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MANAGING DIRECTOR’S REPORT
Dear Shareholder,

During the past year the company, under the doeatif a newly constituted Board of Directors estitdd after the
merger of Tomahawk Energy Ltd and K2 Energy Lt@@®7, focused on evaluation of the Tomahawk Enasgets in
Oklahoma that includes behind pipe resource patefittm existing wells, development well drillingpnventional oil
and gas drilling targets, and evaluation of the Wfod and Caney Shale gas potential of the acrdagéng the year 10
workovers of existing wells were completed, 3 neellsvwere drilled and an independent evaluatiothef potential
reserves of the company’s Bad Creek project acreagealso completed.

Woodford and Caney Shale Project — up to 81 BCF néb KTE

During 2008 the company retained leading third ypadnsulting engineers Netherland Sewell & AssesgiNSA) to
evaluate the potential of the company’s Bad Cresdsds and the outstanding results of that repowtedisas the
significant activity and success of major playehifted the company’'s focus to the Woodford and @QaShale
opportunity. NSA returned a resource estimate ofaupfl billion cubic feet (BCF) of gas net to K2dEgy on its Bad
Creek acreage with a best estimate of 47 BCF.

The report has confirmed the potential of the Woodifand Caney Shale plays in the Bad Creek preje@age, which
covers more than 5,800 acres.

The company commenced drilling the first of 2 pkathrhorizontal wells and the Jones #1 (KTE 28%) e drilled
and will be flowed back and tested during tfeQuarter of 2008. The second well the Sears #1 (KTEL5%) is being
designed and should be drilled this year.

The company sees significant potential upside énsticcessful testing of the Woodford and Caneynpiateof the Bad
Creek acreage as the play is being aggressivelglae®d by many companies in counties immediateiythsof Bad
Creek. Companies such as Newfield Exploration, Maltenergy, BP, Southwestern Energy and others maar
exploration and development programs in the Candwsdoodford Shale plays in SE Oklahoma.

Wells Drilled.

Of the 5 discovery wells that the company drille@D07 the Patriot #1,Patriot # 2 and Gayle #1inaatto produce. The
Priegel #1 in the Bad Creek project watered out lzal been converted to a water disposal well. Tlea& A1 in Texas
that looked very promising on the well logs was ptated in several zones and produced some gasdiated out and
was abandoned as was the Shary #2 offset to thg 8hafter water was also encountered.

During 2008 the company participated in drilling tRatriot #3 and Priegel #3 wells in the Bad Cneediect and both
wells are continuing to be evaluated. The Patr®oh#&s encountered gas in two zones and was shwiaiting connection
to the salt-water disposal system. The well wasieoted to the Priegel salt-water disposal systefugust and testing is
continuing.

The Priegel #3 was drilled to test the Booch saihdzane an extensive zone detected on 3D seisnat dcbmpany
engineers estimate could contain 4 million baroélsil. The well returned good fluid flow with a486 oil cut. The well
has now been connected to the salt-water dispgstm and is moving fluids. The oil cut and potansiustainable oil
production will be evaluated over the coming montlith a view to making the case for a horizontallwe be drilled
into the Booch zone.

The Jones #1, a Woodford Shale horizontal well, e@amenced in June 2008 and was completed in Sbpterfhe
well is currently flowing back frac fluids and whle tested and evaluated during September/ OcRilis.

Work Over Program

During 2008 an aggressive workover program wagateil the company spending over $400,08010 of the existing
Tomahawk Energy wells to test the behind pipe resoof 10-20 BCF of gas suggested by Schlumbergétsi2006
report. The results of the workover program weneegally below expectations with no significant isase in production
established due primarily to the target zones beéimgleted and in many cases water was encountéhedworkover
program has been scaled back and the companyusifgcon testing the potential of the Caney and dfol Shale
resource on its Bad Creek acreage.



Operations — Bad Creek Project

At the end of 2007 Metro Energy, the operator & Bad Creek project, indicated that it was proaggdd pool and
space 12 new drilling locations and that it inteshtke propose 8 new exploration wells in the Bade®neroject in 2008.
Due to delays with the acreage pooling proceskénQklahoma Corporate Commission Metro Energy weg able to
finalize the pooling process on the Jones #1 lonaind the well has been drilled.

Metro Energy advises that many of the 10 poolingliaptions currently underway are nearing finaii@atand that it
expects to propose several new wells over comingtinso

Exploration and Acreage

The company has continued to acquire additionadager with in the Bad Creek project area and cuyréotds ~ 5800
net acres. The project is covered by a proprieBidydata that has identified 20 priority drillingrdgets for both
conventional and unconventional gas resources.

The company will continue to drill both unconvemigd Caney / Woodford Shale targets as well as atiougal locations
as and when they become available from the acreagjéng process being undertaken by Metro Energy.

Summary

Overall the year has primarily involved the new agement team evaluating the Tomahawk Energy aiss@klahoma.
The company focused on attempting to increase ptaauand cash flow from behind pipe resources bykimg over
existing wells. The results of the workover progreere disappointing as the work yielded only a t@diincrease in
sustainable production. In addition the companijedfitwo offset wells in Oklahoma the Priegel #3ldhe Patriot #3 in
an effort to increase production from low risk selBoth wells continue to be evaluated after recenhection to a new
salt-water disposal system and could yet yield cencral oil and gas production.

The most significant developments during the yearewthe elevation in the status and value of thepamy's

Woodford/Caney Shale after the Netherland Sewelbntewas received in May and the oil potential leé Booch sand
channels identified on 3D seismic by Schlumberdée first horizontal Woodford well, the Jones #1EK™P8%) has
been drilled and is currently being flowed back ewdluated as is the Priegel #3 Booch oil sandaggirwell. Several
other horizontal Caney and Woodford wells are pdahand success with these wells has the poteatadd significant
value to the company’s Bad Creek acreage in thenbwpWoodford Shale play that has seen very sicgnifi expenditure
and acquisitions by major companies through ouyéae.

In the coming year the company will focus on tegtime gas potential of Woodford and Caney Shaledpating the olil
potential of the Booch sand channels identifieBad Creek and will look to increase production frexisting wells and
new wells to be drilled in Bad Creek

Yours faithfully,

PETER MOORE
Managing Director



DIRECTORS' REPORT
The Directors submit their report for the finangiabr ended 30 June 2008.

DIRECTORS
The names and details of the Company’s directoddfice during the financial year and until the elaf this report are as
follows. Directors were in office for the entirend unless otherwise stated.

Names, qualifications, experience and special respsibilities
Samuel Gazal, BEc,

Non-executive Chairman

Sam has more than 35 years experience as a digbublic and private companies. He graduated fBydney Universit
with a Bachelor of Economics. He has been a director agifisiant shareholder in a number of successful paome:
including Gazal Industries Limited, Winthrop Invesnts Limited, Country Television Services Limitedid Sunshir
Broadcasting Network Limited. He is the major shatder and chairman of the Roslyndale group of camigs.

Peter Moore, BA LLB.

Managing Director

Peter was formerly a commercial lawyer and is aalar of Geoflite Inc. He has worked in the reseuegploration indust
since 1987, and has wide commercial experiendeeioil and gas exploration industry in the Unitéat&s.

Michael Reed, BSc, (Hons) CPG,AAPG
Non-executive Director(appointed 23 July 2007)

Michael is a 1982 honours graduate in geology ftbenUniversity ofKentucky and a Certified Petroleum Geologist wfté
American Association of Petroleum Geologists. Hes B& years’ experience in oil and gas exploratiod avestmen
currently as President of Aspen Energy, Inc. anchéoly as Vice President of TermxInc. based in Louisville, Kentucl
USA. Mike has overseen in excess of 350 oil areddydling ventures, investing more than $50,000,00er the past 10 yei
throughout the main oil and gas producing regidrth® USA. He has highly specializedpextise in screening and evalua
drilling opportunities.

Robert Kenneth (Ken) Gaunt- Non-executive Director
Non-executive Director

Ken has enjoyed significant commercial successesiaunding Electronic Banking Solutions Pty Ltd1898. As Managjig
Director, Ken developed the business before mengitty Cash Card Australia Limited in 2003. Ken ha&en director of Ca
Card Australia Limited and is an investor in mangeessful businesses in Australia and elsewhene.wées a board memt
and Australia’s representative of the ATM industry asation and was a member of the customer advisorydbofaNationa
Cash Register Company Limited.

John Thompson, B.Com

Non-executive Director(appointed 23 July 2007)

John has strong experience in geheranagement of resources and scientific compariésst recently he led tl
Geochemistry Division of an international testinglaverification business. He has also had geneaabigement responsibil
for oil services companies. He has been a Diregft@ank of Western Australia and at one time led $teck Exchange
Perth. He is now a Director of several private pabilic companies involved in oil and mineral seegicHe has concentra
on private equity situations and has led successfybut @portunities in the past. He was educated at Usityeof Wester
Australia in Accounting and Commercial law.



Bob Rosenthal B Sc, M Se- Non-executive Director

Mr Rosenthal graduated from the University of SeathCalifornia in 1974 with a B.Sc. in Geology ahdn in 1977
completed a M.Sc. in Geology and Geophysics fraarstime University.

In his 30 year career, he has worked on oil andpgaigcts in the Gulf of Mexico, Offshore Atlanfiéargin, and North Slog
of Alaska. In 1985, Bob was secondedBP in Aberdeen Scotland and within a year femabee Technical Leader of North
and Central North Sea Lead Group who successfidlyrbUK Licensing round. In 1988, he became seaidvisor to Chie
Geophysicist, then Global Consultant for Explonati@porting to Chief Geologist and General ManageExploration
worldwide.

For 15 years, he held various positions includieigiar exploration geophysicist with Sohio Petrolef@subsidiary of BP)
San Francisco, California. Since 1999, Mr Rosenttlaal run a successful consulting business andilivesth Ojai Californi
and London, England. During the past three yearsRbkenthal has not served as a director for angrdisted Australia
company.

Company Secretary
Terence Flitcroft B Comm. CA SFIN
Mr Flitcroft is company secretary for a number abfic and private companies.

CORPORATE INFORMATION

Corporate Structure

K2 Energy Limited is a public company listed on thgstralian Stock Exchange (ASX Code: KTE). K2 Ejyelimited
and its wholly owned subsidiaries K2 Energy Invesits Pty Limited and K2 Energy USA Inc are colleely referred to
as K2 Energy. Tomahawk Energy Limited changed @ to K2 Energy Limited and the “old” K2 Energyniiied
changed its name to K2 Energy Investments Pty kithibh November 2007.

Nature of operations and principal activities
K2 Energy is an oil and gas exploration and pradactompany whose primary purpose is to securel, firevelop,
produce and sell hydrocarbons.

Employees
K2 has only two employees being the Managing Dineof the company and a geologist in the USA. Tiblel foperations
of the Oklahoma project are outsourced to the Qpedd the project, Metro Energy Group Inc.

OPERATING AND FINANCIAL REVIEW

The company was restructured after K2 Energy Lidhiteerged with Tomahawk Energy Limited in May/JuB@2 and in
the past year the new management of the mergedastegphas focussed on evaluating the Tomahawk wassgts in
Oklahoma.

The strategy involved attempting to increase céshl in the short term by focussing on reworks ofstrg Tomahawk
wells in Oklahoma to access the behind pipe resoofaip to 20 BCF identified by Sclumberger in2806 report. A
review of the logs on many of the existing welldigated significant behind pipe potential in 10 l/@ind an aggressive
workover program was initiated. New zones werenepein 10 wells however the results were disappanivith only
marginal increases in production being achievelde fjoor result was primarily due to the fact that tesistivity of water
and gas in the well logs proved to be indistingaiidb and therefore many of the zones interpretdtht® gas potential
were in fact wet. The workover program has theeefieen scaled back. The company spent only $40@00vorkovers
for the year and it was considered a worthwhile@zge to test the behind pipe resource reporte8dijumberger.

Significant work was done in processing and intetipg the Bad Creek 3D and further 20 drill targe¢se identified as
well as priority locations for Woodford and Candyaf test wells.

