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Kairiki Energy Limited

Directors' Report

The Directors of Kairiki Energy Limited submit herewith the financial report of the consolidated entity for the
half year ended 31 December 2009. In order to comply with the provisions of the Corporations Act 2001, the
Directors report as follows:

Directors

The names of Directors who held office during or since the end of the half year and until the date of this
report are as below. Directors were in office for this entire period unless otherwise stated.

Current Directors

Paul Damien John Fry Executive Chairman

Mark Walker Fenton Managing Director Appointed 1 December 2009
Lawrence James Brown Executive Director

Jyn Sim Baker Non-Executive Director

Previous Directors
Rae Jefferies Non-Executive Director Resigned 18 August 2009
Review and Results of Operations
The principal activities of the Company and its subsidiaries during the period were exploration and evaluation
of its oil and gas properties. The net loss for the half year ended 31 December 2009 was $994,000 (31
December 2008 $1,965,000). The net loss included the following items:
e Cash interest expenses on the convertible notes of $752,000 (note 6); and
¢ Non-cash interest and borrowing expenses on the convertible notes of $465,000 (note 6).
Oil and Gas Interests

Philippines Offshore Oil and Gas Farm-In (SC 54) i 30.1% Interest

During the half year, the following progress occurred in respect of the companydés Philippine
operations:

Permit Partitioning

In July 2009, Kairiki Energy Limited advised that the Philippine Department of Energy approved the request
of the Service Contract 54 Joint Venture partners to partition the Contract into two areasi Ar ea 6 A6 and A

60BO. SC 54 Area OAO0, the inboard, shall ow water area,
including the Tindalo and Yakal oil discoveries and the associated portfolio of shallow water discoveries and
targets. SC54 Area 6B&6 covers some 3179 sgq. km of the deeper

large Gindara Prospect along with several other attractive exploration targets.
SC 54A
Tindalo Development

On 11 December 2009 the SC 54A Joint Venture partners provided their Final Investment Decision (FID)
approval for the development of the Tindalo oilfield.
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Key development highlights:

e Tindalo-1 discovery well will be re-entered and completed for production;

The Tindalo project will utilise a jack-up rig and a dynamically positioned storage vessel (FSO) to
develop the field;

All major approvals for the project from the Philippine government received,;

Estimated development cost is approximately US$20 million;

Upon production, the operating costs will be approximately US$250,000 per day;

First oil scheduled 2Q 2010 with initial field production rate of 7,000-15,000bopd.

Development Overview

The Tindalo oilfield will be developed using a leased jack-up rig to re-enter and complete the suspended
Tindalo-1 well for production. An electric submersible pump will be installed as part of the well completion to
assist in maintaining production rates throughout the life of the field. The jack-up rig will remain on location to
provide a stable weather-tolerant production platform using specially installed production equipment on
board. Crude oil from the well will be processed on the rig and then flowed into storage via a floating hose to
a leased dynamically positioned, Floating Storage and Off-take (FSO) vessel nearby.

Major Contracts awarded

Drilling Rig: in December 2009, the SC 54A Joint Venture contracted the jack-up dr i Il Il ing rig 0/
Drillerdéd from Vantage Drilling. The 6AQq ulefanrthe stat®df wi | |
April2010. Thi s may be extended at the Joint Ventureods opti

Floating Storage and Offloading vessel: in February 2010, the SC 54A Joint Venture contracted the M/T

Tove Knutsen, Floating Storage and Offloading vessel from Knutsen Shuttletanker Pool AS . The FSO is
initially secured for a period of six months which ma
three years.

Production Processing Equipment: in February 2010, the SC 54A Joint Venture contracted the production
processing equipment with Weatherford Asia Pacific Pte Ltd.

Studies

SC 54A studies for the half year included the mapping and reservoir simulation of the Yakal discovery. In
addition, the SC 54A Joint Venture agreed to reprocess 140 sq. km of TQ3D seismic data to pre-stack depth
migration in order to quantify the in-place volumes of the nearby Nido-1X discovery, the North Nido Updip
prospect and surrounding leads.

