Kairiki Energy Limited

ABN 34 002 527 906

ANNUAL REPORT 2009



Corporate Directory

Directors Share Registry

Lawrence James Brown Computershare Investor Services Pty Ltd
Paul Damien John Fry Level 2, Reserve Bank Building

Jyn Sim Baker 45 St Georges Terrace

Perth WA 6000

Investor enquiries:

Telephone: 1300 557 010
Company Secretary (08) 9323 2000

Facsimile: (08) 9323 2033
Neville John Bassett

Registered and Principal Office Auditor

Suite 3, Churchill Court Rothsay

331-335 Hay Street Chartered Accountants

Subiaco WA 6008 Level1l8,606 Connel | St

Sydney NSW 2000
Telephone: (08) 9388 6711
Facsimile: (08) 9388 6744
Website:  www.kairikienergy.com Securities Exchange Listing

ASX Limited
(Home Branch Perth)
ASX Code: KIK


http://www.kairikienergy.com/

Table of Contents

Corporate Report

Chairmands Message

Project Review

Directorsd Report

Corporate Governance Statement

Financial Report

Income Statement

Balance Sheet

Statemenbf Changes In Equity

Statementsf Cash Flows

Notesto the Financial Statements

Directorso6 Declarati

Independent Audit Report

Supplementary Information

23

32

33

34

35

36

65

66

68



Chairmandéds Message

Dear Shareholder

Kairikids activities over t heeveapiagourylilippinestasset basebireparticulgrr i mar
undertakinga successfutlrilling program

We commenced the year by completing a number of critical site surveys cos@riad 7 prospects in SG4 in preparation

for our near term drilling activiéis.In September and October 2088 drilledtwo discoveries in the Philippines, Tindalo and
Yakal, both results coming in better than we expected. Both wellscased and suspended in preparation for completion and
future production which is expectédring 2010.

These discoveries were an important first step in realiirgi r striategy o commercialise the SC 54 inboard area. In
addition to these two discoveries there @aver 20additional prospects in the SC 54 inboard area covered by 3D selataic
Sincedrilling these discoveries oubint Venture has been undertaking significant technical work both internally and through
ongoing independent third party studies to better understand the scale of the discovered resource, the impact omthe remain
exploration portfolio and the possible options for development including early production vibaseid Extended Well Test.

We alsocommissionedn independent firm to estimattee field size, reservoir quality and volumetrics of Yakal and Tindalo

and they confirmed ifplace resource volumes Yakal and Tindalpand these results were released

Considerable technical work was also conducted on our outboard drilling prospectS4nd8fng the year resulting in the
Gindara Prospedteing larger than previously mappaad trap presence has been more robustly definectasing the chance

of successThe Joint Venture has recently reported an increase in the potential unrisked meaplade volumes from 470 to
634 million barrés with an upside case of ovérillion barrelsWe are confident based on the technical work that the Gindara
Prospect issourced from the southern extension of the large Malampeglaen located immediately north of tBéndara.The
close proximity of the&sindara structure to the proven Malamp&raben substaially reduces charge risk ihe prospect.

In response to the extremely difficult economic conditions experienced in 2008/20@€cidedto concentrate our financial
and other resources on the Philippines and electedliteest our Sicily Channel permitsherebyeliminaing our financial
obligations in 2009 and 2010 approximatelyUS$14 million net to Kairiki As an extension to this strategve also assigned
our interest inthe Romanian AMI. The costs incurred bwiKki are subject to recoveryased on a#ain milestones being
achieved inthe futuraVe bel i eve t hat t &ceesstailiproduction and revenuestiosld piatdéainiks in
an advantageous positi as we move forward.

We thank existing shareholdefor their continued support amgtlcome our new shareholdensludingthosemajor
institutionsfrom Australia, United hgdom, Singaporand Hong Kongwho participated in oushare placemeiih June 2009
which raised 8.8 millionto support thelevelopment of th€ o mp a Rhijlidpine asset heir belief in the potential of the
Company, its team and its ass@tgvidesus with confidence in movinforward to our next challengaccelerang
production from SC 54.

I would like to extend my partidar thanks td.aurie Brown whoassumed the role dlanaging Directoduring the yeaas
we navigatd our way through the difficult economic conditions experienced in the pastiy@himnand to my othefellow
Board membersve look forward to the next year with excitement and fusurecess for the Company.

Paul Fry
Chairman



Project Review

A summary of Kairikiés oil and gas assets is outliwed be
i t he

n Di r pagesi®to$2h Repor t

Philippines Offshore Exploréion Service Contract SG41 Kairiki 40% Interest
SC 54 - Yilgarn Petroleum Philippines Pty Ligubsidiary oKairiki Energy Limited),
- Nido Petroleum Limiteds0% (Operator),

The highlights of our activities in S&4 during the year were as follows:

e Kairiki successfully drilled its first ever offshore exploration wells in SC 54 which resulted ibdeleto-backoil
discoveries at the Yakdl and Tindalel prospectproving over 200netresof collective oil column

e Independenteservoir geology studseand contingent resource certification has been undertaken on both thd Yakal
and Tindalel discoveries;

e Arange of development options was considered withah# Yentureselecting a jackip rig based production
facility as the optimum first step. TH®int Venture is progressing towards to a Final Investment Decision for the
development of Tindalo with first oiluring201Q

e As a consequence of this drilling activity Kairiki has now fully discharged its-farobligations tahe Joint Venture
earningits 40% equity in SC 54;

e With support from théhilippine Department of EnergipOE) the SC 54 permit was partitioned into SC 54A
(shallow water portfolio) and SC 54B (outboard portfolemd

e Extensive reprocessing and technical evaluation work has been undertaken on theReasgpact in SC 54B
resulting in a more confidently defined, substantially lower risk and larger structure than previously identified; quite
unequivocally the standowdding prospect in outboard SC 54 (SC 54B)

SC54A

Exploration Activity

The past twelve months hasdn focused on the plannirdsjlling and evaluatioof the Sib-Phase Il drillingprogram in SC
54. Due tdimited rig availability, rather than pursam originally planned drillingof the Gindaral Prospect (exCoron North)
located inapproximately850 metres water deptithe Joint Venture decided to implement its shallow water strategy with a
drilling program oftwo shallow wateexplorationwells.

A two well backto-back program wasonducte which satisfied both the single well SuPhase Il drilling obligation required
by February 2009, as well as, with tRkilippine Department of Energy€DOE) agreement, that of the subsequent well
commitment requiredy August 2011The license therefore remains in gooahstingwith drilling obligations fulfilled until
this time.

The two wells, Yakall and Tindalel, werebothselected from an extensive pottb of multiple 3D-defined shallow water
targets on the basis of presenting the most optimal longer term chance (lowest risk) to establish an initial foothald discove
base for subsequent wider scale, longer term, area exploitation involving aggreyeatiegpmient of a collectively larger

number of fields.

For this reason, with a longer term vision in place, from over 30 shallow water largely pinnacle play targets, Tindgtaland Ya
were therefore selected strategically more for their low risk prdféda their size.

In preparation for drilling, but with the greater portfolio in both the shallow and outboard in mihdyiand August 20Q8he
Joint Ventureinvested in ancdcompleted multiple sit surveys, an essential environmental and safetyegrasite to drilling
any offshore targets. As a significant fin@estment in the portfolio, bothnalogue and digital gridsere acquiredo identify
any poterial hazards and shallow gasfature possible drilling locationsoveringsomel7 prospects iboth the inboard and
outboard This was further supplemented byadd soring progranover key prospects during August.

In September 2008, Kairikiommenced atwavelle x pl or at i on dr il ling pr o-gprig,todmiobi | i
the 3Ddefined crests of the Yakal and Tindalo prospects. These prospects, consisting of Miocene pinnacle reefs, are some 5.
kilometresapart, and were the first exploration veaib be drilled in the brth WestPalawan for some 14 years. As part of the
drilling program an extensive suite of modern logs including image logs were run.



The drilling campaign was an outstanding success with both reslidting in oil discoveries:

Resource Certification
In March 2009the Joint Venture commissionédth Baker Hughes, specialist in assessing the impact of vuggy porosity, and

in support|SIS Petroleum Consula n't s ( Al Sithesfield size, eservoin quaity and cbetingerit y

Yakal1: drilled to a total depth of 1,969.5 mRT (metres belowditary table)ntersectinghe target Nido

Limestone Formatioas prognosed and confirmedj@ss oil column in the Nido Limestoé approximately 83

metres which suggests that the struetisrfilled to spill with oil. Oil samples recovered indicates that the crude is

approximately 29 degree API with little or no associated gas

Tindalo-1: drilled to a total depth of 1,875 mRT intersectthg target Nido Imestone Formation as expected. A
substantial oil column was penetrgtedwever heavy drilling losses associated with anfiiéd cavern meant that
conventional logs could not be obtained below 1756 mRT. Interpretation of the available mud log dataauggests
gross oilcolumn in the Nido Limestonef between 124 and B4metres consistent with all local discoveries to be full

to spill with oil;

A total combined gross oil column in the Nido Limestone of @@ metresvas provenand

The image logs, the first to be aeed in the area (as all previous drillidgne inthe late 7@ predated this

technology), clearly confirmed the presence in each pinnacle of significant zones of vuggy porosity containing mini

caverns up to 30cnacross entirely oil filled. In the casé Tindalo, the oil filled cave in which the drilling losses
occurred extended for more than 5.5 metres along thebegdl. This is the first time such features had been imaged
in any of the past pinnacle discoveries.

Pty

Lt d.

resouce potentiabf the Yakal and TindalaliscoveriesISIS has confirmed that the-place probabilisticontingentresource
volumes (STOIIP) in the Yakal and Tindalo oil pools are as follows:

Tindalo Yakal
P90 P50 P10 Mean P90 P50 P10 Mean
Oil in Place 5.0 11.0 24.5 134 2.4 5.1 10.7 6.0
(MMDbbls)

Based on production histories of surrounding analogous oil fislds$h as NideA, Nido-B and Matinloc, in SQ4), the

Companyestimates that recovery factors for the Tindalo and Yakal oil poelexpected to be in the rargfe35%- 45%

Tindalo Development

Following the suspension of the two successful exploration vpatgjing completion on rentry, the Joint Venture
commenced a detailed-lmouse technical revieof potential developmemonceptsvhich range fromfixed platform to
c o mp | e xdewel@inants invelving
Tindalo, Yakal and potentiallyother nearby target$he concept chosen for Tindaltilises a jackup drill rig that will produce

oil from the existing Tindald well via a skid mounted othe-shelf oil/water separation unit located on the rig with export via
afloating hose to a dynamicalfioating storage and offtake vessel (FST)is concept has the advantage of havavger up-

front capital costs and relatively low operating costs in the current market.

floating concepts, ansinglewell development options throughtoo r e

type

The Joint Venture is currently in the process ofl@ating aFinal Investment Decisiofor the Tindalo development project

based on the following:

Confirmation of key project criteria includirrgserves uncertainty, gfoductionrates,capital cost rangesnajor
contract terms and long lead iteeguirements;

Finalisation ofa detailed Plan of Development; and

Securing appropria Joint Venture and Philippine Government approvals

Assuming these criteria are met and the Final Investment Decision is approved, the Company expects that thst oil for

Tindalo development will bduring2010.

The utilisation of a single suspended discovery well completed with aufadly as the preferred initial development option
for the area necessitated that Tindalo would be developed first ahead of Yakalae has larger oil volumes. The

development of Yakal will form part of an area development strategy.

a



SC 54A Area Prospectivity

The Company has tevaluated the S64A exploration portfolio in light of the excellent reservoir characteristics of the
Miocene pinnacle reefs seen in Tindalo and Yakal. Results indicigaificantincrease irtheoil-in-place volumes in the top
12 prospects out of 31 identified to over 200 mmiolisanunriskedbasis

Given the nature of the pinnacle reef plidogir significant number, their historically observed potential for initial prolific flow
capability (now supported by the observed vuggy porosity), their generally high oil column heights and small footprints
lending themselve® simple,potentiallysingle-well development solutionghen under an appropriately selected well
considered and executed area developmenttp@ompany believes it may have epportunity to rapidly commercialise
number of these accumulations in the BCshallow water aredhe Tindalo development is expected to provide the initial
cashflow to support ongoing and continuous development activity Bd&(otentially via the rigpased production system
concept. This would be clearly transformational for Kairiki and remaows@orate priority.

SC54B

In the outboard portion of the block, during the first half of 2002]tiet Venturecompleted the interpretation and subsurface
integration of the 165 sq km Abukay Part 1l 3iDpported byp04 line km Kiaw2D. This work delivered a preliminar$C 54
P&L inventory. Although the outboard P&L inventory highlighted Gindara as an attractively large trap and the leading
outboard target, being most beneficially located to receive significant charge from the provempdja&raben, image
quality of the PreStack Migrated Time volumes presented some uncertainty in the scale of the trap and technical factors
relating to internal reservoir distribution.

With improved image resolution via stadéthe-art processing to BiStack Depth Migration (PSDM), although a significant
investment in both time and cost, the considerable benefits of this undertaking were considered essential terfskther de
Gindara, Lapu Lapu and the remainder of the outboard inverAfter working closely with CGGVeritas to reprocess the
entire 851sqkm of the Abukay 3D to PSDM projectwas initiated in December 2008 with final data volumes received
February 20009.

Image quality is vastly superior to any previous seismic volumes enablinfpdetsolution of internal reservoir
heterogeneities, including identification of incorporation of reef bodies within Gindara not previously appreciated. Detailed
technical analysihas now been finalised aitds evident that Gindara is a very much lowisk prospect than previously
interpreted underpinned by better understood internal reservoir distribution, and ideally positioned overlooking a well
established and proven hydrocarbon chargei dbié Malampaya Graben. In addition, Gindara trap preseésices very much
reduced and is now more confidently identified as a substantially larger trap than ever previously mapped. Quite
unequivocally, Gindara is the standout outboard target that should be the first well to be drilleskiB. $Be Joint Veniure

has recently reported an increase in the potential unrisked mearptakce volumes from 470 to 634 million barrels with an
upside case of over 1 billion barrefss well as completing the evaluation of the Prospect and Lead portfolio at the Nido
Limestone objectivethe Joint Venture is also performidgtailed mapping of the Pagasa turbidite play using the 3D PSDM
seismic.

