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1. ANNUAL REPORT
2. UPCOMING RELEASE OF SHARES FROM ESCROW

Annual Report

Please find attached the company’s 2005 Annual Report

Release of Shares from Escrow

In accordance with the listing rules, the company advises that on 26™ October 2005 a total of
2,466,000 shares are scheduled to be released from escrow. The company will apply to ASX to

have the shares released from escrow on 26™ October 2005.

These shares were issued to seed capitalists on 26 October 2004 and have been held in escrow
for 1 year in accordance with the listing rules.

Stephen Thomas
Managing Director
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Treeton SPA

Seismic has now been completed in the area and the final report has been supplied to the Department of
Industry and Resources (DolR). The Company has requested the area be converted to a Drilling Reservation
to enable the Company to test drill the coals located by the seismic survey. The Company is waiting to hear
the outcome of its application.

Vasse SPA

The Vasse seismic survey has now been completed and the results are with the processing centre in Denver
Colorado USA. From the early returns it appears that the area holds significant promise in respect of the
location of significant thicknesses of Permian coals in the SPA. The Company will be applying to have the
area converted to a drilling reservation in the near future.

Margaret River and Augusta Exploration Permits:
These two areas are still awaiting grant. Although they have been offered for approval we are still waiting on
the environmental conditions to be set prior to the DolR granting the Permits.

Bunbury — Capel (SPA Application — Westralian earning 100%)

Under the terms of the RME Farm-in Agreement the Company has the exclusive right to earn 100% of this
SPA, which covers approximately 640 km?® of prospective ground from Bunbury to Capel in the southwest of
Western Australia. A seismic survey is planned for the 4™ quarter of 2005. The aim of this work is to
determine whether the Vasse Shelf type of structures situated on the west side of the Bunbury Trough are
mirrored on the east side between Bunbury and Capel. Should the work delineate coals at shallow depth, the
Company will seek to convert the SPA to a Drilling Reservation in late 2005.
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Collie / Wilga Basin (Westralian earning 50% plus an option to acquire the balance)

Under the terms of the Flamestar Joint Venture Agreement the Company has formed a joint venture with
Flamestar Corporation Pty Ltd (Flamestar) to explore the Collie and Wilga SPA's, which are located over and
south of the town of Collie and comprise approximately 425 and 280 km?® respectively. The areas are
situated within known coalfields and host significant coal thicknesses, however these areas have never been
tested for their CSM potential. Consequently seismic surveys have been undertaken in these areas during
the first quarter and second quarter of 2005. Should the results return a positive outcome, the Company will
apply to have one or more of these areas converted into a Drilling Reservation/s.

It is also worth noting that these areas host the state’s only coal fired power stations. Whilst not an

immediate focus, these areas are considered to be strategic holdings in that they might be utilised at a later
date to test various geosequestration theories.

Eneabba/Greenough, North Perth Basin (Westralian 100%)

i) Eneabba — SPA

The Company has been granted an SPA over
approximately 210 km? of prospective ground over the
town of Eneabba in the North Perth Basin. The area is
located east of the Woodada Gas Field and is believed
to lie over significant shallow coals of the Cattamarra
Coal Measures, documented by previous petroleum |- 29°00
exploration in the area. The Company undertook a
seismic survey in June and July 2005. The results are
presently being processed in the USA.
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ii) Greenough - SPA

The Company has applied for a 100% interest in a SPA
of approximately 2,350 km? in size situated east of
Geraldton in the North Perth Basin. The area has been
drilled by previous oil and gas explorers who have 31°00"
recorded Permian coals at shallow depths within the
area of interest.
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FIGURE 5:
WESTRALIAN GAS AND POWER LIMITED
ENEABBA — GREENOUGH PROJECT LOCATIONS
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Auditor’s Independence Declaration
The auditor’'s independence declaration for the year ended 30 June 2005 has been received and can be
found on page 16.

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

Peter Briggs

Dated this 29" day of September 2005.
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lorwath

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

A member of Horwath International

128 Hay Street Subiaco WA 6008
28 September 2005 PO Box 700 West Perth WA 6872

Email horwath@perth.horwath.com.au

Telephone (08) 9380 8400
Facsimile (08) 9380 8499

The Board of Directors

Westralian Gas and Power Limited
Suitel

46 Ord Street

WEST PERTH WA 6005

AUDITOR’S INDEPENDENCE DECLARATION

This declaration is made in connection with audit of the financial report of Westralian Gas
and Power Limited for the year ended 30 June 2005 and in accordance with the provisions of
the Corporations Act 2001.

We declare that, to the best of our knowledge and belief, there have been:

« No contraventions of the auditor independence requirements of the Corporations
Act 2001 in relation to this audit;

« No contraventions of the Code of Professional Conduct of the Institute of
Chartered Accountants in Australia in relation to this audit.

Yours faithfully

HORWATH
Audit (WA) Pty Ltd

Heresamet .

Cams Oprze

GLYN O'BRIEN
Director

Directors: Glyn O’Brien CA Anthony Bevan CA

Horwath Audit (WA) Pty Ltd conducts its practice independently of all other firms of chartered accountants who are members of Horwath International in Australia



CORPORATE GOVERNANCE STATEMENT

Recent external events have changed the way in which corporate governance responsibilities are viewed
and in March 2003 the ASX Corporate Governance Council released its ‘Principles of Good Corporate
Governance and Best Practice Recommendations’. The principles of corporate governance have been
developed, supported by best practice and implementation recommendations. The Council has recognised
that these principles and recommendations do not contain a “one size fits all” solution and that it will be
necessary for companies to adopt a “fit for purpose” solution in the adoption of these practices.

The ASX Listing Rules require listed entities to disclose the extent to which they have followed the best
practice recommendations set by the ASX Corporate Governance Council during the reporting period. This
corporate governance statement summarises the corporate governance practices that have been formally
reviewed and adopted by the Board with a view to ensuring continued investor confidence in the operations
of the Company. A table has been included at the end of this statement detailing the Company’s compliance
with the best practice recommendations.

The Company’s website at www.westraliangasandpower.com.au contains a corporate governance section
that includes copies of this corporate governance statement.

BOARD OF DIRECTORS
Role of the Board (1.1)

In general, the Board is responsible for, and has the authority to determine all matters relating to the policies,
practices, management and operations of the Company. It is required to do all things that may be necessary
to be done in order to carry out the objectives of the Company.

Without intending to limit this general role of the Board, the principal functions and responsibilities of the
Board include the following:

To set the strategic direction for the Company and monitor progress of those strategies;

Establish policies appropriate for the Company;

Monitor the performance of the Company, the Board and management;

Approve the business plan and work programmes and budgets;

Authorise and monitor investment and strategic commitments;

Review and ratify systems for health, safety and environmental management; risk and internal
control; codes of conduct and regulatory compliance;

. Report to shareholders, including but not limited to, the Financial Statements of the Company and
. Take responsibility for corporate governance.

Composition of the Board

To add value to the Company the Board has been formed so that it has effective composition, size and
commitment to adequately discharge it's responsibilities and duties given the Company’s current size and
scale of operations.

The names of Directors of the Company in office at the date of this statement are set out in the Directors’
Report. Information regarding Directors’ experience and responsibilities will be included in the Directors’
Report section of the Annual Report. (2.5)

The number of Directors is specified in the Constitution of the Company as a minimum of three up to a
maximum of nine.

The preferred skills and experience for a Director of the Company include:

Exploration and Development;
Production operations;
Business Development; and
Public Company administration.
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Chairman of the Board

The Chairman of the Board is an Executive Director and the Chairman was elected by the Directors. The
Board considers that the Chairman, Mr Peter Briggs is not independent (2.2/2.3)

Independent Directors (2.1)
The Board considers that a Director is independent if that Director complies with the following criteria:

e Apart from Director’s fees and shareholding, independent Directors should not have any business dealing

which could materially affect their independent judgement;

Must not have been in an Executive capacity in the Company in the last 3 years;

Must not have been in an advisory capacity to the Company in the last 3 years;

Must not be a significant customer or supplier for the Company;

Must not owe allegiance to a particular group of shareholders which gives rise to a potential conflict of

interest;

Must not hold conflicting cross Directorships; and

e Must not be a substantial shareholder of a nominee of a substantial shareholder (as defined under
section 9 of the Corporations Act)

Using the ASX Best Practice Recommendations on the assessment of the independence of Directors, the
Board considers that of a total of three Directors, only one is considered to be independent (Mr Alan Burns).
Mr Briggs and Mr Thomas are both executive directors and hold significant shareholdings in the Company.
Retirement and Rotation of Directors

Retirement and rotation of Directors are governed by the Corporations Act 2001 and the Constitution of the
Company. Each year one third of Directors (excluding the Managing Director) must retire and offer
themselves for re-election. Any casual vacancy filled will be subject to shareholder vote at the next Annual
General Meeting of the Company.