In addition substantial Booch (Boak) sand chanmels identified in Bad Creek by Schlumberger thateha potential to
yield a significant recoverable oil resource. ThistfBooch test well, the Preigel #3 was drilledidg the year and the
well produced significant fluids with 2-5% oil ctthe well was shut in for several months while & salt-water disposal
well was permitted and set up. The well is now emted to the salt-water disposal system and theegibvery

percentage recovered will be assessed over thdfagxhonths with a view to additional Booch welksing drilled. The

play has potential for enhanced recovery by dgllwrizontal wells into the formation.

The company drilled an additional well in the Ratstructure and the Patriot #3 encountered gosdiga with water
from the Union Valley and Cromwell zones. The wedls now been connected to the water disposal syasteirthe
operator will attempt to de water the productiveae®to increase gas production over the comingmsont



During the year significant activity by major comes continued in the Woodford Shale play in Oktahowith BP
acquiring Chesapeake Energy’'s Woodford Shale aered§0,000 acres for $1.7 billion in June. The BResapeake
acreage is less than 10 miles to the south of K&dsrs Bad Creek project. Many operators in theodford and Caney
Shale plays have reported significant success fngpnoved horizontal drilling techniques involvinatéral sections of up
to 5000 feet with as many as 9 stages of fracteament.

During the year the company commissioned and arwvesand resource estimate report from the leadmsuting
engineers, Netherland Sewell and Associates tleatifted a high estimate of 81 BCF of gas net toErgy from the
Caney and Woodford Shales on its Bad Creek acrea@be. report confirmed the significant potential thfe
unconventional gas resource for the company.

As a result of the Netherland Sewell report anditkceeased drilling and acquisition activity in tAéodford and Caney
shale plays in Oklahoma the company has shiftefbiss to testing the potential of the unconverglayas resource in
Caney and Woodford Shales on its acreage.

The company has drilled its first horizontal Woadfavell, the Jones #1, at Bad Creek in which it &&&8% working
interest. The well is currently flowing back framad water and is showing signs of gas. Additiomalzontal Caney and
Woodford wells are planned for the coming year scbjo acreage pooling being completed on the megalrilling

locations.

During the year the company continued to cut oveidleand costs wherever possible. Revenue declingd.B% to
$890,167 due to declining production rates fronsting wells.

FINANCIAL POSITION

The Company had cash funds on hand of approxim&teR million at year-end.

PRINCIPAL ACTIVITY
K2 Energy participates in the exploration and puditun of oil and gas in the United States of Amaric

FINANCIAL RESULT

The operating result for the financial year endeédl@ne 2008 for the Consolidated Entity and the @om was an after
tax loss of $4,058,417 (2007: $28,041,002).

DIVIDENDS PAID OR RECOMMENDED

The directors do not recommend the payment of @eiv and no amount has been paid or declared pypfadividend
to the date of this report.

SIGNIFICANT CHANGES IN STATE OF AFFAIRS

There were no significant changes in the statdfaira of the Consolidated Entity during the finalg/ear, other than as
detailed in this directors’ report and the Manaditector’'s Report accompanying this report.

AFTER BALANCE DATE EVENTS

The directors are not aware of any matter or cistance that has arisen since the end of the peritta date of this
report that has significantly affected or may affec

0] The operations of the company and the entitiesitleantrols
(ii) The results of those operations
(iii) The state of affairs of the company in subsequeatsy other than as set out below.

The company has an ongoing exploration prograntelimlance date K2 Energy has participated indhesl#1Well at
Bad Creek in Oklahoma and the well is still beingleated.

LIKELY DEVELOPMENTS AND EXPECTED RESULTS

The company will continue to invest in oil and gaploration prospects in the United States. Fyperéormance will
depend on the results of future drilling.

ENVIRONMENTAL REGULATIONS AND PROCEEDINGS

K2 Energy is aware of its environmental obligatiovith regards to its exploration activities andumes that it complies
with all regulations when carrying out any explaratwork.



REMUNERATION REPORT

Remuneration Policy

The remuneration policy of K2 Energy Limited haehelesigned to align director objectives with shalder and business
objectives by providing a fixed remuneration comgrutn which is assessed on an annual basis in lithermarket rates. The
Board of K2 Energy Limited, the majority of whomeanon-executive directors, believes the remunergtiolicy to be
appropriate and effective in its ability to attractd retain the best directors to run and managedmpany, as well as to
create goal congruence between directors and shldezh. The Board will assess the appropriatenésbeonature and
amount of emoluments of such officers on a perididisis by reference to relevant employment maréetitions with the
overall objective of ensuring maximum stakeholdemddit from the retention of a high quality Boartleexecutive team.

The Board'’s policy for determining the nature antbant of remuneration for board members is asvallo

The remuneration policy, setting the terms and ttmms for the executive director was developed apgroved by the
Board after seeking professional advice from indepat external consultants.

In determining competitive remuneration rates, Board seeks independent advice on local and irtienad trends among
comparative companies and industry generally. #ngres terms and conditions for employee incergiigemes, benefit
plans and share plans. Independent advice isnebitédo confirm that executive remuneration isife lwith market practice
and is reasonable in the context of Australian etiee reward practices.

The Managing Director receives a base salary apdrannuation.

The Company is currently an exploration and emergirmduction entity, and therefore speculativeeimis of performance.
Consistent with attracting and retaining talentegcatives, directors and the senior executive ai@ mpnarket rates
associated with individuals in similar positionghim the same industryOptions and performance incentives may be issued
particularly as the Company moves from an exploratd a producing entity and key performance ingicasuch as profit
and production and reserves growth are able tsbd as measurements for assessing executive parfoem

All remuneration paid to directors is valued at tusst to the company and expensed. Options aredalsing the Black-
Scholes methodology.

The Board policy is to remunerate non-executiveaors at market rates for comparable companietnf@a, commitment
and responsibilities. The Remuneration Committeerdgnes payments to the non-executive directors reniews their
remuneration annually, based on market practicéesland accountability. The Remuneration Committesists of Messrs
Gazal, Gaunt and Thompson. The maximum aggregatergrof fees that can be paid to non-executivectbirs is subject to
approval by shareholders. Fees for non-executikecttirs are not linked to the performance of then@any. However, to
align directors’ interests with shareholder intesethe directors are encouraged to hold sharé®inompany.

(a) Directors’ and Key Management Personnel Remunation

(i) Directors
Samuel Gazal -Non-Executive Director
Peter Moore- Managing Director
Ken Gaunt - Non-Executive Director
Mike Reed- Non-Executive Director (appointed 23/R007)
John Thompson- Non-Executive Director (appointed@$ 2007)
Bob Rosenthal — Non-Executive Director
Frank Brophy — Previously Non-Executive Direct@signed 20 July 2007)

(i) Executives
There are no executives other than Peter Moore.

Directors’ remuneration and other terms of employtrare reviewed annually by the Remuneration Cotamihaving
regard to performance against goals set at thedftéine year, relative comparative information andependent expert
advice.

Except as detailed in Notes (b) — (d) to the rermati@n report, no director has received or becontéled to receive,
during or since the financial year, a benefit beeaof a contract made by the Company or a relaidg borporate with a
director, a firm of which a director is a memberaor entity in which a director has a substantizgdiicial interest. This
statement excludes a benefit included in the aggeegmount of emoluments received or due and raoksi\by directors
and shown in Notes (b) — (d) to the remuneratiqore prepared in accordance with the Corporatiegsilations, or the
fixed salary of a full time employee of the Company



(b) Directors’ and Key Management Personnel Remunation (continued)

The following table discloses the remuneration @gkeEtors of the company for the year ended 30 AQ@8, as specified fi
disclosure by AASB 124. The information containedhis table is audited.

Short Term Equity Post-employment
Compensation
Bonus and
Non
Base Salary Monetary Value of Superannuation
and Fees Benefits Options Contributions TOTAL

Directors $ $ $ $ $
Tony Brennan

30 June 2007 181,602 - - 17,582 199,184
Garry Ralston

30 June 2007 26,495 - - - 26,495
Frank Brophy
(resigned 20.7.07)

30 June 2007 23,197 - - - 23,197

30 June 2008 14,583 - - - 14,583
Bob Rosenthal

30 June 2007 18,714 - - - 18,714

30 June 2008 - - - - -
Sam Gazal ***

30 June 2007 - - - - -

30 June 2008 41,250 - - 3,712 44,962
Peter Moore *

30 June 2007 10,194 - - 917 11,111

30 June 2008 133,792 - - 12,041 145,833
Ken Gaunt

30 June 2007 - - - - -

30 June 2008 26,250 - - 2,362 28,612
John Thompson
(appointed 23.7.07)

30 June 2008 35,000 - - 3,150 38,150
Mike Reed **
(appointed 23.7.07)

30 June 2008 - - - - -

Total 2007 260,202 - - 18,499 278,701
Total 2008 250,875 - - 21,265 272,140

*  Mr Moore’s salary and superannuation conttifin was paid by K2 Energy Investments Pty Limitedring the
year fees were paid to Geoflite Technology Inccempany associated with Peter Moore.

* During the year fees were paid to Aspen Endrgy— a company associated with Mike Reed.

** During the year fees were paid to Winchestesésiates Pty Limited — a company associated with Gazal.

All transactions were entered into on normal conuiaéterms.

0] In accordance with AASB 2, options issued to Dinestand during the previous year and in previoass/e
have been valued using a Black-Scholes optionmgrioiodel, which takes account of factors such as th
option exercise price, the current level and viitatof the underlying share price and the timentaturity
of the option. Although a value is ascribed anduded in total Directors Remuneration, it should be
noted that the Directors have not received thisuarhand the option may have no actual financialieal
unless the options achieve their exercise price.



(c) Directors’ and Key Management Personnel Remunetion by Category

$ $ $ $
Short-term 250,875 260,202 117,083 250,008
Other long-term - - - -
Post employment benefits 21,265 18,499 9,224 7,58
Share based payments - -

272,140 278,701 126,307 267,590

CONSOLIDATED ENTITY

THE COMPANY

30 June 2008 30 June 2007

30 June 2008 30 June 2007

(d) Compensation Options: Granted and vested duringnd since the financial year ended 30 June 2008

During and since the financial year ended 30 JW@82no options relating to compensation were gétd directors
and a total of 400,000 (2007-1,100,000) optiong@sable at $0.40 lapsed. No shares were issueekercise of

compensation options during the financial yearrevus financial year.

The following table discloses the value of optiorgranted, exercised or lapsed during the 2008 year:

Options Options Options | Total value of Value of Percentage
Granted Exercised Lapsed options options of total
Value at Value at Value at granted, included in remuneration
grant date | exercise date| time of | exercised and remuneration for the year
lapse lapsed for the year | that consists of
options
Director $ $ $ $ $ %
F Brophy - - 26,000 26,000 - -

The following table discloses the value of optiorgranted, exercised or lapsed during the 2007 year:

Options Options Options | Total value of Value of Percentage
Granted Exercised Lapsed options options of total
Value at Value at Value at granted, included in remuneration
grant date | exercise date| time of | exercised and remuneration for the year
lapse lapsed for the year | that consists of
options
Director $ $ $ $ $ %
A Brennan - - 55,250 55,250 - -
G Ralston - - 16,250 16,250 - -

(e) Options issued as Part of Remuneration

Options are issued from time to time to directand axecutives as part of their remuneration. Thiiong are not issued
based on performance criteria, but are issuedcte@se goal congruence between executives, diseatar shareholders.

(f) Employment Contracts of Directors and Senior Excutives

Peter Moore is the onlyirgctor who is currently a permanent employee & @ompany. Mr Moore has an employn
agreement with K2 Energy Investments Pty Limit&tie contract is not for a fixed term. The contragites he can

terminated by the company by giving up to three thn®motice and by paying a redundancy of three hsoRreviously M
Brennan was employed as an Executive.



MEETINGS OF DIRECTORS

The number of directors' meetings (including conteai$) held during the financial year and the nundfemeetings
attended by each director are:

COMMITTEE MEETINGS
DIRECTORS’ AUDIT REMUNERATION
MEETINGS COMMITTEE COMMITTEE
Number  Number Number Number Number Number
eligible to Attended | eligibleto  Attended eligible to Attended
attend attend attend
Bob Rosenthal 7 5 - - - -
Frank Brophy (resigned 20 July
2007) - - - - - -
Samuel Gazal 7 7 1 1 1 1
Peter Moore 7 7 - - - -
Ken Gaunt 7 6 - - 1 1
John Thompson (appointed 23y 7 5 1 1 1 1
2007)
Mike Reed (appointed 23 July
2007) 7 7 - - - -
OPTIONS

At the date of this report the following optionseowrdinary shares in the Company were on issue.