Relinquishment

Prior to the end of SuPhase 111(4 February 2009), the Compapsoposed a 25% relinquishment of the total contract area
whichwas a mandatory relinquishment required under the terms 6#SBased on subsurface studies conducted during the
year, theJoint Venture agreed telinquish the eastern sector of the bloodnsidered noprospectivewhere the productive
Nido Limestone Formation ikrgelyabsentue to erosionThis was subsequently approvgdthe DOE on 8 January 2009.
The revised remaining total contract area casgs?04,585 hectares

Partitioning

In July 2009, the Joint Venture receivedrgmment approval to partitidBC 54 into two separate areas; S€A and S(54B.
The rationale for partitioning of the block is to separate théoshavater development arg&C 54A) containing the Yakal
and Tindalo discoverieplus a large number of smaller potential accumulatifmsn the deeper water exploration area
containingthe large Gindar&rospect (SG4B) and deeper water exploration portfolio. Subsequent tgereend the DOE
approved the partitioning of tt&C54 block.

The Company also entered S#thase I\Vof the exploration periodnder SG54 on 5 February 2009. The commitment to drill
a well inthe permit during this suphasehas alreadpeen satisfied with thérilling of the Tindalel well in 2008.

Farm-Out

On 30 April 2009, Kairiki Energy announced tliahad entered into a Far@ut Agreement with Focus Oil and Gas Pte Ltd
(Focus), a private oil and gas investment company, to-fatna 17% interest in the inboard portion of Service Contract 54
(ASC 540) i ninduhe200BHDGUS aidvisediKairéishat it was unable to meet the required condition precedent of
concluding its investor contracts to funceithobligations undethe FarmOut Agreement and consequently the agreement
lapsed on 30 June 2009.



Tunisia, Italy and Romania

Tunisia- Kerkouane Offshore
Tunisia- Chorbane Onshore
Italy - Pantelleria Offshore
Romaniaand TunisianAMI 6 s

In 2009, Kairiki disposed of its interests in each of the Sicily Channel exploration permits, Pantelleria and Kerkouane, to
AuDAX Resources Limited (AuDAX), the operator of those pernfitethermoreKairiki elected to assign its 33.33% interest
in its Romamn AMI to New Zealand Oil and Gas (NZO@nd withdraw from it§ unisian AML.

The financial obligations in respect of maturing the Sicily Channel exploration ventures with a total estimated cost, net to
Kairiki, of approiimately US$14 million and also fdrthese other exploration endeavogguired significant funding in the
near term and given the global economic conditions experienced theipgst yeaairiki elected to focus its funds and
resources on developing its lower risk Philippines assa meorder to provide a much greater certainty of generating
shareholder value.

As consideration for the sale of its interests in the Sicily Channel Peamitsn the Romanian AMKairiki will recover up to
$968,0530f past costs subject certain milestones being achieved in the future.

Resource Estimates

All potential hydrocarbon resource estimates in this Annual Réped been compiled by MrLBrown,he Companyo6s
ManagingDirector, in consultation with the operator of the respeciiviat Venture, where appropriatelr Brown is qualified

with a joint degree with Bachelor of Scien¢#onours) in Geology and Geophysics from Durham University itthieed

Kingdom and more than 3tars of relevant experience.
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Directorsd Report

Your Directors present their report on Kairiki Eneregy L
year ended 30 June 2009.

DIRECTORS
The names of the Directors of the Companyfiice during the financial year and up to the date of this report were as follows
Directors were in office for the entire year unless otherwise stated.

Current Directors:
Lawrence James Brown
Paul Damien John Fry

Jyn SimBaker - appointed 10 Octob&008
Previous Directors:

Craig Moore Gumley - resigned 18 November 2008

Christopher Francis John Swarbriekesigned 13 January 2009

Rae Jefferies - resigned 18 August 2009

INFORMATION ON DIRECTORS

Lawrence James BrownB.Sc (Hons) (Geology/Geophysics) Managing Director

Mr Brown has over 25 years international petroleum exploration industry experience as an exploration geoscientist. He joine
BP in 1982 and after 17 years, workippedominantly on international assignments covetitggMiddle East, Asia, Africa,

UK and Australi a, he settled in Australia in 1999 wher e
appointed as a Shell Gl obal Consul tant and litaid, civonatidgs i d e
in the landmark Chinguetti discovery.

In 2001 Mr Brown joined Fusion Oil & Gas, a Mauritani@ni Ventureparticipant, helping to grow its asset portfolio into a
diverse range of largely operated exploration assets in Gabon, Cameroon, SenegalBiSsdngaVestern Sahara as well as
Mauritania. He was then appointed Exploration Director of Sterling Oil & fGl&swning its takeover of Fusion Oil & Gas in
December 2003 and resigned in January 2006 foll owing t he

Director since 4 April 2006.
During the past three years Mr Brown has held the following otstexdlicompany directorships:
A Rialto Energy Limited (16 February 2006 to 15 May 2009)

Paul Damien John FryCA i Executive Chairman
Mr Paul Fry has over 20 years experience working in the oil and gas industry in Australia, UK and North .Ateernias
formerly an oil and gas specialist partner with Ernst & YoungRnmcBNaterhouse€oopers in Australia and Canada.

Director since 4 April 2006.

During the past three years Mr Fry has held the following other listed company directorships:
A SegueResource LimitedZ April 2008 to present)

Jyn Sim Baker B.Lawi Non-Executive Director

Ms Jyn Baker has over 20 years of management and legal advisory experience. Prior to joining IMC, Ms BakeChiefs the
Executive Officer of Midwest Corporatidrimited, a company listed on the Australian Stock ExchaRgenerly a practicing
corporate | awyer, Ms Bakerdés expertise extends across
infrastructure development.

Ms Bakeris a member of thAICD (Australian Institute of Company Directors), Australia and an ICSA (Institute of Chartered
Secretary and Administration) qualification from the University of London and a Certificate in Legal Practice from the
University of Malaysia.

Director since @ October 2008.
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During the past three years Ms Baker has held the following other listed company directorships:

A Horizon Oil Limited

A LinQ Capital Limited

A Midwest Corporation Limitegand
A View Resources Limited.

Craig Moore Gumley B.Sc (Hons) (Geology/Geophysics) Managing Director

Mr Craig Gumley is a highly qualified petroleum geoscientist with 24 years of technical and management experience. During
his 17 year career at Santos he developed exteapiational expertise througitojects in a variety of basins throughout
Australia and the United States with focus on regional basin and prospect evaluation delivering exploration success. NV
Gumley has a Bachelor of Science in Geology and also a Badtie€daience (Honours) in Geophysics from the University of
Adelaide. He is also a member of the American Association of Petroleum Geologists (AAPG), the Petroleum Exploration
Society of Australia (PESA), the Society of Exploration Geophysicists (SEG) tend\ustralian Society of Exploration
Geophysicists (ASEG).

Resigned 18 November 2008

Christopher Francis John Swarbrick B.Sc (Hons), M.Sc, GAICD Non-Executive Director

Mr Chris Swarbrick is a petroleum geologist with over 38 years international @ibas industry experience. He recently
retired from Chevron after more than 30 years with ChevronTexaco and Texaco. He has held senior exploration manageme
positions and directorships with ChevronTexaco and Texaco in several parts of the world, nabt asc&xploration
Manager in Kazakhstan and Senior Exploration Advisor/Acting Exploration Manager in Rert8warbrick has been
involved in the discovery of several significant oil and gas fields including Jansz and other major gas fields in the Greate
Gorgon area of NW Australia.

Mr Swarbrickis a member of the American Association of Petroleum Geologists (AAPGhareetroleum Exploration
Society of Australia (PESA).

Resigned 13 January 2009

Rae JefferiesB.Sc (Hons), GAICD Non-ExecutiveDirector
Ms Rae Jefferies is a Reservoir Engineer with over 25 years international oil and gas experience.

From 1981 to 1991 Ms Jefferies worked in the UK for Mobil and Conoco on major North Sea oil and gas fields in operational
and development roles. 91 she settled in Australia as an independent reservoir engineering consultant. Sidde then
Jefferieshas worked for numerous clients including Shell, Woodside, Chevron and Mobil advising on reservoir management,
field development and optimisation [peots in the UK, USA, Australasia and Africa. Oil and gas projedts Jefferieshas

worked on range from small onshore to major offshore deepwater developments.

Ms Jefferies is a member of the Society of Petroleum Engineers (SPE) and has also le&asenhvioir Engineering for the
University of Western Australia.

Resigned 18 August 2009.

COMPANY SECRETARY
Neville John Bassett B.Bus, CAMr Bassett, is a chartered accountant with over 25 years experience and has been involved
with a diverse range dustralian public listed companies in directorial, company secretarial and financial roles.

DI RECTORSO6 I NTERESTS I N SHARES AND OPTI ONS
The relevant interest of each Director in the shares and options of the Company at the date of this Réglmivis as

Lawrence Brown
- 12,427,32 ordinary fully paid shares
- 1,500,000 options expiring 30 November 2009, exercisable at 30 cents each
- 1,000,000 options expiring 30 November 2009, exercisable at 35 cents each

Paul Fry
- 9,692,185 ordinary fully paid sires
- 1,500,000 options expiring 30 November 2009, exercisable at 30 cents each
- 1,000,000 options expiring 30 November 2009, exercisable at 35 cents each
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Jyn Sim Baker
- 70,000 ordinary fully paid shares

In addition Ms Baker isalso the Chief Executiv®fficer of IMC Resources Ltd groypvhich has a 100% interest in two
subsidiariesMC Oil and Gas Investments Ltd and IMC Resourcegstrrents Pty Ltd which hold the following securities
the Company;

IMC Qil and Gas Investments Ltd
- 9,529,981Convertible Notesonvertible into ordinary fully paid shares at an issue price determined as the lesser of:
a. A$0.185; and
b. the closing price of the ordinary shares on ASX on the conversion date, provided that, if this price is
lower than A$0.16, the conwaon price will be A$0.16;
resulting in a maximum 6#0,073,39Ghares being issuable on conversion.

IMC Resources Investments Pty Ltd
- 22,870,000 ordinary fully paid shares

MEETINGS OF THECOMPANY 6 S DI RECTORS
The number of me e t Direaoss heldf durinchtlee ye2ioemded 30 Yuihe 2009, and the number of meetings
attended by each Director were:

Number Attended Maximum Possible

Lawrence Brown 10 10
Paul Fry 10 10
Jyn Sim Baker 6 6
Craig Gumley 5 5
Christopher Swarbrick 6 6
Rae Jefferies 10 10

CORPORATE STRUCTURE
Kairiki Energy Limited is a limited liability company that is incorporated and domiciled in Australia. Kairiki Energy Limited
has prepared a consolidated financial report incorporating the entities that it controlled duiimgnitialfyear as follows:

Kairiki Energy Limited parent entity

Great Southern Mines NL 100% owned controlled entity
Resource Assets Pty Ltd 100% owned controlled entity
Yilgarn Petroleum Philippines Pty Ltd 100% owned controlled entity
Kairiki EnergyAsia Pty Ltd 100% owned controlled entity
Kairiki Africa Pty Ltd 100% owned controlled entity
Kairiki Italy Pty Ltd 100% owned controlled entity

NATURE OF OPERATIONSAND PRINCIPAL ACTIVITIES
The principal activitie®f the Company anits controlledentities during the financial yearene:
- Exploration for oil and gas
- Evaluationof oil and gagproperties
- Mineral exploration.
There were no significant changes in the nature of the principal activities during the year.
OPERATING AND FINANCIAL REVIEW

Summary of Financial Performance:
Kairikioés consolidated | os4259f0@0R008: $349f00nanci al year after

The loss for the year was impacted by:
e A loss of $1,090,000 (2008: $1, 052, 0andgyas exgdratian asaegs tot o
their recoverable amount. Of these costs, an amourgt6#,$53is subject to recovery in the future based on certain

milestones being achieved (refer Note;15)

e Exploration costs expensed &f%5,000(2008: $787000)

10



KAIRIKI ENERGY LIMITED AND ITS CONTROLLED ENTITIES

DI RECTORS® REPORT

Summary of Financial Performance(continued):

Share based payments expensedl@b300(2008: $574,000)
These expenses were partially offset by interest incom24,800(2008: $299,00G)and
Finance costs relagimarily tothecosts of fundinghe ConvertibleNote of $1976000 (2008: $nil) which consists

of interest paid of $1,517,0Gd accretion costs of $459,000 relating to the fair value ddneertble Note. Refer
Note 2(b).

Earnings per Share
Basic earnings (loss) per share wa6.09 cents.

Financing Activities:
The Company issued the following securities during the:yea

In May 2009 the Company issue®,000,000ordinary fully paid shares at an issue price b4 cents each, raising
gross proceeds ofl$12Q000,

In June 2009, the Company issued 57,800@@Mary fully paidshares at an issue price of 14 cents each, raising
gross proceeds of $8,092,000; and

During the year, the Company issued 34,964 dfinary fully paid shares through the conversion of options, raising
gross proceeds of $211,000.

On 21 October 2008, Kairiki executed an agreement to issue Convertible Na@setdS$10,000,000 frofviC Oil and Gas
Investments Ltdd MCo ) . artCtheilMC GpoupThe principle terms and conditions of tBenvertibleNotes are as

follows:

i)
i)

ii)

iv)

v)

Vi)
vii)
viii)
iX)

Repayment Date: 8 September 2011 (US$alon) 21 October 2011 (US$1rillion);
Convertible into ordinary fully paid shares at an issue price deterramtt lesser of:
a. A$0.185; and
b. the closing price of the ordinary shares on ASX on the conversion date, provided that, if this price is
lower than A$0.16, the conversion price will be A$0.16;
using an exchange rate of 0,85
Shares issued upon conversiontiegé Convertible Notes, or part thereof, will carry standard rights applicable to
quoted ordinary shares in the Company and will, from the date of issue, rank equally with fully paid ordinary shares
currently on issue
A Noteholder may convert at any timeiqr to the Repayment Date, subject to a limit of 3 conversions with each
conversion being in respect of a numbeCohvertibleNotes which are convertible into at least 10 million shares;
Repayment RightsA relevant Noteholder shall have the right, during the period 1 January to 15 January each year, to
require the Company to use all or a specified part of any cash balance held in a special repayment account, establish
for receipt of future net revenuesdaoption conversion monies, to repay a portion of the outstanding amount in
respect of th€onvertibleNotes;
Interest Rate: 12% per annum,;
Security: Fixed and floating charges over all of the assets of the Company and its subsidiary, Yilgarn Petroleurnr
Philippines Pty Ltd, but excluding certain property;
The ConvertibleNotes shall not provide for any voting rights at shareholder meetings of Kairiki;
Unless converted or redeemed during the term, the Notes will be redeemed at the Repayment Date at the face value
the ConvertibleNotes;and
Drawdown under the Convertible Note Deed will be conditional on, inter alia, IMC having the right to:
a. appoint aepresentative to the Board of the Kairiki;
b. an option to participate at up to 20% in the shallow water SC 54 project by reimbursing the Company on
a proportionate basis for its past costs at the time the option is exercised. This option must be exercisec
by 31 March 2009; and
c. an option after 1 January 2009 to faimmat up to 20% to the outboard portion of SC 54 under
commercial terms yet to be agreed. This option must be exercised no later than 30 March 2009 or 6
months before spud of an outboard well.
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Financing Activities (continued):

The ConvertibleNote Agreementvas executed on 8 September 2008 and US$Bibn was drawn down immediately and a
further US$1.5million whichwas subjetto shareholder approvelasdrawn down or21 October 2008

The interest payable on th@onvertible Notes for the period from draw down to 31 December 2008 of US$369,833 was
capitalised tdhe ConvertibleNotes resulting in a balance at 30 June 2009 of US$10,369,833.