Independent Professional Advice (2.5)

Each Director has the right to seek independent professional advice at the Company’s expense after
consultation with the Chairman. Once received the advice is to be made immediately available to all Board
members.

Access to Employees

Directors have the right of access to any employee. Any employee shall report any breach of corporate
governance principles or Company policies to the Executive Director and/or Company Secretary/Financial
Controller who shall remedy the breach. If the breach is not rectified to the satisfaction of the employee, they
shall have the right to report any breach to an independent director without further reference to senior
managers of the Company.

Directors and Officers Liability Insurance

Directors and officers insurance for Directors will be arranged by the Company at the Company’s expense
with a 1% contribution from each Director.

Share Ownership
Directors are encouraged to own Company shares.
Board Meetings

The following points identify the frequency of Board Meetings and the extent of reporting from management
at the meetings:
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e There is no minimum of number of meetings to be held per year;

e Other meetings will be held as required, meetings can be held by telephone link; and

e Information provided to the Board includes all material information on; operations, budgets, cash flows,
funding requirements, shareholder movements, broker activity in the Company’s securities, assets and
liabilities, disposals, financial accounts, external audits, internal controls, risk assessments, new venture
proposals, and health, safety and environmental reports.

The number of Directors’ meetings and the number of meetings attended by each of the Directors of the
Company during the financial year are set out in the Directors’ Report.

Board Performance Review (8.1)

It is not the policy of the Board to conduct an evaluation of its performance. The Board consists of two
executive directors and one independent non executive director. The two executive directors are employed
via consultancy agreements which are subject to normal commercial conditions for review and termination.

Other Areas for Board Review

e Reporting to shareholders and the market to ensure trade in the Company’s securities takes place in an
efficient, competitive and informed market; and
e Insurance, both corporate and joint venture related insurances.

Board Committees
Audit Committee (4.2)

The Company does not have an audit committee. The Board is of the opinion that due to the nature and size
of the Company, the functions performed by an audit committee can be adequately handled by the full
Board.

A Director and the Company Secretary/Financial Controller declare to the Board that the Company’s financial
statements for the year ended 30" June 2005 present a true and fair view, in all material aspects, of the
Company’s financial condition and operational results and are in accordance with relevant accounting
standards. The representation is made by a Director and Company Secretary/Financial Controller prior to the
Director’s approval of the release of the annual and six monthly accounts.(4.1)

Nomination Committee (2.4)

The Board of Directors of the Company does not have a nhomination committee. The Board is of the opinion
that due to the nature and size of the Company, the functions performed by a nomination committee can be
adequately handled by the full Board.

Remuneration Committee (8.1)(9.2)(9.5)

The Company does not have a remuneration committee. The Board is of the opinion that due to the nature
and size of the Company, the functions performed by a remuneration committee can be adequately handled
by the full Board.

The Company’s policy for determining the nature and amount of emoluments of Board members is as
follows:

¢ Remuneration of Executive and Non-Executive Directors is reviewed annually by the Board.
e Remuneration packages are set at levels intended to attract and retain Directors and Executives capable
of managing the Company’s operations and adding value to the Company.

For details of remuneration paid to Directors and officers for the financial year please refer to the Directors
Report and Note 5 to the Financial Statements.
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Risk Management (7.1)

The risks involved in a gas exploration, development and production company and the specific uncertainties
for the Company continue to be regularly monitored. All proposals reviewed by the Board include a
consideration of the issues and the risks of the proposal.

The potential exposures associated with running the Company have been managed by the Board and the
Company Secretary/Financial Controller who have significant broad-ranging industry experience, work
together as a team and regularly share information on current activities.

Additionally, it is the responsibility of the Board to assess the adequacy of the Company’s internal control
systems and that its financial affairs comply with applicable laws and regulations and professional practices.
A Director and the Company Secretary/Financial Controller declare to the Board that the financial reporting,
risk management and associated compliance controls have been assessed and found to be operating
efficiently and effectively. The representation is made by a Director and Company Secretary/Financial
Controller prior to the Director's approval of the release of the annual and six monthly accounts. This
representation is made after enquiry of, and representation by, appropriate levels of management (4.1) (7.2).

PROMOTION OF ETHICAL AND RESPONSIBLE DECISION-MAKING

Code of Conduct (10.1)

The goal of establishing the Company as a niche provider of gas and/or electricity is underpinned by its core
values of honesty, integrity, common sense and respect for people. The Company desires to remain a good

corporate citizen and appropriately balance, protect and preserve all stakeholders interests.

The Board has not adopted a formal Code of Conduct for Directors and employees of the Company. The
Company has two executive directors, one non executive director and one employee.(3.1).

Trading in Company Securities by Directors, officers and employees

Trading of shares is covered by, amongst other things the Corporations Act and the ASX Listing Rules. The
Board is satisfied that all its directors, officers and employees are aware of the rules which prohibit trading in
the Company’s securities whilst the Directors, officer or employee is in the possession of price sensitive
information.

For details of shares held by Directors and officers please refer to the Directors’ Report and Note 5 to the
Financial Statements (3.2).

SHAREHOLDER COMMUNICATION
The Board of Directors aims to ensure that the shareholders, on behalf of whom they act, are informed of all

information necessary to assess the performance of the Directors and the Company. Information is
communicated to shareholders and the market through:

the Annual Report which is distributed to all shareholders;

e other periodic reports which are lodged with ASX and available for shareholder scrutiny;
e other announcements made in accordance with ASX Listing Rules;

e special purpose information memoranda issued to shareholders as appropriate; and

o the Annual General Meeting and other meetings called to obtain approval for board action as appropriate.
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ASX BEST PRACTICE RECOMMENDATIONS

The table below identifies the ASX Best Practice Recommendations and whether or not the Company has
complied with the recommendations during the reporting period:

Complied | Note
1.1 | Formalise and disclose the functions reserved to the Board and those delegated X
to management.
2.1 | A majority of the Board should be independent Directors. X
2.2 | The Chairperson should be an independent Director. X
2.3 | The roles of the Chairperson and Chief Executive Officer should not be exercised 1
by the same individual.
2.4 | The Board should establish a Nomination Committee. X 2
2.5 | Provide the information indicated in Guide to Reporting on Principle 2. X
3.1 | Establish a code of conduct to guide the Directors, the Chief Executive Offer ( or X
equivalent), the Chief Financial Officer (or equivalent) and any other key
Executives as to:
3.1.1 the practices necessary to maintain confidence in the Company’s integrity.
3.2.1 the responsibility of an accountability of individuals for reporting and
investigating of unethical practices.
3.2 | Disclose the policy concerning trading in Company securities by Directors, officers X
and employees
3.3 | Provide information indicated in the Guide to reporting on Principle 3. X
4.1 | Require the Chief Executive Officer (or equivalent) and the Chief Financial Officer X
(or equivalent) to state in writing to the Board that Company’s financial reports
present a true and affair view, in all material respects, of the Company’s financial
condition and operational results and are in accordance with relevant accounting
standards.
4.2 | The Board should establish an Audit Committee. 3
4.3 | Structure the Audit Committee so that it consists of: 3
— Only Non-Executive Directors;
— A majority of independent Directors;
— An independent Chairperson, who is not Chairperson of the Board;
and
— At least three other members.
4.4 | The Audit Committee should have a formal charter. 3
4.5 | Provide the information indicated in Guide to reporting on Principle 4. X
5.1 | Establish written policies and procedures designed to ensure compliance with ASX X
Listing Rule disclosure requirements and to ensure accountability at a senior
management level for the compliance.
5.2 | Provide the information indicated in Guide to reporting Principle 5. X

Page 21




6.1 | Design and disclose a communication strategy to promote effective X
communication with shareholders and encourage effective participation at general
meetings.

6.2 | Request the external auditor to attend the Annual General Meeting and be Yes
available to answer shareholder questions about the conduct of the audit and the
preparation and content of the Auditors Report.

7.1 | The Board or appropriate Board Committee should establish policies on risk X
oversight and management.

7.2 | The Chief Executive Officer (or equivalent) and the Chief Financial Officer (or X
equivalent) should state to the Board in writing that:

7.2.1 the statement given in accordance with the best practice recommendation
4.1 (the integrity of financial statements) is founded on a system of risk
management and internal compliance and control which implements the policies
adopted by the Board.

7.2.2 the Company'’s risk management and internal compliance and control system
is operating efficiently in all material respects.