Type No. Issued No. Quoted Exercise Expiry Date
Price
Listed Options 12,298,000 12,298,000 20 cents Jeber 2008
Listed Options 29,997,500 29,997,500 20 cents MeBeber 2009
Unlisted Options 500,000 - 70 cents 31 DecembeB8200
Unlisted Options 2,000,000 - 40 cents 31 DecembéB2

2,500 ordinary shares were issued as a resulteoéxbrcise of options in July 2007. Directors’ lnodd of shares and
share options have been disclosed in the Remuoer@gport.

BOARD MEMBERS DIRECTORSHIPS
Listed below are details of listed public compaimngctorships held by Board Members over the lastdlyears.

Director Directorship of Date Appointed Date Resiged

Samuel Gazal K2 Energy Investments Pty Limited * " adgust 2005 -

Peter Moore K2 Energy Investments Pty Limited * " 291gust 2005 -

Bob Rosenthal None - -

Mike Reed K2 Energy Investments Pty Limited * ™@ctober 2005 -

Robert Kenneth Gaunt K2 Energy Investments Pty teicht 18" October 2005 -

John Thompson Pharmaust Limited 4™ July 2005 27 Sept 2006
K2 Energy Investments Pty Limited * 20" July 2006 -

* K2 Energy Investments Pty Limited was previoushpwn as K2 Energy Limited



DIRECTORS’ INTERESTS IN SECURITIES

All equity dealings with directors have been erdergo with terms and conditions no more favourahbn those that
the entity would have adopted if dealing at arratsgith. The relevant interests of each directohares capital at the
date of this report are as follows:-

Number of Number of

Shares Options
Bob Rosenthal - 500,000
Samuel Gazal * 1,950,000 1,125,000
Peter Moore * 11,100,000 9,250,000
Ken Gaunt * 2,550,000 1,187,500
John Thompson * 750,000 312,500
Mike Reed * 1,800,000 1,500,000

18,150,000 13,875,000

* Held by an entity associated with the Directodan which he has a financial interest.
INDEMNIFYING OFFICERS OR AUDITOR

In accordance with the constitution, except as baprohibited by the Corporations Act 2001, evdficer, auditor or
agent of the Company shall be indemnified out efghoperty of the Company against any liabilityurmed by him in
his capacity as officer, auditor or agent of therfpany or any related corporation in respect of actyor omission
whatsoever and howsoever occurring or in defending proceedings, whether civil or criminal. Then@any
currently has no insurance in respect of directanst officers’ liability.

PROCEEDINGS ON BEHALF OF COMPANY

No person has applied for leave of court to bringcpedings on behalf of the Company or intervereninproceeding
to which the Company is a party for the purpostaking responsibility on behalf of the Company d&iror any part of
those proceedings.

The Company was not a party to any such proceedingsg the year.
AUDITOR'S INDEPENDENCE DECLARATION

The lead auditor’'s independence declaration foryger ended 30 June 2008 has been received anoectmund on
page 49 of the annual report.

NON AUDIT SERVICES

The board of directors, in accordance with advicenfthe audit committee, is satisfied that the fmion of non-audit
services during the year is compatible with theegahstandard of independence for auditors impbgetieCorporations
Act 2001. The directors are satisfied that the serviceslaied below did not compromise the external audito
independence for the following reasons:

« all non-audit services are reviewed and apprdsethe audit committee prior to commencement taenthey do not
adversely affect the integrity and objectivity bétauditor; and

 the nature of the services provided do not comg@e the general principles relating to auditorejpeindence in
accordance with APES 110: Code of Ethics for Pife®ml Accountants set by the Accounting Profesdiand Ethical
Standards Board.

The following fees for non-audit services were f@égable to the external auditors during the yeaed 30 June 2008:
- Taxation services $500

This report is made in accordance with a resolubiothe directors.

Samuel Gazal
Chairman
30 September 2008
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Corporate Governance Statement

Principle 1:

Lay solid foundations for management and oversight

The Board of Directors is responsible for the olle@Gorporate Governance of the company includirggsitrategic
direction, establishing goals for management anditmong the achievement of these goals.

The primary responsibilities of the Board includsponsibility for:

. oversight of the company, including its controtlaaccountability systems,

. appointing and removing the chief executive @fi¢or equivalent),

. ratifying the appointment and, where appropritite,removal
of the chief financial officer (or equivalent) atite company secretary,

. input into and final approval of management'selepment
of corporate strategy and performance objectives,

. reviewing and ratifying systems of risk managet@ internal compliance and control, codes oficoh and
legal compliance,

. monitoring senior management’s performance anglémentation of strategy, and ensuring appropriate
resources are available,

. approving and monitoring the progress of majqited expenditure, capital management, and acdpnisitand
divestitures,

. approving and monitoring financial and other neipng.

Directors consider that the company’s proceduremptp with Principle 1 of the Principles of Good @orate
Governance.

Principle 2:

Structure the board to add value

2.1: A majority of the board should be independentlirectors.

The names of the Directors of the Company in offitéhe date of this Statement are set out in thecidrs’ Report.
Directors are appointed based on their experiendeoa independence of their decision-making andguuent.

In considering the status of directors as independieectors the company has regard to the follgwin

An independent director is a non-executive direi®is not a member of management) and:

. is not a substantial shareholder of the companwro officer of, or otherwise associated directlighyva
substantial shareholder of the company

. within the last three years has not been emplayezh executive capacity by the company or anogneup
member, or been a director after ceasing to hoydsanh employment

. within the last three years has not been a alaf a material professional adviser or a mategasultant to
the company or another group member, or an emplaerially associated with the service provided

. is not a material supplier or customer of the pany or other group member, or an officer of oreotlise
associated directly or indirectly with a materiapplier or customer

. has no material contractual relationship with ¢benpany or another group member other than aseatdi of
the company

. has not served on the board for a period whichd;@r could reasonably be perceived to, matgriaterfere
with the director’s ability to act in the best irgsts of the company

. is free from any interest and any business oerotélationship which could, or could reasonablypkeceived

to, materially interfere with the director’s abjlito act in the best interests of the company.
Previously having regard to the above criteria, #mel particular circumstances of the company arah efrector,
Directors consider that 2 directors were indepehded 3 directors were not independent therefaretimpany did not
comply with Principle 2.1 of the Principles of GoBdrporate Governance. This has changed since éhgembetween
Tomahawk Energy Limited (now K2 Energy Limited) ak@ Energy Investments Pty Limited and the majouaty
Directors are now independent hence the companycoowplies with Principle 2.1.

2.2: The chairperson should be an independent diréar.
The Directors consider that the company compligk thie principle 2.2.

2.3: The roles of chairperson and chief executiveficer should not be exercised by the same individal.
The Directors consider the company complies.

2.4: The board should establish a nomination comntite

The company does not have a formal nomination cét@endue to the scale and nature of the compantilates. The
whole board meet to consider additional appointsémthe Board.

Directors consider that the company complies with intentions of Principle 2.4 of the Principles@dod Corporate
Governance.
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2.5: Provide the information indicated in Guide toreporting on Principle 2

The skills, experience and expertise relevant ¢opthsition of director held by each director inicdfat the date of the
Annual Report are disclosed in the Directors’ Reépariuded in the Annual Report.

All of the directors are considered by the boardctmstitute independent directors, except for Pdtepre. The
company does not have fixed materiality thresholds.

Each Director has the right to seek independerfepsmnal advice at the Company’s expense. Howgvier, approval
of the Chair is required, which is not unreasonatitihheld.

No directors have fixed terms of office.

The company does not have a nomination committetihéoreasons outlined in 2.4 above.

Any departures from best practice recommendatiohs222, 2.3, 2.4 or 2.5 are included in thoseisast

The Board will review its composition on an annbasis to ensure that the Board has the appropriatef expertise
and experience. Where a vacancy exists, for what@ason, or where it is considered that the Baewdld benefit
from the services of a new Director with particutkills, the Board will select appropriate candétatvith relevant
qualifications, skills and experience.

Directors consider that the company complies withdiple 2.5 of the Principles of Good Corporatev&mance.

Principle 3:

Promote ethical and responsible decision-making

3.1: Establish a code of conduct to guide the dir&ars, the chief executive officer (or equivalent)he chief financial
officer (or equivalent) and any other key executive as to:

3.1.1 the practices necessary to maintain confidemin the company’s integrity

3.1.2 the responsibility and accountability of ind¥iduals for reporting and investigating reports ofunethical
practices.

The Board’s policy for the Directors and managemerid conduct themselves with the highest ethstahdards. All
Directors and employees will be expected to ach witegrity and objectivity, striving at all timgs enhance the
reputation and performance of the Company.

The Company has not adopted a specific Code of @drdle to the size of its operations and numbengfloyees at
this time.

The Directors consider the company complies.

3.2: Disclose the policy concerning trading in comgmy securities by directors, officers and employees

The policy is as follows:

Directors and senior executives (officers) mustmot or sell shares or securities in the compattye§ possess
information which, if disclosed publicly, might haa material effect on the price or value of theygany’s shares.
Directors through the Company Secretary must nttidyASX of any change in their share holdings withbusiness
days of the transaction taking place.

The Company maintains a policy that requires aélators to seek the chairman’s approval priordditrg in the
Company'’s securities.

No transaction should take place if the directorsofficers) are aware of any information whichdigclosed publicly,
might have a material effect on the price or valtithe company’s shares.

Directors consider that the company complies withdiple 3.2 of the Principles of Good Corporatev&mance.

3.3: Provide the information indicated in Guide toreporting on Principle 3.
This information is provided in this statement.
Directors consider that the company complies withdiple 3.3 of the Principles of Good Corporatev&mance.

Principle 4:

Safeguard integrity in financial reporting

4.1: Require the chief executive officer (or equivant) and the chief financial officer (or equivaler) to state in
writing to the board that the company’s financial reports present a true and fair view, in all materidrespects, of
the company’s financial condition and operational esults and are in accordance with relevant accoumti
standards.

The Directors consider the company complies.

4.2: The board should establish an audit committee.
The Directors consider the company complies.

4.3: Structure the audit committee so that it consis of:

. only non-executive directors

. a majority of independent directors

. an independent chairperson, who is not chairpersoof the board
. at least three members.

Directors consider that Principle 4.3 of the Prihe$s of Good Corporate Governance is not applicghblen the size of
the Board and two members is appropriate.
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4.4: The audit committee should have a formal chaetr.
Directors consider that Principle 4.4 of the Pyes$ of Good Corporate Governance is not applicable

4.5: Provide the information indicated in Guide toreporting on Principle 4.
Directors consider that the company complies withdiple 4.5 of the Principles of Good Corporatev&mance to the
extent applicable to the Company.

Principle 5:

Make timely and balanced disclosure

5.1: Establish written policies and procedures deghed to ensure compliance with ASX Listing Rule didosure
requirements and to ensure accountability at a seair management level for that compliance.

All directors are required to have a general unideding of the matters that are to be, or not todiselosed in
accordance with the ASX Listing Rules.

All matters concerning compliance with the listindes are to be reported to the chairman.

The Chairman has primary responsibility for ensyiihat the company complies with its disclosurdgations and is
primarily responsible for deciding what informatiail be disclosed.

The Chairman and the Company Secretary are redperfsr promoting understanding of compliance anshitoring
compliance.

Directors are required to maintain confidentiatifycorporate information to avoid premature disates

The Chairman is responsible for media contact asmneent, external communications such as analysfilgs and
responses to shareholder questions.

Directors consider that the company complies withdiple 5.1 of the Principles of Good Corporatev&mance.

5.2: Provide the information indicated in Guide toreporting on Principle 5.
This information is provided in this statement.
Directors consider that the company complies withdiple 5.2 of the Principles of Good Corporatev&mance.

Principle 6:

Respect the rights of shareholders

6.1: Design and disclose a communications stratetfy promote effective communication with shareholdes and
encourage effective participation at general meetiys.

