangements i place for directors and executives of Advance Energy Limited.
Fhis report has been set out under the following main headings:

Prineiples Used to Determine the Nature and Amount of Remuneration (audited)
Service Agreements {audited)

Details of Remuneration (audited)

Share-based Compensation {audited)

SOow»

The Board constituted the remuncration commiitee on the 13 December 2006. No meeting had been held by year
end. The Remuneration Committee comprises the full Board. The Remuneration Committee’s role is to discharge
the Board's responsibilities in relation to remuneration of the Company’s execuiives including share and benefit
plans. This will result in the company establishing appropriate remuneration levels and incentive policies for all
executives. Membership of the comniitee will be reviewed as the company’s operations evolve.

Al Principles Used to Determine the Nature and Amount of Remuneration (aundited)

The Remuneration Commitice of the Board of Directors is responsible for determining and reviewing compensation
arrangements for the Directors and Executive Officers. The Remuneration Committee will assess the appropriateness
of the nature and amount of emoluments of such officers on a periodic basis by reference to relevant employment
market conditions with the overall objective of ensuring maximum stakeholder benefit from the retention of & high
quality Board and executive team.

The objective of the Group’s executive reward framework is to ensure reward for performance is competitive and
appropriate for the results delivered. The framework aligns executive reward with achievement of sirategic objectives
and the creation of value for shareholders, and conforms with markel best praciice for delivery of reward. The Board
ensures that executive reward satisfies the following key criteria for good reward governance practices:

Competitiveness and reasonableness

Acceplability to shareholders

Performance linkage/alignment of executive compensation
Transparency

Capital management

The board policy is to remunerate non executive directors at fair markef rates for comparable companies for the
relevant time, commitment and responsibilittes. The remuneration commilice deternines payments (o the non-
executive directors and reviews their remuneration annually based on market practice, duiies and accountabikity.
The maximum amount of fees that can be paid to directors is subject 1o approval by shareholders at General
Meeting. Fees for nop-executive directors are not linked to the performance of the Group. However, to align
director’s interests with shareholder interests the directors are encouraged to hold shares in the company and may
be issued with additional securities as deemed appropriate.

The Board believes that the remuneration policy is appropriate given the stage of development of the Company and
the activities which it undertakes and is appropriate for aligning director and execuiive objectives with sharcholder
and business objectives. The remuneration commitice will continually develop new practices which are
appropriate to the Company’s size and stage of development.

Executive Officers are those directly accountable for the operational management and strategic direction of the
Company and the consolidated entity.

All contracts with directors and executives may be terminated by either party with three months notice.
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Fixed remuneration

Fixed remuneration consists of a base remuneration package, which includes directors” fees (in the case of Directors),
salaries, consulting fees and employer coniributions to superannuation funds.

Fixed remuneration levels for Directors and executive officers will be reviewed annually by the Remuneration
Commiltiee through a process that considers the employee’s personal development, achievement of key performance
objectives for the year, mdustry benchmarks wherever possible and CPI data.

Recommendations for remuneration levels are given by the Remuneration Commiitee to the Board for approval.

Appropriate key performance indicators (KPls) will be developed by the Remuneration Commiitee for each director
and executive officer cach year, and reflect an assessment of how that employee can fulfil their particular
responsibilities it a way that best contributes to Company performance and sharcholder wealih in that year.

Performance-linked remuneration

All employees may receive bonuses and/or share options based on achievement of specific goals related to
performance against individual KPls and to the performance of the Company as & whole as determined by the
directors, based on a range of factors. These factors include traditional financial considerations such as operating
performance, cash consumption and deals concluded. They also mclude industry-specific factors relating to the
advancement of the Company’s activities and relationships with third parties and infernal employees.

B. Service Agreements {audited)

Remuneration and other terms of employment for the key management personnel are formalised in service
agreements. Each of these agreements provide for the provision of performance relaied cash bonuses, other benefits
including healih insurance and car alowances. Other major provisions of the agreements relating to remuneration are
set out below.

Fhe directors and key management personne! during the year included:

Directors
Mr A Bajada, Chairman
¢ Agreement commenced 24 November 2004, no termination date;
¢ Base salary, inclusive of superannuation, for the year ended 31 December 2006 of $54,500 to be reviewed
annually by the remuneration committee; and
¢ Payment of a terminaiiocn benelit on early termination by the Company, other than for gross misconduct, equal
to 3 months’ base salary.

Mr A Short, Managing Director

. Agreement commenced 24 November 2004, no termination date;

. Base salary, inclusive of superannuation, for the year ended 31 December 2006 of $220,000, to be reviewed
annually by the remuneration committee; and

. Payment of a termination benefit on early termination by the Company, other than for gress misconduct, equal
to 3 months’ base salary.

Mr G Sklenka, Non-executive Director

. Agreement commenced 24 November 2004, no termination date;

. Base salary, inclusive of superannuation, for the year ended 31 December 2006 of $38,150 to be reviewed
annually by the remuneration committee; and

. Payment of a termination benefit on early termination by the Company, other than for gross misconduct, equal
to 3 months’ base salary.

Key Management Personnel

Mr L Camacho, Company Secretary/Chief Financial Officer

. Term of agreement commencing 28 August 2006, no termination daie.

. Base salary, inclusive of superannuation of $152,600 to be reviewed annually by the remuneration committee.
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. Payment of a termination benefit on early termination by the Company, other than for gross misconduct,
equal to three (3) monihs” base salary.

Mr 8 Robertson, Company Seeretary
. Agreement terminated upon resignation on 1 August 2006.
C. Details of Remuneration {audited)

The key mavagement personnel of Advance Energy Limited during the year ended 31 December 2006 includes all
directors and executives mentioned above.

Remuneration packages contain the following key elements:

a) Primary benefits - salary/fees and bonuses;

b) Post-employment benefits — including superannuation;
) Egquity - share options and other eguity securities; and
d) Other benefiis.

Nature and amount of remuneration for the vear ended 31 December 2006.

Post -
Short-term employes employment Equity Performance
benefits benefis refated
Proportion of
remuner-
Salary Option Preference ation
directors’ Super- based share based parformance
feas Borug annuation Pay ments paymenis Total related
3 ¥ 3 3 3 8 %%
Executive directors
A Short 2006 219,995 18,736 - - 123,687 362,419 34
2005 247,123 - - 52,320 119,792 419,235 40
Non-executive
directors
A Bajada 2006 54,492 4,749 - - 118,186 177,427 67
2005 62,219 - - 26,164 2,773 181,152 65
G Sklenka 2006 38,148 3178 - - T18.187 159,514 74
2005 38,148 - - 26,128 2,773 157,041 54
Total directors’
compensation 2006 312,636 26,664 - - 360,060 699,360 51
2005 347,490 - - 104,600 345,338 157,428 50
Other key
management
personnel
Lance Camacho 2006 43,051 11,667 5411 233,000 - 293,129 79
2005 - - - & - - -
5 Robertson 2006 76,968 - - 50,006 - 126,960 39
2005 14,7056 - - £ - 15,760 -
Total other key
mansgement
compensation 2006 120,81t 11,667 5411 283,000 - 420,089 67
2005 18,700 - - - - 10,700 -
TOTAL
COMPENSATION 2806 432,647 38,331 5411 283,000 360,000 1,119,449 57
2808 358,194 - - 104,600 305,338 768,128 50

All contracts with directors and executives may be terminated by etther party with three months notice.
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D. Share-based Compensation (audited)

Options
Options granted under the plan carry ne dividend or voting rights and have varied coniractual lives.

Oplions were issued to directors during 2003 as part of their remuneration and as incentive options to increase goal
convergence between directors and shareholders. No options were granted to directors during the year ended 31

December 2006,

The following table discloses the value of opiions granted, exercised or lapsed during the year:

Value of Options
included in

Options Exercise price Value at remuneration for
granted per share grant date the vear Expiry date
$ b3 $ §
Birectors
Mr A Short 26006 - - -
2005 4,000,000 (@ $0.25 52,320 52,320 31 Dec 2010
Mr A Bajada 2006 - - - - -
2005 2,000,000 (@ $0.25 26,160 26,160 31 Dec 2010
Mr G Sklenka 2006 - - - - -
2005 2,000,000 (@ $0.25 26,160 26,160 31 Dee 2010
Executives
Mr L Camacho 2006 1,606,060 @%0.60 233,000 233,000 31 Dec 2009
2005 - - - - -
Mr S Robertson 2606 1,060,600 @$0.25 50,000 50,000 31 Dec 2610
2005 - - - - -

The assessed fair value at grant date of options granted to the individuals is allocated equally at grant date and the
amount 1% included In the remuneration tables above. Fair values at grant date are determined using a Black-
Scholes option pricing model that takes inte account the exercise price, the term of the option, the impact of
dilution, the share price at grant date, the expected price volatility of the underlying share, the expected dividend
yield and the risk free interest rate for the term of the option.

The model inputs for options granted during the year have been included in note 17 of the notes to the financial
statements.

No shares in the Company have been issued as a resull of the exercise of options by key management personnel,
Convertible Preference Shares
Convertible Preference Shares were 1ssued to divectors during the 2005 period as part of their remuneration and as

incentive to increase goal convergence between directors and shareholders. Details of the conditions attaching to
CPS are reflected in notes 17 and 18.

No. Granted as
Specified Directors Granted remuneration
%
Mr A Short 2005 4 119,792
Mr A Bajada 2065 2 92,773
Mr G Sklenka 2065 2 92,773

No convertible preference shares were issued during the year ended 31 December 2006.
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E. Additional Information
Principles used to determine the nature and amoant of remuneration: relationship between
remuneration and company performance.

In considering the Company’s performance and its effect on shareholder wealth, the Board have regard to a broad
rapge of faclors, some of which are financial and others of which relate to the progress on the Company’s projects,
results and progress of exploration and development activiiies, jolni venture agreements ete. The Board also gives
consideration to the Company’s result and cash consumption for the year. It does not uiilise earnings per share ag a
performance measure or contemplaie payment of any dividends in the short to mediun term given that all efforts
are currently being expended to build the business and establish self-sustaining revenue streams.

INDEMNIFECATION AND INSURANCE OF DIRECTORS AND OFFICERS

During the financial period, the Company maintained an insurance policy which indemnifies the Directors and
Officers of Advance Energy Limited in respect of any liability incurred in connection with the performance of their
duties as Directors or Officers of the Company. The Directors made a personal coniribution toward the premium
to satisfy Section 199B of the Corporations Act 2001, The Company’s insurers have prohibited disclosure of the
amount of the premivm payable and the level of indemmnification under the insurance contract.

PROCEEDINGS ON BEHALF OF THE COMPANY

No person has applied for Leave of the Court to bring proceedings on behalf of the company or intervene m any
proceedings to which the company 18 a party for the purpose of taking responsibility on behalf of the company lor
all or any part of those proceedings.

The company was not a party to any such proceedings during the period.