7.3 | Provide the information indicated in Guide to reporting on Principle 7. X

8.1 | Disclose the process for performance evaluation of the Board, its committees and 4
individual Directors, and key Executives and corporate performance.

9.1 | Provide disclosure in relation to the Company’s remuneration policies to enable X
investors to understand

I. The costs and benefits of these policies; and
II. The link between remuneration paid to Directors and key Executives and
corporate performance.

9.2 | The Board should establish a Remuneration Committee. 5

9.3 | Clearly distinguish the structure of Non-Executive Directors’ remuneration from Yes
that of Executives.

9.4 | Ensure that payment of equity-based Executive remuneration is made in N/A
accordance with thresholds set in plans approved by shareholders.

9.5 | Provide the information indicated in Guide to reporting on Principle 9. X

10.1 | Establish and disclose a code of conduct to guide compliance with legal and other X

obligations to legitimate stakeholders.
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Note 1: The Company has a Managing Director who is also the Chief Executive Officer. Therefore both roles
are exercised by the same person. The Company does not have an Independent Chairman of the Board.
The Chairman is an executive director.

Note 2: The Board of Directors of the Company does not have a nomination Committee. The Board is of the
opinion that due to the nature and size of the Company, the functions performed by a Nomination Committee
can be adequately handled by the full Board.

Note 3: The Company does not have an Audit Committee. The Board is of the opinion that due to the nature
and size of the Company, the functions performed by an Audit Committee can be adequately handled by the
full Board.

Note 4: The Board is comprised of two executive directors and one Non Executive independent director. The
two executive directors are employed via consultancy agreements which contain review and termination
clauses.

Note 5: The Company does not have a Remuneration Committee. The Board is of the opinion that due to the

nature and size of the Company, the functions performed by a Remuneration Committee can be adequately
handled by the full Board.

Page 23



WESTRALIAN GAS AND POWER LIMITED

STATEMENT OF FINANCIAL PERFORMANCE

YEAR ENDED 30 JUNE 2005

Revenues from ordinary activities

Employee benefits and consultants expense
Depreciation and amortisation expense

Exploration expenditure written off

Other expenses from ordinary activities

Loss from ordinary activities before income tax expense
Income tax expense relating to ordinary activities

Loss from ordinary activities after related income tax
expense

Total changes in equity other than those resulting from
transactions with owners as owners

Basic earnings per share (cents per share)
Diluted earnings per share (cents per share)

The comparatives for the prior year are for the period 24" May 2004 until 30 June 2004.

The Statement of Financial Performance should be read in conjunction with the accompanying Notes to the

Financial Statements

Note
2

2005 2004
58,800 41
(300,649) (95,000)
(3,923) (24)
(695,302) (19,616)
(292,919) (56,514)
(1,233,993) (171,113)
(1,233,993) (171,113)
(1,233,993) (171,113)
(5.74) (8,555,650)
(5.74) (8,555,650)
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WESTRALIAN GAS AND POWER LIMITED
STATEMENT OF FINANCIAL POSITION
YEAR ENDED 30 JUNE 2005

CURRENT ASSETS

Cash assets

Receivables

TOTAL CURRENT ASSETS
NON-CURRENT ASSETS
Receivables

Property, plant and equipment
Intangible assets

Other

TOTAL NON-CURRENT ASSETS
TOTAL ASSETS

CURRENT LIABILITIES
Payables

Provisions

TOTAL CURRENT LIABILITIES
TOTAL LIABILITIES

NET ASSETS

EQUITY

Contributed equity
Accumulated losses

TOTAL EQUITY

Note

11
12

13

14
15

16
17

2005 2004
2,657,845 51,390
132,483 15,593
2,790,328 66,983
1,600 -
13,267 5,448
14,867 5,448
2,805,195 72,431
106,393 243,542
1,127 -
107,520 243,542
107,520 243,542
2,697,675 (171,111)
4,102,781 2
(1,405,106) (171,113)
2,697,675 (171,111)

The Statement of Financial Position should be read in conjunction with the accompanying Notes to the

Financial Statements
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WESTRALIAN GAS AND POWER LIMITED
STATEMENT OF CASHFLOWS
YEAR ENDED 30 JUNE 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Payments to suppliers and employees

Interest received

GST paid

Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property, plant and equipment
Acquisition cost of trademark

Security deposit paid

Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issue of shares (net of raising costs)
Proceeds from share application monies
Proceeds from borrowings

Repayment of borrowings

Net cash provided by (used in) financing activities
Net increase in cash held

Cash at beginning of year/period

Cash at end of year

Note

21

8

2005 2004
(1,244,129) (114,625)
47,379 41
(92,589) (15,593)
(1,289,339) (130,177)
(11,469) (5,472)
(273) -
(1,600) -
(13,342) (5,472)
3,930,289 2

- 137,000

- 50,037

(21,153) -
3,909,136 187,039
2,606,455 51,390
51,390 -
2,657,845 51,390

The cashflows for the prior year are for the period 24 May 2004 (date of incorporation) until 30 June 2004

The Statement of Cash Flows should be read in conjunction with the accompanying Notes to the Financial

Statements
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WESTRALIAN GAS AND POWER LIMITED
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 30 JUNE 2005

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The financial report is a general purpose financial report that has been prepared in accordance with
Accounting Standards, Urgent Issues Group Consensus Views, other authoritative pronouncements of the
Australian Accounting Standards Board and the Corporations Act 2001.

The financial report covers the company, Westralian Gas and Power Limited, which is a listed public
company incorporated and domiciled in Australia. The company does not have any subsidiaries.

The financial report has been prepared on an accruals basis and is based on historical costs and does not
take into account changing money values or, except where stated, current valuations of non-current assets.
Cost is based on the fair values of the consideration given in exchange for assets.

The following is a summary of the material accounting policies adopted by the Company in the preparation of
the financial report. The accounting policies have been consistently applied, unless otherwise stated.

a. Income Tax
The Company adopts the liability method of tax-effect accounting whereby the income tax expense is
based on the profit from ordinary activities adjusted for any permanent differences.

Timing differences which arise due to the different accounting periods in which items of revenue and
expense are included in the determination of accounting profit and taxable income are brought to
account as either a provision for deferred income tax or as a future income tax benefit at the rate of
income tax applicable to the period in which the benefit will be received or the liability will become
payable.

Future income tax benefits are not brought to account unless realisation of the asset is assured
beyond reasonable doubt. Future income tax benefits in relation to tax losses are not brought to
account unless there is virtual certainty of realisation of the benefit.

The amount of benefits brought to account or which may be realised in the future is based on the
assumption that no adverse change will occur in income taxation legislation and the anticipation that
the Company will derive sufficient future assessable income to enable the benefit to be realised and
comply with the conditions of deductibility imposed by the law.

b. Plant and Equipment
Each class of plant and equipment is carried at cost or fair value less, where applicable, any
accumulated depreciation.

Plant and equipment are measured on the cost basis.

The carrying amount of plant and equipment is reviewed annually by directors to ensure it is not in
excess of the recoverable amount from these assets. The recoverable amount is assessed on the
basis of the expected net cash flows which will be received from the assets employment and
subsequent disposal. The expected net cash flows have not been discounted to their present values
in determining recoverable amounts.

The cost of fixed assets constructed within the Company includes the cost of materials, direct labour,
borrowing costs and an appropriate proportion of fixed and variable overheads.
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NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Depreciation

The depreciable amount of all fixed assets including building and capitalised lease assets, but
excluding freehold land, is depreciated on a straight line basis over their useful lives to the Company
commencing from the time the asset is held ready for use. Properties held for investment purposes
are not subject to depreciation. Leasehold improvements are depreciated over the shorter of either
the unexpired period of the lease or the estimated useful lives of the improvements.

The depreciation rates used for each class of depreciable assets are:

Class of Fixed Asset Depreciation Rate
Furniture 7.5%
Plant and equipment 25% - 100%

C. Leases

Leases of fixed assets where substantially all the risks and benefits incidental to the ownership of the
asset, but not the legal ownership, are transferred to the Company, are classified as finance leases.
Finance leases are capitalised, recording an asset and a liability equal to the present value of the
minimum lease payments, including any guaranteed residual values. Leased assets are depreciated
on a straight line basis over their estimated useful lives where it is likely that the Company will obtain
ownership of the asset or over the term of the lease. Lease payments are allocated between the
reduction of the lease liability and the lease interest expense for the period.