Information is communicated to shareholders agvet

. notices of all meetings of shareholders;

. all documents that are released publicly are neadéable on the Company’s website at www.K2ensgy.au
Directors consider that the company complies withdiple 6.1 of the Principles of Good Corporatev&mance.

6.2: Request the external auditor to attend the arnml general meeting and be available to answer shatnolder
questions about the conduct of the audit and the jgparation and content of the auditor’s report.
Directors anticipate that the company will compighvPrinciple 6.2 of the Principles of Good Corpger&overnance.

Principle 7:

Recognise and manage risk

7.1: The board or appropriate board committee showd establish policies on risk oversight and manageme

The Board monitors and if necessary receives adwicareas of operational and financial risk, andsaters strategies
for appropriate risk management arrangements.

Specific areas of risk, which are identified, wile regularly considered at Board meetings includdopmance of
activities, human resources, the environment amdiraoous disclosure obligations.

7.2: The chief executive officer (or equivalent) ahthe chief financial officer (or equivalent) shoutl state to the
board in writing that:

7.2.1 The statement given in accordance with bestgrtice recommendation 4.1 (the integrity of finanil
statements) is founded on a sound system of risk magement and internal compliance and control which
implements the policies adopted by the board.

7.2.2 The company'’s risk management and internal copliance and control system is operating efficienyl and
effectively in all material respects.

Matters of risk management and compliance are otiyréddressed by the board as a whole at thisestdgthe
development of the company.

Directors consider that the company complies whith intentions of Principle 7.2 of the Principles@bod Corporate
Governance.
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7.3: Provide the information indicated in Guide toreporting on Principle 7.
This information is provided in this statement.
Directors consider that the company complies withd#ple 7.3 of the Principles of Good Corporatev&mance.

Principle 8:

Encourage enhanced performance

8.1: Disclose the process for performance evaluatiof the board, its committees and individual diretors, and key
executives.

At this stage of the development of the compang,cbimpany does not have formal procedures in ptaggerformance
evaluation of the board, its committees and indigictirectors, and key executives.

Directors consider that the company does not comyily Principle 8.1 of the Principles of Good Corgi® Governance
although this non-compliance is not material.

Principle 9:

Remunerate fairly and responsibly

9.1: Provide disclosure in relation to the company remuneration policies to enable investors to undstand (i) the
costs and benefits of those policies and (ii) thmk between remuneration paid to directors and keyexecutives and
corporate performance.

At this stage of the development of the comparg ctbmpany has formal remuneration policies in place

9.2: The board should establish a remuneration comittee.
The Directors consider the company complies.

9.3: Clearly distinguish the structure of non-exective directors’ remuneration from that of executives.
The remuneration of each director is set out irDhectors’ Report included in the Annual Report.
Directors consider that the company complies withdiple 9.3 of the Principles of Good Corporatev&mance.

9.4: Ensure that payment of equity-based executivemuneration is made in accordance with thresholdset in
plans approved by shareholders.

The company has equity-based executive remunerdiédrinas been approved by shareholders on 29 eceti04.
Directors consider that Principle 9.4 of the Pies of Good Corporate Governance is not applicable

9.5: Provide the information indicated in Guide toreporting on Principle 9.
This information is provided in this statement.
Directors consider that the company complies withdiple 9.5 of the Principles of Good Corporatev&mance.

Principle 10:

Recognise the legitimate interests of stakeholders

10.1: Establish and disclose a code of conduct taige compliance with legal and other obligations téegitimate
stakeholders.

The Directors consider the company complies.
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INCOME STATEMENTS
For the year ended 30 June 2008

CONSOLIDATED ENTITY THE COMPANY
30 June 2008 30 June 2007 30 June 2008 30 June 2007
Note $ $ $ $

Revenue 5 669,522 1,173,342 - -
Lease operating expenses 6 (472,895) (786,855) - -
Amortisation & depreciation (917,219) (3,346,695) - -
Other revenue 5 220,645 48,643 5,899 48,643
Administration, land management
and corporate expenses (1,308,574) (1,022,956) (105,739) (592,589)
Directors’ fees, salaries and
employee benefits (345,824) (267,591) (133,754) (267,591)
Foreign exchange gains/(losses) 6 (527,786) (25814, (1,090,210) (2,874,536)
Work over costs written off (180,454) - - -
Interest paid (24) (87) a7 (87)
Impairment of oil and gas assets 6 (1,047,230) 5@WURN87) -
Provision for non recovery of
intercompany loan - - (2,828,323) (16,367,164)
Goodwill on oil and gas assets
written off 6 (148,578) (7,446,180) - -
Provision for diminution of
investment in subsidiary company - - - (7,114,505)
LOSS BEFORE INCOME TAX 6
EXPENSE (4,058,417) (28,041,002) (4,152,144) (27,167,829
Income Tax Benefit / (Expense) 7 - - - -
NET LOSS ATTRIBUTABLE
TO EQUITY HOLDERS OF
K2 ENERGY LIMITED (4,058,417) (28,041,002) (4,152,144) (27,167,829)
Basic loss per share (cents) 19 (3.412) (35.5)

The accompanying notes form part of these finarsta@tements.
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BALANCE SHEETS
As at 30 June 2008

CONSOLIDATED ENTITY THE COMPANY
Note 30 June 2008 30 June 2007 30 June 2008 30 June 2007
$ $ $ $

CURRENT ASSETS
Cash and cash equivalents 8 4,722,827 6,388,436 81,676 2,218
Trade and other receivables 9 17,714 83,039 - 386
TOTAL CURRENT ASSETS 4,740,541 6,471,475 1,581,626 2,604
NON-CURRENT ASSETS
Property plant equipment 10 25,269 16,176 - -
Other financial assets 11 - - 9,032,757 12,498,623
Deferred exploration, evaluation and
development costs 12 5,699,570 5,886,051 - -
TOTAL NON-CURRENT ASSETS 5,724,839 5,902,227 9,032,757 12,498,623
TOTAL ASSETS 10,465,380 12,373,702 10,614,383 12,501,227
CURRENT LIABILITIES
Trade and other payables 13 477,988 285,587 626,991 413,112
Provisions - - - -
TOTAL CURRENT LIABILITIES 477,988 285,587 626,991 413,112
TOTAL LIABILITIES 477,988 285,587 626,991 413,112
NET ASSETS 9,987,392 12,088,115 9,987,392 12,088,115
EQUITY
Equity attributable to equity
holders of the parent
Issued capital 14 42,934,768 40,883,347 42,934,768 40,883,347
Foreign currency translation reserve 16 1,524,466 ,288,250 - -
Option reserve 16 2,489,100 2,489,100 2,489,100 482100
Accumulated losses 15 (36,960,942) (32,902,525) (35,436,476) (31,284,332)
Equity attributable to equity 9,987,392 11,755,172 9,987,392 12,088,115
holders of the parent
Minority interest 16 - 332,943 - -
TOTAL EQUITY 9,987,392 12,088,115 9,987,392 12,088,115

The accompanying notes form part of these finarsta@tbments.

16



STATEMENTS OF CHANGES IN EQUITY

For the year ended 30 June 2008

Minority Foreign Option  Issued Capital Accumulated Total
CONSOLIDATED Interest  Currency Reserve Losses
ENTITY Translation
Reserve
$ $ $ $ $ $
Balance at 1 July 2006 - (7,500 2,183,300 30,634,43 (4,861,523) 27,948,710
Share based payments - - 305,800 - - 305,800
Foreign translation revenue - 1,292,75! - - - 1,292,750
Loss attributable to members - - - - (28,041,002 (28,041,002)
Shares issued during the year - - - 15,648,91 - 15,648,914
Shares cancelled during the - - - (5,400,00C - (5,400,000)
year
Minority interest 332,943 - - - - 332,943
Balance at 30 June 2007 332,943 1,285,251 2,489,100 40,883,34 (32,902,525 12,088,115
Loss attributable to members - - - - (4,058,417 (4,058,417)
Foreign translation revenue - 239,21t - - - 239,216
Shares issued during the year - - - 2,134,02 - 2,134,021
Purchase of minority interest  (332,943) - - - - (332,943)
Capital raising costs - - - (82,600 - (82,600)
Balance at 30 June 2008 - 1,524,46 2,489,100 42,934,76 (36,960,942 9,987,392
Option  Issued Capital Accumulated Total
THE COMPANY Reserve Losses
$ $ $ $
Balance at 1 July 2006 2,183,300 30,634,433 (4,116,503) 28,701,230
Share based payments 305,800 - - 305,800
Loss attributable to members - - (27,167,829) (27,167,829)
Shares issued during the year - 15,648,914 - 15,648,914
Shares cancelled during the - (5,400,000) - (5,400,000)
year
Capital raising costs - - - -
Balance at 30 June 2007 2,489,100 40,883,347 (31,284,332) 12,088,115
Loss attributable to members - - (4,152,144)  (4,152,144)
Shares issued during the year - 2,134,021 - 2,134,021
Capital raising costs - (82,600) - (82,600)
Balance at 30 June 2008 2,489,100 42,934,768 (35,436,476) 9,987,392

The accompanying notes form part of these finarsta@tements.
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CASH FLOWS FROM OPERATING
ACTIVITIES

Receipts from customers

Payments for operations and employees
Interest received

NET CASH FLOWS FROM
OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING
ACTIVITIES

Payments for exploration expenditure
Cash acquired on acquisition of
subsidiaries

Payments relating to acquisition of
subsidiaries

NET CASH FLOWS USED IN
INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING
ACTIVITIES

Receipt of funds from related company
Proceeds from issue of shares and
options

Transaction costs of issue of shares
NET CASH FLOWS FROM
FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning
of the year

Net foreign exchange difference on
opening cash

CASH AND CASH EQUIVALENTS

AT END OF YEAR

CASH FLOW STATEMENTS
For the year ended 30 June 2008

17 (@)

17(b)

CONSOLIDATED ENTITY

THE COMPANY

30 June 2008

30 June 2007

30 June 2008

30 June 2007

$ $ $ $
644,197 1,090,303 -
(2,024,720)  (1,781,423) (289,476) (1,967,028)
220,645 48,643 12,398 48,643
(1,159,878) (642,477) (277,078) (1,918,385)
(1,547,845)  (1,655,036) - -
- 6,765,346 - ]
- (328,295) - (328,295)
(1,547,845) 4,782,015 - (328,295)
- - 286,586 -
1,652,500 - 1,652,500 _
(82,600) - 82,600) -
1,569,900 - 1,856,486 -
(1,137,823) 4,139,538 1,579,408 (2,246,680)
6,388,436 2,248,898 2,218 2,248,898
(527,786) - ; ]
4,722,827 6,388,436 1,581,626 2,218

The accompanying notes form part of these finarst@kements.
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Annual Report 2008 K2 Energy Limited

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. REPORTING ENTITY

K2 Energy Limited is a company domiciled in Australia. The adigted financial statements of the Company
and for the year ended 30 June 2008 comprise tmep&ay and its controlled entities (together reféne as th
Consolidated Entity). The Consolidatedhtiy operates solely in Oil and Gas Exploratiord @roduction, wit
interests in oil and gas in the USA.

2. BASIS OF PREPARATION
a. Statement of compliance

The financial report is a general purpose finanoigdort which has been prepared in acaom® witt
Australian Accounting Standards (AASBs) (includifwgstralian Interpretations) adopted by the Austr
Accounting Standards Board and the Corporations 20€i1. The financial report of the Consolid:
Entity and the financial report of the Cpamy comply with International Financial ReportiStandard
and Interpretations adopted by the InternationaoAnting Standards Board.

b. Basis of measurement
The consolidated financial statements have beqraped on the historical cost basis.
C. Functional and presentation currency

These consolidated financial statements are predeint Australian dollars, which is the Compa
functional currency.

d. Use of judgments and estimates

The preparation of financial statements requiresmagameh to make judgements, estimates
assumptions that affect the application of accagnpolicies and reported amounts of assets, ligs
income and expenses. Actual results may differ filoase estimates. Estimates and underlying assoime
are rewiewed on an ongoing basis. Revisions to accoumsignates are recognised in the period in w
the estimate is revised and in any future peridfésted.In particular, information about significant ar
of estimation, uncertainty and critical judgms in applying accounting policies that have thes
significant effect on the amounts recognised infih@ncial statements is described in the followéamgas
Impairment and Financial instruments.