SHARE OPTIONS
At the date of this report the following unlisted options over unissued shares in Advance Energy Ltd were on issue:

Number of shares

Expiry Date Exercise Price ander option
31 December 2010 $0.25 13,850,000
15 December 2009 $0.60 5,000,600
29 December 2009 $0.65 250,006
TOTAL 19,160,600

During the year, 1,000,000 opiions were exercised and shares were issued at 25¢ per share.

No person eniitled to exercise an opiiocn had or has any right by virtue of the option to participate in any share issue
of any other body corporate.
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CONVERTIBLE PREFERENCE SHARES
At the date of this report the following unalisted Convertible Preference Shares in Advance Energy Ltd were in
issue:

Number CPS in Issue

CPS B 5
CPSC 2
CPS D 2
Total G

During the year 5 convertible preference shares were converted mio 5,000,000 fully paid ordinary shares on the
date of Hsting. Conditions relating to the oustanding CPS’s are contained in note 17

NON-AUDIT SERVICES

The following non-audit services were provided by the entity’s auditor, Horwaily Audit {WA) Pty Ltd or associated
entities. The directors are satislied that the provision of non-audit services is compatible with the general standard
of independence for auditors imposed by the Corporations Act. The directors are satisfied that the provision of
non-audit services by the auditor, as set out below, did not compromise the auditor independence requirements of
the Corporations Act 2001 for the following reasons:

¢  All non-audit services have been reviewed by the audit committee to ensure they do not impact the
impartiality and ebjectivity of the auditor;

¢ None of the services undermine the general principles relating to auditor independence as sel oul in
Professional Statement Fl, including reviewing or auditing the auditor’s own work, acting in a
management of & decision-making capacity for the Company, acting as advocate for the Company or
joimtly sharing economic risk and rewards.

Horwath received or are due to receive the following amounts for the provision of non-audit services:
Horwath Taxation Services $7.460

Auditors Independence Declaration
The auditors independence declaration for the financial period ended 31 December 2006 has been received and can
be found on page 65.

Rounding of Amounts

The company is of a kind referred in Class Order 98/100, issued by the Australian Securities and Invesiments
Commission, relating to the “rounding off” of amounts in the directors’ report. Amounts in the directors’ report
have been rounded off In accordance with that Class Order to the nearest thousand dollars, or in certain cases, to
the nearest dollar.

Signed in accordance with a resolution of the Board of Directors.

A, Bajada A. Short
Chairman Managing Director

Wesi Perth, WAL
23 March 2067
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23 March 20067

The Board of Directors
Advance Energy Limited
FO Box 1779

WEST PERTH WA 6872

Horwath Audit (WA) Pty Ltd
ABN 79 112 284 787
Chartered Accouniants

128 Hay Street Subiaco 6008
PO Box 700 West Perth 6872
Waestern Austratia

Telephone  {08) 9380 8400

Facsimile  {08) 9380 8499
wiww. horwath.com.au

AUDITOR’S INDEPENDENCE DECLARATION

This declaration is made in connection with my audit of the financial report of Advance Energy
Limited for the year ended 31 December 2006 and in accordance with the provisions of the

Corporations Act 2001.

As lead auditor | declare that, fo the best of my knowledge and belief, there have been:

« No contraventions of the auditor independence requirements of the Corporations

Act 2001 in relation to this audit:

+« No contraventions of the Code of Professional Conduct of the Institute of Chartered

Accountants in Australia in relation o this audit.

HORWATH AUDIT {WA} PTY LTD

AIGEWEEN

GLYN O'BRIEN
Diractor

Horwath Awdit 144) Py L s an independent practice. Cther Horwath practices operate in each of the nation’s financial cenfres.

27



ADVANCE ENERGY LTD

ACN 111 823 762

INCOME STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006

Revenue from continuing operations
Cost of O1f & Gas sold

Gross profit

Other revenue

Depreciation

Depletion of 6il and gas properties
Foreign exchange pains/{losses}

Staff costs

Administrative expenses

Operating resulf before interest and
tax

Net finance costs
Finance charges earned
Finance costs

Loss before tax

income tax benefit/(expense)

Net loss for the year atfributable to
the ordinary sharcholders of the
Company

Loss per share
Basic (cents per share)

Group Parent Entity
26806 14 Months 26806 14 Months
Notes $°000 ended 31 $°000 ended 31
Drecember Drecember
2605 2005
$000 $000
5 1,118 408 - -
{297) (79 - -
821 329 - -
35 43 35 43
6,11 (106) (13) (30 -
6,12 {156) {104) - -
(23) 52 {437 52
6 (1,369) (714) (1,369) (713)
6 {1,674) (357) (1,399) (461)
(2.452) {964) (3,180} (1679
(1,119 {362) {662) {362)
99 5 386 5
6 {1,21%) (367) (1,048) (367)
(3.571) (1.326) (3.842) (1441
7 63 {1 - 34
(3,508) (1.327) (3.842) (1.405)
20 {6.59) {9.27) - -

The Income Statemenis should be read in conjunction with e accompanying notes 1o the financial stutements.
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Current Assets
Cash and cash equivalents
Recetvables

Total current assets

Non current Assets

Property, plant and equipment
011 and gas properties
Deferred iax assets

Other financial assets

Exploration and evaluation costs

Total non current assets
Total Assets

Current Liabilities
Payables

Provisions

interest bearing habilities
Total current liabilifies
Neon current liabilities
Deferred tax liability
interest bearing habilities
Teotal non current liabilities
Teotal Liabilitfies

Net Assets

Equity

fssued share capital
Reserves
Accumuiated losses

Total Equity

Group Parent Entity
2806 2005 2806 2005
Notes 5000 5000 5000 5000
8 1,727 1,109 1,442 1031
9 465 178 85 53
2,192 1,287 1,527 1,084
13 1,427 82 138 -
12 14,269 788 - -
22 116 H - -
13 - - 8,240 1,279
16 292 292 - -
16,698 1,173 8,378 1,279
18,280 2460 9,905 2,363
14 382 308 142 292
15 44 13 44 12
16 - 1,210 - 1,210
426 1,531 186 1,514
23 85 48 - -
16 12,336 - 4,274 -
12421 48 4,274 -
12,847 1,579 4,460 1,514
5,443 381 5,445 249
17 8,764 1,692 8,764 1,692
18 1,514 516 1,928 562
19 {4,835) {1,327 {5,247} {1,405)
5443 881 5,445 249

The Bolance Sheets should be read in conjunction with the accompanying notes to the financial statements.
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CASH FLOW STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006

Group Parent Entity
2606 14 Months 2606 14 Months
Notes 5000 ended 31 5000 ended 31
December December
2605 2605
$°000 $°000
Caslh flows from operating activities
Receipts from customers 896 282 - -
Payments to suppliers and stafl’ {2,446) (592) {1,581 (48%)
Interest received 99 5 99 54
interest and borrowing costs (269) {83) (99) (85)
Other income 20 43 20 43
Net cash {used in) operaiing activiiies
21 (1.700) (347) (1.561) (476)
Cash flows from investing activities
Purchase of oil and gas properties {13,795 {R91) - -
Purchase of plant and eguipment (1,311) (95) {168) -
Payment for bonds - (13) - (13)
Exploration expenditure - (292) - -
Investment in subsidiary, net of cash
acguired - - - {hH
Net cash {used in) Investing sctivities
{15,306) (1,291) {168) (14)
Cash flows from financing activities
Proceeds {rom issues of shares 7162 870 7162 876
Cupital raising costs {485) {11%) {485) {119)
Proceeds from borrowings 13,612 1,994 5,450 1,996
Repayments of borrowings (2,665) - (2,528) -
Advances to subsidiary - - (7.459) {1,2206)
Net cash flows provided by financing
activities 17,624 2,747 2,140 1,521
Net increase m cash held 618 1,109 411 1,031
Cash at the beginning of the {inancial
period 1,109 “ 1,031 “
Cash at the end of the financial period
1,727 1,109 1,442 1,031

The Cash Flow Statements should be read in conjunction with the accompanying note 21 1o the finuncial
statements.
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CONSOLIDATED

Year ended
31 December 2086

3000

Balance at beginning of
period

Issues of share capital
Cost of share based
payments

Value of conversion
rights - convertible note
Currency translation
difference

Loss for peried

14 Meonths ended
31 December 2085

$000

Balance at beginning of
period

Issues of share capital
Cost of share based
payments

Value of conversion
rights - convertible note
Currency translation
difference

Loss for peried

Foreign
Issued Equity Option Currency Accumulated TOTAL
Capital Reserve Reserve Translated fosses '
Regerve
1,692 418 144 {46) {1,327} 881
14872 {750) - - - 6,322
- - 1.634 - - 1,634
. 482 - - - 482
- - - (368) - (368)
- - - - {3,508} {3,508}
8,764 150 1,778 (414) {4,835} 5,443
. Foreign
. Equity .
Issued Do " Option Currency Accurmnulated
Capital Reserve Reserve Translated tosses TOTAL
Reserve
1,692 ) - - - 1,692
- 333 144 - - 479
- 83 - - - 83
- ) - {46) - {46)
- ) - - {1,327} {1,327}
1,692 418 144 {46) {1,327} 881

The above Consolidated Statement of Changes in Eguiiv should be read in conjunction with the accompanying
notes to the financial statements
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PARENT ENTITY

Year ended
31 December 2086

$000
Balance at beginning of
period

Issues of share capital
Cost of share based
payments

Value of conversion
rights - convertible note
Currency translation
difference

Loss for peried

14 Meonths ended
31 December 2085

$000
Balance at beginning of
period

Issues of share capital
Cost of share based
payments

Value of conversion
rights - convertible note
Currency translation
difference

Loss for peried

Foreign
Issued Equity Option Currency Accumulated TOTAL
Capital Reserve Reserve Translated tosses '
Regerve
1,692 418 144 {1,405} 849
14872 {750) - - 6,322
- - 1.634 - 1,634
- 482 - - 482
- - - {3,842} (3,842}
8,764 150 1,778 {5,247} 5,445
Foreign
Issued Equity Option Currency Accumulated TOTAL
Capital Reserve Reserve Translated tosses '
Regerve
1,092 _ - - 1,692
- 333 144 - 479
- 83 - - 83
- ) - {1,405} {1,403}
1,652 418 144 {1,405} 849

The ubove Consolidated Statement of Changes in Eguity should be read in conjunction with the accompanying
notes to the financial statements
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparaiion of the financial repert are set out below. These
policies have been consistently applied to all the years presented, unless otherwise stated. The financial report
includes separate financial statemenis for Advance Energy Limited as an individual entity and the consolidated
entity consisting of Advance Energy Limited and {ts subsidiaries.

{a) Basis of Preparation

This general purpose financial report has been prepared in accordance with Australian equivalents to International
Financial Reporting Siandards (AIFRSs), other auwthoritative proncuncemenis of the Australian Accouniing
Standards Board, Urgent Issues Group [nterpretations and the Corporations Act 2001,

i} Complionce with IFRSs

Australian Accounting Standards include AIFRSs.  Compliance with AIFRSs ensures that the consolidated
financial statements and notes of value AIFRS comply with International Financial Reporting Standards (IFRSs).
Fhe parent entity financial statements and notes also comply with IFRSs.

ii} Early adoption of standards
The Group has elected to apply the following pronouncements to the annual reporting period beginning 1 January
2006.