On 31 July 2009, Kairiki received notice froMC that that they would seek repayment of the funds held in an escrow account
of $1,022,000 relating to the conversion of options at 31 December 2008 in accordance @®ith\brtible Mte Agreement.
The repaymemnteducel theamount owing on the @vertide Note at maturity byJS$89,852 to US$9,529¢1.

Summary of Financial Position:

At 30 June 2009 théroup anrestricteccashreserves wer810,087,000 (200815,171000) The decreasi cash waslue

to net cash used in operating activities of $2,438,8@0cash used in investing activities of $26,934,000 comprised primarily

of expenditures on exploration and evaluation &,%85,000 (SC 54 drilling campaign of two exploration wells), offset by
proceels from financing activities during the year of $23,709,000 consisting of the issue of 65,800,000 shares to investors for
proceeds of $9,212,000, exercise of 34,964,401 options for proceeds of $2,311,000 and proceeds from tBenssutié

Notes 0f$12,364,00qUS$10,000,000)

Oil & Gas Activities:
Philippines

Service Contract 54 North West Palawan Ba$id0% Participating Interest

ServiceContract54( fi S C isSadargé exploration permit covering an offshore area of 5,376rkthe North West Palawan
basin in the Philippines.

Several play types exist within the block, including numerousriskreef prospects, similar to the -pitoductive Nido and
Matinloc reefs. Th&sindaraProspect is a large carbonate feature, alormgptfeom the giant Malampaya gas/condensate field
operated by Shelln addition, there is an untested turbiekind play that has large potential and similar characteristics to oil
discoveries in a corresponding setting in nearby Malaysia, and giarg fiel8razil. Our exploration effort is aimed at
evaluating all these features with stafehe-art 3D seismic.

During the year, the following progress occurred in respesSGH4:

SC54 Farmin
Kai ri ki 6 sSChdnvaseacquired thraugh a farmn  wi t h  Ni do Pet r oDureng thee year, iKairikie d  (
earnedts 40% interest in SC 58y funding the following:

e A seismic progranin SC54B on a 4:3 promoted basis (i.e. paying 53.33% to earn 40%) to a cap of2UBi$&n
(Kairi ki 6s s mantwa} fulfilldd ldurisg 2@0%. mmi t

e 80% of thedry hole cosbf drilling a well or wellsin SC 54\ up to agrosscap of US$15million. Costs in excess of
US$15 million are to be borne by the parties based onrisiective interests, i.e. Kairiki pays at its equity level of
40% (ground floor) for well costs beyond US$iblion. This commitment was fulfilled in late 2008.

Permit Management

By way of preparing to enter the next phase of the peBuit,PhaselV of SC 54, (5th February 2009 to 4th February 2010) a
mandatory relinquishment ob6% of the original permit area waequired. SG4 is a large block covering in excess of five
thousand squardlometres A single area in the soufast corner of block considered to be 4poospective largely due to the
absence of the primary Nido Limestone target and regarded as having no impact on either the inboard or outboard portfolic
wasselected, submitted to tl¥OE and subsequently approved on January 8th 2009.

Partitioning

In July 2009, the Joint Venture received government apptoyartition SC54 into two separate areas; SC 54A and SC 54B.
The rationale for partitioning of the block is to separate thdmhaliater development area (SC 54A) containing the Yakal
and Tindalo discoveries from the deeper water exploration area containing the large Gindpeat (SC 54B) and deeper
water exploration portfolio. Subsequent to ylear endthe DOE approved thgartitioning of theSC 54 block.
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SC54A
During the year, the following progress occurred in respeSGH4A:

Site Surveys

In July and August 2008 the Joint Venture completed multiple site surveys, including both analogue and digital grids, coverin
17 prospects in both the inboard and outboard to identify any potential hazards and shallow gas at future possible drillin
locaions. A soil coring program was also completed over key prospects during August.

Drilling Activity
In September and October 2008, the Joint Venture drilled two wells as part of its SC 54 inboard exploration-pfageam
and Tindalo.

The Yakall well was a discovery, encountering an oil column ranging from 78 metres to a maximum of 93 metres. This
column was confirmed with wireline logging, pressure data and samples. The well was cased and suspended and is prepa
for future completion and productiat a later date.

The Tindalel well was a discovery encounteriag oil column of1247 145 metres. Due to severe drilling losses associated
with cavernous oibearing reservoir, conventional logs were unablédoobtained in the lowermost 2Betres ofthe oil
columnThe Tindalel well was cased and suspended and is prepared for future completion and production at a later date.

These discoveries were an important first step in realid
inboard area. In addition to these two discoveries there are 20+ additional prospects in the SC 54 inboard area covered by
seismic data. Since drilling these discoveries the Joint Venture has been undertaking significant technical work bibth interna
andthrough ongoing independent third party studies to better understand the scale of the discovered resource, the impact
the remaining exploration portfolio and the possible options for development includidigltlldevelopment and early
production viaa rigchased Extended Well Test.

Resource Certification

I n March 2009, the Joint Venture commi ssioned | SIS Pet
estimated the field size, reservoir quality and volumetrics of Yakal and Tindd®.h& confirmed that the -place
probabilistic resource volumes (STOIIP) in the Yakal and Tindalo oil pools are as follows:

Tindalo Yakal
P90 P50 P10 Mean P90 P50 P10 Mean
Oil in Place 5.0 11.0 24.5 13.4 2.4 51 10.7 6.0
(MMbbls)

Project Development

TheJ oi nt \Nmentionistogudrsie the development of the Tindalo oil discovery as a matter of pridmis/decision
followed a screening studyonducted by the Joint Ventuoa the potential of a staralone development at the Tindalo and/or
Yakal discoveries.

The Joint Venture is currently in the process of evaluatifgal Investment Decisiobased on the following:

A Confirmation of keyproject criteria including production and capital cost ranges and availability of project services
and hardware;

A Finalisation ofadetailed Plan of Developmenand
A Securing appropriate Joint Venture and Philippine Government approvals.

The objectie of the Tindalo development is to utilise a jagkdrill rig to complete the already drilled and suspended Tindalo
1 well and produce oil into a floating storage and offtake vessel (FSO).

Farm-Out

On 30 April 2009, Kairiki Energy announced that it Feadered into a Farr@ut Agreement with Focus Oil and Gas Pte Ltd
(Focus), a private oil and gas investment company, to-farma 17% interest in the inboard portion of Service Contract 54
(ASC 540) in the Philippines.
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In June 2009Focus advisedairiki that it was unable to meet the required condition precedent of concluding its investor
contracts to fund their obligations under the F&@uot Agreement and consequently the agreement lapsed on 30 June 2009.

SC54B
During the year, the followingrpgress occurred in respect of 54B:

Site Surveys
In July and August 2008 the Joint Venture conducted a site survey over the Glrudguect in preparation for future drilling
as part of a larger site survey acquisition program oves&C

Evaluation

The Joint Venture completed its preliminary interpretation of the 85%kkay 3D seismic survey data and agreed to
undertake prestack depth migration processi(RSDM)over the entire 3D volume to help furthermilgk the Gindara and
Lapu Lapu prospestand improve delineation of the remaining outboard prospectivity.

A final version of the PSDMvas received in February 2009 the Joint Venture andmeliminary interpretation of the

Abukay 3DPSDMseismic volume was completed. The exceptionally gowdje quality and depth control provided by the
3D PSDM data set has further-dsgked the Gindar&rospect with respect to trap definition resulting in the closure at the top
Nido Limestone objective level to b&rger than previously mappeaid trappresence has been more robustly defined

We are currently in the processugfdating our Prospects ahdads nventorywithin the Abukay 3D area. Once completed,
this work will be integrated intour overall portfolio, the best prospect betmdara which has increased frodv0 to 634
million barrels with an upside case of over 1 billion barrels.

In addition to the Nido reservoir studies, the SC 54B hydrocarbon charge model was also revised during the quarter following
integration of regional maps kEson the 3D PSDM seismic data. The revised modelling demonstrates the Ghodpesct

will be sourced from the southern extension of the large Malanefzen located immediately north of the structure. The

close proximity of the Gindara structure to the proven Malam@agben substantially reduces charge risk into the prospect.

As well as completing the evaluation of the Prospect and Lead portfdtie Blido Limestone objectivéhe Joint Venture is
also performingletailed mapping of the Pagasa turbidite play using the 3D PSDM seismic.

Commitments
The drilling of Yakal and Tindalo in 20Q@sults intherebeingno drilling commitments untibub-PhaseV of the work
program which commences in August 2040d ends in August 2011

Sicily Channel

Tunisia - Kerkouane Offshore Oil and Gas
Italy - Pantelleria Offshore Oil and Gas

In April 2008 Kairiki acquired a 30% in the Pantelleria Permit anduly 2008 Kairiki acquired a 30% interest in the
Kerkouane Brmit, bothlocatedin the Sicily Channel in Italian and Tunisian waters.

In March2009, Kairiki disposed of its interests in each of the Sicily Channel exploration permits, Pantelleria and Kerkouane,
to AuDAX Resources Limited (AuDAX), the operator of those permits. The financial obligations in respect of maturing the
Sicily Channel exloration ventures required significant funding in the near term and given the global economic conditions
experienced during 20QQairiki elected tdocus itsfunds and resources dieveloping itdower risk Philippines asset base in
order to provide a muatreater certainty of generating shareholder value.

The divestment of the Sicily Channel permits eliminated
program on Kerkouane and a well commitment on each permit with a total estimstedet to Kairiki, of approximately
US$14 million (US$47 million gross).

As consideration for the sale of its interests in the Sicily Channel Permits, AuDAX will pay Kairiki US$280,000 cash for each
permit approximately equating to our acquisition cost

The consideration will be payable by AUDAX when it disposes of an interest in these permits to a third party. In April 2009,
AuDAX announced that it had farmed out its interests in these permits to a third party and therefore Kairiki would anticipate
receiving its sale proceeds in the 2010 fiscal year.
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Tunisia
Chorbane (Kairiki 30% interest)
In 2008 signed an agreement to acquire a 50% interest in the Chorbane Permit located onshore south east Tunisia. The

transaction was required to be complete@byDctober 208 and Kairiki elected not to extend the closing date for the
acquisition past that date and consequently the proposed transhdtiat complete

AMI's
Tunisia and Romania AMI's (Kairiki 33.33% interest)

During the year, Kairiki electedtwithdraw from the Tunisian AMI and in respect of the Romanian AMI Kairiki assigned its
33.33% interest in its Romanian AMI to New Zealand Oil and Gas (NZOG) for a cash consideration to Kairiki47 235,0
Euros A$407,986) payable on atain milestones &ing achieved in the future.

Mineral Properties
During the year, th€ompanyentered intolerm SheetAgreements toarmout a majority of its minerals tenements to third
parties.The third parties will earn a 90% interest in the mineral tenements by funding 100% of the cost of all the exploration
work required to maintain the tenements in good standing with the Department of Mines and Petroleum. Kairiki will receive as
consideratia the following:
- 10% of the net proceeds on certain tenements up to a sum of A$250,000 and a 1% net smelter royalty
thereafter; and

- for the remaining tenements, 10% of the net revenue after 5,000 ounces of gold has been produced.

These transactions, wihiare subject to executing Fa@ut Agreements, will provide Kairiki with a 10% free camyerest
on its mineral tenements

Dividends
No dividend was paid or declared by the Company in the period since the end of the previous financial yeartheddagpeto
of this report. The Directors do not recommend the payment of a dividend.

SIGNIFICANT EVENTS AFTER BALANCE DATE

No matters or circumstances have arisen since the end of the financial year which significantly affected or may significantl
affect he operations of the Group, the results of those operations, or the state of affairs of the Group in future financial year
other than following:

i) Convertible Notes
On 31 July 2009, Kairiki received notice from IMC that that they would seek repaymdet fofds held in an
escrow account of $1,022,000 relating to the conversion of options at 31 December 2008 in accordaree with th
Convertible Nvte Agreement. The repaymergducel theamount owing on the @vertibleNote at maturity by
US$839,852 to US$9.50, 981.

i) SC54B Prospectivity

On 22 September 2009, the SEB Joint Vature released an update of the oil in place volumes of the Gjndara
which is the leading prospect in the S4B permit.An upgraded mbabilistic assessment has resulted in
unriskedmean oitin-place (OIIP) for the Nido Limestone reservoir of 634 million barrels (unrisked). The
unrisked upside potential (P10) is approximately 1 billion barrels.

Gindara
P90 P50 P10 Mean
QOil in Place 292 581 1022 634
(MMbbls)

FUTURE DEVELOPMENTS
- The Company intends ttevelop its shallow water acreage in S€Cfollowing the discoveries of Tindalo and Yakal
during the year. Any development will consider the oil pricedastsover the next 18 months and economic factors.
- The Company will continue to seek faimpartners in both its SB4A and S4B acreage.
- The Company intends fmalise thefarm-down of its interest in mineral propertigsiring the 2010 year.
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REMUNERATION REPORT (AUDITED)

This report details the nature and amount of remuneration for Raebtor andExecutive of Kairiki Energy Limited. The
information provided in the remuneration report includes remuneration discldbateare audited as required by smtt
308(3C) of the Corporations Act 2001.