SC 54A Farm-out to Trafigura

On 22 October, Kairiki announced that it had entered into a conditional farm-out agreement with a subsidiary

of Trafigura Pte Ltd (Trafigura) to farm-out 5% of its 40% interest in SC 54A. Kairiki received net cash

proceeds of US$3.6 million (A$3.9 million), after which Trafigura is responsible for its participating interest

share of the development costs of the Tindalo oil field project. Under the terms of a separate crude oil

mar keting agreement, Trafigurads affiliate, Trafigura
produced from SC 54A. The farm-out agreement became unconditional on 1 December 2009 on receipt of

Philippine government approvals.

SC 54B

An update of the Gindara Prospect was released in September 2009 based on a reprocessing of the 3D data

set by the Joint Venture as a Pre-Stack Depth Migrated 3D volume (PSDM) to improve certainty on the
structureds size and the distribution of effective r1
technical work completed in during the second half of 2009, the Gindara prospect is now considered drill

ready.

The SC 54B Joint Venture has continued to engage companies during the period with a view to farming-out
the acreage and obtaining a partner to assist in drilling the Gindara prospect.
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Mineral Tenements

During the half year Kairiki finalised its agreements to farm-out its minerals tenements to third parties
whereby those 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. Kairiki will receive as
consideration 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.

Corporate
Appointment of New Managing Director

In November 2009 the company announced the appointment of Dr Mark Fenton as its new Managing
Director, effective 1 December 2009. Mark has over 24 years of experience with operating oil and gas
companies and has extensive experience in both offshore and onshore oil field developments. Mr Laurie
Brown remains as Executive Director.

Changes in State of Affairs

During the half year ended 31 December 2009 there was no significant change in the entity's state of affairs
ot her than that referred to in this Directorsé report,

Events Subsequent to Reporting Date

On 11 Mar ch 2whdipownel subsidiark Yilgasn Petroleum Philippines Pty Ltd, entered into an
agreement with TG World (BVI) Corp. (a subsidiary of TG World Energy Corporation) (TG World) to farm-out
4.9% of its current 35% interest in SC 54A.

The consideration consists of an up-front cash payment of US$2.06 million (~A$2.3 million), and a number of
staged payments totalling US$2.32 million (~A$2.6 million), that fall due at the commencement of production
at the Tindalo oil field and as subsequent crude oil cargoes from the field are lifted. Under the terms of the
agreement, TG World will also market its net share of the crude oil produced from SC 54A with Trafigura Pte
Ltd. The farm-out agreement is subject to Joint Venture and Philippines government approvals.

Pursuant to the farm-out agreement with TG World, Kairiki has negotiated an amendment to the Convertible
Note held by IMC Oil and Gas Investments Pty Ltd whereby Kairiki will repay the Convertible Note in full
within the first year of production from Tindalo.

Rounding
The amounts contained in this report and in the financial statements 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 which the Class Order applies.
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Auditords I ndepaiondence Decl ar
An independence decl aration rom our auditors i

f
forms part of this Directorsé Report.

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

Mark Fenton
Managing Director

PERTH, 15" day of March 2010

Resource Estimates

All potential hydrocarbon resource estimates in this Half Year Report have been compiled by Mr L Brown,
t he Co mpanagingDirector, in consultation with the operator of the respective Joint Venture, where
appropriate. Mr Brown is qualified with a joint degree with Bachelor of Science (Honours) in Geology and

Geophysics from Durham University in the United Kingdom and more than 25 years of relevant experience.

S
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% OTHSAY

96 Parry Street, Perth WA 6000 P.O. Box 8716, Perth Business Centre WA 6849
Phone (08) 9227 0552 www.rothsay.com.au

The Directors

Kairiki Energy Ltd

Suite 3, Churchill Court
331 — 335 Hay St
Subiaco WA 6008

Dear Sirs & Madam

In accordance with Section 307C of the Corporations Act 2001 (the "Act") |

hereby declare that to the best of my knowledge and belief there have been:

i) no contraventions of the auditor independence requirements of the Act in
relation to the audit review of the 31 December 2009 interim financial

statements; and

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

G2 S

Graham R Swan (Lead auditor)

Rothsay Chartered Accountants

Dated 15" March 2010

Chartered Accountants

Liability limited by the Accountants Scheme, approved
under the Professional Standards Act 1994 (NSW).
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