*  UIG 8 Scope of AASB 2 (issued March 2006}, application date perieds commencing 1 May 2006

*  UIG 9 Reassessment of Embedded Derivatives (issued April 20063, application date pertods commencing
I June 2600

= UIG 10 Interim Financial Reporting and Impairment {issued September 2006), application date periods
commencing 1 November 2006

This includes applymL the proncuncemenis to the comparatives in accordance with AASB 108 Accouniing
Policies, changes in Accouniing Estimates and Errors. No adiustments were required for any of the above
interpretations.

iif) Historical cost convenfion

These financial statements have been prepared under the historical cost convention, as modified by the revaluation
of avatlable-for-sale financial assets, financial asseis and liabilities (including derivative instruments at fair value
through profit or loss, certain classes of property, plant and equipment and invesiment property.

ivj Critical accounting estimates

The preparation of financial statements in conformity with AIFRS requirves the use of certain eritiesl accounting
estimates. [t alse requires management to exercise its fudgement in the process of applying the Group’s accouniing
polieies.

v Comparative Figures

As the 2005 was the company’s first reporting period, all comparative figures relate to the 14 months ended 31
December 2005,
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{b) Principles of Consolidation

Subsidiaries

The consolidated financial statements incorporate the assets and lisbilities of all subsidiaries of Advance Energy
Limited {(“company™ or “parent entity”) as at 31 December 2006 and the results of all subsidiaries for the year then
ended. Advance Energy Limited and iis subsidiaries together are referred to in this financial report as the Group or
the consolidated entity.

Subsidiaries are all those entities (including special purpose entities) over which the Group has the power to govern
the financial and operating policies, generally accompanying a shareholding of more than one-half of the voting
rights. The existence and effect of potential voting rights that are currently exercisable or convertible are
considered when assessing whether the Group controls another entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are de-
consolidated from the date that control ceases.

Intercompany transactions, balances and unrealised gains on transactions between Group companies are eliminated.
Unrealised losses are also eliminated unless the transaction provides evidence of the impairment of the asset
transferred. Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the
policies adopted by the Group.

Investiments in subsidiaries are accounted for at cost in the individual financial statements of Advance Energy
Limited.

(¢} Segment reporting

A business segment 18 a group of assets and operations engaged in providing products or services that are subject to
risks and returns that ave different fo those of other business segments. A geographical segment is engaged in
providing products or services within a particular economic environment and is subiect to risks and returns that are
different fron: those of segments operating in other economic environments.

(dy Foreign currency translation

(i} Functional and presentation curvency

Items meluded in the financial statements of each of the Group’s entifies are measured using the currency of the
primary economic environment in which the entity operates {“the functional currency™). The consolidated financial
statements are presented in Australian doHars, which is Advance Energy Limited’s funetional and presentation
currency. The functional currency of the overseas subsidiaries is USS.

(i) Transactions and bolances

Foretgn currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such iransactions and
from the translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies
are recogaised i the income statement, except when deferred in equity as gualifying cash flow hedges and
qualifying net investment hedges.

Franslation differences on non-mounetary financial assets and labilities are reported as part of the fair value gain or
loss. Translation differences on non-monetary financial assets and Habilities such as equities held at fair value
through profil or loss are recogaised in profit or loss as part of the fair value gain or loss. Translation differences
on non-monetary financial asseis such as equities classified as available-for-sale {inancial assets are included in the
fair value reserve in equity.
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fiii} Group companies

The results and financtal position of all the Group entities (none of which has the currency of a hyperinflationary
cconomy} that have a functional currency different from the presentation currency are (ranslaied into the
presentation currency as follows:

*  Assels and Habilities for each balance sheet presented are transiated at the closing rate at the date of that
balance sheet;

*  Income and expenses for each income statement are translated at average exchange rates (unless this is not
a reasonable approximately of the cumulative effect of the rates prevailing on the transactions); and

* Al resulting exchange differences are recognised as a separate component of equity.

On consolidation, exchange differences arising {rom the translation of any net investment in foreign entities, and of
borrowings and other financial mstruments designated as hedges of such investments, are taken to shareholders’
equity. When a foreign operation is sold or any borrowings forming part of the net investment are repaid, a
proportionate share of such exchange differences are recognised in the income statement as part of the gain or loss
on sale where applicable.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are ireated as agsets and liabilities
of the foreign entities and translated at the closing rate.

(e} Revenue recogaition

Revenue is recognised 1o the extent that it {8 probable that the economic benefits will flow to the entity and the
revenue can be reliably measured.

Revenue 15 measured af ihe fair value of the consideration received or receivable. Amounts disclosed as revenue
are net of returns, trade allowances and amounts collected on behalf of third parties. Revenue 1s recognised as
follows:

{1} Interest income

Interest income 1s recognised on a Hme proportion basis using the effective interest method. When a receivable is
impaired, the Group reduces the carrying amount to its recoverable amount, being the estimated future cash flow
discounted at the original effective interest rate of the instrument, and continues unwinding the discount as inerest
income.

fii) Oil and Gas revemue
Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to the buyer

and the costs incurred or (o be incurred in respect of the fransaction can be measured reliably.

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

Cash flows are included the Cash Flow Statement on a gross basis and the GST component of cash flows arising
from investing and financing activiies, which is recoverable from, or payable to, the taxation authority are

classified as operating cash flows.

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

(f) Enventories

Oil stocks and field consumables are siated at the lower of cost and net realisable value. Cost includes all
expenditure incurred in acquiring and bringing the inventories to their exisiing condition and loeation.
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(gy Trade and other receivables

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost, less provision
for doubtful debts. Trade receivables are due for seitlement between thirty {30) and ninety (90} days from the date
of recognition.

Collectibility of trade receivables is reviewed on an ongomyg basis. Debis which are known to be uncollectible are
written off. A provision for doubiful receivables is established when there is objective evidence that the Group will
not be able to collect all amounts due according to the original terms of present value of estimated future cash
flows, discounted at the original effective interest rate. Cash flows relating to short-term receivables are not
discounted if the effect of discounting is immaterial. The amount of the provision is recognised in the income
statement.

(liy Property, Plant and Equipment

i} Plant and equipment
Plant and equipment is stated at cost less accumulated depreciation and any aceumulated losses mmpairment.

it} Depreciation
Depreciation is calculated on a straight-line basis over the estimated useful life of the asset which is estimated to
vary between S and 15 years

i) Impairment
The carrying values of plant and equipment are reviewed for impairment when events or changes in circumstances
indicate the carrying value may not be recoverable.

For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for the
cash-generating unit to which the asset belongs.

If any indication of impairment exists and where the carrying values exceed the estimated recoverable amount, the
assets or cash-generating units are written down fo their recoverable amount.

The recoverable amount of plant and equipment is the greater of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax diseount
rate that reflects current market assessments of the time value of money and the risks specific to the asset.

Impairment losses are recognised separately in the income statement.

Any item of property, plant and eguipment is derecognised upon disposal or when no fuiure econonic benefits are
expected Lo arise from the continued use of the asset,

Any gain or loss arising on de-recognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the item) is included in the income statement in the year the ftem is
derecognised.

i) Leases

Finance leases, which fransfer to the Group substantially all the risks and benefits incidental to ownership of the
leased item, are copitalised at the incepiion of the lease at the fair value of the leased property or, if lower, at the
present value of the minimum lease payments.

Lease payments are apportioned between finance charges and reduction of the lease lability so as to achieve a

constant rate of interest on the remaining balance of the liability. Finance charges are charged divectly against
income.
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Capitalised leased assets are depreciated over the shorter of the estimated useful life of the assetl or the lease term.

Lease paymenis for operating leases, where substantially all the risks and benefits remain with the lessor, are
recognised as an expense in the income statement on a straight line basis over the lease term.

() Investments and other financial assets

The Group classifies ity investments m the following categories: financial assets at fair value through profit or loss,
loans and receivables and available-for-sale financial asscts. The classification depends on the purpose for which
the mvesiments were acquired. Management determines the classification of ils investmenis at mitial recognition
and, in the case of asseis classified as held-to-maturity, re-evaluates this designation at each reporting date.

{1} Financial assets at faiv value through profii or loss

Financial assets at fair value through profit or loss are financial assets held for trading which are acquired
principally for the purpose of selling in the short term with the infention of making a profil. Derivatives are also
categorised as held for irading unless they are designated as hedges.

{if) Loans and receivables

L.oans and receivables are non-derivative financial assets witl fixed or determinable payments that are not guoted
in an active market. They arise when the Group provides money, goods or services directly to a debtor with no
intention of selling the receivable. They are meluded in current assets, except for those with maturities greater than
12 months after the balance sheet date which are classified as non-current assets. Loans and receivables are
included in receivables in the balance sheet (note 93

{iii) Available-for-sale financial assets

Available-for-sale financial assets, comprising principally marketable equity securities, are non-derivatives that are
erther designaied in this category or not classified in any of the other categories. They are included in non-current
assets unless management intends to dispose of the investment within twelve {12) months of the balance sheet date.

Regular purchases and sales of nvestments are recognised on trade-date - the date on which the Group commits to
purchase or sell the asset. Investments are initially recognised at fair value plus transaction costs for all financial
assets not carried at fair value through profit or loss. Financial assets carried at fair value through profit or loss are
initially recognised at fair value and fransaction costs are expenses in the Income siatement. Finaneial asseis are
derecognised when the rights to receive cash flows from the financial assets have expired or have been transferred
and the Group has transferred substantially all the risks and rewards of ownership.

Available-for-sale financial assets and financial assets at fair value through profit and loss are subsequently carried
at fair value. Loans and receivables and held-fo-maturity investments are carried ai amortised cost using the
effective interest methed. Gains or losses arising from changes in the fair value of the ‘financial assets at fair value
through profit or loss” category, including interest and dividend income, are presented in the income statement
within other income or other expenses in the period in which they arise.

Changes in the fair value of monetary securities denominated in a foreign currency and classified as available-for-
sale are analysed between translation differences resulting from changes in amortised cost of the security and other
changes in the carrying amount of the security. The translation differences are recognised in profit or loss and
other changes in carrying amount are recognised in equity. Changes in the fair value of other monetary and non-
monetary securities classified as available-for-sale are recogmised in equity.

When securities classified as avatlable-for sale or impaired, the accumulated fair value adjustments recognised in
equity are included in the income statement as gains and losses from mvestment securities.
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The Group assesses at each balance date whether there is objective evidence that a financial asset or group of
financial assets 15 impaired. In the ease of equily securities classified as available-for-sale, a significant or
prolonged decline in the fair value of a security below iis cost is considered in defermining whether the security is
impaired. [f any such evidence exists for available-for-sale financial assets, the cumulative loss- measured as the
difference between the acquisition cost and the current fair value, less any impairment loss on that financial asset
previously recognised in profit and loss — is removed from equify and recognised in the income statement.
Impairment losses recognised in the income statement on equity instruments classified as available-for-sale are not
reversed through the income statement.