For the purposes of this report Key Management Personnel of the Group are defined as those persons having authority a
responsibility for planning, directing and controlling the major activities of the grougctlyiror indirectly, including any
director (whether executive or otherwise) of the parent company, and includes five executives in the parent groupheceiving t
highest remuneration.

For the purposes of this r ep oymanagement pérsomner who @ene Bakecatarsiofviteed | n
parent company.

Remuneration Committee
The full Board carries out the role and responsibilities of the Remuneration Committee and is responsible for determining an
reviewing the compensation arrangensefior the Directors themselves, the Managing DirectoragnydExecutives.

Executive remuneration is reviewed annually having regard to individual and business performance, relevant comparativ
remuneration and internal and independent external advice.

A. Remuneration policy

The board policy is to remunerdi@rectors at market rates for time, commitment and responsibilities. The board determines
payments to théirectors and reviews their remuneration annually, based on market practice, duties andabiticpun
Independent external advice is sought when required. The maximum aggregate anibbumtefct or sé f ees t hz
subject to approval by shareholders in general meeting, from time to time. FésHBkecutiveDirectors are not linketb

the performance of the consolidated entity. However,to@ligm ect or s6 i nt er est s Diiedtohsareh ar e
encouraged to hold shares in the Company.

The Companyds aim is to remuner at-albraDirectors dnd engployeds.hCarhpanwi | |
officers and directors are remunerated to a level consistent with the size of the company.

The ExecutiveDirectors and full time executives receive a superannuation guarantee contribution required by the ghvernmen
which is currently 9%, and do not receive any other retirement benefits. Some individuals, however, may choose to sacrific
part of their salary to increase payments towards superannuation.

All remuneration paid to directors and executives is valli¢deacost to the Company and expensed.

The Board believes that it has implemented suitable practices and procedures that are appropriate for an organisation of t
size and maturity.

The Company did not pay any performait@sed component oémuneration during the year.

B. Remuneration structure
In accordance with best practice corporate governance, the strucNwe-&kecutiveDirector andExecutive compensation is
separate and distinct.

Non-Executive Director Compensation
Objective

The Board seeks to set aggregate compensation at a level that provides the company with the ability to attract and ret:
Directors of the highest calibre, whilst incurring a cost that is acceptable to shareholders.

Structure

The Constitution and the ASKisting Rules specify that the aggregate compensatioNoofExecutive Directors shall be
determined from time to time by a general meeting. An amount not exceeding the amount determined is then divided betwee
the Directors as agreed. The latest detertmawas at the Annual General Meeting held in October 1996 when shareholders
approved an aggregate compensation of $150,000 per year.
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The amount of aggregate compensation sought to be approved by shareholders and the manner in which it is apportiol
anmongstDirectors is reviewed annually. The Board considers advice from external consultants as well as the fedopaid to
Executive Directors of comparable companies when undertaking the annual review procesE. xNerc ut i v e Dir
remuneration may iriede an incentive portion consisting of options, as considered appropriate by the Board, which may be
subject to Shareholder approval in accordance with ASX listing rilesBoard is of the view that options are a cost effective
benefit for small compaas such as Kairiki that seek to conserve cash reserves. They also provide an incentive that ultimatel
benefits both shareholders and the optionholder, as optionholders will only benefit if the market value of the undedging sha
exceeds the option stalprice. Ultimately, shareholders will make that determination.

Separate from their duties as Directors, the Esacutive Directors undertake work for the Company directly related to the
evaluation and implementation of various business opportuniteading oil and gas exploration and new business ventures,

for which they receive a daily rate. These payments are made pursuant to consultancy agreements entered into-by the N
Executive Directors with the Company and are not taken into account whemidétg their aggregate remuneration levels.

Executive Compensation
Objective

The entity aims to rewardxecutives with a level and mix of compensation commensurate with their position and
responsibilities within the entity so as to:

o rewardExecutives for company and individual performance against targets set by appropriate benchmarks;
o align the interests dixecutives with those of shareholders;

¢ link rewards with the strategic goals and performance of the Company; and

e ensure total compensan is competitive by market standards.

Structure

In determining the level and makg of Executive remuneration, the Board negotiates a remuneration to reflect the market
salary for a position and individual of comparable responsibility and experi2unedo the limited size of the Company and of

its operations and financial affairs, the use of a separate remuneration committee is not considered appropriate. Remunerat
is regularly compared with the external market by participation in industry sslaveys and during recruitment activities
generally. If required, the Board may engage an external consultant to provide independent advice in the form of a writte
report detailing market levels of remuneration for compargkézutive roles.

Remuneration consists of a fixed remuneration and a long term incentive portion as considered appropriate.

Compensation may consist of the following key elements:
¢ Fixed Compensation;
e Variable Compensation;
e Short Term Incentive (STI); and
e Long Term Incenve (LTI).

Fixed Remuneration

The level of fixed remuneration is set so as to provide a base level of remuneration which is both appropriate to the positio
and is competitive in the market. Fixed remuneration is reviewed annually by the Board havidgodfae Company and
individual performance, relevant comparable remuneration in the oil and gas industry and external advice.

The fixed remuneration is a base salary or monthly consulting fee.

Variable Payd Long Term Incentives

The objective of long term incentives is to rewBidectorsExecutives in a manner which aligns this element of remuneration
with the creation of shareholder wealth. The incentive portion is payable based upon attainment of objectives related to tf
Dire¢ o BEX0esduti vebs job responsibilities. The objectives Vv
business and financial performance and thus to shareholder value.

Long term i ncent iDireetsrsExetuiivestare felived imthetfoendof dptions.

LTI grants to Executives are delivered in the form of share options. These options are issued at an exercise price and wi
vesting conditions determined by the Board at the time of issue.
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The objective of the granting optioisto reward Executives in a manner which aligns the element of remuneration with the
creation of shareholder wealth. As such LTI ®&6s are made
wealth and thus have an impactonthe Coryjpars per f or mance.

The |l evel of LTI granted is, in turn, dependent onvd he (
and the responsibilities the Executive assumes in the Company.

Typically, the grant of LTIs occurs at the comncement of employment or in the event that the individual receives a
promotion and, as such, is not subsequently affected by

C. Service agreements
The terms otontract withDirectors Paul Fry Laurie Brownand yn Sim Bakerare not formalised in contracts.

The following Key Management Personmedreemployed under contract:

Duration Notice Period

Expired of Contract
Directors
Craig Gumley 18/11/08 Rolling contract 3 Months
RaeJefferies 18/8/2009 Rolling contract  Nil
Christopher Swarbrick  13/1/2009 Rolling contract  Nil
Executives
Ciaran Lavin 24/12/2008 Rolling contract 1 Month

On expiration any LTI options that have vested or that will vest during the notice period will be released. LTI options that
have not yet vested will be forfeited.

D. Details of remuneration for year

Directors
The following persons werBirectors of Kairiki Energyimited during the financial year:

Lawrence Brown Managing Directorftom 18 November, previouskxecutive Director)
Paul Fry Chairman (Executive)

Jyn Sim Baker Director (NonExecutive)i appointed 10 October 2008

Craig Gumley Managing Directoi resigred 18 November 2008

Christopher Swarbrick  Director (NorExecutive)i resigned 13 January 2009

Rae Jdkries Director (NonExecutive)i resigned 18 August 2009

Executives

The following persons werexecutives of Kairiki Energy Limited during the financiaar:

Neville Bassett Company Secretary
Ciaran Lavin Senior Explorationist resigned 24 December 2008

There were no other persons that fulfilled tbke rof a key management person
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Remuneration
Details of the remuneration of each Director arained executive officer of the Company, including their related entities,
during the year was as follows:

Post Share Based
Short Term Benefits Employment Payments
Remuneration
consisting of
consulting Director Superannuation Options Total during the
fees fees
Year $ $ $ $ $ y(()aar
%
Directors
L Brown 2009 174,000 36,000 - 52,917 262,917 20.1%
2008 174,000 36,000 - 74,083 284,083 26.1%
P Fry 2009 158,958 - 48,959 52,917 260,834 20.3%
2008 157,912 - 49,997 74,083 281,992 26.3%
J Sim Baker 2009 - - - - - -
2008 - - - - - -
C Gumley 2009 130,300 - 11,250 - 141,550 -
Appointed 15/1/2008 2008 137,500 - 12,375 - 149,875 -
Resigned 18/11/2008
C Swarbrick 2009 - 18,000 - - 18,000 -
Resigned 13/1/2009 2008 41,775 36,000 - 196,875 274,650 71.7%
R Jefferies 2009 31,500 36,000 - 122,500 190,000 64.5%
Resigned 18/8/2009 2008 48,000 36,000 - 184,688 268,688 68.7%
Executives
N Bassett 2009 38,400 - - 8,500 46,900 18.1%
2008 61,606 - - 11,900 73,506 16.2%
C Lavin 2009 117,440 - 9,839 - 127,279 -
Appointed 7/1/2008 2008 81,160 - 35,383 32,500 149,043 21.8%
Resigned 24/12/2008

There were no performance related payments made during the year. Performance hurdles are not akacheeration
options, howeverthe Board determines appropriate vesting periods to provide rewards over a period of time to key
management personnel.
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E. Compensation Options to Key Management Personnel

The following options were granted as equibmpensation benefits to Directors and Executives. The options were issued free

of charge. Each option entitles the holder to subscribe for one fully paid ordinary share in the Company at various exercis
prices with various expiry dates.

2009

Directors

C Gumley
C Gumley
C Gumley

Executives

The optionsabovewere forfeited on 18 November 2008p o n

Terms and Canditions of Each Grant

Number Value per
Vested Option Exercise First Last
During Year Granted Grant at Grant Price Exercise Exercise
Number Date Date $ $ Date Date

- 2,500,000 14/08/08 0.086 0.20 31/5/09 31/5/11
- 2,500,000 14/08/08 0.078 0.25 31/5/10 31/5/11
- 2,500,000 14/08/08 0.069 0.30 31/5/10 31/5/11
- 7,500,000

based payments for these optionsswal.

2008

Directors

P Fry

P Fry

L Brown

L Brown

C Swarbrick
C Swarbrick
R Jefferies
R Jefferies

TOTAL

Executives
N Bassett
N Bassett
C Lavin

C Lavin

TOTAL

TheBinomial Option Pricing Modelvas used to value the options issued as dhased payments. Referkm t e

1,500,000
1,000,000
1,500,000
1,000,000
1,250,000
1,500,000
1,250,000
1,250,000

10,250,000

300,000
200,000
1,250,000
1,250,000

3,000,000

30/11/07
30/11/07
30/11/07
30/11/07
3/10/07
3/10/07
3/10/07
3/10/07

30/11/07
30/11/07
14/05/08
14/05/08

0.054
0.046
0.054
0.046
0.132

0.13
0.132

0.13

0.044
0.036
0.108
0.096

Mr

Gu ml ey &aenseguertly tliemet effecoafi sharen d

0.30
0.35
0.30
0.35
0.105
0.135
0.105
0.135

0.30
0.35
0.20
0.25

30/11/08
30/11/08
30/11/08
30/11/08
3/10/08
3/10/09
3/10/08
3/10/09

30/11/08
30/11/08
14/05/09
14/05/10

pay me nt Bdes to the findnaal statements for variables used in the models.

30/11/09
30/11/09
30/11/09
30/11/09
3/10/09
3/10/10
3/10/09
3/10/10

30/11/09
30/11/09
31/05/11
31/05/11

6Share
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F. Shares Issued to Key Management Personnel on Exercise of Compensatiaptions

Paid per Intrinsic
Shares Issued Share Value per
Number $ Exercised
Option
$
2009
P Fry 1,875,000 0.10 0.075
P Fry 1,875,000 0.12 0.055
L Brown 1,875,000 0.10 0.075
L Brown 1,875,000 0.12 0.055
7,500,000
Paid per Intrinsic
Shares Issued Share Value per
Number $ Exercised
Option
$
2008
P Fry 3,750,000 0.07 0.135
L Brown 3,750,000 0.07 0.135
L Brown 2,500,000 0.015 0.215
10,000,000

SHARES UNDER OPTION
Unissued ordinary share$ the Company under option at the date of this report are as follows:

Exercise Exercise
Number Price Date
Unlisted Options 1,250,00C 10.5 cents Between 3/10/20®and 3/10/209
Unlisted Options 500,000 30 cents Between 31/5/2010 and 31/5/2011
Unlisted Options 3,300,00C 30 cents Between 30/11/2008 and 30/11/2009
Unlisted Options 2,200,00C 35 cents Between 30/11/2008 and 30/11/2009
7,250,000

In addition, under th€onvertibleNotes the note holder, IMC, has the option to convert the note into ordinary fully paid shares
of the companwyat an issue price determined as the lesser of:
a. A%$0.185; and
b. the closing price of the ordinary shares on ASX on the conversion date, provideifl ttiatprice is
lower than A$0.16, theonversion price will be A$0.16.

The maximum number afrdinary fully paid sharethat IMC may recie on converting the notesat the date of this report is
70,073,390 shares.

ENVIRONMENTAL REGULATIONS

TheGr oupbs environment al obligations are regulated wundei
obligations are monitored by the Board and subjected from time to time to Government agency audits and site inspection
The Company has a poji of at least complying with, but in most cases exceeding, its statutory environmental performance
obligations. No environmental breaches have occurred or have been notified by any Government agerngitee diear

ended 30 June 2009 or subsequent &y yad.

CORPORATE GOVERNANCE

In recognising the need for the highest standards of corporate behaviour and accountaliiitgctbes of Kairiki Energy Ltd

support and have adhered to the principles of corporate governance and have establishegubficses ahd manuals for the

purpose of managing corporate governance. The Companyds
e

section headed 6Corporate Governance Statemento6 of th 3
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INSURANCE OF OFFICERS

The Compay has in place an insurance policy insuring Directors and Officers of the Company against any liability arising
from a claim brought by a third party against the Company or its Director©ffiedrs, and against liabilities for costs and
expenses incurceby them in defending any legal proceedings arising out of their conduct while acting in their capacity as a
Director orOfficer of the Company, other than conduct involving a wilful breach of duty in relation to the Company.

In accordance with a confid&ality clause under the insurance policy, the amount of the premium paid to the insurers has not
been disclosed. This is permitted under Section 300(9) of the Corporations Act 2001.