Lease payments for operating leases, where substantially all the risks and benefits remain with the
lessor, are charged as expenses in the periods in which they are incurred. Lease incentives under
operating leases are recognised as a liability. Lease payments received reduce the liability.

d. Interests in Joint Ventures
The Company’s share of the assets, liabilities, revenue and expenses of joint venture operations are
included in the appropriate items of the statement of financial performance and financial position.
Details of the Company’s interests are shown in Note 18.

e. Exploration, Evaluation and Development Expenditure
Exploration, evaluation and development expenditure incurred is written off in respect of each
identifiable area of interest. These costs are only carried forward to the extent that they are expected
to be recouped through the successful development of the area or where activities in the area have
not yet reached a stage which permits reasonable assessment of the existence of economically
recoverable reserves.

Accumulated costs in relation to an abandoned area are written off in full against profit in the year in
which the decision to abandon the area is made.

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

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

Costs of site restoration are provided over the life of the facility from when exploration commences
and are included in the costs of that stage. Site restoration costs include the dismantling and removal
of mining plant, equipment and building structures, waste removal, and rehabilitation of the site in
accordance with clauses of the mining permits. Such costs have been determined using estimates of
future costs, current legal requirements and technology on an undiscounted basis. Any changes in
the estimates for the costs are accounted on a prospective basis. In determining the costs of site
restoration, there is uncertainty regarding the nature and extent of the restoration due to community
expectations and future legislation. Accordingly the costs have been determined on the basis that the
restoration will be completed within one year of abandoning the site.
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NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)

f.

Intangibles

Patents and Trademarks
Patents and Trademarks are valued in the accounts at cost of acquisition and are amortised over the
period in which their benefits are expected to be realised.

Employee Benefits

Provision is made for the company's liability for employee benefits arising from services rendered by
employees to balance date. Employee benefits expected to be settled within one year together with
entitlements arising from wages and salaries, annual leave and sick leave which will be settled after
one year, have been measured at the amounts expected to be paid when the liability is settled plus
related on-costs. Other employee benefits payable later than one year have been measured at the
present value of the estimated future cash outflows to be made for those benefits.

Contributions are made by the Company to the superannuation funds nominated by its employees.
The Company does not run an employer sponsored fund.

Cash
For the purpose of the statement of cash flows, cash includes:

i. cash on hand and at call deposits with banks or financial institutions, net of bank overdrafts; and

ii. investments in money market instruments with less than 14 days to maturity.

Revenue

Revenue from the sale of goods is recognised upon the delivery of goods to customers.

Interest revenue is recognised on a proportional basis taking into account the interest rates
applicable to the financial assets.

Dividend revenue is recognised when the right to receive a dividend has been established. Dividends
received from associates and joint venture entities are accounted for in accordance with the equity
method of accounting.

Revenue from the rendering of a service is recognised upon the delivery of the service to the
customers.

All revenue is stated net of the amount of goods and services tax (GST).

Goods and Services Tax (GST)

Revenues, expenses and assets are recognised net of the amount of GST, except where the amount
of GST incurred is not recoverable from the Australian Tax Office. In these circumstances the GST is
recognised as part of the cost of acquisition of the asset or as part of an item of the expense.
Receivables and payables in the statement of financial position are shown inclusive of GST.

Comparative Figures
Where required by Accounting Standards comparative figures have been adjusted to conform with
changes in presentation for the current financial year.

Impact of Adoption of Australian Equivalents to International Financial Reporting Standards
The company is preparing and managing the transition to Australian Equivalents to International
Financial Reporting Standards (AIFRS) effective for the financial years commencing from 1 January
2005. The adoption of AIFRS will be reflected in the Company’s financial statements for the year
ending 30 June 2006. On first time adoption of AIFRS, comparatives for the financial year ended 30
June 2005 are required to be restated. The majority of the AIFRS transitional adjustments will be
made retrospectively against retained earnings at 1 July 2004.

The Company’s management, with the assistance of external consultants, has assessed the
significance of the expected changes and is preparing for their implementation. An AIFRS committee
is overseeing and managing the Company’s transition to AIFRS. The impact of the alternative
treatments and elections under AASB 1: First Time Adoption of Australian Equivalents to
International Financial Reporting Standards has been considered where applicable.
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NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The directors are of the opinion that the key material differences in the Company’s accounting
policies on conversion to AIFRS and the financial effect of these differences, where known, are as
follows:

Impairment of Assets

Under AASB 136: Impairment of Assets, the recoverable amount of an asset is determined as the
higher of fair value less costs to sell, and value in use. In determining value in use, projected future
cash flows are discounted using a risk adjusted pre-tax discount rate and impairment is assessed
for the individual asset or at the ‘cash generating unit’ level. A ‘cash generating unit’ is determined
as the smallest group of assets that generates cash flows that are largely independent of the cash
inflows from other assets or groups of assets. The current policy is to determine the recoverable
amount of an asset on the basis of undiscounted net cash flows that will be received from the
asset’'s use and subsequent disposal. It is likely that this change in accounting policy will lead to
impairments being recognised more often.

Income Tax

Currently, the economic entity adopts the liability method of tax-effect accounting whereby the
income tax expense is based on the accounting profit adjusted for any permanent differences.
Timing differences are currently brought to account as either a provision for deferred income tax or
future income tax benefit. Under AASB 112: Income Taxes, the entity will be required to adopt a
balance sheet approach under which temporary differences are identified for each asset and liability
rather than the effects of the timing and permanent differences between taxable income and
accounting profit.

Exploration for and Evaluation of Mineral Resources

AASB 6 “Exploration for and Evaluation of Mineral Resources” continues to allow companies to
apply “area of interest” account to their exploration and evaluation expenditures, effectively
grandfathering the treatment of capitalising exploration and evaluation costs currently used by the
Company under AASB 1022 “Accounting for the Extractive Industries”. Under AASB 6, if facts and
circumstances suggest that the carrying amount of any recognised exploration and evaluation
assets may be impaired, the company must perform impairment tests on those assets and measure
any impairment in accordance with AASB 136 “Impairment of Assets”. Impairment of exploration
and evaluation assets is to be assessed at a cash generating unit or group of cash generating units
level provided this is no larger than an area of interest. Any impairment loss is to be recognised in
accordance with AASB 136. It is anticipated that it is unlikely that the requirements of this Standard
will have a material impact on the financial position of the company, except where areas of interest
are abandoned and written off.

The Board considers that the financial impact of the adoption of International Financial Reporting
Standards will be minimal.

NOTE 2: REVENUE Note 2005 2004
$ $
Operating activities
interest received — other persons 3b 58,392 41
other revenue 408 -
Total Revenue 58,800 41
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NOTE 3: PROFIT FROM ORDINARY ACTIVITIES

Profit from ordinary activities before income tax has been
determined after

a. Expenses
Depreciation of non-current assets:
plant and equipment

Total depreciation

Amortisation of non-current assets:
patents and trademarks

Total amortisation

Rental expense on operating leases
Exploration expenditure written off

b. Revenue
Interest received

c. Significant Revenues and Expenses

The following significant revenue and expense items are
relevant in explaining the financial performance:

Employment expenses and consultancy fees
Exploration expenditure written off

NOTE 4: INCOME TAX EXPENSE

The prima facie tax on profit from ordinary activities before income tax is
reconciled to the income tax as follows:

a) Prima facie tax payable/(credit) on profit from ordinary activities before
income tax at 30% (2004: 30%)
Add:
Tax effect of:
non-deductible amortisation
other non-allowable items
tax losses not brought to account

Income tax expense attributable to profit from ordinary activities

b) Future income tax benefits not brought to account, the benefits of
which will only be realized if the conditions for deductibility set out in note
1(a) occur

FITB not brought to account

2005 2004
$ $
3,650 24
3,650 24
273 -
273 -
35,667 1,502
695,302 19,616
58,392 41
300,649 95,000
695,302 19,616
(370,198) (51,334)
82 -
1,699 300
368,417 51,034
419,451 51,034
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NOTE 5: DIRECTORS’ AND EXECUTIVES' REMUNERATION
a. Names and positions held of Directors and Specified Executives in office at any time during the

financial year are:
Directors

Peter Briggs

Stephen Leslie Thomas
Alan Robert Burns

Specified Executives
Paul Fromson

b. Directors’ Remuneration

Executive Chairman
Managing Director
Non Executive Director

Company Secretary

2005 Post
Employ-
Primary ment Equity Total
Salary, Fees  Super-
& Comm-  annuation Non-Cash Super-
issions Contribution Cash Bonus  Benefits annuation  Options
Peter Briggs 106,000 - - - - - 106,000
Stephen Leslie Thomas 180,000 - - - - - 180,000
Alan Robert Burns 23,507 2,115 - - - - 25,622
309,507 2,115 - - - - 311,622
2004 Post
Employ-
Primary ment Equity Total
Salary, Fees Super-
& Comm- annuation Cash Non-Cash Super-
issions Contribution Bonus Benefits annuation  Options
Peter Briggs 20,000 - - - - - 20,000
Stephen Leslie Thomas 75,000 - - - - - 75,000
Alan Robert Burns - - - - - - -
95,000 - - - - - 95,000
c. Specified Executives’ Remuneration
2005 Post
Employ-
Primary ment Equity Total
Super-
Salary & annuation Cash Non-Cash Super-
Fees Contribution Bonus Benefits annuation  Options
Paul Fromson 76,025 - - - - - 76,025
2004 Post
Employ-
Primary ment Equity Total
Super-
Salary & annuation Cash Non-Cash Super-
Fees Contribution Bonus Benefits annuation  Options

Paul Fromson -
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NOTE 5: DIRECTORS’ AND EXECUTIVES’ REMUNERATION (continued)
d. Options Holdings

Number of Options Held by Specified Directors and Executives

Granted as Net Total Total Total
Balance Remun- Options Change Balance vested  Exercisable Unexercisable
1.7.2004 eration Exercised Other* 30.6.2005 30.6.2005 30.6.2005 30.6.2005
Directors
Peter Briggs - - - 4,000,000 4,000,000 4,000,000 4,000,000 -

* Net change refers to options acquired during the year.