(k3 Exploration, evaluation and development expenditure

Exploration, evaluation and development expenditure incurred is either written off as incurred or accumulated in
respect of each identifiable area of mnterest. Costs are only carried forward to the extent that they are expected o be
recouped through the successtul development of the area or where activities in the ares have not yet reached a stage
which permits reasonable assessment of the existence of econonycally recoverable reserves.

Accumutlated costs in relation to an abandoned area are written off in full against profit in the period in which the
decision to abandon the area 1s made.

When production commences, the accumulated costs for the relevant area of mterest are amortised over the life of
the area according to the rate of depletion of the economically recoverable reserves.

A regular review is undertaken of each area of interest to determine the appropriateness of continuing to carry
forward costs in relation (o that ares of inferest.

Restoration, rehabilitation and environmental costs necessitated by exploration and evaluation activities are
expensed as inewred and treated as exploration and evaluation expenditure.

(1) Oil and gas properties

Following commencement of production activitics all acquisition, exploration, evaluation and development
expenditure in relation to an area of interest is accumulated into and oil and gas property.

When further development expenditure is incurred in respect of a propertly after the commencement of production,
such expenditure is carried forward as part of the cost of that property only when substantial economic benefits are
established, otherwise such expenditure is classified as part of the cost of production.

Amortisation of the cost of oil and gas properties is provided on the unit-of-production basis over the proved
developed reserves of the field concerned witl separate caleulaiions being made for each resource. The unit-of-
production basis results in an amortisation charge proportional to the depletion of the econonically recoverable
reserves. Amortisation is charged from the commencement of production.

The nel carrying value of each property is reviewed regularly for impairment when events or changes in
circumstances indicate the carrying value may not be recoversble. 1f the asset does not generate largely
independent cash follows, the recoverable amount is determined for the cash generating wnit to which the asset
belongs, if such indication exists and where the carrying value exceeds the estimated recoverable amount, the
assets are wrilien down to thelr recoverable amount.

The recoverable amount is the greater of fair-value less costs to sell and value in use. In assessing value in use, the

estimated cash flows wme discounted to their present value using the pre-tax rate that reflects current market
assessments of the time value of money and the risks speeific to the assets
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{m} Fair Value estimation

At each reporting date, the Group assesses whether there is any indication that an asset may be impaired. Where an
indicator of impairmeni exists, the Group makes a formal estimate of recoverable amount. Where the carrying
amount of an assei exceeds its recoverable amount the asset is considered impaired and is written down fo its
recoverable amount.

The fair value of financial assets and financial liabilities must be estimated for recognition and measured or for
disclosure purposes.

The fair value of financial instruments traded in active markets {such as publicly traded derivatives, and trading and
available-for-sale securities} is based on quoted market prices at the balance sheet date. The guoted market price
used for financial assets held by the Group is the current bid price; the appropriate quoted market price for financial
lighilities is the current ask price.

The fair value of financial mstruments that are not traded in an active market (for example convertible notes} is
determined using valuation techniques. The Group uses a variety of methods and makes assumptions that are
based on market conditions exisiing at each balance date. Quoted marketl prices or dealer quotes for similar
instruments are used for long-term debt instruments held.

Other technigues such as estimated discounted cash flows, are used to determine fair value for remaining financial
instruments.

The nominal value less estimated credit adjustments of trade receivables and payables are assumed o approximate
their fair values. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future
contraciual cash flows at the current market interest rate that is available to the Group for similar financial
instruments.

(n} Borrowings

Borrowings are mitially recognised at fair value, net of transaction costs incurred. Borrowings are subsequently
measured at amortised cost. Any difference between the proceeds {net of iransaction costs) and the redemption
amount 1s recognised in the income statement over the period of the borrowings using the effective interest method.

The fair value of the liability portion of a convertible note is determined using a market interest rate for an
eguivalent non-convertible bond.  This amount is recorded as a liability on an amortised cost basis until
extinguished on conversion or maturity of the notes. The remainder of the proceeds is allocated to the conversion
option. This is recognised and included in shareholder’s equity, net of income tax effects.

Borrowings are classified as current Habilities unless the Group has an unconditional right to defer seitlement of the
liahility for at least 12 months after the balance sheet date.

{0} Trade and other payables

These amounts represent liabilities for goods and services provided to the group prior to the end of the financial
year, which remain unpaid at year end. The amounis are unsecured and are usually paid within 60 days of
recognition.

(p} Provisions

Provision is made for employee entitlement benefits as a resuli of employees rendering services up to balance date.
These benefits include salary and wages, annual leave and long service leave, Liabilities in respect of salary and
wages and annual leave expected 1o be settled within 12 months of the reporting date are measured at their nominal
value. The liability for long service leave 1s measured at the present value of expected future outflows to be made
in respect of services provided by employees up Lo the reporting date.

Provisions are recognized when the Group has a present obligation (legal or construetive) as a result of a past
event, it is probable that an ouiflow of resources embodying economic benefits will be required to settie the

obligation and a reliable estimate can be made of the amount of the obligation.
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Where the Group expects some or all of a provision to be reimbursed, for example under an insurance contraet, the
reimbursement s recognized as a separate assel bul only when the reimbursement is virtually certain. The expense
relating to any provision is presented in the income statement net of any reimbursement.

If the effect of the Hme value of money is material, provisions are determined by discounting the expected fulure
cash flows at a pre-tax rate that reflects current market assessments of the time value of money and, where
appropriate, the risks specilic to the lability.

Where discounting is used, the increase in the provision due to the passage of time is recognized as a linance cost.
(qy Employee benefits

{1} Wages and salaries, annua! leave and sick leave

Liabilittes for wages and salaries, including non-monetary benefits, anmual feave and accumulating sick leave
expected to be settled within 12 months of the reporting date are recognised in other payables in respeet of
employees’ services up to the reporting date and are measured at the amounts expected to be paid when the
liabilities are settled.

{ii} Long service leave

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

(ry Share Based Payments

The Group provides benefits to employees {including directors} of the Group in the form of share-based payment
transactions, whereby employees render services in exchange for shares or rights over shares (‘eguity-setiled
trangactions’,

The cost of these equity-setiled transactions with employees is measured by reference to the fair value at the date at
which they are granied. The fair value is determined by an external valuer using the Black & Scholes meihod.

In valuing equity-settied transactions, no account is taken of any performance conditions, other than those specified
in the Terms and Conditions of the Convertible Preference Shares.

The cost of equity-settled transactions is recognized, together with a corresponding increase in equily, over the
period in which the performance conditions are fulfilled, ending on the date on which the relevant employees
become fully entitled to the award (“vesting date’).

The cumulative expense recognized for equity-seftied transactions at each reporting date until vesting date refleets
(i) the extent to which the vesting period has expired and (ii} the number of awards that, in the opinion of the
directors of the Group, will ultimately vest. This opinion is formed based on the best available mformation at
balance date. No adjustment is made for the likelilwod of market performance conditions being met as the effect of
these conditions is ncluded in the determination of fair value at grant date.

No expense is recognized for awards that do not ultimately vest, except for awards where vesting is conditional
upon a markel condition.

Where the terms of an equity-settied award are modified, as a minimum an expense is recognized as if the terms

had nol been modified. 1n addition, an expense is recognized for any increase in the value of the transaction as a
result of the modification, as measured at the date of modification.
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Where an cquity-seitled award 1s cancelled, it is treated as if it had vested on the date of cancellation, and any
expense not yet recognized for the award is recognirzed immediately. However, if a new award is subsiituted for
the cancelled award, and designated as a replacement award on the date that it is granted, the cancelled and new
award are freated as if they were a modification of the original award, as described in the previous paragraph.

The dilutive effect, if any, of oulsianding options is reflected as additional share dilution in the computation of
earnings per share.

(s) Borrowing Costs

Borrowing cosis are recognised as an expense when incurred except if costs were incurred for the construction of
any qualifying asset, where the costy are capitalised over the period that is required to complete and prepare the
asset for its intended use or sale.

(t) Cash and cash equivalents

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

For the purposes of the Cash Flow Staternent cash and cash eguivalents consist of cash and cash equivalents as
defined above, net of ouistanding bank overdrafis,

(1} Income Tax

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

Deferred income tax 1s provided on all temporary differences at the balance sheel date between ihe tax bases or
assets and lisbilities are recognised for all taxable temporary differences:

*  Excepl where the deferred income tax Hability arises from the initial recognition of an asset or lisbility
a transaction that is nol a business combination and, at the time of the transaction, affects netiher the
accounting profit nor taxable profit or loss; and

= In respect of taxable temporary differences associated with investments in subsidiaries, assoelates and
interests in joint ventures, except where the timing of the reversal of the temporary differences can be
coniroiled and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of unused tax
assets and unused tax {osses can be utilised:

*  Excepl where the deferred income tax asset relaiing 1o the deductible temporary difference arises {rom the
initial recognition of an asset or liability in a fransaction thai is not a business combination and, at the time
of the iransaction, affects neither the sccounting profit nor the taxable profit or loss; and

= In respect of laxable temporary differences associated with investments in subsidiaries, assoelates and
interests and joint ventures, deferred tax assets are only recognised to the extent that it is probable that the
temporary differences will reverse in the foreseeable fiuture extent that it is probable that the temporary
differences can be utilised.

The carrying amount of deferred income tax assets 1s reviewed at cach balance sheet date and reduced 1o the extent
that it is no longer probeble that sufficient taxable profit will be available to allow all or part of the deferred income
tax assel to be utilised.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the year when

the assel is realised or the liability is seitled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the balance sheet date.
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Income taxes relating to items recognised directly in equity are recognised in eguity and not in the ineome
statement.

(v} Goods and Services Tax {(GST)
Revenues, expenses and assets are recognised net of the amount of GST, exeept;

= Where the GST mourred on a purchase of goods and services is not recoverable from the taxation
authorities, in which case the GST is recognised as part of the cost of acquisition of the asset or as part of
an item of the expense item as applicable; and

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

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

Cash flows are included the Cash Flow Statement on a gross basis and the GST component of cash flows arising
from investing and financing activities, which is recoverable from, or payable to, the taxation authority are
classilied as operating cash flows.

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

{(w) Coniributed Equity

Issued and paid up capital is recognised at the fair value of the consideration received by the company. Any
transaction costs arising on the issue of ordinary shares are recognised directly in equity as a reduction, net of tax,
of the share proceeds received.

(x)} Larnings per share

{i} Basic eqrnings per share

Basic carnings per share is calculated by dividing the profit attributable to equity holders of the company,
excluding any cosis of servicing equity other than ordinery shares, by the weighted average number of ordinary
shares outstanding during the financial year, adjusted for bonus elements in ordinary shares issued during the year.