ROUNDING

The amounts contained in this report and in the finasté@éments have been rounded to the nearest $1,000 (where rounding is
applicable) under the option available to the Company under ASIC Class Order 98/0100. The Company is an entity to whic
the Class Order applies.

AUDIT INDEPENDENCE AND NON-AUDIT SERVICES
The Company is satisfied that randit services provided is compatible with the general standard of independence for auditors
imposed by the Corporations Act 2001.

Auditorso6 iirbectop@nAC ence
The following is a copy of a letterrecedbe f r om t he Companydés auditors:

Dear Sirs,
Aslead auditor for theaudit of Kairiki Energy Limited for the year ended 30 June 2009, | hereby declare thatio the best of my
knowledge and beliethere have been:

i)  no contraventions of the auditor independence requirerasags out in the Corporations Act 2001 in relation to the audit
and

i) no contraventions of any applicable code of professional conduct in relation to the audit.

Frank Vrachas (Lead auditor)
Rothsay Chartered Accountants

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

For and on behalf of the Board.

L =
B, Lo,
Laurie Brown
Managing Director
Perth Western Australia
28 September 2009
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CORPORATE GOVERNANCE STATEMENT

The Board of Directors of Kairiki Energy Limited is responsible for the catgogovernance of the Comparihe Board

guides and monitors the business and affairs of Kairiki Energy Limited on behalf of the shareholders by wianendieeyed

and to whom they are accountable. This statement repor
practices.

1. COMPLIANCE WITH BEST PRACTICE RECOMMENDATIONS

The Company, as a listed entity, must comply with the CorporationsO®dt 2nd the ASX Limited (ASX) Listing Rules. The

ASX Listing Rules require the Company to report on the extent to which it has followed the Corporate Governance
Recommendations published by the ASX Corpo@bvernance Council (ASXCGGWlhere a recommendah has not been
followed, that fact is disclosed, together with the reasons for the departure.

The table below summaries the Companyds compliance with

Principle # ASX Corporate Governance Council Recommndations Reference Comply

Principle 1 | Lay solid foundations for management and oversight

1.1 | Establishthe functions reserved to the Board and those 2(a) Yes
delegated to SenionE&cutives and disclose those functions.

1.2 | Disclose the process fewvaluating the performance of Senior 2(h), 3(b), Yes
Executives. Remuneration Repor

1.3 | Provide the information indicatdein the Guide to reporting on 2(a), 2(h), 3(b), Yes
Principle 1. Remuneration Repor

Principle 2 | Structure the board to add value

2.1 | A majority of the Board should be independeinebtors. 2(b), 2(e) No

2.2 | Thechair should be an independeritdgtor. 2(c), 2(e) No

2.3 | The roles of Chair andhief Executive Gficer should not be 2(b), 2(c) Yes
exercised by the same individual.

2.4 | The Board should establish a nomination committee. 2(d) No

2.5 | Disclose the process for evaluating the performance of the 2(h) Yes

board,its committees and individualiigctors.

2.6 | Provide the information indicaden the Guide to reporting on | 2(b), 2(c), 2(d), 2(e), Yes
Principle 2. 2(h)

Principle 3 | Promote ethical and responsible decisiomaking

3.1 | Establish a code of conduct and disclose the code or a sumi 4(a) Yes
as to:

e the practices necessary to maintain confidence in
companyb6s integrity;

e the practices necessary t
legal obligations and the reasonable expectations o
stakeholders; and

e the responsibility and accountability of individuals f
reporting and investigating repod§unethical practices.

3.2 | Establish a policy concerning trading in company securities 4(b) Yes

directors, senior executives and employees and disclose the

policy or a summary of that policy.

3.3 | Provide the information indicadein the Guide t@eporting on 4(a), 4(b) Yes
Principle 3.
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Principle #

ASX Corporate Governance Council Recommendations

Reference

Comply

Principle 4

Safeguard integrity in financial reporting

4.1

The Board should establish an audit committee.

3(a)

Yes

4.2

The audittommittee should be structured so that it:

3(a)

No

e consists only of NoiExecutive Drectors;

e consiss of a majority of independentif@ctors;

e is chaired by an independertiair, who is not chair of the
Board; and

e has at least three members.

4.3

The audit committee should have a formal charter

3(a)

Yes

4.4

Provide the information indicadein the Guide to reporting on
Principle 4.

3(a)

Yes

Principle 5

Make timely and balanced disclosure

51

Establish written policies designedensure compliance with
ASX Listing Rule disclosure requirementsdeto ensure
accountability atenior executive level for that compliance an
disclose those policies or a summary of those policies.

5(a), 5(b)

Yes

5.2

Provide the information indicadein the Guide to reporting on
Principle 5.

5(a), 5(b)

Yes

Principle 6

Respect the rights of shareholders

6.1

Design a communications policy for promoting effective
communication with shareholders and encouraging their
participation at general meetingad disclose the policy or a
summary of that policy.

5(a), 5(b)

Yes

6.2

Provide the information indicadein the Guide to reporting on
Principle 6.

5(a), 5(b)

Yes

Principle 7

Recognise and manage risk

7.1

Establish policies for the oversight amé&nagement of material
business risks and disclose a summary of those policies.

6(a)

Yes

7.2

The Board should require management to design and implel
the risk management and internal control system to manage
companyds mat er ireporttbiuos whethes s
those risks are being managed effectively. The Board shoulg
disclose that management has reported to it as to the
effectiveness of the compan
business risks.

6(a), 6(b), 6(d)

Yes

7.3

The Board shouldidclose whether it had received assurance
from the chief executive officer and the chief financial officer
that the declaration provided in accordance with section 295
the Corporations Act is founded on a sound system of risk
management and internalrdool and that the system is
operating effectively in all material respects in relation to
financial reporting risks.

6(c)

Yes

7.4

Provide the information indicadein the Guide to reporting on

Principle 7.

6(a), 6(b), 6(c), 6(d)

Yes
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Principle # ASX Corporate Governance Council Recommendations Reference Comply
Principle 8 | Remunerate fairly and responsibly
8.1 | The Board should establish a remuneration committee. 3(b) No
8.2 | Clearly distinguish the structure on NdixecutiveDirecto r s § 3(b), Remuneration Yes
remuneratiorfrom that of Executive Directors and Senior Report
Executives.
8.3 | Provide the information indicadein the Guide to reporting on 3(b) Yes
Principle 8.

2(a)

2(b)

THE BOARD OF DIRECTORS
Roles and Responsibilities of the Board

The Board is accountable to the shareholders and investors for the overall performance of the Company and takes
responsibility for monitoring the Companyés business
over seei ng finaneial @oeittpm any 6 s

The Board is responsible for:

e ensuring the Companyb6s conduct and activities are ef
o development of corporate strategy, implementation of business plans and performanoespjec

e reviewing, ratifying and monitoring systems of risk management, codes of conduct and legal and regulatory
compliance;

e the appoint ment of the Companyds Managing Director,
Officer, Company Seetary and other SenioxEcutives;

e monitoringSeniorEx ecut i ves® performance and i mplementation o
e determining appropriate remuneration policies;
¢ allocating resources and ensuring appropriate resources are available to management;

e approvingand monitoring the annual budget, progress of major capital expenditure, capital management, and
acquisitions and divestitures; and

e approving and monitoring financial and other reporting.

Other than as specifically reserved to the Board, responsibility for thtodhp y management of t he
business activities is delegated to h@naging Directoand Executive Management.

Board Composition

The Directors determine the compasit of the Board employing the following principles:

e the Board, in accordance with the Companyds constit.
¢ the roles of the Chairman of the Board and ofMfamaging Directoshould be exercised by differendividuals;

e the majority of the Board slid comprise Directors who are Ndxecutive;

¢ the Board should represent a broad range of qualifications, experience and expertise considered of benefit to tr
Company; and

e the Board must be structured in such a Wey it has a proper understanding of, and competency in, the current and
emerging issues facing the Company, and can effecti)

The Board is currently comprised of one NBxecutive Director and two Executive Directorielskills, experience,
expertise, qualifications and terms of office of eBifector in office at the date of the annual report is included in the
Directors6é6 Report.

The Board does not currently comprise a majoritilof-ExecutiveDirectors. As noted i@(e) below, the composition

of the Board changed during the year. Given the size
consider it essential to appoint further independent directors at this time. The Board will continue do ttm@mi¢ed to
appoint additionaNon-ExecutiveDirectors, as considered appropriate.
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2(c)

2(d)

2(e)

The Companyds c o n-thitdioftthe Diieaons (ar thegnext lowess wholenneimber) to retire by rotation
at each Annual General Meeting (AGM). The Direstto retire at each AGM are those who have been longest in office
since their last election. Where Directors have served for equal periods, they may agree amongst themselves or
determine by lot who will retire. A Director must retire in any event atttind AGM since he or she was last elected or
re-elected. Retiring Directors may offer themselves feelsztion.

A Director appointed as an additional or casual Director by the Board will hold office until the next AGM when they
may be reelected.

The Managing Directoilis not subject to retirement by rotation and, along with any Director appointed as an additional
or casual Director, is not to be taken into account in determining the number of Directors required to retire by rotation.

Chairman and Managing Director

The Chairman is responsible for:
e leadership of the Board;
e the efficient organisation and conduct of the Boar d

e the promotion of constructive and respectful relations between Board members and between the Board an
management;

e contributing to the briefing of Directors in relation to issues arising at Board meetings;
o facilitating the effective contribution of all Board members; and
e committing the time necessary to effectively discharge the role of the Chairman.

TheManagingDirectoris responsible for:
e i mplementing the Companyds strategies and policies;
e thedayfoorday management of the Companyds business activi

The Board specifies that the roles of the Chairman an#maging Directoare separate roles to be undken by
separate people.

Nomination Committee

The Company does not comply with ASX Recommendation 2.4. The Company is not of a relevant size to consider
formation of a nomination committee to deal with the selection and appointment of new Diredtasssach a
nomination committee has not been formed.

Nominations of new Directors are considered by the full Board. If any vacancies arise on the Bbének;talls are

involved in the search and recruitment of a replacement. The Board has takertteavitw full Board will hold

special meetings or sessions as required. The Board are confident that this process for selection and review is stringen
and full details of all Directors are provwelssked t o sha

Independent Directors

The Company recognises that independent Directors are important in assuring shareholders that the Board is properly
fulfilling its role and is diligent in holding senior management accountable for its performanceodtieaBsesses each
of theDirectors against specific criteria to decide whether they are in a position to exercise independent judgment.

Directors of Kairiki Energy Limited are considered to be independent when they are independent of management and
free fom any business or other relationship that could materially interfere with, or could reasonably be perceived to
materially interfere with, the exercise of their unfettered and independent judgement.

In making this assessment, the Board considers allaieidacts and circumstances. Relationships that the Board will

take into consideration when assessing independence are whether a Director:

e is a substantial shareholder of the Company or an officer of, or otherwise associated directly with, a substantia
shareholder of the Company;

e is employed, or has previously been employed irEgacutive capacity by the Company or another Company
member, and there has not been a period of at least three years between ceasing such employment and serving
the Board;

e has within the last three years been a principal of a material professional advisor or a material consultant to the
Company or another Company member, or an employee materially associated with the service provided,;

e is a material supplier or customer of then@pany or other Company member, or an officer of or otherwise
associated directly or indirectly with a material supplier or customer; or

e has a material contractual relationship with the Company or another Company member other than as a Director.
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2(f)

2(9)

2(h)

3(a)

The Boardcurrently comprises one independent NBrecutive Director.

In accordance with the definition of independence above, and the materiality thresholds set, the following Directors
Kairiki Energy Limited are considered to be independent:

Name Position

Jyn Sim Baker Non-Executive Director

The following persons weiBirectors of Kairiki Energy Limited during the financial year:

Lawrence Brown Managing Director (from 18 November, previously Executive Director)
Paul Fry Chairman (Executive)

Jyn Sim Baker Director (NonExecutive)i appointed 10 October 2008

Craig Gumley Managing Directoi’ resigned 18 November 2008

Christopher Swarbrick Director (NorExecutive)i resigned 13 January 2009

Rae Jefferies Director (NonrExecutive)i resigned 18 August 2009

The Board does not currently comprise a majority of independentExecutiveDirectors. As outlined above, the
composition of the Board changed during the year. Gi v
Board does not consider it essahto appoint further independent directors at this time. The Board will continue to
monitor the need to appoint additioMdn-ExecutiveDirectors, as considered appropriate.

The Board recognises the i mport anleiasupefvisinghe actvitiesdfe nt v i
management, the Chairman should be a-Brecutive Director. The Board considers that, at this stage of the
Company6s de Bedutivgprobecartied out bly the Chairman is in the best interests of the Company.

Avoidance of conflicts of interest by a Director

In order to ensure that any interests of a Director in a particular matter to be considered by the Board are known by eac
Director, each Director is required by the Company to disclose any relatigrdiiigs or interests held that may give

rise to a potential conflict. Directors are required to adhere strictly to constraints on their participation and voting in
relation to any matters in which they may have an interest.

Board access to informatimm and independent advice
Directors are able to access members of the management team at any time to request relevant information.

There are procedures in place, agreed by the Board, to enable Directors, in furtherance of their duties, to seek
independentpo f essi onal advice at the companyds expense.

Review of Board performance

The performance of the Board is reviewed regularly by the Chairman. The Chairman conducts performance evaluation:s
which involve an assessment of each Board memberds pe
guantitative performance criiar The Board member assessment measures are the responsibility of the Chairman. The
performance criteria against whilirectors andexecutives are assessed is aligned with the financial andimamcial
objectives of Kairiki Energy Limited. Primarilyhé review will be carried out through consultation by the Chairman

and with individual Directors. Directors whose performance is consistently unsatisfactory may be asked to retire.

BOARD COMMITTEES
Audit Committee

Given the size and scale ofthe Compa6 s oper ations the full Board undert e
Audit Committee does not comply with ASX Recommendation 4.2 as the Chair of the Board is Chair of the Audit
Committee and the Audit Committee does not comprise onlyBa@tutive Directors. The role and responsibilities of

the Audit Committee are summarised below.

The Audit Committee is responsible for reviewing the
independence of the external auditors. The Beatd aside time to deal with issues and responsibilities usually
delegated to the Audit Committee to ensure the integrity of the financial statements of the Company and the
independence of the auditor.