No options are held by the other directors or specified executives.

e. Shareholdings
Number of Ordinary Fully Paid Shares Held by Directors and Specified Executives

Received as

Balance Remun- Options Net Change Balance

1.7.2004 eration Exercised Other* 30.6.2005
Parent Entity Directors
Peter Briggs 8,000,000 - - 350,000 8,350,000
Stephen Leslie Thomas 8,000,000 - - - 8,000,000
Alan Robert Burns - - - 746,000 746,000
Specified Executives
Paul Fromson - - - 300,000 300,000
Total for directors and specified executives 16,000,000 - - 1,396,000 17,396,000

* Net change other refers to shares purchased or sold during the financial year.

f. Remuneration Practices

The company’s board and executives are paid consulting and directors fees at market rates. There are no
retirement or termination or other benefits. The two executive directors have a consulting agreement with the
company which expires on 1 January 2007 but which can be renewed/extended. The consulting agreements
contain termination clauses and review clauses.

NOTE 6: AUDITORS' REMUNERATION 2005 2004
$ $

Remuneration of the auditor for:
auditing or reviewing the financial report 10,000 -
other services - -
other services provided by related practice of auditor - -

NOTE 7: EARNINGS PER SHARE

a. Earnings used in the calculation of basic EPS (1,233,993) (171,113)
Earnings used in the calculation of dilutive EPS (1,233,993) (171,113)
b. Weighted average number of ordinary shares outstanding during
the year used in calculation of basic EPS 21,494,642 2
Weighted average number of ordinary shares outstanding during
the year used in calculation of dilutive EPS 21,494,642 2
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NOTE 7: EARNINGS PER SHARE (continued)
2005 2004

c. Classification of securities

The options on issue have not been included in the calculation of dilutive EPS because their
exercise would not be dilutive in nature.

The converting incentive preference shares are not included in the determination of basic or diluted
earnings per share as they are convertible upon the Company achieving specified production
reserves or share prices for the Company shares on ASX. At the reporting date these thresholds had
not been achieved.

d. Earning per share
Earnings per share - cents (5.74) (8,555,650)
Dilutive earnings per share - cents (5.74) (8,555,650)

NOTE 8: CASH ASSETS

Cash at bank 123,092 51,390
Deposits at call 2,534,753 -
2,657,845 51,390

NOTE 9: RECEIVABLES

CURRENT

GST refund due 107,031 15,593

Amounts receivable from director related entities 14,439 -

Accrued interest income 11,013 -
132,483 15,593

NON CURRENT

Rental Bond Deposit 1,600 -

NOTE 10: JOINT VENTURES

The company has a joint venture with a Director related entity, Flamestar Corporation Pty Ltd (Flamestar).
The joint venture is a fully contributing joint venture with each partner contributing their share of the
exploration costs. The Exploration Joint Venture Agreement is between director related entity Red Mountain
Energy Pty Ltd (RME) and Flamestar and provides for the exploration pursuant to SPA’s granted pursuant to
the applications for SPA 3/03-4 and 4/03-4. The participating interests of RME and Flamestar are 50% each,
with RME being the manager of the joint venture. Westralian Gas and Power Ltd is farming into the RME
interest in the joint venture.

NOTE 11: PLANT AND EQUIPMENT

Opening balance 5,448 -
Acquisitions 11,469 5,472
Disposals - -
Depreciation expense (3,650) (24)
Plant and Equipment at written down value 13,267 5,448
Plant and equipment at cost 16,941 5,472
Accumulated depreciation (3,674) (24)

13,267 5,448
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NOTE 12: INTANGIBLE ASSETS

Trademarks at cost
Accumulated amortisation

NOTE 13: OTHER ASSETS

NON CURRENT
Exploration expenditure

Opening balance of capitalised cost

Exploration expenditure incurred during period

Exploration expenditure written off during period

Closing balance of capitalised expenditure

NOTE 14: PAYABLES

CURRENT (all unsecured)

Trade creditors
Share Application Monies

Share Application Monies — director related party
Sundry creditors and accrued expenses
specified director related entities

other

NOTE 15: PROVISIONS
CURRENT
Employee entitlements

a. Aggregate Employee Benefits Liability

b. Number of Employees at Year-end

NOTE 16: CONTRIBUTED EQUITY

a. Ordinary shares

At the beginning of the reporting period

Shares issued during the year

shares issued
24 May 2004

on

incorporation

Existing 2 shares split into 16,000,000

shares

Issue on 20 September 2004

Issue on 26 October 2004

Issue on 14 March 2005
Transaction costs relating to share issues

At reporting date

2005 2004
$ $

273 -
(273) -
695,302 19,616
(695,302) (19,616)
35,180 55,005
- 100,000
- 37,000
30,660 50,037
40,553 1,500
106,393 243,542
1,127 -
1,127 -
1 -

2005 2004 2005 2004

Number Number $ $
2 - 2 -
- 2 - 2
15,999,998 - - -
750,000 - 75 -
5,228,000 - 653,500
16,000,000 - 4,000,000 -
(552,166)

37,978,000 2 4,101,411 2

Ordinary shares participate in dividends and the proceeds on winding up in proportion to the number of
shares held. At shareholders meetings each ordinary share is entitled to one vote when a poll is called,

otherwise each shareholder has one vote on a show of hands.
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NOTE 16: CONTRIBUTED EQUITY (continued)

b. Converting Incentive Preference Shares
(CIPS) 2005 2004 2005 2004

Number Number $ $
At the beginning of reporting period - - - -
Shares issued during year

6,850,000 issued on 17 September 2004 6,850,000 - 685 -
6,850,000 issued on 18 September 2004 6,850,000 - 685 -
At reporting date 13,700,000 - 1,370 -
Total Contributed Equity including Ordinary
Shares and CIPS 4,102,781 2

Terms and Conditions of Converting Incentive Preference Shares

There are two series of CIPS on issue, being the Series A CIPS and the Series B CIPS, all of which are held
by entities related to two of the Company’s Directors. Other than for the conversion formulae associated with
each series of CIPS, the terms and conditions of each series are identical and are set out below.

Dividend

CIPS dividend

CIPS Shareholders are entitled to receive a dividend. The dividend is fixed at 5% of the issue price (being
$0.0001) of each CIPS Share. The dividend will be computed from the issue to the conversion date of the
CIPS on the basis of a 365 day year and pro rata for part of a year.

Dividend entitlement
The time for the entitlement to a dividend is 5.00pm (WST) on 30 June of each year during the period from
the issue to the conversion date of the CIPS.

Dividend date
Dividends shall be paid if the Company has funds legally available for the payment of dividends within 30
days after the CIPS Shareholder becomes entitled to the dividend.

Books closing date
Dividends are payable to the registered holders of each CIPS as they appear in the register for the CIPS at
5.00pm (WST) on 30 June of each year during the period from the issue to the conversion date of the CIPS.

Method of payment

Dividends shall be deemed paid if paid by cheque or direct debit on (or as soon as practicable after) the date
determined by the Directors that a dividend is to be paid to the account or address nominated by the CIPS
Shareholder.

Preferential
Dividends on the CIPS shall rank in priority to dividends on the Shares.

Cumulative
Dividends on the CIPS will be cumulative.