{ii) Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic eamings per share to take into
account the after income tax effect of interest and other financing cosis associated with dilutive poteniial ordinary
share and the weighted average number of shares assumed to have been issued for no consideration in relation to
dilutive potential ordinary shares.

(v} Roundiang of amounts
The Company is of a kind referred to in Class order 98/0100, issued by the Ausiralian Securities and Investments
Commission, relating to the “rounding off” of amounts in the financial report. Amounts in the financial report have

been rounded off in accordance with that Class Order to the nearest thousand dollars, or 1n certain cases, the nearest
dollar.
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{z)} New accounting standards and inferpretations

Certaim new accounting standards and interpretations huve been published that are not mandatory for 31 December
2006 reporting periods. The Group's assessment of the impact of these new standards and interpretations is set out
below.

(i} AASE 7 Financial Instruments: Disclosures and AASB 2005-10 Amendments to Australion Standards (AASB
132, AASE 14, AASB 117, AASE 133, AASB 139, AASE |, AASB 4, AASB 1023 & AASE 1038)

AASB7 and AASB 2005-10 are applicable to annual reporting periods beginning on or after 1 January 2007, The
Group has not adopted the standards ecarly. Application of the standards will not affect any of the amounts
recognised in the financial statements, but will impact the type of information disclosed in relaiion to the Group’s
financial instruments.

2. FINANCIAL RISK MANAGEMENT

The Group’s activities expose 1t to a variety of financial risks. The Group’s overall risk management program
focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the financial
performance of the Group. These risks include:

{ayMarket risk

(i} Foreivn exchange risk

Foreign exchange risk arises when future commercial transactions and recognised assets and liabilities are

denominated in a currency that is not the entity’s functional currency.

The Group operates Infernationally and is exposed to foreign exchange risk arising from currency exposures to the
US dollar.

fif) Oif and gas price risk

The Group is exposed to oil and gas price risk. The price the company achieves for its product 1s closely liked io
various index’s relevant to 1U's area of operations. As with most commeodities, this luctuates both i line with

seasonal demand and overall market conditions.

The company has a hedging policy which will hedge up to 50% of expected production up fo 12 months in
advance. Additional hedging over and above the 50 % base may be applied as the divectors feel necessary.

(b} Credit risk

The Group has no significant concentrations of credit risk. The Group lLas policies in place to ensure that sales of
products and services are made to customers with an appropriate credit history.

(¢} Liguidity risk

Prudent Hquidity risk management implies maintaming sufficient cash and marketable securities, the availability of
funding through an adequate amount of committed credit facilities. Due to the dynamic nature of the underlying
businesses, Group Treasury aims at maintaining flexibility in funding by keeping committed credit lines available.

{d) Cash flow and fair value interest rate risk

As the Group has no sigaificant interest-bearing assets, the Group’s income and operating cash flows are not
materially exposed to changes i market inferest rates.

The Group's interest-rate risk arises from long-term borrowings. Borrowings issued at variable rates expose the

Group to cash flow interest-rate risk. Borrowings issued at fixed rates expose the Group to fair value interest-rate
risk. Group policy is to lix the rates as and when possible.
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3. CRITICAL ACCOUNTING ESTIMATES AND ASSUMPTIONS

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by
definition, seldom equal the related actual results. The estimates and assumpiions that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within the nexi financial year are
discussed below.

i} Estimuted impairment

The Group tests annually whether oil and gas properties have suffered any fmpairment, in accordance with the
accounting policy stated in note 1 {h). The recoverable amounts of cash generating units have been determined
based on value-in-use caleudations. These calculations require the use of assumptions. Some of these assumpiions
may be amended in the future and this may lead to the subseguent impairment of the assets concemed.

fiiincome taxes

The Group is subject to income taxes m Australta and jurivsdz'c,tions where it has foreign operations. Significant
Jjudgement is required in determining the worldwide provision for income taxes. There are many transactions and
calculations undertaken {I]E.il‘!l!é the ordinary course of business for which the ultimate tax determination is
uncertain. The Group recognises liabilities for anticipated tax audif issues based on estimates of whether additional
taxes will be due. Where the final tax outcome of these matters is different from the amounts that were initially
recorded, such differences will impact the current and deferred tax provisions in the period in which such
determination is made.

(HFair Value of Securities

- Options

The total estimated velue of oplions expenses during the period was $1.634 million (2005: $0.144 million}. The
assessed fair value at grant date of options granted during the period was written to the Income Statement. The fair
value at grant date s independently defermined using a Black-Scholes option pricing model that takes imto account
the exercise price, the term of the option, the vesting and performance criteria, the fmpact of dilution, the non-
tradeable nature of the option, the share price at grant date and expected price volatility of the underlying share, the
expected dividend yield and the risk-free interest rate for the term of the option. Further details of the valuation
basis is included i note 18, Should these options not be exercised by the expiring dates, these amortised amounts
will be written back to the income statement in full.

- Convertible Notes
Convertible notes issued during the year included an option to convert into ordinary shares. This option is
exercisable at the option of the holder before expiration of the eighteen monih period.

Under AASB 132, all classes of convertible notes are classified as compound financial instruments in that they
have both a hability aud eguity component. AV is reguired to classify the liability and equity components
separately in iis financial statements. AASB 139 ‘Financial Instrumenis: Recognition and Measurement® deals
with the measurement of financial assets and liabilities. Equity instruments are instrumenis that evidence a residual
interest in the assets of an entity after deducting all of its liabilities. Therefore, when the Initial carrying amount of
a compound financial Insirument is allocated to its equity and liability components, the equity component is
assigned the residual amount after deducting from the fair value of the instruments as a whole the amount first
determined for the liability component.

The directors have considered an appropriate discount rafe that would apply 10 a comparable note without a
conversion option to be between 8.9% and 9.5%. As the liability component exceeds the face value of the Notes,
no value exists for the equity component of the notes. The assumptions used are reflected i note 17 . Should these
notes not be converted, they will have no effect on equity as they will be repaid.

- Converting Preference Shares

The assessed fair value at grant date of CPS’s granted during the 2005 period was independenily determined using
a Black-Scholes pricing model that takes into account the exercise price, the term of the CPS, the vesting and
performance criteria, the impact of dilution, the non-tradeable nature of the CPS, the share price at grant date and
expected price volatiity of the underlying share, the expected dividend yield and the risk-free interest rate for the
term of the option.
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Since issue the estimated full value of CP8’s is amortised to the Income Statement by assuming the probability of
conversion egual to the percentage production achieved. Should converston quotas not be achieved however, these
amounts will be written back to the Income Statement.

iv) Exploration expenditre

Expenditure and development expenditure that does not form pait of the cash generating units assessed for
impairment has been carried forward on the basis that exploration and evaluation activities have not yei reached a
stage which permiis a reasonable assessment of the existence or otherwise of economically recoverable reserves
and active and significant operations In relation fo the area are continuing. 1n the event that significant operations
cease and/or economically recoverable reserves are not assessed as being present, this expenditure will be expensed
to the Income Statement.

Estimates and judgemenis are continually evaluated and are based on historical experience and other factors,
including expectations of fuiure eventy that may have a financial impact on the entity and that are believed to be

reasonable under the circumstances.

4. SEGMENT REPORTING

Business Segment

The consolidated entity operates solely in the exploration and development of properties for the development of oil
and gas. Therefore only geographical segment information is provided.

Geographical Segments

All operational activities are located in Texas in the USA. The head office is based in Perth, Australia.

2606 LUSA Australia Eliminations Consolidated
Geographical segment $°080 8000 $°600 $’080
Revenues from continuing operations 1,118 - - 1,118
Segment result (loss) {80) (3.842) 414 {3,508)
Segment assets 16,625 5905 {8,240} 18,204
Segment liabilities 16,626 4,460 {8,239} 12,847
Acquisition of plant & eguipment,

exploration & evaluation and other non- 15,139 167 - 15,304
current assets

Depreciation and amortisation 232 30 - 262
14 Months ended 31 December 2065 LSA Australia Eliminations Consolidated
Geographical segment $°600 $080 $°008 3000
Revenues from continuing operations 408 - - 408
Segment result (loss) 78 (1,405) - {1.327)
Segment assets 1,377 2,363 {1,280} 2,464
Segment liabilities 1,343 1,514 {1,278} 1,579
Acquisition of plant & eguipment,

exploration & evaluation and other non-

curreni assets 1,279 - - 1,279
Depreciation and amortisation 117 - - 117
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5. REVENUE FROM CONTINUING OPERATIONS

GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
2086 | December 20603 2806 | December 2005
$°000 $’008 $°600 $°060
Oil and gas sales 1,118 408 - -
6. EXPENSES
GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
2086 | December 2005 2606 | December 2005
$°000 $’008 $°600 $°060
Loss from continuing operations before
income tax has been determined afler
(a} Depreciation and depletion
Depreciation of plant and equipment
Depletion of oif and gas properties 166 13 30 -
156 104 - -
Fotal depreciation and depletion 262 117 30 -
(b} Lease paymenis
Minimum lease payments
- pperating lease &1 35 61 53
(¢} Employee benefit expense
Directors expense 313 409 313 405
Expense of share base payments 694 416 360 305
{d} Finance costs
interest on borrowings 293 62 123 62
Borrowing costs 923 305 925 305
1,218 367 1.648 367
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7. INCOME TAX

a} Income tax (benefityexpense

Current income fax charge
Delerred income tax relating to origination of
temporary differences

Income tax {benefit)/expense reported in the
Income Statement

b} Deferred income tax (benefit)/expense
Decrease/( increase) in deferred tax asset

(Decrease¥increase i deferred tax liability

¢} Amounts recognised directly in equity
Net deferred tax debited directly to equily

d)} Numerical reconciliation of income fax
expense to prima facie tax payable
Accounting loss before tax

At statutory meome tax rate of 30%
Expendilure not allowable for tax purposes

Unrecognised tax losses
Otlser

Income tax {benefit)/expense

¢} Unrecognised timing differences and tax
losses:

Parent tax {oss for the year

Australian Hming differences:

Capital raising expenses

Depreciable assets

Accrued expenses

Borrowing costs

Unrealised forex losses

Accrued interest

Non-deductible employee entitlements
Superannuation

Deductible employee entitlements
Acerued expenses opening balanee

Total unrecognised

GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
December December
2086 2063 2006 2005
000 000 2008 $’606
{63} i - 36
{63} i - 1
(106} {1y - -

43 12 -

{63} i - -
. 36 . .
(3,571} (1,327) {3,842} {1,403}
{1,072 {399} {1,152} (422)
492 121 492 121
536 323 660 323
{19 {44} - {58)
{63} 1 - (36)
423 323 423 323
6 - G -
4 - 4 -
35 - 33 -
63 - 63 .
- - 124 -
g - b -
4 - 4 -
} - 1 .
{4 - (4 -
{6} - (6} -
536 323 GO0 323
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The franking balance as at the end of the year was nil (2005:mil}

Net deferred assets for the parent company have nol been brought inie account as it is not probable
within the immediate future profits will be available against which deductible temporary differences

and tax losses can be uiilised.