The Board reviews the audited annual and-pe#r firancial statements and any reports which accompany published
financial statements and recommends their approval to the members. The Board also reviews annually the appointmen
of the external auditor, their independence and their fees.

The Board is also resnsible for establishing policies on risk oversight and management. The Company has not formed
a separate Risk Management Committee due to the size and scale of its operations.
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3(b)

External Auditors

The Companyds policy is to appoint external audi tors
performance of the external auditor is reviewed annually and applications for tender of external audit services are
requested as deemed appropritgking into consideration assessment of performance, existing value and tender costs.
I't i s Rothsay®6s p ophrinergn listed compahies titdeaseeveyydive gaars.n t

An analysis of fees paid to the external auditors, includibgakdown of fees for nomudit services, is provided in
the notes to the financial statements in the Annual Report.

There is no indemnity provided by the company to the auditor in respect of any potential liability to third parties.

The external auditds requested to attend the annual general meeting and be available to answer shareholder questions
about the conduct of the audit and preparation and content of the audit report.

There were no neaudit services provided by the auditors during the year.
Remuneration Committee

The role of a Remuneration Committee is to assist the Board in fulfilling its responsibilities in respect of establishing
appropriate remuneration levels and incentive policies for employees.

The Board has not established a sefgaRemuneration Committee due to the size and scale of its operations. This does
not comply with Recommendation 8.1 however the Board as a whole takes responsibility for such issues.

The responsibilities include setting policies for senior officers remation, setting the terms and conditions for the
CEQ/ifany, reviewing and making recommendations to the Bo
superannuation arrangements, esving the remuneration of both Executive and MxecutiveDirectors ad

undertaking reviews déey management personiparformance.

The Company has structured the remuneration of its senior executive, where applicable, such that it comprises a fixed
salary, statutory superannuation and, where applicable, participatoreintCo mpany és empl oyee sh
Company believes that by remuneratBenior Executives in this manner it rewards them for performance and aligns

their interests with those of sharehol ders and increa

Non-Executive Directors are paid their fees out of the maximum aggregate arapproved by shareholders for Non
Executive Drector remuneration. The Company does not adhereto R mme ndat i on -Bxe@tivddBox 8. 2
Directors should not receive options or bonuspaynt s 6. T h e Che fore, gnantechaptions to Non

Executive Drectors. The Board is of the view that options ffoth Executive and NeExecutive Drectors) are a cost
effective benefit for small companies such as Kairiki Energy Limitedsngt to conserve cash reserves. They also
provide an incentive that ultimately benefits both shareholders and the optionholders, as optionholders will only benefit
if the market value of the underlying shares exceeds the option strike price. Ultimfaaedhaders will make that
determination.

The board policy is to remunerate Directors at market rates for time, commitment and responsibilities. The Board
determines payments to the Directors and reviews their remuneration annually, based on martet gudes and
accountability Independent external advice is sought when required. Fees feEXémutive Directors are not linked to
the performance of the consolidated entity. However
Directors are encouraged to hold shares in the Company.

The Company6s aim is to remuner at ecalilard Diregtord amd eamiploydeh a t
Company officers and Directors are remunerated to a level consistent with the siz€Eanibeny.

The Board believes that it has implemented suitable practices and procedures that are appropriate for an organisation
this size and maturity.

In accordance with best practice corporate governance, the structure-&ikBoutive Director andecutive
compensation is separate and distinct.

In determining remuneration, the Board has taken a view that the full Board will hold special meetings or sessions as
required. No Director participated in any deliberation regarding his or her own renomeratelated issues. The

Board are confident that this process for determining remuneration is stringent and full details of remuneration policies
and remuneration received Byrectorsandex ecut i ves in the current par iRegoi $
within the Directorsé Report of the Annual Report.
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4(a)

4(b)

5(a)

ETHICAL AND RESPONSIBLE DECISION MAKING
Code of Ethics and Conduct

The Board endeavours to ensure that the Directors, officers and employees of the Company act with integrity and
observé he highest standards of behaviour and business et
Conducto sets out the principles, practices, and stan
their daily business agities.

All Directors, officers and employees are required to comply with the Code of Conduct. Senior managers are expected
to ensure that employees, contractors, consultants, agents and partners under their supervision are aware of the
Co mp any 6 sonseas geteot tn thé Code of Conduct.

All Directors, officers and employees are expected to:

e comply with the law;

e actin the best interests of the Company;

e be responsible and accountable for their actions; and

e observe the ethical principles of fairne$mnesty and truthfulness, including prompt disclosure of potential
conflicts.

Policy concerning trading in Company securities

The Companyés APolicy for Trading in Company Securiti
policy setsout the restrictions on dealing in securities by people who work for, or are associated with the Company and
is intended to assist in maintaining market confidenc
policy stipulates thattheonl appropri ate time for a Director, officer

when they are not in possession of price sensitive information that is not generally available to the market.

As a matter of practice, Company shares may onlydadt with by Directors and officers of the Company under the
following guidelines:

e No trading is permitted in the period of 14 days preceding release of each quarterly repgeatalfeport and
annual financial report of the Company or for a perib@ trading days after the release of such report;

e Guidelines are to be considered complementary to and not replace the various sections of the Corporations Ac
2001 dealing with insider trading; and

e  Prior approval of the Chairman, or in his absence, pipecval of two directors is required prior to any trading being
undertaken.

Within 24 hours of a director being appointed to the Board, resigning or being removed from the Board, or trading in
Companyb6s secur it Diersec tfoumlblls edndothdiélisesafs time t he Company
interest must be advised to the Company Secretary so that a record is kept within the Company and so that necessar)
notifications will occur.

All Directors must notify the Company Secretarfyany margin loan or similar funding arrangement entered into in
relation to the Companyds securities and any variatic
the circumstances in which the lender can make margin callshamigjit of the lender to dispose of securities.

TIMELY AND BALANCED DISCLOSURE
Shareholder communication

The Company believes that all shareholders should have equal and timely access to material information about the
Company includingitf i nanci al situation, performance, ownhership
Policyo encourages effective communication with its s

e be factual and subject to internal vetting and authorisatdore issue;
e be made in a timely manner;
e not omit material information;

e be expressed in a clear and objective manner to allow investors to assess the impact of the information whe
making investment decisions;

e bein compliance with ASX Listing Rules camtous disclosure requirements; and
e be placed on the Companyb6s website promptly foll owi
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5(b)

6(a)

6(b)

Shareholders are encouraged to participate in general meetings. Copies of addresses by the Ch&rmagmor
Directorare disclosed to the marketgmab st ed on t he Companyédés website. The
Companyds annual gener al meeting to answer sharehol de
content of the audit report, the accounting policies adoptédebgompany and the independence of the auditor in

relation to the conduct of the audit.

Continuous disclosure policy

The Company is committed to ensuring that shareholders and the market are provided with full and timely information
and that all steeholders have equal opportunities to receive externally available information issued by the Company.
The Companybds fAASX Disclosure Policyd described in 5¢(
di sclosure and out | i tiesanththepeogessesdmbe Bi®wed foremsuringtcantpliamce.

The policy also contains guidelines on information that may be price sensitive. The Company Secretary has been
nominated as the person responsible for communications with the ASX. This foteeBcesponsibility for ensuring
compliance with the continuous disclosure requirements with the ASX Listing Rules and overseeing and coordinating
information disclosure to the ASX.

RECOGNISING AND MANAGING RISK

The Board is responsible for ensuring thare adequate policies in relation to risk management, compliance and

internal control systems. The Companyb6s policies are
financial risks are identified, assessed, effectively and effigieminaged and monitored to enable achievement of the
Companyb6s business objectives. A written policy in re

(AAudit and Risk Management Charter o). sttGwmgnoostiolder abl e i
environment. There is an organisation structure with clearly drawn responsibilities.

Board oversight of the risk management system

The Board is responsible for approving and overseeing the risk management system. The Board rkastvs, at
annually, the effectiveness of the implementation of the risk management controls and procedures.

The principle aim of the system of internal control is the management of business risks, with a view to enhancing the
value of shareholders' invastntsand safeguarding assefdthough no system of internal control can provide absolute
assurance that the business risks will be fully mitigated, the internal control systems have been designed to meet the
Company's specific needs and the risks to whichéakposed.

Annually, the Board is responsible for identifying the risks facing the Company, assessing the risks and ensuring that
there are controls for these risks, which are to be designed to ensure that any identified risk is reduced to an acceptabls
level.

The Board is also responsible for identifying and monitoring areas of significant business risk. Internal control measures
currently adopted by the Board include:

e at |l east quarterly reporting to t he finBhoia podition, withae s p
comparison of actual results against budget; and

e regular reports to the Board by appropriate members of the management team and/or independent adviser
outlining the nature of particular risks and highlighting measures vdreteither in place or can be adopted to
manage or mitigate those risks.

Risk management roles and responsibilities

The Board is responsible for approving and reviewing
management is respabke for implementing the Board approved risk management strategy and developing policies,
controls, processes and procedures to identify and ma

The Board is responsible for satisfying itself that managemeanddxeloped and implemented a sound system of risk
management and internal control.
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6(c) Chief Executive Officer and Chief Financial Officer Certification

6(d)

The Chief Executive Officer and Chief Financial Officer, or equivalent, provide to the Boarchweettiification that in
all material respects:

The Companyés financi al statements present a true
operational results and are in accordance with relevant accounting standards;
The statement giventottitoar d on the integrity of the Companyds

system of risk management and internal compliance and controls which implements the policies adopted by the
Board; and

The Companyds ri sk ma n a g eamck cohtrol aystemi is1 operatinga dfficiently muml | | &
effectively in all material respects.

Internal review and risk evaluation

Assurance is provided to the Board by executive management on the adequacy and effectiveness of management
controls for risk on aegular basis.
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INCOME STATEMENT
FOR THE YEAR ENDED 30 JUNE 2009

Revenue
Other income

Administrative expenses, net of recoveries
Explorationexpenses

Finance costs

Other expenses

Loss before income tax expense

Income tax expense

Net loss attributable to members of
Kairiki Energy Limited

Basic loss per share (cents per share)

Note

2(a)
2(a)

2(b)
2(b)
2(b)
2(b)

4

Consolidated

Parent Entity

2009 2008 2009 2008
$60 $60 $60 $60
244 299 242 265
436 5 446 5
680 304 688 270
1,551 2,214 1,548 2,330
1,385 1,839 1,342 1,702
2,003 - 2,003 -
- - 58 998
4,939 4,053 4,951 5,030
(4,259) (3,749) (4,263) (4,760)
(4,259) (3,749) (4,263) (4,760)
(0.99 cents (1.14) cents
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BALANCE SHEET
AS AT 30 JUNE 2009

ENTITIES

ASSETS

Current Assets

Cash and cash equivalents
Trade and other receivables
Total Current Assets

Non-Current Assets

Trade and other receivables
Other financial assets

Plant and equipment

Deferred exploratiomnd evaluation

expenditure
Total Non-Current Assets

Total Assets

LIABILITIES

Current Liabilities

Trade and other payables
Provisions

Convertible notes

Total Current Liabilities

Non-Current Liabilities
Convertiblenotes
Total Non-Current Liabilities

Total Liabilities

Net Assets

EQUITY

Issued capital
Reserves
Accumulated losses

Total Equity

Consolidated

Parent Entity

2009 2008 2009 2008
Note $060 $060 $60 $60
5 10,087 15,171 10,030 14,550
6 1,199 226 1,079 226
11,286 15,397 11,109 14,776

6 ; - 34,986 8,852
7 - - 1 1
8 26 35 26 35
9 35,926 8,701 - 280
35,952 8,736 35,013 9,168

47,238 24,133 46,122 23,944

10 552 473 537 284
11 3 20 3 20
12 1,022 - 1,022 -
1577 493 1,562 304

12 10,159 - 10,159 -
10,159 - 10,159 -

11,736 493 11,721 304

35,502 23,640 34,401 23,640

13 44,844 31,718 44,844 31,718
14 4,699 1,704 4,611 2,713
(14,041) (9,782) (15,054) (10,791)

35,502 23,640 34,401 23,640
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STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2009

Consolidated

Balance atl July 2007

Shares issued during the period

Share issue expenses

Cost of share based payment

Currency translation differences

Loss attributable to members of the parent ent

Balance at30June 2008

Shares issued during the period

Share issue expenses

Cost of share based payment

Currency translation differences

Equity portion of convertible notes

Loss attributable to members of the parent ent

Balance at30June 2009

Parent

Balance atl July 2007

Shares issued during the period

Share issue expenses

Cost of share based payment

Currency translation differences

Loss attributable to members of the parent ent

Balance at30June 2008

Shares issued during the period

Share issue expenses

Cost of share based payment

Currency translation differences

Equity portion of convertible notes

Loss attributable to members of the parent ent

Balance at30 June 2009

Foreign
Currency
Issued  Accumulated Options Translation
Capital Losses Reserve Reserve Total
$600 $6000 $600( $600C $600(
18,278 (6,033) 2,139 (95) 14,289
14,052 - - - 14,052
(612) - - - (612)
- - 574 - 574
- - - (914) (914)
- (3,749) - - (3,749)
31,718 (9,782 2,713 (1,009) 23,640
11,523 - - - 11,523
(461) - - - (461)
- - 175 - 175
- - - 2,820 2,820
2,064 - - - 2,064
- (4,259) - - (4,259)
44,844 (14,041) 2,888 1,811 35,502
Foreign
Currency
Issued  Accumulated Options Translation
Capital Losses Reserve Reserve Total
$600 $6000 $600C $600¢C $600C
18,278 (6,031L) 2,139 - 14,386
14,052 - - - 14,052
(612) - - - (612)
- - 574 - 574
- (4,760 - - (4,760)
31,718 (10,791) 2,713 - 23,640
11,523 - - - 11,523
(461) - - - (461)
- - 175 - 175
- - - 1,723 1,723
2,064 - - - 2,064
- (4,263) - - (4,263)
44,844 (15,054) 2,888 1,723 34,401
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KAIRIKI ENERGY LIMITED AND ITS CONTROLLED ENTITIES

STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED 30 JUNE 2009

Cash flows from operating activities
Payments to suppliers and employees
Exploration costs expensed
Interestreceived

Otherreceipts

Interest and other costs of finance paid
Income tax refunds

Net cash used in operating activities

Cash flows from investing activities
Payments for exploration expenditure
capitalised

Payments for exploration expenditure
capitalised andubsequentlgxpensed
Payments for exploration bonds
Payments for plant and equipment
Bonds paid