3. SIGNIFICANT ACCOUNTING POLICIES

The accourihg policies set out below have been applied coesily to all periods presented in these consa
financial statements and have been applied condistey all entities in the Consolidated Entity.

a. Basis of Consolidation
Controlled entities

Controlled entities are entities controlled by empany. Control exists when the Company has p
directly or indirectly, to govern the financial angerating policies of an entity so as to obtaindfis
from its activities. In assessing contrpbtential voting rights that presently are exexle or convertibl
are taken into account. The financial statementsaoitrolled entities are included in the consokd
financial statements from the date that control memces until the date thatntool ceases. Investments
controlled entities are carried at their cost aftasition in the Company's financial statements.

Transactions eliminated on consolidation

Intra-group balances and any unrealised gains @sgk$ or income and expenses arising from grivag
transactions, are eliminated in preparing the clisheted financial statements.

b. Revenue

Revenue is recognised to the extent that it is gtebthat the economic benefits will flow to thdignanc
the revenue can be reliably measured.
The following specific recognition criteria mustalbe met before revenue is recognised:

Interest
Control of the right to receive the interest paymen
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Goods and Services Tax

Revenues, expenses and assets are recognisedtimeaimount of GST, except where the amount of
incurred is not recoverable from the taxation aritholn these circumstances, the GST is recogna
part of the cost of acquisition of the asset opart of the expense. Receivables and payablestaiee s
with the amount of GST included. The net amounG&T recoverable from, or payable to, the rele
taxation authority is included as a current assédiability in the balance sheet. Cash flows arguded ir
the statement of cash flows on a grbasis. The GST components of cash flows arising frovesting an
financing activities, which are recoverable frompayable to, the relevant taxation authority dassifiec
as operating cash flows.

Foreign Currency
Foreign currency transactions

Transactions in foreign currencies are translatedht respective functional currencies of contd
entities at the foreign exchange rate ruling atdhee of the transaction. Monetary assets andlitiab
denominated in foreign currencies ae theporting date are translated to the functionatency at th
foreign exchange rate ruling at that date. Mumetary transactions denominated in foreign ceiesrtha
are stated at historical cost are translated uiegexchange rate at the date of the transaction- N
monetary assets and liabilities denominated inigoreurrencies that are stated at fair value arestate
to the functional currency at the foreign excharafes ruling at the date the fair value was deteed
Foreign exchange differences arising on translaienrecognised in the income statement.

Financial statements of foreign operations

The assets and liabilities of foreign operationgjuding goodwill and fair value adjustments argsior
acquisition, generallyare translated to the functional currency at fare@xchange rates ruling at
reporting date. The revenues and expenses of foogigrations are translated to the functional cuoyex
rates approximating the foreign exchange ratesaguhit the date of transactions. Foreign curre
differences arising from translation of controlledtities with a different functional currency tathof the
Consolidated Entity are recognised in the foreignrency translation reserve (FCTR). When a for
operation is disposed of, in part or in full, tléevant amount of its FCTR is transferred to profitoss.

Foreign exchange gains and losses arising from r@etany item receivable from or payable to a for
operation, the settlement of which is neitp&nned nor likely in the foreseeable future, aresidered t
form part of a net investment in a foreign operatmd are recognised directly in equity in the FCTR

Cash and cash equivalents

Cash and cash equivalents comprise cash balamcesalk deposits with an original maturity of th
months or less.

Provisions

A provision is recognised in the balance sheet withen Consolidated Entity has a present legi
constructive obligation as a result of a past etieat can be measurediably, and it is probable that
outflow of economic benefits will be required tdtkethe obligation.

Impairment

The carrying amounts of the Consolidated Entitgsets are reviewed at each reporting date to digie
whether there is any indition of impairment. If any such indication exidtse asset's recoverable amc
is estimated (see below). An impairment loss i®gaetsed whenever the carrying amount of an assiét
cash generating unit exceeds its recoverable amduwpairment Igses are recognised in the inci
statement unless the asset has previously beeluedyén which case the impairment loss is recaghis
a reversal to the extent of that previous revatumativith any excess recognised through the in
statement. Imgirment losses recognised in respect of cash gimgraits are allocated first to reduce
carrying amount of any goodwill allocated to thesttagenerating unit or a group of units and the
reduce the carrying amount of the other assetseiuhit or a group of units on a pro-rata basis.
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Calculation of recoverable amount
Receivables

The recoverable amount of the Consolidated Eniity'sstments in receivables carried at amortisex i
calculated as the present value of estimattarducash flows, discounted at the original effexinteres
rate (i.e. the effective interest rate computedhiial recognition of these financial assets). &eable:
with a short duration are not discounted. Impainmehreceivables is not recogeid until objectiv
evidence is available that a loss event has oatuBggnificant receivables are individually assdsk®
impairment. Impairment testing of significant readles that are not assessed as impaired indilydig
performed by placingthem into portfolios of significant receivablestlwisimilar risk profiles ar
undertaking a collective assessment of impairm@&n-significant receivables are not individui
assessed. Instead, impairment testing is perfotmyeplacing non-significanreceivables in portfolios
similar risk profiles, based on objective eviderfikem historical experience adjusted for any effeaf
conditions existing at each balance date. The allme for impairment is calculated with referencé¢hi
profile of debtors in the Consolidated Entity'sesaand marketing regions.

Other Assets

The recoverable amount of other assets is theagreétheir fair value less costs to sell, and gahuuse
In assessing value in use, the estimated futurk flaws ae discounted to their present value usii
discount rate that reflects current market assassntd the time value of money and the risks spetd
the asset. For the purpose of impairment testingeta are grouped together into the smallest god
assets that generate cash flows from continuinghsteare largely independent of the cash flowstbé
assets or groups of assets (cash generating umits)goodwill acquired in a business combination tffie
purpose of impairment testing is alfded to the cash generating units that are expégtednefit from th
synergies of the combination. For an asset thas ta¢ generate largely independent cash inflowne
recoverable amount is determined for the cash géngrunit to which the asset belongs.

Reversals of Impairment

An impairment loss in respect of a receivable edrrat amortised cost is reversed if the subse
increase in recoverable amount can be related l@gcto an event occurring after the impairmen:
was recogised. An impairment loss in respect of goodwilhist reversed. In respect of other asset
impairment loss is reversed when there is an itidicahat the impairment loss may no longer exisl
there has been a change in the estimates usedetorite the recoverable amount. An impairment lo
reversed only to the extent that the asset's cay@mount does not exceed the carrying amounitbald
have been determined, net of depreciation or asaitin, if no impairment loss had been recognised.

Property, Plant and Equipment
Owned assets

Items of property, plant and equipment are statecbsat less accumulated depreciation (see belod
impairment losses (see accounting policy (g)). Ase#ls cost is determined as the consideragtiovidec
plus incidental costs directly attributable to #uguisition. Subsequent costs in relation to repipa par
of property, plant and equipment are recognisethéncarrying amount of the item if it is probabte
future economic benefitaxdodied within the part will flow to the Consoliéalt Entity and its cost can
measured reliably. All other costs are recognisettié income statement as incurred.

Leased assets - Operating leases

Payments made under operating leases are expensadstraightine basis over the term of the le:
except where an alternative basis is more reprateamtof the pattern of benefits to be derived fritre
leased property. Minimum lease payments includedfisate increases.

Depreciation

Depreciation is recognised in the income statero@na straightine basis. Items of property, plant :
equipment, including leasehold assets, are depeecissing the straighihie method over their estimat
useful lives, taking into account estimated realdvalues. Assets are depreciated from the de
acquisition or, in respect of internally constrattessets, from the time an asset is completed eldd-éad
for use. Depreciation rates and methods, usefesland residual values are reviewed ahdmlance she
date. When changes are made, adjustments areteeflpcospectively in current and future finan
periods only.

The estimated useful lives in the current and coatpe periods are as follows:
Plant & equipment 5 —yHars
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Exploration, Evaluation and Development Expenditure

Exploration, evaluation and development expenditimeurred is accumulated in respect of ¢
identifiable area of interest. These costs areiezhforward only if they relate tan area of interest 1
which rights of tenure are current and in respéettoch:

() such costs are expected to be recouped througlessiot development and exploitatior
from sale of the area; or

(i) exploration and evaluation activities in the arasdnot, at balance date, resulted in boo
economically recoverable reserves, and active tipemin, or relating to, this area
continuing.

Accumulated costs in respect of areas of interédtiware abandoned are written off in full agajmsifit
in the year in which the decision to abandon tlea d made.

A regular review is undertaken of each area ofr@seto determine the appropriateness of continto
carry forward costs in relation to that area oéiast.

Amortisation is charged againindividual wells currently based on a well litd 5 years as reset
estimates are not yet available. Amortisationasaharged on costs carried forward in respecredso
interest in the development phase until produatimmmences.

Restoration

Provisions for future environmental restoration @eognised where there is a present obligatianrasul
of exploration, development, production, transp@teor storage activities having been undertaked, i
is probable that an outflowf @conomic benefits will be required to settle titdigation. The estimat:
future obligations include the costs of removingilies, abandoning wells and restoring the affe
areas.

The provision for future restoration costs is thestbestimate ofhe present value of the expendi
required to settle the restoration obligation & taporting date, based on current legal requirésmem
technology. Future restoration costs are reviewedially and any changes in the estimate are refleic
the present value of the restoration provision atehd of the balance sheet date, with a correspg
change in the cost of the associated asset.

The amount of the provision for future restoratioosts relating to exploration, development
production facilities is capitalized and depletschacomponent of the cost of those activities.

The unwinding of the effect of discounting on thieygsion is recognised as a finance cost.

Goodwill

Goodwill  represents the excess of the cost of thecquigition over the
Group's interest in the net fair value of the idfelile assets liabilities and contingent liabdgi of thi
acquiree. Following initial recognition, goodwills i measured at cost less any accumulated
impairment losses.

All goodwill on acquisition of controlled entitidgs been impaired.
Employee Benefits
Wages, salaries and annual leave

Liabilities for employee benefits for wages, saarand annual leave expected to settle within lrtimsm
the year end represent present @ilimns resulting from employees' services providedo reporting dat
calculated at undiscounted amounts based on reatiorerwage and salary rates that the Consoli
Entity expects to pay as at reporting date inclgdielated on-costs, such as wens' compensatic
insurance and payroll tax.

Share based payments

The Company has granted options to certain directod employees. The fair value of options andes
granted is recognised as an expense with a comdsppincrease in equity. THair value is measured
the date the options or shares are granted takingaiccount market based criteria and expensedtbg
vesting period after which the employees becomenuitionally entitled to the options and sharese
fair value of the options granted is measured uiegBlackScholes method, taking into account the t
and conditions attached to the options. The fdwevaf the performance shares granted is measusiac
the weighted average share price of ordinary shiarése Company, taking into account the terms
conditions attached to the shares. The amount nised) as an expense is adjusted to reflect thal
number of options and shares that vest except whemsture is due to market related conditions.
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Receivables
Trade and other receivables are stated at amossdess impairment losses (see accounting p@idy
Taxation

Income tax expense in the income statement fop#®ds presented comprises current and deferre
Income tax isrecognised in the income statement except to thenexhat it relates to items recogni
directly in equity, in which case it is recognis@dequity. Current tax is the expected tax payaiehe
taxable income for the year, using tax rates edaotesubstantially enacted at reporting date, anc
adjustment to tax payable in respect of previoasse

Deferred tax is calculated using the balance siegtod, providing for temporary differences betwte
carrying amounts of assets and liabilitfes financial reporting purposes and the amous&siifor taxatio
purposes. Temporary differences are not providedh® initial recognition of goodwill and other atso
liabilities in a transaction that affects neitharcaunting nor taxable profitor differences relating
investments in subsidiaries to the extent thas ipiobable that they will not reverse in the foesds«
future.

Deferred tax is measured at the tax rates thagxgrected to be applied to the temporary differemdesr
they reverse, based upon the laws that have beeneehattreporting date. A deferred tax ass
recognised only to the extent that it is probahk future taxable profits will be available againdich
the asset can be utilised. Deferred tax assetseaiewed at each reporting date and reducedetestter
that it is no longer probable that the relatedharefit will be realised. Additional income taxést aris:
from the distribution of dividends are recognisétha same time as the liability pay the related divide
is recognised.