Advance Energy Lid has tax losses arising in Australia of $2,495,549 (2005: $1,076,852}) that are

available indefinitely to offset against future profits of the Company providing the tests for

deductibility against future profits are net.

8. CASH AND CASH EQUIVALENTS

Cash at bank

Cash at bank earns interest of floating interest rates of between 6.5% and 8.5% (2005: 5.4%).

9. TRADE AND OTHER RECEIVABLES

Current
Trade receivables
Other receivables

18. EXPLORATION & EVALUATION COSTS

Non-Current

Exploration, evaluation and development
costs carried forward in respect of areas of
interest in exploration and evaluation phases

Reconciled as follows:

Opening balance

Exploration assets acquired during the
period

Closing Balance

GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
2006 | December 2605 2006 | December 2005
57006 $°800 $°060 S 004
1,727 1,109 1,442 1,031
GROUFP PARENT ENTITY
2006 14 Months 2006 14 Months
$006 ended 31 $:060 ended 31
Drecember 2605 December 2005
$°800
S 004
414 126 35 -
51 52 54 53
465 178 RA 53
GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
2006 | December 2605 2006 | December 2005
$’008 $° 800 $20680 S 000
292 292 - -
292 - - -
- 202 - -
292 202 - -

The ultimate recoupment of these costs is dependent on successful development
and commercial exploitation, or aliernatively, the sale of the respective areas.
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11. PROPERTY, PLANT AND EQUIPMENT

GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
2006 | December 2605 2006 | December 2005
008 $°000 $°060 $°000
Plant and equipment -~ cost 1,541 95 168 -
Less accumulated depreciation {114} {13) (30 -
1,427 82 138 -
Movements in carrying amounts are
reconciled as follows:
Balance at the beginning of period 82 - - -
Additions 1,511 95 168 -
Disposals - - - -
Deprectation expense (166} {13) (30 -
Foretgn exchange difference {60 - - -
1,427 82 138 -
12. OIL AND GAS PROPERTIES
GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
2006 | December 2605 2006 | December 2005
008 $°000 $°060 $°000
Oil and gas properties - cost 14,517 892 - -
Less accumnulated depletion (248} (103) - -
14,269 788 - -
Movements in carrying amounts are
reconciled as follows:
Opening balance 788 - - -
Acquired during period 13,793 892 - -
Depletion charge (156} (104) - -
Foretgn exchange difference (158} - - -
14,269 788 - -
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13. OFHER FINANCIAL ASSETS

GROUP PARENT ENTITY
2006 20035 2006 2005
008 $°000 $°060 $°000
Non-Cuarrent
Shares in subsidiaries (Note 22} - - 1 i
f.oans to subsidiaries - - 8236 1,278
- - 8,240 1,279
{ cans to subsidiaries are repayable at reascnable call with an inferest rate of US prime plus 1.0%,
capitalised annually. There is no immediate intention o recall the loan.
14. TRADE AND OTHER PAYABLES
GROUP PARENT ENTITY
2006 2005 2006 2005
008 $°000 $°060 $°000
Trade creditors 24 45 25 29
Accruals 358 203 117 263
382 308 142 202
15. PROVISIONS
GROUP PARENT ENTITY
2006 2005 2006 2005
008 $°000 $°060 $°000
Employee benefits 44 13 44 12
Number of employees at year end 2 3 2 3
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16. INFEREST BEARING LOANS AND BORROWINGS

GROUY PARENT ENTITY
2006 2005 2006 2005
$°008 $°600 $°080 £ 000
Current
Convertible Note - unsecured - 1,210 - 1.210
Comprising:
Face value of the note - 1,329 - 1,329
Ozher equity securities - value of
conversion rights - {119 - (119}
- 1,210 - 1,210
GROUY PARENT ENTITY
2006 2005 2006 2005
$°008 $°6800 $°080 £°000
Non-curreat
Convertible Notes - unsecured
Face value of the note 4,256 “ 4,250 -
[nterest acerued 24 - 24 -
4,274 - 4,274 -
Bank loan - secured” 8062 . - -
12,336 - 4,274 -

2)

During November and December 2006 ihe Company issued five new convertible notes
with a face value totalling $4,250,000. in aggregate these convertible notes may be
converted into a maximum of 6,250,600 shares at the oplion of the holder before the
repeyment dates. The term of the note 1s eighteen (18} months with a coupon of 11% per
anmum. $3,000,0600 of these notes may be converted into a fixed 3,736,000 shares. The
balance of $1,250,000 may be converted at the higher of 50 cents or 80% of the market
value prevalent at the time of conversion.

During February 2006, the Company entered into a revolving line of eredit with a Stirling
bank in the U.8. Generally, the borrowing base of the Iine of credit as determined by the
bank approximates the company’s investment in oil and gas properties, up to a maximum
of US$ 20 milkion. The loan bears interest at US prime plus 1.5% and is secured against
the company’s oif and gas properties. This lean is repayable on 10 February 2008, and the
intention is to renegotiate in the normal course of business.
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17. ISSULD CAPITAL

17.1 Ordinary shares GROLP PARENT ENTITY
2066 20605 2606 2005
$:000 $’008 $000 $°000
68,199,099 fully paid ordinary shares (2005 8,764 1,692 8,764 1,692

33,137,766)

Movements in shares on issue
Beginning of period 1,988 - 1,988 -
Shares issued during the period

7 ordinary shares issued @ $1.00

14,000,000 ordinary shares issued @ - 1 - 1
$0.0001¢
16,318,156 ordinary shazes issued @ $0.08¢ - 1,305 - 1.305
6,819,603 ordinary shares issued & $0.10¢ - 682 - 682
1,728,000 shares issued & $0.10¢ 173 - 173 .
333,333 (@ $0.15¢ 50 . 50 -
27,060,600 @ $06.25¢ 6,750 - 6,750 -
Converting 5 Preference Shares into
3,600,000 ordinary shares 750 - 750 -
1,600,000 Options exercised @@ $0.25¢ 250 - 250 -
9,961 1,988 9,961 1,988
Less capital raising costs (1,197) {296} {1,197) {296}
End of period 8,764 1,692 8,764 1,692
(a} Effective 1 July 1998 the Corporations Legislaiion in place sbolished the concepis of authorised capital

and par value of shares. Accordingly the Parent does not have authorised capital or par value in respect of
issued shares.

(b} Ordinary shares participate in dividends and the proceeds on winding up of the parent entity in proportion
to the number of shares held.

(¢} At sharcholders meetings each ordinary share is entitled to one vote when a poll is called,  otherwise each
shareholder has one vote on a show of hands.

17.2 Options
The movements 1n opiions over ordinary shares during the year were as follows:

2008 Number at
] Exercise beginning of Number at
Expiry Date Price period Issued Exercised end of period
31 December 2010 $0.25 10,060,000 4,850,000 £1,060,600) 13,850,000
15 December 2009 $0.60 - 5,060,600 - 5,000,600
29 December 2009 $6.65 - 250,000 - 250,000
10,006,000 16,100,000 {1,000,000) 19,106,000
14 Months ended 31 .
December 2085 Number at
' Exercise beginning of Numiber at end
Expiry Date Price period issued Exercised of period
31 Decemnber 2010 $0.25 - 10,600,000 - 10,600,000

No options have expired or have been cancelled since incorporation.
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17.3 Converting Preference Shares
All convertible preference shares were issued during the period ended 31 December 2005,
The movement in Converting Preference Shares during the year were as follows:

2606
Class No. at beginning issued Converted No. at end of
of period into ords period

CPS-A 5 - {3) .
CPR-B 5 - - 5
Py -C 2 - - 2
CPS-D 2 - - 2

14 - (5} 9

Each Converting Preference Share (CPS) convert into 1,000,000 ordinary shares as follows:

CPS-A - upon the Company’s shares being listed on the main board of the ASX, these were converted into ordinary
shares on date of histing, being 2 June 2006.

CPS-B - upon the Company achieving production of 560 BOPD

CPS-C - upon the Company achieving production of 1060 BOPD

CPS-D - upon the Company achieving production of 1500 BOPD

18. RESERVES

GROUP PARENT ENTITY
14 Months 14 Months
ended 31 ended 31
December December
2066 2005 2066 2005
$°000 $°000 $°000 $°000
Option reserve 1,778 144 1,778 144
Foreign currency translation reserve & 414y {46} - .
Equily reserve 150 418 150 418
1,514 516 1,928 562
U Option reserve
Opening balance 144 - 144 -
Issue of options during period 1,634 144 1,634 144
1,778 144 1,778 144
® Foreign currency transation
Opening balance {46} - - -
Currency transtation differences arising
during the year {368} {46} - -
(414) {46) - -
O Equity reserve
Opening balance 418 - 418 -
Issue of CPS 661 333 601 335
Conversion into ordinary shares (750} - {750y -
Value of conversion right convertible note {119} 119 {119 119
Deferred tax component - {36} - {36}
150 418 150 418
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Nature and purpose of reserves

o Option reserve

The option reserve is used to recognise the fair value of options issued but not exercised.

Fair value of options granted

The assessed fair value at grant date of options granted during the period is between 12.8¢ and 23.3¢
(2005:30.0138) cents per option. The fair value at grant date is independently determined using a Black-Scholes
option pricing model that takes into account the exercise price, the term of the option, the vesting and performance
ctiteria, the impaet of dilution, the non-iradeable nature of the option, the share price at grant date and expected
price volatility of the underlying share, the expected dividend vield and the risk-free interest rate for the term of the

option.

The model inputs {or options granted during the period included:

{a) options are granted for no consideration

{b) expected price volatility of the company’s shares: between 27.0% and 56.0%
{c) expected dividend yield: 0%

i) risk-free mterest rate: between 5.7% and 5.9%

The expected price volatility is based on the historic volatility of an average of comparable companies.

@ Foreign carrency translation reserve

Exchange differences arising on translation of the foreign controlled entity are taken to the foreign currency
translation reserve as described in note 14d). The reserve is recogaised in profit and loss when the net investment is
disposed of.

Y Equity reserve

The equity reserve is used to recognise the amortised portion of the fair value of CPS’s issued and the equity
component of the convertible note issued during the period.

Fair Value of CPS granted

The assessed fair value at grant date of CPS’s granted during the period ending 31 December 2005 was:

- CPS A $149,000 per CPS
- CPS B $ 89,300 per CPS
- CPSC $ 29,800 per CPS
- CPSD $ 3,000 per CPS

The fair value at grant date iz independently determined using a Black-Scholes pricing model that takes mto
account the exercise price, the term of the CPS, the vesting and performance criteria, the fmpact of dilution, the
non-tradeable nature of the CPS, the share price at grant date and expected price voelatility of the underlying share,
the expected dividend yield and the risk-free interest rate for the term of the oplion.

The amount disclosed as contributed equity represents the amount paid per CPS of $6.00601 each plus the amortised
value as prescribed by AASB139. The following assumptions were utilised in calculating fair value of the shares.