Bondsreleased

Restricted cash

Loans to controlled entities

Loans from controlled entity

Net cash used in investing activities

Cash flows from financing activities
Proceeds from issues of shares
Expenses of share issues

Proceeds from convertible notes
Expenses ofonvertible note

Net cash provided by financing activities

Net increase / (decrease) in cash held

Cash at the beginning of the financial year

Effect of exchange rate changes

Cash and cash equivalents and of year

Note

5(i)

5

Consolidated Parent Entity
2009 2008 2009 2008
$60 $60 $60 $60
(1,525) (1,569 (1,522) (1,530
(295) (786) (284) (766)
244 299 242 265
70 133 70 133
(969) - (969) -
37 - 37 -
(2,438) (1,922) (2,426) (1,898)
(25,155) (2,754) - (212)
(830) (16) (830) (16)
- (1,664) - -
(7) (17) (7) 17)
- (80) - (80)
80 - 80 -
(1,022) - (1,022) -
- - (29,847) (4,637)
- - 5,244 891
(26,934) (4,531) (26,382) (4,071)
11,523 14,052 11,523 14,052
(56) - (56) (981)
12,364 (981) 12,364 -
(122) - (122) -
23,709 13,071 23,709 13,071
(5,663) 6,618 (5,099) 7,102
15,171 8,700 14,550 7,448
579 (147) 579 -
10,087 15,171 10,030 14,550
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KAIRIKI ENERGY LIMITED AND ITS CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2009

1. Summary of Significant Accounting Policies
(@) Basis ofPreparation
The financial report is a general purpose financial report, which has been prepared in accordance with the requirements
of the Corporations Act 2001, Australian Accounting Standards and authoritative pronouncements of the Australian
AccountingStandards Board. The financial report has also been prepared on a historical cost basis, with the exception ¢
derivative financial instruments which have been measured at fair value.
The financial report is presented in Australian dollars and allvaluee r ounded to the neares
unless otherwise stated.
(b) Statement of Compliance
The financial report complies with Australian Accounting Standards and International Financial Reporting Standards
(IFRS).
(c)  Adoption of new andrevised standards
The Group has reviewed all of the Australian Accounting Standards and Interpretations that have recently been issued
amended but are not yet effective and have not been adopted by the Group for the annual reporting period ending :
Jure 20®. These include the following:
Reference Title Summary Application Impact on Group financial Application
date of report date for
standard Group
AASB 8 Operating Segments | New standard replacing 1 January | AASB 8 is a disclosure 1 July 2009
and AASB | and consequential AASB 114 Segment 2009 standard so will have no direc
20073 amendments to other | Reporting, which adopts a impact on the amounts
Australian Accounting | management reporting included in t#
Standards approach to segment financial satements. However
reporting. the amendments may have ar
i mpact on the
disclosures as segment
information included in
internal management reports i
more detailed than is currently
reported under AASB 114
Segment Reporting.
AASB 123 | Borrowing Costs and | The amendments to AASB 1 January | The revised version of AASB | 1 July 2009
(Revised) | consequential 123 require that all borrowing 2009 123 will have no direct impact
and AASB | amendments to other | costs associated with a on the amounts included in thg
20076 Australian Accounting | qualifying asset be Groupbs finang
Standards capitalised, where previously
there was a disetionary
choice between capitalising
and expensing.
AASB 101 | Presentation of Introduces a statement of 1 January | The amendments are expecte| 1 July 2009
(Revised) | Financial Statements | comprehensive income. 2009 to only affect the presentation
and AASB | and consequential Other revisions include of the Group?©6s;s
20078 amendments to other | impacts on the presentation | and will not have a direct
Australian Accounting | items in the statement of impact on the measurement
Standards changes in equity, new and recognition of amounts
presentatin requirements for under the current AASB 101.
restatements or The Group has not determine
reclassifications of items in at this stage whether to prese
the financial statements, the new statement of
changes in the presentation conprehensive income as a
requirements for dividends single or two statements.

and optional changes to the
titles of the financial
statements.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2009

(c) Adoption of new and revised standards (continued)
Reference | Title Summary Application | Impact on Group financial Application
date of report date for
standard Group
AASB 127 | Consolidated and Under the revised standard, 1 July If the Group changes its 1 July
(Revised) Separate Financial change in the ownership 2009 ownership interest in existing 2009
Statements interest of a subsidiary (that subsidiaries in the future, the
does not result in loss of change will be accounted for
control) will be accounted for as an equity transaction.
as an equity transaction.
AASB Amendments to Theamendments clarify the 1 January | To date Kairiki has not issued 1 July
20081 Australian Accounting d e f i ni t kvoens ta fi 2009 any options with noivesting 2009
Standard Share conditionsdo f conditions and as such there
Based Paymenis other than vesting conditions will be no significant impact.
Vesting Conditions as specifically defined and
and cancellations prescribe the accounting
treatment of an award that i
effectively cancelled becaust
a nonvesting condition is not
satsfied.
AASB Amendments to Amending standard issued a 1 July Refer to AASB 3 (Revised) 1 July
20083 Australian Accounting a consequence of revisions 2009 and AASB 127 (Revised) 2009
Standards arising AASB 3 and AASB 127. above.
from AASB 3 and 127
AASB Amendments to The improvements project is| 1 January | The Group has not yet 1 July
20085 Australian Accounting an annual project that 2009 determined the extent of the 2009
Standards arising provides a mechanism for impact of the amendments, if
from the Annual making norurgent, but any.
Improvement$roject | necessary, amendments to
IFRSs. The IASB has
separated the amendments
into two parts: Part 1 deals
with changes the IASB
identified resulting in
accaunting changes; Part Il
deals with either terminology
or editorial amendments that
the IASB believes will have
minimal impact.
AASB Further Amendments| Refer to AASB 200&% 1 July The Group has not yet 1 July
20086 to Australian above. 2009 determined the extent of the 2009

Accounting Standards
arising from the
Annual Improvementg
Project

impact of the amendments, if
any.

37




KAIRIKI ENERGY LIMITED AND ITS CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2009

(c) Adoption of new and revised standards (continued)

Reference Title Summary Application Impact on Group financial | Application
date of report date for
standard Group
AASB Amendments to The main amendments of 1 January | Recognising all dividends 1 July 209
20087 Australian Accounting relevance to Australian 2009 received from subsidiaries,

Standard$ Cost of an| entities are those made to jointly controlled entities and

Investment in a AASB 127 del e associates as income will

SubsidiaryJointly met hodd and r likely give rise to greater

Controlled Entity or | dividends from a subsidiary, income being recognised by

Associate jointly controlled entity or the parent entity after adoptig
associate to be recognised it of these amendments.
profit or loss in an entity's
separate financial statement In addition, if the Group
(i.e., parent company undert&es any group
accounts). The distinction reorganisation establishing
between preand post new parent entities, an
acquisition profits is no assessment will need to be
longer required. However, th made to determine if the
payment of such dividends reorganisation meets the
requires the entity to conside conditions prescribed to
whether theg is an indicator effectively be accounted for
of impairment. on a -dOwearr rhyasi

than at fair value.
AASB 127 has also been
amended to effectively allow
the cost of an investment in ¢
subsidiary, in limited
reorganisations, to be based
on the previous carrying
amount of the subsidiary (the
is, share of equity) rathé¢inan
its fair value.
(d) Basis of consolidation
The consolidated financi al statements comprise the f
AiParent Entityo) and its subsidiaries as at 30 June e

(e)

The financial statements of tteibsidiaries are prepared for the same period as the parent entity, using consistent
accounting policies.

In preparing the consolidated financial statements, all intercompany balances and transactions, income and expenses
profit and losses resultingdm intragroup transactions have been eliminated in full. Subsidiaries are fully consolidated
from the date on which control is transferredhte Group and cease to ensolidated from the date on which control is
transferred out of the Group. Controligs where the Company has the power to govern the financial and operating
policies of an entity so as to obtain benefits from its activities.

The acquisition of subsidiaries has been accounted for using the purchase method of accounting. The pthrobdase me
of accounting involves allocating the cost of the business combination to the fair value of the assets acquired and t
liabilities and contingent liabilities assumed at the date of acquisition. Accordingly, the consolidated financial statement
include the results of subsidiaries for the period from their acquisition.

Foreign currency translation

The financial statements are measured using the currency of the primary economic environment in which the entit)
operates (the 06f banged in ¢he &uhdinge structure wfcthe dparent, Bllowing the issue of the
ConvertibleNotes in September 2008 has given rise to the change in the functional currency of Kairiki Energy Limited
from Australian Dollars to US Dollars, effective 1 September82@& the company is listed on the Australian Stock
Exchange, it has maintained its presentation currency as Australian Dollars.
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()

Summary of Significant Accounting Policies (continued)

The functional currency oubsidiaryYilgarn Petroleum Philippines Pty Lt also United States DollarsThe
functional currency of the othéwstralian subsidiaries is Australian Dollars

Transactions in foreign currencies are initially recorded in the functional currency at the exctesgeiing at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies are converted at the rate |
exchange ruling at the balance sheet date.

As at the reporting date the assets and liabilities of the subsidwitlegunctional curreng are translated into the
presentation currency ®fairiki EnergyLimited at the rate of exchange ruling at the balance sheet date and the income
statements are translated at spet rate of the transactionsawerage exchange raties the period.

The exchange differences arising on the retranslation are taken directly to a separate component ©fh aedjsjtgsal
of a foreign entity, the deferred cumulative amount recognised in equity relating to that particular foreign oigeration
recognised in the income statement.

Significant Accounting Estimates and Judgments

Significant accounting judgments

I n the process of applying the Groupds accounting pol
those involving estimations, which have the most significant effect on the amounts recognised in the financial
statements.

Exploration and evaluation assets

The Groupds accounting policy for e Nagtell()xThetappticationeohtlls e v a
policy necessarily requires management to make certain estimates and assumption$utase tevents and
circumstancesAny such estimates and assumptions may change as new information becomes available. If, after havin
capitalisel expenditure under the policy, it is concluded that the expenditures are unlikely to be recovered by future
exploitation or sale, then the relevant capitalised amount will be written off to the income statement.

Significant accounting estimates and assptions

The carrying amounts of certain assets and liabilities are often determined based on estimates and assumptions of futt
events. The key estimates and assumptions that have a significant risk of causing a material adjustment to the carryil
amountf certain assets and liabilities within the next annual reporting period are:

() Impairment of assets
In determining the recoverable amount of assets, in the absence of quoted market prices, estimations are ma
regarding the present value of future casiwfl usingasseitspecific discount rateand the recoverable amount of
the asset is determined. Valireuse calculations performed in assessing recoverable amounts incorporate a number
of key estimates.

(i) Sharebased payment transactions

The Group measurdie cost of equitygettled transactions with employees by reference to the fair value of the
equity instruments at the date at which they are granted. The fair value is determinecbirsamgia model.

(iii) Commitments Exploration

The Group has certaiminimum exploration commitments to maintain its right of tenure to exploration permits.
These commitments require estimates of the cost to perform exploratiomegaited under these permits.

(iv) Restoration obligations
Where a restoration obligatiaxists, the Group estimates the future removal costs of offshore oil and gas platforms,
production facilities, wells and pipelines at the time of installation of the assets. In most instances, removal of assets
occurs many years into the future. This regsijudgmental assumptions regarding removal date, future
environmental legislation, the extent of reclamation activities required, the engineering methodology for estimating
cost, future removal technologies in determining the removal cost and liap#itifis discount rates to determine
the present value of these cash flows. For more detail regarding the policy in respect of the provision for restoration
refer to Note 1(0).
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(@

(h)

(i)

0

1. Summary of Sigrificant Accounting Policies (continued)

(v) Valuation ofconvertiblenotes
The Group issue@onvertibleNotes in Ssptembeiand October 20Q8vhich contains a holder calption embedded
derivative. The carrying value of the call option component was based on the residual value of the debt after
subtracting the debt valueofin the face value of the debt

Cash and cash equivalents
Cash comprises cash at bank and in hand. Cash equivalents are short term, highly liquid investments that are reac
convertible to known amounts of cash and which are subjectitwsigmificant risk of changes in value.

For the purposes of the Cash Flow Statement, cash and cash equivalents consist of cash and cash equivalent:
described above, net of outstanding bank overdrafts.

Trade and other receivables

Trade receivableare recognised and carried at original invoice amount less a provision for any uncollectible debts. An
estimate for doubtful debts is made when collection of the full amount is no longer probable. Bad debts are written off
as incurredCurrent receivablefor GST are due for settlement within 30 days and other current receivables within 12
months.Restricted casts not due for settlement until rights of tenure are forfeited or performance obligations are met.

Impairment of financial assets
The Groupassesses at each balance sheet date whether a financial asset or group of financial assets is impaired.

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has be
incurred, the amount of the lossnee asur ed as the difference between the
of estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the financi

assetds original e feffeeticetinieres rate compmutedeas initialreadgretion). iThe earrying ameount
of the asset is reduced either directly or through use of an allowance account.

The amount of the loss is recognised in profit or loss.

The Group first assesses whether objectvidence of impairment exists individually for financial assets that are
individually significant, and individually or collectively for financial assets that are not individually significanislf it
determined that no objective evidence of impairmexists for an individually assessed financial asset, whether
significant or not, the asset is included in a group of financial assets with similar credit risk characteristics amalpthat gr
of financial assets is collectively assessed for impairment. #\tisat are individually assessed for impairment and for
which an impairment loss is or continues to be recognised are not included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases aradheedean be related objectively to an
event occurring after the impairment was recognised, the previously recognised impairment loss is reversed. An
subsequent reversal of an impairment loss is recognised in profit or loss, to the extent that tige\adugiof the asset

does not exceed its amortised cost at the reversal date.

Plant and equipment
Plant and equipment is stated at cost less accumulated depreciation and any accumulated impairment losses.

Depreciation is calculated orstraightline basis over the estimated useful life of the assets as follows:
Plant and equipmeiit2 to 5 years

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

Disposal

An item of property, plant and equipment is derecognised upon disposal or when no further future economic benefit:
are expected from its use or disposal. Any gain or loss arising on derecognition of the asset (calculated as the differen
between thaet disposal proceeds and the carrying amount of the asset) is included in profit or loss in the year the asse
is derecognised.
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(k)

U

(m)

Summary of Significant Accounting Policies (continued)

Exploration and evaluation expenditure
Costs related to the quisition of properties that contain resources are allocated separately to specific areas of interest.
These costs are capitalised until the viability of the area of interest is determined.