Pari Passu
Dividends on the CIPS shall rank pari passu with all other CIPS.
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NOTE 16: CONTRIBUTED EQUITY (continued)
Terms and Conditions of Converting Incentive Preference Shares (continued)

Redemption

Subject to the conversion formulae for each series described below, the CIPS are redeemable on the
Redemption Date at the election of the Company, by giving at least 7 days written notice prior to the expiry of
the Redemption Date of the redemption to the CIPS Shareholders, in accordance with the following:

Redemption Amount
At redemption the CIPS Shareholder is entitled to payment of the Redemption Amount in respect of each
CIPS Share which has not been converted in accordance with the conversion formulae described below.

The Redemption Amount in respect of each CIPS may only be paid out of profits or the proceeds of a new
issue of shares made for the purpose of the redemption.

Payment

Within 30 days of the Redemption Date the Company must pay to the CIPS Shareholder the Redemption
Amount in respect of each CIPS.

Return of Certificate
On redemption each CIPS Shareholder is bound to surrender any certificate for the CIPS to be redeemed.

Conversion
The CIPS will convert into Shares in accordance with the following:

Conversion Formula for Series A CIPS
Each Series A CIPS will convert into one (1) Share at any time prior to the Redemption Date if:

® the first 5 pilot wells of the Company on the Titles all produce at least 2P Reserves and the Company
is successful in attaining financial close on the funding of the next 30 wells; or

(i) all trades of the Company's Shares in a continuous period of 20 trading days are at or more than 40
cents per Share.

In the event of any reconstruction, consolidation or division into (respectively) a lesser or greater number of
securities of the Shares, the price per Share in (ii) shall be reconstructed, consolidated or divided in the
same proportion as the Shares are reconstructed, consolidated or divided and, in any event, in a manner
which will not result in any additional benefits being conferred on the CIPS Shareholders.

Conversion Formula for Series B CIPS
Each Series B CIPS will convert into one (1) Share at any time prior to the Redemption Date if:

0] the gross revenue of the Company (using generally accepted accounting principles) from the sale of
product in any financial year (including gas or electricity) is more that A$10,000,000; or

(ii) all trades of the Company's Shares in a continuous period of 20 trading days are at or more than 50
cents per Share.

In the event of any reconstruction, consolidation or division into (respectively) a lesser or greater number of
securities of the Shares, the price per Share in (ii) shall be reconstructed, consolidated or divided in the
same proportion as the Shares are reconstructed, consolidated or divided and, in any event, in a manner
which will not result in any additional benefits being conferred on the CIPS Shareholders.

Statements
As soon as practicable after conversion of any CIPS, the Company shall dispatch statements or certificates
in respect of the Shares issued as a result of the conversion.

After Conversion

The Shares issued on conversion of any CIPS will as and from 5.00pm (WST) on the date of allotment rank
equally with and confer rights identical with all other Shares then on issue.
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NOTE 16: CONTRIBUTED EQUITY (continued)
Terms and Conditions of Converting Incentive Preference Shares (continued)

Automatic Conversion
If:

. the Company does not give a redemption notice; or

. all the CIPS are not converted in accordance with the conversion formulae,
the remaining CIPS shall automatically convert to Shares in accordance with the following:

The number of Shares to be issued on automatic conversion will be calculated as follows:

Number of CIPS x Redemption Amount
Market Price

Reconstruction

In the event of any reconstruction, consolidation or division into (respectively) a lesser or greater number of
securities of the Shares, the CIPS shall be reconstructed, consolidated or divided in the same proportion as
the Shares are reconstructed, consolidated or divided and, in any event, in a manner which will not result in
any additional benefits being conferred on the CIPS Shareholders which are not conferred on the holders of
Shares.

Winding up

If the Company is wound up prior to conversion of all of the CIPS into Shares then the CIPS Shareholders
will have the right for each CIPS held and not converted in Shares to be paid cash for the issue price (being
$0.0001) and any arrears of dividend in priority to the holders of Shares but will have no right to participate
beyond this extent in surplus assets or profits of the Company on winding up.

Non-transferable
The CIPS are not transferable.

Copies of notices and reports and voting rights

The CIPS Shareholders have the same right as holders of Shares to receive notices, reports and audited
accounts and to attend general meetings of the Company but are only entitled to vote in the circumstances
listed in Listing Rule 6.3.

Quotation of CIPS
No application for quotation of the CIPS will be made by the Company.

Redemption Date
The CIPS are redeemable 40 months from their date of issue.

Status of CIPS
As at the date of this report no CIPS have been converted to ordinary fully paid shares by either of the

holders and none of the CIPS are capable of being converted into ordinary fully paid shares because none of
the performance thresholds have been met.

NOTE 17: ACCUMULATED LOSSES 2005 2004

$ $
Accumulated losses at the beginning of the financial year (171,113) -
Net loss for the period (1,233,993) (171,113)
Accumulated losses at the end of the financial year (1,405,106) (171,113)
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2005 2004
NOTE 18: CAPITAL AND LEASING COMMITMENTS $ $

a. Operating Lease Commitments

Non-cancellable operating leases contracted for but not capitalised in the
financial statements

Payable
not later than 1 year 40,823 21,670
later than 1 year but not later than 5 years 138,817 20,767

later than 5 years -
179,640 42,437

The property lease is a non-cancellable lease which expires on 13 June 2009 with rent payable monthly in
advance. Contingent rental provisions within the lease agreement require the minimum lease payments shall
be increased by a CPI per annum. The lease allows for subletting of all lease areas.

b. Capital Expenditure Commitments

The Company does not have any capital commitments as such. The Company is the sole holder of two
Special Prospecting Authorities for the areas known as Eneabba (SPA 2/04-5) and Greenough (SPA 3/04-5).
The Company has bid a work program consisting of seismic surveys on these two SPA’'s and the
expenditure is estimated as follows:

not later than 1 year 195,000 -
later than 1 year but not later than 5 years - -
later than 5 years - -

195,000 -

The Company is also farming into a Drilling Reservation (DR7) on its Yelverton Project , The Treeton SPA
(SPA 1/03-4) , The Vasse SPA (SPA 2/03-4) , the Capel SPA (SPA 5/04-5), the Margaret River Exploration
Permit (EP 1/03-4) and the Augusta Exploration Permit (EP 2/03-4). The Company does not have an
obligation to meet any expenditure, however in order to farm-in and earn an interest in the various permits
and applications the Company estimates the expenditure required to be:

not later than 1 year 936,000 -
later than 1 year but not later than 5 years 1,101,000 -
later than 5 years - -

2,037,000 -

c. Joint Ventures
The Company is farming into a 50% share of a joint venture between Red Mountain Energy Pty Ltd and
Flamestar Corporation Pty Ltd. The Company estimates its share of the expenditure required to earn its 50%
interest as follows:

Payable

— not later than 1 year 10,000 -

— later than 1 year but not later than 5 years - -
10,000 -
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NOTE 19: CONTINGENT LIABILITIES AND CONTINGENT ASSETS
There are no contingent assets or liabilities.

NOTE 20: SEGMENT REPORTING

Primary Reporting — Business Segments

The Company operates in one industry segment and one geographical location being minerals exploration in
Western Australia.

2005 2004
NOTE 21: CASH FLOW INFORMATION $ $
a. Reconciliation of Cash Flow from Operations with Profit from
Ordinary Activities after Income Tax
Profit from ordinary activities after income tax (1,233,993) (171,113)
Non-cash flows in profit from ordinary activities
Amortisation 273 -
Depreciation 3,650 24
Changes in assets and liabilities
Increase/(decrease) in debtors/receivables (115,114) (15,593)
(Increase)/decrease in trade creditors and accruals 54,718 56,505
Increase/(decrease) in provisions 1,127 -
Cash flow from operations (1,289,339) (130,177)

NOTE 22: RELATED PARTY TRANSACTIONS

Transactions between related parties are on normal commercial terms and conditions no more favourable
than those available to other parties unless otherwise stated.

Transactions with related parties:

(i) Payments to Director Stephen Thomas

Outside the consultancy arrangement with the Company which is
disclosed in the Directors remuneration note, Mr Stephen Thomas also
provides seismic survey equipment and services to the Company. The
amounts paid to Mr Thomas for the use of this equipment and provision of
these services were: 46,890 -

(ii) Contractual Arrangements with Director Related Entities

a) Flamestar Share Purchase Option Agreement

The Flamestar Share Purchase Option Agreement refers to Application for SPA 3/03-4 (Collie) and
Application for SPA 4/03-4 (Wilga) in which Flamestar Corporation Pty Ltd (Flamestar) has a 50% interest,
the other 50% interest being held by Red Mountain Energy Pty Ltd (RME). The Flamestar Share Purchase
Option Agreement gives the Company the option to purchase the only issued share in Flamestar. The share
is currently held by director Alan Burns. This option may be exercised within 3 years of the date of the
Flamestar Share Purchase Option Agreement, but not until at least one of the Applications mentioned above
has been granted and converted into a title as defined in section 69J of the Act. The price payable for the
share in Flamestar is the market value of that share as determined by an expert. The expert is to be chosen
by agreement of the parties or failing agreement within 14 days by the President of the Institute of Chartered
Accountants.