{a) underlying security spot price at grant: $6.15

{b) expected price volatility of the company’s shares: 50.23%
{c) expected dividend yield: %

{d) risk-free interest rate: 5.70%

The expected price volatility is based on the historic volatility of an average of comparable companies.
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The total value of the CPS were calculated at $1,258,100.  The total value is being amortised o the Income
statement in line with production. At the end of the year $936,720 (2005: $454.,000) in aggregate had been reflected

through the income statement.

19. ACCUMULATED LOSSES

GROUP PARENT ENTITY
14 Months 14 Monihs
ended 31 ended 31
Deacember December
2806 2003 2086 2005
5800 57006 S 004 $°060
Accumulated losses at the beginning of the
year (1,327 - {1,405y -
Net loss aitributable io the members of the
parent entity {3.508) (1,327} {3,842} (1,405)
Accumulated {osses at the end of the financial
year {4,835) {1,327} {5,247y (1,405)
28. EARNINGS PER SHARE
GROUP
14 Months
ended 31
December
2086 2005
$°080 £ 000
Reconciliation of earnings o net loss
Net loss (3,508} {1,327}
Earnings/(loss) used in the calculation of basic and
dilutive EPS {3,508} {1,327}
Number Number
Weighted average number of ordinary shares
outstanding during the period used in calculation of 53,207.976 14,314,199
hasic and dilutive EPS

Dieiails of the shares 1ssued are incliuded under notes 17 and 18, Dilutive EPS 1s not reflected as 1 would result in

the reduction of the loss per share.
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21. CASH FLOW INFORMATION

Reconciliation of cash flow from operations with loss from continuing operations after income tax.

L.oss from oxdinary activilies after income tax

Non cash flows in loss from continuing
operations
Depreciation
Depletion
Inerease/decrease in provisions
CPS cosis amortised
Equities issued in leu of payment
Income not received
Interest acerued not paid
Foreign exchange difference
Reversal of deferred fax liability
Changes in asseis and liabilities
Inerease in trade creditors and accruals
Inerease in other debtors
Increase in deferred tax asseis
Increase in deferred tax habilities

Cash flows from (used in) operations

22. DEFERRLD TAX ASSETS

The balance comprises temporary differences attributable to:

Organisation costs
Book depletion
Net operating loss

Net deferred tax asset
Movements:

Opening balance

Amount brought to account

Foretgn exchange difference

Closing balance

GROUP PARENT ENTITY
14 Months 14 Monihs
ended 31 ended 31
December December
26806 2005 2086 20605
$°800 $7008 $:000 $20680
(3,308) {1,327} {3,842y (1,405)
106 13 30 -
156 104 - -
32 13 32 i3
517 - 517 -
1,248 761 1.248 761
(287) (126} {93} -
24 - 24 -
(109) {53} 437 (32)
- {36} - (37)
154 367 118 283
29 {39} {32} (39)
(99 {11} - -
37 49 - -
{1,700 (347) {1,561} {476}
GROUYP PARENT ENTITY
14 Months 14 Monihs
ended 31 ended 31
December December
26806 2005 2086 20605
$°800 $006 5000 $°060
2 4 - -
z i - -
106 6 - -
110 11 - -
1l - - -
105 11 - -
(6) - : :
110 11 - -
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GROUYP PARENT ENTITY
23. DEFERRED TAX LIABILITIES 14 Months 14 Months
ended 31 ended 31
December December
26806 2003 2066 2005
$°600 $’008 $°000 $°060
The balance comprises temporary differences
attributable to:
Intangible drilling costs 83 48 - -
Movements:
Opening balance 48 - - -
Amount brought to account 43 48 - -
Foreign exchange difference (6) - - -
Closing balance 85 48 - -

24. SUBSIDIARIES

The Company as the following Subsidiary

Name of Subsidiary Place of Percentage held Percentage held
Incorporation 2066 2805
Advance Exploration and Production,
Ine Texas USA 100% 100%
AEPI Midstream, Inc Texas USA 100% -

Advance Exploration and Production, Inc was incorporated on 1 July 20035 with initial issued eapital of US51,000
(A$1,282).

AEPI Midstream was meorporated on 20 September 2006 to hold the Group’s midstream assets, with initial issued
capital of US$1,060. (AS1,282).

25. RELATED PARTY TRANSACTIONS

{a} Transactions with related parties

Directors or their personally-related eniities, hold postifons in other entities that result in them having control or
significant influence over the financial or operating policies of those entiifes. A number of these entities fransacted
with the Company or its subsidiary in the reporting period. The terms and conditions of those transactions were no
more favourable than those available, or which might reasonably be expected to be available, on similar
transactions o unrelated entities on an arm’s length basis. The aggregate amounts recognised during the vear
relaiing to specified directors and iheir personally-related entities are meluded in the primary benefits component of
remuneration of directors by the conselidated entity in the remuneration report.
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Details of the transactions including amounts acerued but unpaid at the end of the period are as follows:

Specified Director Transaction Note 2006 2805

$°000 $°000
Alex Bajada Consulting fees 5] 177 61
Anthony Short Consulting fees {ii} 362 247
CGordon Sklenka Consulting fees {11} 226 100

(1) The Company used the management consulting services of Spartan Nominees Pty Ltd, a company of which
Mr Alex Bajada is a director.

(1} The Company used the consulting services of Cumberland Investments {WA) Pty Lid, a company of which
Mr Anthony Short 15 a director.

(iify The Company used the consulting services of Formaine Pty Ltd, a company of which Mr Gordon Sklenka is a
refated party.

Amounts were billed based on normal market rates for such services and were due and payable under normal
paynent terms.

Spartan Nominees Pty Ltd, a company of whom Mr Alex Bajada is a director, provided administration personnel to
the company which was refmbursed at cost. The amount reimbursed totalled 28,348 (2005: $26,177.84))

Fay Nominees Pty Lid and Short Nominees Pty Lid, companies of which Mr Anthony Short is a director, provided
leans to the Company which were converted into 3,650,000 ordinary shares in the Company during 2005,
(b) Whotly owned group transactions

Details of interesis in wholly owned controlled entities are set out n Note 24.
Details of inter company loans are:

GROUP PARENT ENTITY
2066 2005 2066 2005
$°000 $°080 $°000 $°080
Balances wilh eniities in the wholly-owned group
receivable - non-current - - R, 240 1,279

{oans between eniities in the wholly owned group bear interest at market rates, are unsecured and are repayable
gpon reasonable notice having regard to the financial stability of the Company.

{c} Share and Option holdings

The interesis of the Directors in shares, Converlible Preference Shares (“CPS”} and options of the Company were:

1o
2005 No. of No. of No. of No. of . No. of CP5
Shares Shares Options Options 2;-8011 1d :{ﬁg‘ec iy
Held Held Held Held Divectte | R
s Directly Indirectly Directly. Indirectty o
Director
Alex Bajada 2006 - 3,020,601 - 2,008,080 - 1
2005 - 2,060,601 - 2,008,050 - 2
Anthony Short 2006 - 8,674,602 - 4,008,080 - 3
2005 - 7,650,602 - 4,008,050 - 4
Gordon Sklenka 2006 - 3,060,600 - 2,008,080 - 1
2005 - 2,060,600 - 2,008,050 - 2
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26. KEY MANAGEMENT PERSONNLL DISCLOSURES
(a) Names and positions of parent entity directors in office at any time during the financial period are:
Non-Executive Chairman

Managing Director
Non-Executive Director

Mr A Bajada
Mr A Shout
Mr G Sklenka

EXECUTIVES

Mr L Camacho - Company Secretary { appoinied 28 August 2006 }

Mr 8 Robertson - Company Secretary ( resigned 1 August 2000)
{b} Parent Entify Directors’ Remuneration

The remuneration for each director and speeified executive of the company during the period is set out In the
Directors report under the heading “Remuneration report (audited)”.

27. REMUNERATION OF AUDITORS

GROUP PARENT ENTITY
14 Monihs 14 Months
ended 31 ended 31
December December
2006 20035 20086 2003
% % $ $
Amounts received or due and receivable by
Horwath (WA) Pty Ltd for:
Audit or review of the financial report of the
entity and any other entity in the Group 30,000 25,060 36,0060 25,000
Other services in relation to the entity and any
other entity in the Group ~ Taxation 7,400 - 7,460
37,400 25,0060 37,400 25,000

28. FINANCIAL INSTRUMENTS

{a} Credit Risk

The maximum exposure fo credit risk, excluding the value of any collateral or other security, at balance daie to
recognised financial assets is the carrying amount, net of any provisions for doubtful debts of those assets, as

disclosed in the Balance Sheet and notes to the financial statements.

Fhe Group does not have any material credit risk exposure to any single debtor or group of debtors under financial
instruments entered info by the Company.

{b} Net Fair Values
No financial assets or financial Habilities are readily traded on organised markets in a standardised form.

The fair values of financial assets and financial liabilities approximate the carrying values as disclosed in the
financial statemenis.

{c) Interest Rate Risk
The Group’s exposure (0 interest rate risk, which is the risk that a financial instrument’s value will fluctuate as a

result of changes m market interest rates and the effective weighted average interest rates on classes of financial
assets and financial lizbilities, s as follows:
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Weighted Floating Fixed Interest | Non-Interest

Average Enferest Rate | Rate Maturing Bearing TOTAL

Effective Within Period

Interest Rate $7000 $°060 $*060 57008

2806
Financial Assets
Cash 6.5% 1,727 - “ 1,727
Receivables - - - 465 465
Total Financial Assets - 1,727 - 465 2,192
Financial Liabilities
Trade Creditors and accruals - - - 382 382
Convertible Note 11%% - 4,274 - 4,274
Interest bearing borrowings 9.5% 8062 - - 8,062
Total Financial Liabilities - 8,062 4,274 382 12,718

Weighted Floating Fixed Inferest | Non-Interest

Average Enferest Rate | Rate Maturing Bearing TOTAL

Effective Within Period

Inierest Rate $° 006 $°060 $°060 $°008

2005
Financial Assets
Cash 15.4% 1,109 - “ 1,109
Receivables - - - 178 178
Total Financial Assets 1,109 - 178 1,287
Financial Liabilities
Trade Creditors and aceruals - - - 308 308
Convertible Note 15% “ 1,210 “ 1,210
Total Financial Liabilities - 1,210 308 1,518

(d) Foreign Exchange Risk

Foreign exchange risk arises when future commercial transactions and recognized assets and Habilifies are
denominated in a currency that is not the entity’s functional currency. The Group operates internationally and is

exposed to foreign exchange risk from currency exposure to the US doHar.

undertake any hedging activities and will coniinuously review its exposure.

The Group does not currently
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28, COMMITMENTS

GROUFP PARENT ENTITY
2006 2005 2086 2065
$*080 $2080 $*000 S 000

Operating lease

The Group leases an office under a non-
cancellable operating lease expiring within one
year. On renewal the terms of the lease 1s
renegotiable.