Deferred tax assets and liabilities are offsethidré is a legally enforceable right to offset cotreay
liabilities and assets, and they relate to incoaxed levied by the same tax authority on the sawable
entity or on a different tax entity but they intetedsettle current tax liabilities and assets arefbasis ¢
their tax assets and liabilities will be realisaddtaneously.

Payables

Trade and other payables are stated at amortistd co

Finance income and expense

Interest income is recognised as it accrues immnite@me statement using the effective interest ntetho
Earnings per share

The Consolidated Entity presents basic and diletthings per share (EPS) for its oty shares. Bas
EPS is calculated by dividing the net loss attdbig to equity holders of the parent for the final
period, after excluding any costs of servicing gg(other than ordinary shares) by the weighteday
number of ordinary shares of the Company, adjustedny bonus issue.

Diluted EPS is calculated using the basic EPS egsnas the numerator. The weighted average nunf
shares used as the denominator is adjusted byftiretax effect of financing costs associated vitih
dilutive potential ordinary shares and the effattrevenues and expenses of conversion to ordimamng:
associated with dilutive potential ordinary shaadpisted for any bonus issue.

Segment Reporting

A segment is a distinguishable companehthe Consolidated Entity that is engaged eitheproviding
products or services within a particular economigimnment (geographical segment), or in provi
products or services (business segment), whichhest to risks and rewards that arffedent from thos
of other segments. The Consolidated Entity's pymiormat for segment reporting is based
geographical segments. The geographical segmerms datermined on the Consolidated Ent
management and internal reporting structure.

Share Capital
Ordinary shares

Ordinary shares are classified as equity. Increatertdsts directly attributable to the issue of pady
shares and share options are recognised as a iedinom equity, net of any income tax benefit.
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New standards and interpretations not yet adopte

The following standards, amendments to standardsrdarpretations have been identified as thoseh
may impact the entity in the period of initial ajgpkion. They are available for early adoption @tJ8in
2008, but have not been applied in preparing thantial report:

AASB 3 Business Combinations;

AASB 8 Operating Segments;

AASB 101 Presentation of Financial Statements $exi);
AASB 127 Consolidated and Separate Financial Sextésnand

AASB 2008-1 Amendments to Australian Accounting reiaxd - Sharéased Payments: Vest
Conditions and Cancellations.

The impact of these standards is yet to be detedrnt they will be applied by the Consolidateditigrn
the relevant application date.

Other financial assets

Financial assets in the scope of AASB 139 Finaniciatruments: Recognition and Measurement are
classified as either financial assets at fair valhueugh profit or loss, loans and receivablesd+tet
maturity investments, or available-for-sale investits, as appropriate. When financial assets are
recognised initially, they are measured at fairugalplus, in the case of investments not at faineva
through profit or loss, directly attributable trantions costs. The Group determines the classditaf

its financial assets after initial recognition anghen allowed and appropriate, re-evaluates this
designation at each financial year-end.

All regular way purchases and sales of financiaktsare recognised on the trade date i.e. thettutte
the Group commits to purchase the asset. Regulgrpuechases or sales are purchases or sales of
financial assets under contracts that require dgliof the assets within the period establishedegely

by regulation or convention in the marketplace.

(i) Financial assets at fair value through pradit loss

Financial assets classified as held for tradingimckided in the category ‘financial assets at failue
through profit or loss’. Financial assets are dfeegk as held for trading if they are acquired the
purpose of selling in the near term. Derivatives also classified as held for trading unless threy a
designated as effective hedging instruments. Gaindosses on investments held for trading are
recognised in profit or loss.

(il) Held-to-maturity investments

Non-derivative financial assets with fixed or deterable payments and fixed maturity are classifisd
held-to-maturity when the Group has the positierition and ability to hold to maturity. Investment
intended to be held for an undefined period areimduded in this classification. Investments thas
intended to be held-to-maturity, such as bondssabsequently measured at amortised cost. Thisscost
computed as the amount initially recognised mintscfpal repayments, plus or minus the cumulative
amortisation using the effective interest methodrmf difference between the initially recognisedant
and the maturity amount. This calculation includ#dees and points paid or received between [mittie
the contract that are an integral part of the #éffednterest rate, transaction costs and all oginemiums
and discounts. For investments carried at amortsst] gains and losses are recognised in profass
when the investments are derecognised or impaasdell as through the amortisation process.

(iii) Loans and receivables

Loans and receivables are non-derivative finarasakts with fixed or determinable payments thahate
guoted in an active market. Such assets are caatiachortised cost using the effective interestoet
Gains and losses are recognised in profit or lossmwthe loans and receivables are derecognised or
impaired, as well as through the amortisation psece
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(iv) Available-for-sale investments

Available-for-sale investments are those non-déxeafinancial assets that are designated as dbaila
for-sale or are not classified as any of the thmeszeding categories. After initial recognition dafale-

for sale investments are measured at fair valué g#tins or losses being recognised as a separate
component of equity until the investment is deredised or until the investment is determined to be
impaired, at which time the cumulative gain or lpssviously reported in equity is recognised infiprar
loss.

The fair value of investments that are activelydéd in organised financial markets is determine
reference to quoted market bid prices at the ctddausiness on the balance sheet date. For invat
with no activemarket, fair value is determined using valuatiechhiques. Such techniques include L
recent arm’s length market transactions; referéadbe current market value of another instrumbat
substantially the same; discounted cash flow aisa#yed option pricing models.

4. FINANCIAL RISK MANAGEMENT
Overview

The Company and Consolidated Entity have exposurthe following risks from the use of financ
instruments:

* Credit risk
« Liquidity risk
» Market risk

This note presents infoation about the Company's and the ConsolidatedyEngxposure to each
above risks, their objectives, policies and proesg$er measuring and managing risk, and the managy
of capital. Further quantitative disclosures amuded throughout thesmnsolidated financial stateme
The Board of directors has overall responsibiliyr the establishment and oversight of the
management and monitors operational and finanisiklmanagement throughout the Consolidated E
Monitoring risk mangement includes ensuring appropriate policies amtguures are published
adhered to. The Management reports to the AuditrGittee.

The Board aims to manage the impact of skenms fluctuations on the Company's and the Conatai
Entity's earning. Over the longer term, permanent changes in meates will have an impact on earnin

The Company and the Consolidated Entity are expdsedsks from movements in exchange r:
commodity prices and interest rates that affectemees, expensesssets, liabilities and forec
transactions. Financial risk management aims td tilese market risks through ongoing operatioma
finance activities.

Exposure to credit, commodity prices, foreign exgeand interest rate risks arises in the mbrours:
of the Company's and the Consolidated Entity'snmssi. Derivative financial instruments are not us
hedge exposure to fluctuations in foreign exchaatgs, interest rates or commaodity prices.

The Audit Committee oversees adequacy ofatmpany’s risk management framework in relationhi
risks faced by the Company and the ConsolidateiyEnt

Credit Risk

Credit risk is the risk of financial loss to the@gany or the Consolidated Entity if a customer,tcmted
entity or counterpay to a financial instrument fails to meet its taigtual obligations and arises princip
from the Company's and the Consolidated Entitgeiv@bles from customers.

Trade and other receivables

The Company's and Consolidated Entity's exposureddit risk is influenced mainly by the geograi
location and characteristics of individual custosnérhe Consolidated Entity does not have a sigmil
concentration of credit risk with a single customer

Policies and procedures of credit managetmend administration of receivables are estabdishac
executed at a regional level.

In monitoring customer credit risk, the ageing peofof total receivables balances is reviewec
management by geographic region on a monthly basis.

The Company anthe Consolidated Entity have established an alhoeaor impairment that represe
their estimate of incurred losses in respect aferand other receivables.
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Liquidity Risk
Liquidity risk is the risk that the ConsolidatedtiBnwill not be abé to meet its financial obligations
they fall due. The Consolidated Entity's approacmanaging liquidity is to ensure, as far as péssiba

it will always have sufficient liquidity to meetsitliabilities when due, under both normal and see
conditions, without incurring unacceptable lossegssking damage to the Consolidated Entity's rapoih.

The Consolidated Entity monitors cash flow requieats and produces cash flow projections for thet
and long term with a view to optimisingturn on investments. Typically, the ConsolidatexitiZ ensure
that it has sufficient cash on demand to meet drpegperational net cash flows for a period okast 3
days, including the servicing of financial obligats. This excludes the potaitimpact of extren
circumstances that cannot reasonably be predisteth, as natural disasters.

Market Risk

Market risk is the risk that changes in market ggicuch as foreign exchange rates, commodity |
interest rates and equity prices véffect the Company's and the Consolidated Entiigtdoss or the vali
of its holdings of financial instruments. The oltjee of market risk management is to manage andrai
market risk exposures within acceptable parametdride optimising the return.

Currency Risk

The Consolidated Entityundertakes its exploration and production tramsast denominated in L
currencyand is exposed to currency risk on the value ejdoration assets and sales and purchase
are denominated in United States dollars (USD).

Over 75% of the Consolidated Entity's revenuesauat 85% of costs are denominated in currencies
than AUD. Risk resulting from the translation ofsets and liabilities of foreign operations into
Consolidated Entity's reporting currency is notdestl

Interest Rate Risk

The Consolidated Entity is exposed to interest riates in relation to the return earned its fundsdepos
and invested. The Consolidated Entity does not rsnaet or long term debt, and therefdhgs risk i
minimal.

Capital Management

The Consolidated Entity's objectives when managiagital are to safeguard its ability to continuea
going concern, to provide returns to shareholderprovide benefits to other stakeholders and tmtaiz
an optimal capital structure to reduce the costagpital.

The Board aims to maintain and develop a capitat l@ppropriate to the Consolidated Entity. In otd
maintain or adjust the capital structure, the Cbdated Entity can issue new skar The Board
directors undertakes periodic reviews of the Cadatéd Entity's capital management position to s
whether the capital management structure is apjatepto meet the Consolidated Entity's medium
long-term strategic requirementdeither the Company nor any of its subsidiariesubject to external
imposed capital requirements. There were no sianti changes in the Consolidated Entity's approe
capital management during the year.

26



Annual Report 2008

K2 Energy Limited

5. REVENUE

Oil and gas sales
Other revenue

Interest received
Total revenue

6. LOSS FOR THE YEAR

Net gains and expenses

CONSOLIDATED ENTITY

THE COMPANY

Loss before related income tax expense includefotlmsving net gains and expenses :

Lease operating expenses
Impairment of oil and gas assets
Goodwill written off

Net foreign currency losses/(gains)

30 June 30 June 30 June 30 June
2008 2007 2008 2007
$ $ $ $
669,522 1,173,342 - -
220,645 48,643 5,899 48,643
890,167 1,221,985 5,899 48,643
472,895 786,855
1,047,230 1308178, - -
148,578 7,446,180 - -
527,786 2538, 1,090,210 2,874,536
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CONSOLIDATED ENTITY

THE COMPANY

7. INCOME TAXES

(a) Tax expense/(income)

The prima facie income tax expense on pre-
tax accounting profit from operations
reconciles to the income tax expense in the
financial statements as follows:

Net loss for the year

Income tax expense calculated at 30%
(2007: 30%)

Add/(less) tax effect of:

Amortisation of exploration assets
Impairment of exploration assets

Goodwill write-off of exploration assets
Provision for diminution of investments
Provision for non-recovery of loan

Share based payments

Other non-allowable items

Capitalised exploration expenditure
Unrealised foreign exchange loss

Other temporary differences not recognised
Foreign tax losses not recognised as deferred
tax assets

Unused tax losses not recognised as deferred
tax assets

Income tax expense

(b) Deferred tax balances

The following deferred tax balances at 30%
(2007:30%) have not been recognised:

Deferred tax assets:
Revenue losses
Foreign losses
Capital raising costs
Unrealised foreign exchange loss
Provisions and accruals
Other