The parties to the Flamestar Share Purchase Option Agreement are the Company as purchaser, Alan Robert
Burns as vendor and director of Flamestar, and Flamestar.
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NOTE 22: RELATED PARTY TRANSACTIONS (Continued)

The Company can elect to pay the price for the share in Flamestar in cash or shares in the Company,
determined by their volume weighted average share price traded on the ASX over the 20 trading days
immediately preceding the date of exercise of the option. The Flamestar Share Purchase Option Agreement
provides for those shares to be subject to escrow conditions if required under the Listing Rules.

The Flamestar Share Purchase Option Agreement contains warranties by the vendor including warranties as
to the vendor’s unencumbered title to the share in Flamestar and that it comprises the entire issued capital of
Flamestar.

b) RME Farm In Agreement

The RME Farm-in Agreement is between Red Mountain Energy Pty Ltd (RME), an entity controlled by
director Stephen Thomas and the Company. Under it the Company may earn a 100% interest in the
following Titles when granted:

e Drilling Reservation Licence DR7
o Exploration Permit EP1/03-4 and Exploration Permit 2/03-4
o Titles applied for when the Company has farmed into SPA’s 1/03-4, 2/03-4 and 5/4-05

To earn these interests and a 50% interest in the Titles applied for in respect of SPAs 3/03-4 and 4/03-4, the
Company must reimburse $150,000 to RME within 18 months of the grant of Drilling Reservation Licence
DR7 and complete the farm-in obligations.

There are farm-in obligations for each Title. For Drilling Reservation Licence DR7 the Company must drill
3 wells and complete the minimum expenditure commitments applicable to the licence which will include
drilling two additional wells and completing a seismic survey. For each Exploration Permit the Company
must complete minimum expenditure commitments of 35km of seismic survey and 1 well to 600 metres in
the first year and 25km of seismic survey and 3 wells in the second year.

For SPA 1/03-4 the Company must conduct 30km of seismic survey. For SPA 2/03-4 the Company must
meet the specified minimum expenditure commitments, being to conduct 35km of seismic survey and for
SPA 5/04-5 the Company must meet the specified minimum expenditure commitments, being to conduct
30km of seismic survey.

Under the RME Farm-in Agreement the Company may also earn a 50% interest in the Titles applied for in
respect of SPAs 3/03-4 and 4/03-4 currently the subject of the Exploration JVA (refer below). Within 6
months of the grant of the relevant SPA the Company must meet specified minimum expenditure
commitments being to conduct 20km of seismic survey for SPA 3/03-4 and 15km of seismic survey for SPA
4/03-4.

At the time that RME transfers to the Company a 50% earned interest in the Titles applied for in respect of
SPAs 3/03-4 and 4/03-4, RME will assign to the Company its interest in the Exploration JVA (refer below).

While it is performing its farm-in obligations the Company is appointed the operator to carry out all activities
in respect of those titles and accordingly, has Operator Rights.

¢) RMEI Royalty

Under the RMEI Royalty, the Company must pay Red Mountain Energy Inc. (RMEI) a 2.25% royalty in
respect of the royalty value (as defined in the Petroleum Act 1967) of petroleum recovered from each Royalty
Title. Royalty Titles are those transferred to the Company pursuant to the RME Farm-In Agreement.

The royalty will be payable at the same time as that payable to the Minister under the Act. If no royalty is
payable to the Minister under the Act, then no royalty is payable under the RMEI Royalty. If the Company is
able to negotiate a reduced royalty arrangement with the Minister in respect of a Royalty Title, then the
amount of royalty payable by the Company under the RMEI Royalty in respect of that Royalty Title will be
reduced for the same period and in the same proportion.
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NOTE 22: RELATED PARTY TRANSACTIONS (Continued)

d) Exploration JVA

The Exploration JVA is between RME and Flamestar and provides for the exploration pursuant to SPA’s
granted pursuant to the applications for SPA 3/03-4 and 4/03-4. The participating interests of RME and
Flamestar are 50% each, with RME being the manager of the joint venture.

The Exploration JVA is binding on the parties, but upon request by a party is to be replaced by a more formal
joint operating agreement. The Exploration JVA is preliminary in nature and does not contain the detailed
provisions contained in a formal joint venture agreement to deal with matters like the manager’s powers and
default. The Exploration JVA does make provision for programmes and budgets and a management
committee. Decisions of the management committee are by majority vote and accordingly unanimous
approval will be required for programmes and budgets.

(iii) Director-related Entities

The Company shares office premises and staff with Westralian Nickel Ltd. The Chairman of Westralian Gas
and Power Ltd is also the Chairman of Westralian Nickel Ltd. Westralian Nickel is in the process of raising
funds and will seek listing on the Australian Stock Exchange. After a successful listing Westralian Nickel Ltd
will share office costs with the Company.

Executive Chairman Mr Briggs is paid consulting fees via his controlled entity Natural Resource Finance Pty
Ltd. Fees paid to this company are disclosed in the directors remuneration note.

Non Executive director Mr Burns controls Flamestar Corporation Pty Ltd (Flamestar). As disclosed above
Flamestar has a 50% share in a fully contributing joint venture with the Company.

2005 2004
$ $
Receivable from Flamestar Corporation Pty Ltd at year end 12,663 -
Receivable from Westralian Nickel Pty Ltd at year end 1,776 -
Amount owing to Natural Resource Finance Pty Ltd at year end 30,660 50,037
NOTE 23: FINANCIAL INSTRUMENTS
Fixed Interest Rate Maturing
Weighted . .
Average Floating Non-interest
Effective  'Nterest Rate Within Year 1to5 Years Over5 Years Bearing Total
Interest Rate $000 $000 $000 $000 $000 $000

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
Financial Assets:

Cash 5% - 123 51 2,657 - - - - - - - 2,790 51
Receivables - - 134 16 134 16
Total Financial 123 51 2,657 - - - - - 134 16 2,924 67
Assets

Financial Liabilities:

Trade and sundry
creditors

Amounts payable
related Parties

Total Financial - - - - - - - - 81 107 81 107
Liabilities
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NOTE 23: FINANCIAL INSTRUMENTS (Continued)

Credit Risk

The maximum exposure to credit risk, excluding the value of any collateral or other security, at balance date
to recognised financial assets, is the carrying amount, net of any provisions for doubtful debts of those
assets, as disclosed in the statement of financial position and notes to the financial statements.

Except for the following concentrations of credit risks, the Company does not have any material credit risk
exposure to any single debtor or group of debtors under financial instruments entered into by the Company.

Net Fair Values
The net fair values of term debtors and government and fixed interest securities and bonds are determined
by discounting the cash flows, at the market interest rates of similar securities, to their present value.

The net fair values of other loans and amounts due are determined by discounting the cash flows, at market
interest rates of similar borrowings, to their present value.

For other assets and other liabilities the net fair value approximates their carrying value.

No financial assets and financial liabilities are readily traded on organised markets in standardised form other
than listed investments, forward exchange contracts and interest rate swaps.

Financial assets where the carrying amount exceeds net fair values have not been written down as the
Company intends to hold these assets to maturity.

2005 2004
Carrying Net Fair Carrying Net Fair
Amount Value Amount Value
$000 $000 $000 $000
Financial Assets
Cash and receivables 2,790,328 2,790,328 66,983 66,983
2,790,328 2,790,328 66,983 66,983

Financial Liabilities
Payables 106,393 106,393 243,542 243,542
106,393 106,393 243,542 243,542

NOTE 24: COMPANY DETAILS
The registered office and principal place of business of the company is Suite 1, 46 Ord Street, West Perth,
Western Australia.
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Directors’ Declaration

The directors of the company declare that:

1. the financial statements and notes, as set out on pages 24 to 43 are in accordance with the
Corporations Act 2001 and:
a. comply with Accounting Standards and the Corporations Regulations 2001; and
b. give a true and fair view of the financial position as at 30 June 2005 and of the performance
for the year ended on that date of the company;
2. the Chief Executive Officer and Chief Finance Officer have each declared that:
a. the financial records of the company for the financial year have been properly maintained in
accordance with section 286 of the Corporations Act 2001;
b. the financial statements and notes for the financial year comply with the Accounting
Standards; and
C. the financial statements and notes for the financial year give a true and fair view.
3. in the directors’ opinion there are reasonable grounds to believe that the company will be able to pay

its debts as and when they become due and payable.