Commitments for mininuem lease payments in
relation to non-cancellable operating leases are
payable as follows:

Within one {1) year 10 11 10 11
Between ! and 5 years - - - -
Longer than 5 years - - - -

Capital commitments

At the end of the period, the Group has
commitments principally refating to the drilling
and development of its oil and gas properties as
follows:

Within one {1) year 155 259 - -
Between ! and 5 years - - - -
Longer than 5 years - - - -

36. EVENTS SUBSEQUENT TO BALANCE SHEET DATE

Subsequent to the year end, the company has raised an additional $1,275,000 through the issue of addiional
convertible notes. These are on similar conditions as those outstanding at the end of the financial year as per note
16. In aggregate these convertible notes may be converted into a maximum of 1,800,000 shares at the opiion of the
holder before the repayment dates. The term of the notes is eighicen {18} months wiih a coupoa of 11% per
annum. $275,000 of these notes may be converted at the higher of 50 cents or 80% of the market value prevalent at
the Hme of conversion. The balance of 51,800,000 15 convertible inte a fixed 1,250,000 shares.

The company also repaid a convertible note to the value of 750,600, which was convertible into a maximum of
1,500,060 shares.

Other than the matters mentioned above, up to the date of this report, there have been no other materially
significant events.

31. CONTINGENCIES

There were no known contingencies at year end.
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The directors of the Company declare that:

1

the {inancial statements and notes, as sel out on pages 28 to 60, are in accordance with the Corporations
Act 2001 and:

a} comply with Accounting Standards and the Corporations Regulations 2001 and other mandatory
professional reporting requirements; and

b} give a frue and lair view of the financial position as at 31 December 2006 and of the performance
for the period ended on that date of the company and Group;
the Chief Execuiive Officer and Chief Finance Officer have each declared that:

a) the financial records of the company for the financial period have been properly maintained in
accordance with section 286 of the Corporations Act 2001

b) the financial statements and notes for the financial period comply with the Accounting Standards;
and
) the financial statements and notes for the financial period give a true and fair view.

in the directors” opinion there are reasonable grounds to believe that the company will be able to pay its
debts as and when they become due and payable; and

The audited remuneration disclosures set out on pages 21 to 26 of the directors report comply with
Accounting Standard AASB124 related party disclosures and the Corporations Regulations 2001

This declaration is made in accordance with a resclution of the Board of Directors.

A.Buajada A.Short
Chairman Managing Director

West Perth, Western Australia
23 March 2007
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Horwath Audit {(WA) Pty Lid
ABN 79 112 284 787
Chartered Accouniants

128 Hay Street Subiaco 6008
PO Box 700 West Perth 6872
Western Austratia
Independent audit report on the financial report Telephone  (08) 9380 8400
to members of Advance Energy Limited Facsimile  (08) 9380 8499
www. horwath.com.au
We have audited the accompanying financial report of Advance Energy Limited (the
company) and the consolidated entity for the year ended 31 December 2006. The financial
report comprises the balance sheet at 31 December 2006, and the income statement,
statement of changes in equity, cash flow statement, summary of significant accounting
policies and other explanatory notes, and the directors’ declaration for the year then ended.

We have also audited the information about the remuneration of directors and executives
{*remuneration disclosures”), the company has disclosed in accordance with Accounting
Standard AASB 124 Related Party Disclosures, under the heading “remuneration report” in
pages 21 to 25 of the directors’ report, as permitted by the Corporations Reguiations 2001.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation and fair presentation of the
financial report in accordance with Accounting Standards in Australia and the Corporations
Act 2001. This responsibility includes: designing, implementing and maintaining internal
control relevant to the preparation and fair presentation of the financial report that is free from
material misstatement, whether due 1o fraud or error; selecting and applying appropriate
accounting policies; and making accouniing estimates that are reasonabie in the
circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report and the remuneration
disclosure based on ow audit. We conducted our audit in accordance with Auditing
Standards in Australia. Those standards require that we comply with relevant ethical
requirements relating to audit engagemenis and plan and perform the audif fo obtain
reasonable assurance whether the financial report is free from material misstatement.

An audit involves performing procedures to obiain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
report, whether due to fraud or error. In making those risk assessments, the auditor
considers internal conirol relevant to the entity’s preparation and fair presentation of the
financial report in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
conirol. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the directors, as well as evaiuating
the overall presentation of the financial report.

We believe that the audit evidence we have obtained is sufficient and appropriate o provide
a basis for our audif opinion.
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independence

We are independent of the company and the group, and have met the independence
requirements of Australian professional sthical pronouncements and the Corporations Act
2001. We have given to the directors of the company a written Auditors' Independence
Declaration, a copy of which is included following the Directors’ Report.

Auditor’s Opinion

in our opiniory.

1. The financial reporis of Advance Energy Limited and the consolidated entity are in
accordance with the Corporations Act 2001, including:

{a} giving a true and fair view of the company's and the group’s financial position as at
31 December 2006 and of its performance for the year ended on that date; and

{b} complying with Accounting Standards in Australia including the Australian Accounting
interpretations and the Corporations Regulations 2001.

2. The remuneration disclosures that are contained in pages 21 to 25 of the directors’ report
comply with Accounting Standard AASB 124 and the Corporations Regulations 2001.

Dated the 23rd day of March 2007.

HORWATH AUDIT {WA} PTY LTD

oy iz,

GLYN O'BRIEN
Diracior

64



ADVANCE ENERGY LTD
ACN 111 823 762

TWENTY LARGEST SHAREHOLDERS

SHAREHOLDERS (Fully Paid Ordinary} NUMBER OF SHARES Yo

Bardev Pty Ltd 8,545,281 12.530
Fay Holdings Pty Lid 6,931,250 10.163
Spartan Nominaes Pry Lid 3,626,001 4.428
Beacheraft Pty Lid 3,616,060 4414
Formaine Pty Lid 3,006,060 4399
Short Nominees Pty Lid 1,718,750 2526
Dalveen Py Lid 1,333,333 1.655
Mr Sharif Oussa 1,804,060 1.466
ACTZ Pty Limited 1,606,060 1.466
Richard Palmer & Tracey-Ann Palmer 804,060 1.173
Mr Denis Michae] Cullity 672,875 0.587
Bouchi Pty Led 604,060 0.88¢6
Landlord Holdings Pty Lid 604,000 0886
Preferential Capital Pty Lid 550,000 0.806
ANZ Nominees Limited 521,467 0.765
John Wardman & Associates Pty Lid 510,000 0.748
Pater Arundal Vial 500,000 0.733
Martin Place Securities Nominees Pty Limited 504,000 0.733
Level 1 Py Lad 405,060 0.394
Machinery Automation & Robotics Pty Lid 406,060 0.587
TOP 20 SHAREHOLDERS 35,617,897 52.226
TOTAL ISSUED SHARES 68,199,059 100

Distribution schedule of the number of holders in each class of equity securify.

By Class Holder of Ordinary shares Number of Ordinary Yo
shares

1 - 1,060 3 3,646 6.005
1,601 - 5,060 49 165,003 6.242
5,601 - 10,060 176 1,424,282 2.088
10,601 - 160,600 334 13,143,924 15.273
160,001 and over 59 53.462,250 78.391
Totals 666 68,199,699 106.060
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A. CORPORATE GOVERNANCE

A statement disclosing the extent to which the Company has followed the best practice recommendations set by the
ASX Corporate Governance Council during the reporting period is previously contained in this document as item
4.

B. SHAREHOLDING

1. Substantial Shareholders

The following substantial Shareholders were listed on the Company’s register as at 15 February 2007

Sharcholder Number of Shares Percentage
Bardev Pty Lid 8,645,281 13.47%
AN Short 8,674,602 13.51%
A ¥ Carew-Reid 3,360,002 05.25%
2. Unquoted Securities

Names of persons holding greater than 20% of a class of unquoted securities:

Holder Class of Eguity Number of Shares
Security

Fay Holdings Pty Ltd Options 25¢ 4,800,000

Anndev Pty Lid Options 60¢ 3,606,060

3. Number of holders in each class of equity securities and the voting rights attached.

There are 652 holders of ordinary shares. Each Sharcholder is entiled to one vole per share held. On a show of
hands every Sharcholder of ordinary shares present at a meeting in person or by proxy, is eniitied to one vote, and
upon a poll each share is entitled o one vote,

Fhere are 19 holders of undisied options. There are no voling rights attached to these opiions.

There are 5 holders of convertible preference shares. There are no voting rights attached to these convertible
preference shares.
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5

By Class Holders of Options Number of Options Ve
11,000 - - -
1,601 - 5,060 . - -
5,001 - 10,060 . - -
10,6061 - 100,000 6 200,006 6.01
100,001 and over 13 18,960,606 59.59
Totals 19 16,130,600 106.00
By Class Holders of Convertible Notes Number of Yo
Convertible Notes
1 - 1,060 3 9 106.00
1,601 - 5,060 . - -
5,001 - 10,060 . - -
10,661 - 160,600 . - -
160,601 and over - - -
Totals 5 9 106.00
Marketable parcel

Fhere are 6 Sharcholders with less than a marketable parcel as at 15 February 2007,
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OTHER DETAILS

Company Secretary

Lance Camacho.

Address and telephone details of the entity’s registered and administrative office
The address and telephone details of the registered and adminisirative office:

Suite 4

16 Ord Sireet

WEST PERTH Woestern Australia 6005

Felephone: +(613 08 9486 1122
Facsimile: +(61) 08 9486 1011

Address and telephone details of the office at which a register of securities is kept
The address and telephone number of the office at which a registry of securities is kept:
Advanced Share Registry Services

110 Stirting Highway

NEDLANDS Western Australia 6009

Felephone: +(613 08 9389 8033
Facsimile: +(61}) 08 9389 7871

Stock exchange on which the Company’s securities are quoted
The Company’s listed equily securities are guoted on the Australian Stock Exchange.

Restricted Securities

The Company has the following restricted securities in issue at 15 February 20067:
Class of Equity Security Number Date Ceasing te be
Restricted Securities
Ordinary shares 720,000 1 March 2007
3,000,000 2 August 2007
14,649,600 2 June 2008
Options 1,600,000 10 March 2087
2,850,000 2 Augusi 2007
10,600,000 2 June 2008
C.PS 9 2 June 2008
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6. Review of operations
A review of operations is included in the Directors” Report.
7. Consistency with business objectives

The company has used its cash and assets in a form readily convertible to casl that it had at the time of Hsting in a
way consistent witlt its stated business objectives.

8 Lease descriptions
All Teases and operations are located in the state of Texas in the USA, as at end February 2007,

Martin County

The Company has working leases over approximately 1,520 gross acres and operates 10 wells in this area. The
company maintaing a working inferest of between 12% and 22.5% in these assets. These wells are operated by
Huntington Energy LLC and Endeavour Energy Resources LP.

Palo Pinto County

The Company has working leases over approximately 2,294 gross acres and operaies 19 wells in this area. The
Company maintaing a working interest of between 55% and 90% in these assets. These wells are operated by North
American Energy Inc.

Fayette County

The Company has working leases over approximately 238 gross acres. The Company maintaing a working interest
of 22.5% in these assets.
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