Exploration and evaluation expenditure is stated at costismadcumulated in respect of each identifiable area of
interest.

Such costs are only carried forward to the extent that they are expected to be recouped through the successt
development of the area of interest (or alternatively by its sale), or whigrigéiescin the area have not yet reached a
stage which permits a reasonable assessment of the existence or otherwise of economically recoverable reserves, «
active operations are continuingccumulated costs in relation to an abandoned area are woiteén the income
statement in the period in which the decision to abandon the area is made.

The Directors review the carrying value of each area of interest as at the balance date and any exploration expenditu
which no longer satisfies the above pglis written off.

Once an area of interest enters the development phase, all capitalised acquisition, exploration and evaluatio
expendituresvill be transferred to oil and gas properties.

Impairment of non-financial assets

The Group assesses at eaeporting date whether there is an indication that an asset may be imp&liece an
indicator of impairment exists, the Group makes a formal estimate of recoverable amount. Where the carrying amour
of an asset exceeds its recoverable amount the assehsidered impaired and is written down to its recoverable
amount.

Recoverable amount is the greater of fair value less costs to sell and value in use. It is determined for an individual ass
unl ess the assetds val uedosdtaits fais valuedessncosts to sdll and & doesinoh generatie  t
cash inflows that are largely independent of those from other assets or groups of assets, in which case, the recoveral
amount is determined for the cagénerating unit to which the asgetiongs.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre tax disco
rate that reflects current market assessments of the time value of money and the risks specific to the asset.

Where an impirment loss subsequently reverses, the carrying amount of the asset is increased to the revised estimate
its recoverable amount, but only to the extent that the increased carrying amount does not exceed the carrying amou
that would have been determathhad no impairment loss been recognised for the asset in prior years.

Investments and other financial assets

Financial assets in the scope of AASB ERancial Instruments: Recognition and Measurengetclassified as either
financial assets atifavalue through profit or loss, loans areteivables, heltb-maturity investments, or availabler-

sale investments, as appropriate. Wfirancial assets are recognised initially, they are measured at fair value, plus, in
the case ofnvestments nottafair value through profit or loss, directly attributable transactions costs.GFbep
determines the classification of its financial assets after initial recognition and, allbered and appropriate, -re
evaluates this designation at each financial ‘peak.

All regular way purchases and sales of financial assets are recognised on the trade date i.e. the date that the Grc
commits to purchase the asset. Regular way purchases or sales are purchases or sales of financial assets under cont
that require delivery of the assets within the period established generally by regulation or convention in the
marketplace.

(i) Financial assets at fair value through profit or loss
Financial assets classified as held for trading are included inthpcatey &6 f i nanci al assets a
or | osso. Financi al assets are classified as held f
term. Derivatives are also classified as held for trading unless they are desigeaffective hedging instruments.
Gains or losses on investments held for trading are recognised in profit or loss.

41



KAIRIKI ENERGY LIMITED AND ITS CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2009

(n)

(0)

Summary of Significant Accounting Policies (continued)

(il Loans and receivables
Loans and receivables are noerivativefinancial assets with fixed or determinable payments that are not quoted in
an active market. Such assets are carried at amortised cost using the effective interest method. Gains and losses
recognised in profit or loss when the loans and receivabkeslerecognised or impaired, as well as through the
amortisation process.

(iii) Availablefor-sale investments
Availablefor-sale investments are those migrivative financial assets that are designated as avaftabéale or
are not classified as amy the three preceding categories. After initial recognition avafisieale investments are
measured at fair value with gains or losses being recognised as a separate component of equity until the investme
is derecognised or until the investment e&tetmined to be impaired, at which time the cumulative gain or loss
previously reported in equity is recognised in profit or loss.

The fair value of investments that are actively traded in organised financial markets is determined by reference tc
qguoted narket bid prices at the close of business on the balance sheet date. For investments with no active marke
fair value is determined wusing valuation technique
transactions; reference to the currardrket value of another instrument that is substantially the same; discounted
cash flow analysis and option pricing models.

Trade and other payables

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

Provisions

Provisions are recognised whthe Group has a present obligation (legal or constructive) as a result of a past event, it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a
reliable estimate can be made of the amouthebbligation.

When the Group expects some or all of a provision to be reimbursed, for example under an insurance contract, th
reimbursement is recognised as a separate assets but only when the reimbursement is virtually certain. The exper
relating b any provision is presented in the income statement net of any reimbursement.

If the effect of the time value of money is material, provisions are discounted using a curianxt qate that reflects
the risks specific to the liability.

When discountig is used, the increase in the provision due to the passage of time is recognised as a borrowing cost.

Restoration Provisions

The Group recognises any legal or construatdgtoration obligation as a liability at its present valtithe time a legal

liability or constructive obligatioexists and when a reliable estimate of the amoutiteobbligation can be made. The
carrying amount ofhe long lived assets to which the obligation rel&dscreased by the asset retirement obligation
costsand amorsed over the producing life of the asset.

Restoration provisions are based on the estimatedtosttoration work required at the end of the usefuldifthe
producing fields, including removal of facilitie&d equipment required or intended tadmoved together with
abandonment of producing wells. Thestimates of the asset retirement obligations are lmasedrrent technology,
legal requirements and futucests, which have been discounted to their presdoe. In determining the asset
retirement obligationsthe Company has assumed no significant changesgeuillr in the relevant legislation in relation
to restoratiorof sites in the future.

Where a restoration obligation is assumed as pahec@cquisition of an asset or obligatidme tiability is initially
measured at the present value of the futah flows to settle the present obligation as aatig@isition date.

Over time, the liability is accreted to its present vadaeh period based on a risk adjustedtprediscountate
appropriate to the risks inherent in the liability. Thevinding of the discount is recorded within finance

costs. Upon settlement of the liability, the Compaitlier settles the obligation for its recorded amoumhaurs a gain
or loss upon settleemt.
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(9]

(@)

(r)

©®

(t)

Summary of Significant Accounting Policies (continued)

Interests in Joint Ventures

Interests in jointly controlled assets are reportetthiénfinancial statements by including B o uspabdesof assets
employed in thdoint Venturesthe share of liabilities incurred in relation to theént Ventures and the share of any
expenses and revenuagelation to theoint Ventures in their respectivategories.

Employee leave benefits

Liabilities for wages and salaries, including rmonetary benefits and annual leave and expected to be settled within 12
mont hs of the reporting date are recognised in other
They are measured at the amounts expected to be paid wHebithiees are settled.

Issued capital
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or options «
shown in equity as a deduction, net of tax, from the proceeds.

Revenue recognition
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and the revent
can be reliably measured.

Interest revenue is recognised as it accrues, taking into account the effective yield on the finatcial ass

Share-based payment transactions

Equity settled transactions:

The Group provides benefits to employéesluding Directors)and consultants of the Group in the form of sHzased
payments, whereby those individuals render services in exchangghares or rights over shares (eqgytied
transactions).

When provided, the cost of these eqtsigttled transactions with these individuals is measured by reference to the fair
value of the equity instruments at the date at which they are grartedair value is determined using a binomial
model.

In valuing equitysettled transactions, no account is taken of any performance conditions, other than conditions linked tc
the price of the shares of Kairiki Energy Limited (market conditions) if epbple.

The cost of equitysettled transactions is recognised, together with a corresponding increase in equity, over the period il
which the performance and/or service conditions are fulfilled, ending on the date on which the relevant individuals
becomefully entitled to the award (the vesting period).

The cumulative expense recognised for egséitled transactions at each reporting date until vesting date reflects (i) the
extent to which the vesting per ieofthemamberefequityingrdmeatatioht ( i
will ultimately vest. No adjustment is made for the likelihood of market performance conditions being met as the effect
of these conditions is included in the determination of fair value at grant date. The stedeneent charge or credit for

a period represents the movement in cumulative expense recognised as at the beginning and end of that period.

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

If an equitysettled award is cancelled, it is treated as if it had vested on the date of cancellation, and any expense not
recognised for the award is recognised immediately. However, if a new award is substituted¢docétied award and
designated as a replacement award on the date that it is granted, the cancelled and new award are treated as if they
a modification of the original award, as described in the previous paragraph.

43



KAIRIKI ENERGY LIMITED AND ITS CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2009

(u)

v)

Summary of SignificantAccounting Policies (continued)

Income Tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovel
from or paid to the taxation authorities. The tax rates and tax laws used to corapansotmt are those that are enacted

or substantively enacted by the balance sheet date.

Deferred income tax is provided on all temporary differences at the balance sheet date between the tax bases of ass
and liabilities and their carrying amounts forancial reporting purposes.

Deferred income tax liabilities are recognised for all taxable temporary differences except:

A when the deferred income tax liability arises from the initial recognition of goodwill or of an asset or liability in a
transaction hat is not a business combination and that, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss; or

A when the taxable temporary difference is associated with investments in subsidiaries, associates onidtsErgsts i
Ventures, and the timing of the reversal of the temporary difference can be controlled and it is probable that the
temporary difference will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible t@mplififerences, carrforward of unused tax assets

and unused tax losses, to the extent that it is probable that taxable profit will be available against which the deductible

temporary differences and the cafoyward of unused tax credits and unusedidases can be utilised, except:

A when the deferred income tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss; or

A when the deductible temporary difference is associated with investments in subsidiaries, associates or interests
Joint Ventures, in which case a deferred tax asset is reclygnised to the extent that it is probable that the
temporary difference will reverse in the foreseeable future and taxable profit will be available against which the
temporary difference can be utilised.

The carrying amount of deferred income tax tssgereviewed at each balance sheet date and reduced to the extent that
it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred incomettax ass
to be utilised.

Unrecognised deferred income tax assee reassessed at each balance sheet date and are recognised to the extent th:
it has become probable that future taxable profit will allow the deferred tax asset to be recovered.

Deferred income tax assets and liabilities are measured at the tathedtase expected to apply to the year when the
asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantive
enacted at the balance sheet date.

Income taxes relating to items recognised dirdatlyquity are recognised in equity and not in profit or loss.

Deferred tax assets and deferred tax liabilities are offset only if a legally enforceable right exists to set off current tax
assets against current tax liabilities and the deferred tax asgbigbilities relate to the same taxable entity and the
same taxation authority.

The amount of benefits brought to account or which may be realised in the future is based on the assumption that n
adverse change will occur in income legislation and dh#cipation that the Group will derive sufficient future
assessable income to enable the benefit to be realised and comply with the conditions of deductibility imposed by th
law.

Other taxes

Revenuesexpenses and assets are recognised net afrtbant of GST except:

A when the GST incurred on a purchase of goods and services is not recoverable from the taxation authority, in
which case the GST is recognised as part of the cost of acquisition of the asset or as part of the expense item a:
applicable and

A receivables and payables, which are stated with the amount of GST included.
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(w)

x)

v)

Summary of Significant Accounting Policies (continued)

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

Cash flows are included in the Cash Flow Statement on a gross basis and the GST component of cash flows arisi
from investing and financing activities, which is recoverable from, or payable to, the taxation autt®dtgssified as
operating cash flows.

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

Segment reporting

A business segment is a distinguishable component that the entity undertakes. Management has determined that t
Kairiki group has twdndustry segments being petroleum exploration and mineral explarétigeographical segment

is a distinguishable compent of the entity that is engaged in providing products or services within a particular
economic environment and is subject to risks and returns that are difienenthose of segments operating in other
economic environment§&eographically, the groupurently operates in the Philippines and Australia.

Financial instruments issued by the Company
Debt and equity instruments are classified as either liabilities or as equity in accordance with the substance of th
contractual arrangement.

Transactn costs arising on the issue of equity instruments, net of associated tax, are recognised directly in equity as
reduction of the proceeds of the equity instrument to which the costs relate. Transaction costs are the costs that a
incurred directly in onnection with the issue of those equity instruments and which would not have been incurred had
those instruments not been issued.

Convertible Note

The Convertible Note is split into two components: a debt component and a component representing théedmbed
derivatives in theConvertibleNo t e . The debt component represents the
payments and the redemption amount. The embedded derivatives represent the value of the dptiovettidie Note
holders have to caert into ordinary shares in the Company.

The debt component of the Convertible Note is measured at amortised cost and therefore increases as the present ve
of the redemption amount increases, with a corresponding charge to finance cost as acqetiesnTde carrying

value of the call option component was based on the residual value of the Convertible Note after subtracting the det
value from the face value of the Convertible Note.

Borrowing costs
The transactions costs of tBenvertibleNote have been offset against the debt instruments. These costs are amortised
over the three year life of debt instruments.

Earnings per share

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

Diluted earnings per share is calculated as net profit attributable to meshbigesparent, adjusted for:

A costs of servicing equity (other than dividends) and preference share dividends;

A the after tax effect of dividends and interest associated with dilutive potential ordinary shares that have been
recognised as expenses; and

A othe nondiscretionary changes in revenues or expenses during the period that would result from the dilution of
potential ordinary shares; divided by the weighted average number of ordinary shares and dilutive potential ordinar
shares, adjusted for any borelement.
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2. Revenue and Expenses

(&) Revenueand Income
Interestrevenud non related entities
Foreign exchange gains
Other income

(b) Expenses

Administrative expenses include:
Employee benefits expense:
Wages and salaries
Share based payments expense

Net expense from movement in provision:

employee entitlements

Other employee benefits
Recoveries from joint venture

Depreciation
Operating lease rental expense

Explorationexpenses include:
Impairment of exploration assets
Exploration expenses

Finance costinclude:
Borrowing costs expensed
Interest paid

Accretion expense

Otherexpenses include:
Impairment of intercompany loans

Impairment of intercompany investments

(c) Losses/ (Gains)
Loss on disposal of necurrent assets

Consolidated

Parent Entity

2009 2008 2009 2008
$60 $060 $60 $60
244 299 242 265
436 - 446 -
- 5 - 5
680 304 688 270
544 592 544 592
175 574 175 574
17) 20 17) 20
42 59 42 59
(50) (206) (50) (206)
694 1,039 694 1,039
18 17 18 17

- 96 - 96
1,090 1,052 1,090 1,052
295 787 252 650
1,385 1,839 1,342 1,702
27 - 27 -
1,517 - 1,517 -
459 - 459 ]
2,003 - 2,003 -
- - 58 997

- - - 1

2 - 2 -
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