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

Director

Peter Briggs

Dated this 29th day of September 2005
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lorwath

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

A member of Horwath International
128 Hay Street Subiaco WA 6008
PO Box 700 West Perth WA 6872
Email horwath@perth.horwath.com.au

Telephone (08) 9380 8400
Facsimile (08) 9380 8499

Independent audit report to members of
Westralian Gas and Power Limited

Scope
The financial report and directors’ responsibility

The financial report comprises the statement of financial performance, statement of financial position,
statement of cash flows, accompanying notes to the financial statements, and the directors’
declaration for Westralian Gas and Power Limited (the company), for the year ended 30 June 2005.

The company has disclosed information about the remuneration of directors and executives
(“remuneration disclosures”), as required by Accounting Standard AASB 1046 Director and Executive
Disclosures by Disclosing Entities, under the heading “remuneration report” in pages 13 to 14 of the
directors’ report, as permitted by the Corporations Regulations 2001.

The directors of the company are responsible for the preparation and true and fair presentation of the
financial report in accordance with the Corporations Act 2001. This includes responsibility for the
maintenance of adequate accounting records and internal controls that are designed to prevent and
detect fraud and error, and for the accounting policies and accounting estimates inherent in the
financial report. The directors are also responsible for the remuneration disclosures contained in the
directors’ report.

Audit approach

We conducted an independent audit in order to express an opinion to the members of the company.
Our audit was conducted in accordance with Australian Auditing Standards, in order to provide
reasonable assurance as to whether the financial report is free of material misstatement and the
remuneration disclosures comply with Accounting Standard AASB 1046 and the Corporations
Regulations 2001. The nature of an audit is influenced by factors such as the use of professional
judgement, selective testing, the inherent limitations of internal control, and the availability of
persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that all material
misstatements have been detected.

We performed procedures to assess whether in all material respects the financial report presents
fairly, in accordance with the Corporations Act 2001, including compliance with Accounting Standards
and other mandatory financial reporting requirements in Australia, a view which is consistent with our
understanding of the company’s financial position, and of its performance as represented by the
results of its operations and cash flows and whether the remuneration disclosures comply with
Accounting Standard AASB 1046 and the Corporations Regulations 2001.

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

e examining, on a test basis, information to provide evidence supporting the amounts and
disclosures in the financial report and remuneration disclosures, and

e assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting
when determining the nature and extent of our procedures, our audit was not designed to provide
assurance on internal controls.
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Horwath

Independence

We are independent of the company, and have met the independence requirements of Australian
professional ethical pronouncements and the Corporations Act 2001.

In accordance with ASIC Class Order 05/83 we declare that, to the best of our knowledge and belief,
the auditor’s independence declaration set out on page 15 of the financial report has not changed as
at the date of providing this audit opinion.

Audit opinion

In our opinion:
1. the financial report of [name of entity] is in accordance with:
(a) the Corporations Act 2001, including:

(0 giving a true and fair view of the company’s financial position as at 30 June 2005
and of its performance for the year ended on that date; and

(i) complying with Accounting Standards in Australia and the Corporations
Regulations 2001; and

(b) other mandatory financial reporting requirements in Australia.

2. the remuneration disclosures that are contained in pages 13 to 14 of the directors’ report comply
with Accounting Standard AASB 1046 and the Corporations Regulations 2001.

Dated the 28" day of September 2005.

HORWATH
Audit (WA) Pty Ltd

Heorusam—
Comrms OOpazeX

GLYN O'BRIEN
Director



WESTRALIAN GAS AND POWER LIMITED
ADDITIONAL INFORMATION FOR AUSTRALIAN STOCK EXCHANGE
AS AT 28 SEPTEMBER 2005

1. Shareholding

@ Distribution of Ordinary Fully Paid Shareholders

Category (size of holding)

1-1,000 1
1,001 - 5,000 30
5,001 - 10,000 129
10,001 - 100,000 288
100,001 — and over 42
490
(b) The number of shareholdings held in less than marketable parcels is 15.
(c) The names of the substantial shareholders listed in the Company’s register as at 16 September 2005
are:

Ordinary Fully Paid Shareholders

New Resource Holdings Pty Ltd 8,000,000
Mr Stephen Leslie Thomas as trustee for SLT Family 8,000,000
Trust

(d) Voting Rights
The voting rights attached to each class of equity security are as follows:
Ordinary shares

e Each ordinary share is entitled to one vote when a poll is called, otherwise each member present
at a meeting or by proxy has one vote on a show of hands.

Converting incentive preference shares
e These shares have no voting rights.
Options

e Options have no voting rights.
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(e)

(f)

20 Largest Shareholders — Ordinary Shares

Name

1. New Resource Holdings Pty Ltd

2. Mr Stephen Leslie Thomas

3. Nefco Nominees Pty Ltd

4. Mr lan Morgan Phillip & Ms Betty Jeanne Phillip
5. Mr David Frederick Hughes

6. Mr Alan Robert Burns

7. JLR & Associates Pty Ltd

8. Mr Richard D Swinstead & Ms Annette V Swinstead
9. York Heritage Pty Ltd

10. Ms Sandra Lee Fromson

11. Interstate Investment Pty Ltd

12. Mr Raymond Muskett

13. Parkes Holdings Pty Ltd

14. K Biggs Enterprises Pty Ltd

15. Queensland Marketing Management Pty Ltd
16. Weybridge Pty Ltd

17. Mr Joe Caudo

18 All New Pty Ltd

19. Mr Peter John Collins

20. Fortis Clearing Nominiees Pty Ld

20 Largest Listed Optionholders

Name

1. Karalon Pty Ltd

2. Nefco Nominees Pty Ltd

3. Riano Property Pty Ltd

4. Seabrooke Pty Ltd

5. Horndal Pty Ltd

6. Queensland Marketing Management Pty Ltd
7. Olld Pty Ltd

8. Mr Jeffery Glyn Cunnane

9. All New Pty Ltd

10. Fortis Clearing Nominees Pty Ltd

11. Mr Paul Fromson & Mrs Sandra Fromson (Super A/c)
12. Principal Funds Management Pty Ltd
13. Mrs Joanne Thomas

14. Mrs Sandra Lee Fromson

15. Scalise Holdings Pty Ltd

16. Seabrooke Pty Ltd

17. Mr Raymond Muskett

18. Darontack Pty Ltd

19. Mr Soo Hock Tan Lee

20. Mr Guy Francois Leclezio

Number of Ordinary
Fully Paid Shares

% Held of Issued

Held Ordinary Capital
8,000,000 21.06
8,000,000 21.06
1,340,000 3.53
1,200,000 3.16

800,000 2.11
746,000 1.96
400,000 1.05
400,000 1.05
350,000 0.92
300,000 0.79
270,000 0.71
260,000 0.68
250,000 0.66
240,000 0.63
240,000 0.63
240,000 0.63
216,000 0.57
200,000 0.53
200,000 0.53
200,000 0.53
23,852,000 62.79

Number of Listed

% Held of Issued

Options Held Options
1,200,000 7.50
870,000 5.44
688,000 4.30
400,000 2.50
300,000 1.88
240,000 1.50
227,000 1.42
208,000 1.30
200,000 1.25
200,000 1.25
200,000 1.25
200,000 1.25
200,000 1.25
197,000 1.23
190,000 1.19
172,000 1.08
170,000 1.06
160,000 1.00
152,000 0.95
150,000 0.94
6,324,000 39.54
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The name of the company secretary is Paul Fromson.

The address of the principal registered office in Australia is 46 Ord Street West Perth Western
Australia. Telephone 61 8 9322 6955.

The register of securities is held at Computershare Investor Services Pty Ltd, level 2, Reserve Bank
Building , 45 St Georges Terrace , Perth WA 6000.

Stock Exchange Listing

Quotation has been granted for the ordinary shares of the company on all Member Exchanges of
Australian Stock Exchange Limited. Certain shares held prior to the Company’s IPO are held in
€SCrow.

Unguoted Securities

(i) Converting Incentive Preference Shares
13,700,000 converting incentive preference shares are on issue. All converting preference shares
are held by:

o New Resource Holdings Pty Ltd 3,425,000 A Class CIPS and 3,425,000 B Class CIPS

e Stephen Leslie Thomas as trustee for SLT Trust 3,425,000 A Class CIPS and 3,425,000 B Class
CIPS

(ii) Options over Unissued Shares

A total of 4,000,000 unlisted options are on issue. There is one optionholder being New Resource
Holdings Pty Ltd, an entity controlled by Peter Briggs.
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