30 June 30 June 30 June 30 June
2008 2007 2008 2007
$ $ $ $
(4,058,417) (28,041,002) (4,152,144) (27,167,829)
(1,217,525) (8,412,301) (1,245,643) (8,150,349)
269,728 1,004,892 - -
48,160 4,055,426 - -
44,573 2,233,854 - -
- - 848,502 2,134,352
- - - 4,910,149
- 91,740 - 91,740
275,166 - - -
(209,325) (1,098,720) - -
158,336 862,361 327,063 862,361
61,439 (64,480) (9,360) (64,480)
- 12,280 - 12,280
569,448 1,314,948 79,438 203,947
2,448,115 1,878,667 847,105 767,667
4,078,013 4,697,732 4,078,013 4,697,732
173,604 148,824 173,604 148,824
1,043,754 885,418 1,212,481 885,418
77,698 16,259 6,899 16,259
- 120 - 120
7,821,184 7,627,020 6,318,102 6,516,020
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CONSOLIDATED ENTITY

THE COMPANY

As at As at As at As at
30 June 30 June 30 June 30 June
2008 2007 2008 2007
$ $ $ $
8. CASH AND CASH EQUIVALENTS
Cash at bank — A$ Accounts 2,991,645 1,928,502 811626 2,218
Cash at bank — USD Accounts 1,731,182 4,459,934 -
4,722,827 6,388,436 1,581,626 2,218
Cash at bank earns interest at floating rates baiseldily bank deposit rate.
9. TRADE & OTHER RECEIVABLES
Current
Oil sales receivable (a) 15,669 80,609
Other debtors (b) 2,045 2,430 - 386
17,714 83,039 - 386
Terms and conditions relating to the above findno&ruments:
(a) Oil sales receivable is non-interest bearird)@enerally on 60 day terms;
(b) Other debtors are non-interest bearing andrgéyen 30 day terms
10. PROPERTY, PLANT AND EQUIPMENT
Plant and equipment — at cost 34,292 19,122 -
Accumulated depreciation (9,023) (2,946) - -
25,269 16,176 - -
Movements in the carrying amounts of plant and
equipment during the current financial year:
Balance at the beginning of the year 16,176 -
Additions 15,170 19,122 - -
Depreciation expense (6,077) (2,946) - -
Carrying amount at the end of the year 25,269 7%,1 - -
11. OTHER FINANCIAL ASSETS
Non current
Advance related company - - 2,856,011 19,939,688
Less provision for diminution - - (1,350,292) (16,367,164)
Investment in subsidiaries - - 32,486,739 16,040,605
Less provision for diminution - - (24,959,701) 1(74,506)
- - 9,032,757 12,498,623
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12. DEFERRED EXPLORATION,
EVALUATION AND
DEVELOPMENT EXPENDITURE

Exploration and evaluation costs carried
forward in respect of oil and gas exploration

CONSOLIDATED ENTITY

THE COMPANY

areas of interest

Movement in carrying amounts

Opening balance

Expenditure incurred and acquired during
the year

Foreign exchange translation adjustment
Exploration writeback on

cancellation of shares

Amortisation of areas under production
Impairment of assets

Closing balance

As at As at As at As at
30 June 2008 30 June 2007 30 June 30 June 2007

$ $ 2008 $

5,699,570 5,886,051 -

5,886,051 26,553,735 - -
1,771,891 3,821,187 - -
- (2,23),08 - -
- (5,400,000) - -
(911,142) ,348,695) - -
(1,047,230) (13,518,087) - -
5,699,570 5,886,051 - -

The ultimate recoupment of costs carried forwandefigploration and evaluation phases is dependernh®successful
development and commercial exploitation or salthefoil and gas exploration areas of interest.

13. TRADE & OTHER PAYABLES
Current

Trade creditors (a)

Accruals

Advance from related company

Terms and conditions

477,988

285,587

49,236

121,943

Terms and conditions relating to the above findno&ruments
(a) Trade creditors are non-interest bearing aadcharmally settled on 45 day terms.

14. SHARE CAPITAL

Issued and paid up capital
130,654,903 (2007: 116,926,322) Ordinary
shares fully paid

(a) Movements in paid up capital

At the beginning of the reporting period

- Cancellation of shares

- Issue of shares to consultants

- Issue of shares pursuant to merger with K2
Energy Investments Pty Limited at 25 cents
(2007-31cents)

- Option exercise

- Placement at $0.14 per share

- Capital raising costs

At end of reporting period

- - 577,755 291,169
477,988 285,587 626,991 413,112
42,934,768 40,883,347 42,934,768 40,833,347
40,883,347 30,634,433 40,883,347 30,634,433
- (5,400,000) (5,400,000)
- 250,000 250,00
481,521 15,398,914 481,521 15,398,914
500 - 500 -
1,652,000 1,662,00 -
(82,600) - (82,600) -
42,934,768 40,883,347 932,768 40,883,347
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14. SHARE CAPITAL (CONT'D)

CONSOLIDATED ENTITY THE COMPANY
2008 2007 2008 2007

(b)  Movements in shares on issue Number Number ber Number
At the beginning of the reporting period 116,92@,32 75,494,827 116,926,322 75,494,827
Shares issued during the period:
- Cancellation of shares - (9,000,000) - (9,000)
- Issue of shares to consultants - 757,576 - 7,5
- Issue of shares pursuant to merger with K2

Energy Investments Pty Limited at 25 cents 1,926,081 49,673,919 1,926,081 49,673,919

(2007 — 31 cents)
- Option exercise 2,500 - 2,500 -
- Placement at $0.14 per share 11,800,000 - 110600, -
At end of reporting period 130,654,903 116,926,322 130,654,903 116,926,322

(i)

(ii)

(iii)

Under an agreement with Metro in October 2082, Energy acquired the option to participate in 5
separate drilling programs and requiring K2 Enewxgyrill a total of 30 wells. K2 Energy re-negaéd

the agreement with Metro cancelling the requirenfienthe Company to drill a further 21 wells andith
subject to shareholder approval Metro returned I8omishares in K2 Energy via a selective buy-batk
shares. Shareholder approval for the return ofeshfor cancellation was obtained at the company’s
Annual General Meeting on 30 November 2006. Od&3&uiary 2007, the 9 million shares were received
and cancelled.

On 24 May 2007 the Company issued 49,673,9idinary shares to various parties pursuant to the
Bidder's Statement issued by the Company dated&il 2007, relating to the merger with K2 Energy
Investments Pty Limited.

In May 2007 the Company issued 757,576 ordinaryesh consultants resulting from the completion of
the merger with K2 Energy Investments Pty Limited.

(iv) A further 1,926,081 shares and 885,208 options vgste=d on 10 July 2007, following the completidn o
the compulsory acquisition of the remaining K2 Eyeinvestments Pty Limited shares and options not
yet acquired.

(v)  InJuly 2007 2500 options were exercised upon paywie20 cents.

(vi)  InJune 2008 11,800,000 shares were issued pursuarglacement which was approved subsequently by
shareholders.

(c) Options

At the end of the reporting period, there are 48,390 options over unissued shares as follows

Type No. Issued No. Quoted Exercise Expiry Date
Price
Listed Options 12,298,000 12,298,000 20 cents Jeber 2008
Listed Options 29,997,500 29,997,500 20 cents MeBeber 2009
Unlisted Options 500,000 - 70 cents 31 DecembeB8200
Unlisted Options 2,000,000 - 40 cents 31 Decemb8éB2

There were 2,500 ordinary shares (2007- nil) issged result of the exercise of options durindfitiencial
year. A further 885,208 options were issued odul 2007 following the completion of the compulgor
acquisition of the remaining options in K2 Energydstments Pty Limited.
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14. SHARE CAPITAL (CONT'D)

Terms and conditions of contributed equity

Ordinary shares

Holders of ordinary shares have the right to rezeilvidends as declared and, in the event of tineling up of
the Company, to participate in the proceeds froenstlle of all surplus assets in proportion to tilrer of and

amounts paid up on shares held.

Ordinary shares entitle their holder to one voitbee in person or by proxy, at a meeting of thenpany.

Options over ordinary shares

During the year ended 30 June 2008 885,208 (30 J0®é- 29,114,792) options have been issued odénany
shares, exercisable at varying prices and periddeng the financial year 400,000 (2007- 1,100,00p)ions
exercisable at $0.40 each lapsed. Further dethileeoterms and conditions of these options arevigeal in

notes 20 and 28 and the Remuneration Report.

15. ACCUMULATED LOSSES

CONSOLIDATED ENTITY

THE COMPANY

30 June 2008 30 June 2007
$ $

30 June 2008
$

30 June 2007
$

Balance at beginning of the year (32,902,525) (4,861,523)
Net loss attributable to members
(4,058,417) (28,041,002)

(31,284,332)

(4,152,144)

(4,116,503)

(27,167,829)

Balance at end of the year (36,960,942) (32,902,525)

(35,436,476)

(31,284,332)

16. RESERVES

OPTION RESERVE

Balance at beginning of the year 2,489,100 2,18B,3 2,489,100 2,183,300
Share based payments - 305,800 305,800
Balance at end of the year 2,489,100 2,489,100 892100 2,489,100

Nature and purpose of reserve
The share based payment reserve is used to reedprifair value of options issued.

FOREIGN CURRENCY TRANSLATION RESERVE

Balance at beginning of the year 1,285,250 (7,500) - -
Currency translation differences

arising during the year 239,216 1,292,750 - -
Balance at end of the year 1,524,466 1,285,250 - -

Nature and purpose of reserve

The foreign currency translation reserve is usa@tord exchange differences arising from the tediosis of the

financial statements of foreign subsidiaries.

MINORITY INTEREST

Balance at beginning of the year 332,943 - - -
Minority interest in acquired

entities - 332,943 - -
Purchase of minority interests (332,943) - - -
Balance at end of the year - 332,943 - -
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17. STATEMENT OF CASH FLOWS

(a) Reconciliation of loss after tax to
the net cash flows from
operations:

Net loss
Non cash items
Unrealised foreign currency (gains)/ losses
Goodwill on acquisition of minority
interest
Impairment
Amortisation
Provision for diminution of investment in
subsidiary company
Provision for non recovery of
intercompany loan
Share based payments
Changes in assets and liabilities
(Increase)/decrease in receivables
Increase/ (decrease) in payables and
accruals
Increase/(decrease) in provisions
Net cash flows (used in) / from operating
activities

(b) Reconciliation of cash:
Cash balances comprises
- Cash at bank
- US Dollar accounts

(c) Non cash financing and investing activities
During the year ended 30 June 2008 the compangdsk926,081 shares and 885,208 options to actipgire

CONSOLIDATED ENTITY

THE COMPANY

Year Ended Year Ended Year Ended Year Ended
30 June 2008 30 June 2007 30 June 2008 30 June 2007
$ $ $ $
(4,058,417) (28,041,002) (4,152,144) 187,829)
547,78 1,505,205 1,090,210 2,874,536
148,578 7,446,180 - -
1,047,230 13,518,087 - -
917,219 3,349,641 -
- - - 7,114,505
- - 2,828,323 16,367,164
- 305,800 - 305,800
65,325 257,975 6,885 (570,655)
192,401 1,025,176 (50,352) (832,367)
- (9,539) - ,539)
(1,159,878) (642,477) (277,078) (1,918,385)
2,991,645 3,565,739 1,581,626 2,218
1,731,182 2,822,697 - -
4,722,827 6,388,436 1,581,626 2,218

remaining shares and options resulting from thepzdsory acquisition of the minorities. During theay ended 30

June 2007 the company issued 49,673,919 sharez9ahti,792 options to acquire shares and optioKin

Energy Investments Pty Limited.

18. KEY MANAGEMENT PERSONNEL COMPENSATION

(a) Details of Key Management Personnel
(i) Directors

Frank Brophy — Non-Executive Director (resignedi2fy 2007)
Bob Rosenthal — Non-Executive Director
Samuel Gazal- Non-Executive Chairman

Ken Gaunt- Non-Executive Director
Mike Reed - Non-Executive Director (appointed B8/ 2007)

John Thompson- Non-Executive Director (appointed@$ 2007)

Peter Moore — Managing Director

(b) Compensation Practices and Key Management Pensoel Compensation

Details of compensation practices and key managepgaonnel compensation are disclosed in the irgcReport, which

accompanies these financial statements.

Details of management personnel compensation shatkeptions are disclosed in the note 28.

(c) Other Transactions and Balances with Key Managaent Personnel

Disclosures relating to other transactions andrizala with key management personnel during the ¢inhpear are set out in note
notes 20, 22 and 28 and the Remuneration Repbsre were no loans to key management personnielgdiine financial year.
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CONSOLIDATED ENTITY

30 June 2008 30 June 2007
$ $
19. LOSS PER SHARE
Basic loss per share (cents per share) (3.41) (35.5)
Loss used in calculation of basic and diluted
earnings per share (4,058,417) (28,041,002)
Weighted average number of ordinary shares on
issue used in the calculation of basic EPS 0] 118,992,920 78,849,339

(i) Share options are not considered dilutivehas impact would be to decrease the net lossipare. Accordingly, diluted
loss per share has not been disclosed

20. SHARE BASED PAYMENTS
(a) Share and Option holdings

Details of options and shares held by key managepersonnel are set out below.

Shares held by Key Management Personnel

Year ended 30 June 2008

Balance at  Shares Options Bought Balance at Balance at
beginning Issued Exercised & date of end of year
of year (Sold) retirement/
appointment
Directors
Mike Reed (appointed 23/07/07) - - - - 1,800,000 800,000
John Thompson (appointed
23/07/07) - - - - 750,000 750,000
Frank Brophy (resigned 20/7/07) 26,000 - - - (26)00 -
Bob Rosenthal - - - - - -
Samuel Gazal 1,950,000 - - - - 1,950,000
Peter Moore 11,100,000 - - - - 11,100,000
Ken Gaunt 2,550,000 - - - - 2,550,000
Total 15,626,000 - - - 2,524,000 18,150,000
Year ended 30 June 2007
Balance at Shares Options Bought Balance at Balance at
beginning Issued Exercised & date of end of year
of year (Sold) retirement/
appointment

Directors
Tony Brennan (resigned 23/5/07) 2,625,835 - - - 643,835) -
Garry Ralston (resigned 23/5/07) 695,000 - - - (608) -
Frank Brophy 26,000 - - - - 26,000
Bob Rosenthal - - - - - -
Sam Gazal (appointed 23/5/07) - - - - 1,950,000  ,95D,000
Peter Moore (appointed 23/5/07) - - - - 11,100,600* 11,100,000
Ken Gaunt (appointed 23/5/07) - - - - 2,550,000** ,550,000
Total 3,346,835 - - - 12,279,165 15,626,000

** Shares issued to shareholders pursuant to meifge2 Energy Limited and K2 Energy Investmentg Bimited.

34



Annual Report 2008

K2 Energy Limited

20.

SHARE BASED PAYMENTS (continued)

Options held by Key Management Personnel

Year ended 30 June 2008

Balance Received Exercise Bought & Balance at  Balance at Total Total
at as of (Sold)/ date of 30.06.08 Vested Exercisable
01.07.07 Remuner- Options (Lapsed) retirement/
ation appointment
Directors
John Thompson - - - 312,500 312,500 312,500 312,500
(appointed
23/07/07)
Mike Reed - - - 1,500,000 1,500,000 1,500,000 1,500,000
(appointed
23/07/07)
Frank Brophy 400,000 - - (400,000) - - - -
(resigned
20/07/07)
Bob Rosenthal 500,000 - - - - 500,000 500,000 500,000
Samuel Gazal 1,125,000 - - - - 1,125,000 1,125,000 1,125,000
Peter Moore 9,250,000 - - - - 9,250,000 9,250,000 9,250,000
Ken Gaunt 1,187,500 - - - - 1,187,500 1,187,500 1,187,500
Total 12,462,500 - - (400,000) 1,812,500 13,875,000 13,875,000 13,875,000
Year ended 30 June 2007
Balance Received Exercise Bought & Balance at  Balance Total Total
at as of (Sold)/ date of at Vested Exercisable
01.07.06 Remuner- Options (Lapsed) retirement/ 30.06.07
ation appointment

Directors
Tony Brennan 1,410,000 - - (1,410,000) - - -
(resigned
23/5/07)
Garry Ralston 635,000 - - (635,000) - - -
(resigned
23/5/07)
Frank Brophy 400,000 - - - - 400,000 400,000 400,000
Bob Rosenthal 500,000 - - - - 500,000 500,000 500,000
Samuel Gazal - - - - 1,125,000** 1,125,000 1,125,000 1,125,000
(appointed
23/5/07)
Peter Moore - - - - 9,250,000** 9,250,000 9,250,000 9,250,000
(appointed
23/5/07)
Ken Gaunt - - - - 1,187,500** 1,187,500 1,187,500 1,187,500
(appointed
23/5/07)
Total 2,945,000 - - (2,045,000) 11,562,500 12,462,500 12,462,50 12,462,500

** Options issued to shareholders pursuant to nres§&2 Energy Limited and K2 Energy Investmentg Bitnited.

Options issued as Part of Remuneration for the yeagended 30 June 2008

No options were issued to directors and executiggsart of their remuneration in the current year.
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21. SEGMENT INFORMATION
(a) Primary Segment - Geographical Segments
The Consolidated Entity has the following geographsegments:

United States of America
The United States of America (“USA") is the locatiof the Company’s exploration and production
activities and licence interests held.

Australia
Australia is the location of the central managenaart control of K2 Energy, including where company
secretarial services, accounting and cash manageperations are performed.

30 June 2008 $ $ $
Primary Reporting — USA Australia Consolidated
Geographical Segments
Revenues from operations

688,821 201,346 890,167
Segment result (loss) (2,895,355) (1,163,062) ,058,417)
Segment assets 5,928,357 3,865,005 10,465,380
Segment liabilities 412,772 65,216 477,988
Acquisitions of plant and
equipment, exploration and
evaluation, and other non-
current segment assets 697,749 - 697,749

Depreciation and
amortisation 917,219 917,219

Other non-cash expenses - - -

30 June 2007 $ $ $
Primary Reporting — USA Australia Consolidated
Geographical Segments
Revenues from continuing

operations 1,173,342 48,643 1,221,985
Segment result (loss) (19,783,198) (8,257,804) 28,041,002)
Segment assets 7,706,530 4,667,172 12,373,702
Segment liabilities 133,968 151,619 285,587

Acquisitions of plant and
equipment, exploration and
evaluation, and other non-

current segment assets 3,662,400 - 3,662,400
Depreciation and

amortisation 3,349,641 - 3,349,641
Other non-cash expenses - 305,800 305,800

(b) Secondary Segment - Business Segments
Oil & Gas Exploration

The Consolidated Entity operates solely in thea@d Gas Exploration and Production, with interésts
oil and gas in the USA state of Oklahoma.
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RELATED PARTY DISCLOSURES

Ultimate Parent
K2 Energy Limited is the ultimate Australian parentmpany.

Other Related Party Transactions

0] In the twelve months to 30 June 2008 no fees (3@ 2007: $52,000) were paid to Delta Capital
Pty Ltd (a Company in which a former director MreBnan had a financial interest) for the
provision of administrative services.

(ii) Amount of $133,333 (2007-$11,111) was paid to Wastar Associates Pty Limited (a company
associated with Mr Gazal) for financial advisoryvéges provided to K2 Energy Limited.

(iii) Amounts of $144,462 (2007-$15,837) for advisoryiees and $16,002 (2007 $1,520) for rent
were paid to Aspen Energy Inc (a company associsithdVir Reed) for services and rent provided

to K2 Energy USA Inc.

(iv) Amount of $241,696 (2007-$15,837) was paid to Geofhc. (a company associated with Mr
Moore) for technical and advisory services provitte&2 Energy USA Inc.

(v) Amount of $83,343 (2007-$31,674) was paid to Geoflnc. (a company associated with Mr
Moore) for licensing fees in relation to the Gaefliechnology

All the above payments were made on normal comiaeims and conditions.

COMMITMENTS FOR EXPENDITURE
K2 Energy currently assesses and drills wells arelhby well basis. The company is expecting tatipgrate in
other drilling prospects in Oklahoma, however dabee date there were no material commitments dturé

expenditure.
INTEREST IN SUBSIDIARIES

The following companies are subsidiaries of K2 ggerimited.

Country of Percentage of equity interest
Name Incorporation held by consolidated entity Investment at cost
2008 2007 2008 2007
% % $ $
THK Energy (USA), United States of
Inc. America - 100 - -
K2 Energy Investments Australia
Pty Limited 100 96.27 16,492,001 16,039,335
K2 Energy USA Inc. United Sates of
America 100 96.27 15,994,738 1,270

Control of K2 Energy Investments Pty Limited arghitholly owned subsidiary K2 Energy USA Inc wasngd

on 23 May 2007. A further 1,926,081 shares and Z#bpptions were issued on 10 July 2007, followting
completion of the compulsory acquisition of the aémng K2 Energy Limited shares and options not yet
acquired. On 30 September 2007 the operations &f [WSA) Inc were merged with those of K2 Energy USA
Inc. and certain intercompany receivables weretaliged.
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INTEREST IN SUBSIDIARIES (Continued)

INITIAL ACQUISITION OF K2 ENERGY INVESTMENTS PTY LMITED

On 23 May 2007, the Group acquired 96.27% of thedd capital of K2 Energy Investments Pty
Limited for a total consideration of $16,039,33BeTpurchase of all the issued shares in the

company was satisfied by the issue of 49,673,9dBhary shares at an issue price of $0.31 each and
related costs of $640,421. The issue price wasdbasé¢he market price on date of purchase. The
financial effects of this transaction were broughéiccount at 30 June 2007.

Purchase consideration

Acquisition related costs

Issue of 49,673,919 ordinary shares at a deemed pfi$0.31 each
Total purchase consideration

Fair value of net identifiable assets acquired
Goodwill

a) Assets and liabilities acquired

The assets and liabilities arising from the acdjoisiare as follows:

Cash and cash equivalents
Receivables

Exploration and evaluation expenditure
Property, Plant and Equipment
Payables and provisions

Net identifiable assets acquired

$
640,421
15,398,914
16,039,335
8,593,155
7,446,180
Acquiree’s
carrying amount Fair Value
$ $
6,148,012 6,148,012
366,954 366,954
2,185,273 2,185,273
15,572 15,572
(122,656) (122,656)
8,593,155 8,593,155

On 10 July 2007, the Group acquired 3.73% of thedd capital of K2 Energy Investments Pty Limitedd total

consideration of $481,521. The purchase of allilseed shares in the company was satisfied bystheeiof
1,926,081 ordinary shares at an issue price o55@a2h. The issue price was based on the marlket @ni date of
purchase. The financial effects of this transactiene brought to account in the year ended 30 2008.

Purchase consideration
Issue of 1,926,081 ordinary shares at a deemed pfi$0.25 each
Total purchase consideration

Fair value of net identifiable assets acquired
Goodwill

b) Assets and liabilities acquired

The assets and liabilities arising from the acdjoisiare as follows:

Cash and cash equivalents
Receivables

Exploration and evaluation expenditure
Property, Plant and Equipment
Payables and provisions

Net identifiable assets acquired

$
481,521
481,521
332,943
148,578
Acquiree’s
carrying amount Fair Value
$ $
238,206 238,206
14,218 14,218
84,668 84,668
603 603
(4752) (4752)
332,943 332,943

The assets and liabilities arising from the acdjoiss are recognised at fair value, which was emitbff upon
application of an impairment test. In the prioryd& Energy Limited did not contribute to grougdodue to an
immaterial change in the net assets of K2 Energyited between the date of acquisition and balaate. d
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25. AUDITORS’ REMUNERATION CONSOLIDATED ENTITY THE COMPANY
30 June 30 June 30 June 30 June
2008 2007 2008 2007
$ $ $ $
Remuneration of auditors of the parent company:
- auditing or reviewing the financial report 13,000 - 13,000 -
- taxation service 500 - 500 -

Remuneration of other auditors of subsidiary
companies:
- auditing or reviewing the financial report 29,003 46,303 - -

Remuneration of previous auditors of the parent
company:
- auditing or reviewing the financial report 20,625 18,596 20,625 18,596

63,128 64,899 34,125 18,596

26. CONTINGENT ASSETS AND LIABILITIES

As reported previously, by a consultancy agreemiat, Company will, subject to satisfaction of protion
milestones below, be required to grant Carpint@iats permitted nominee) the following Techni€dnsultant
Options, pursuant to shareholders approval obtaine2B8 March 2006:

- 3,285,000 Technical Consultant Options, but ahlget production attributable to the Company frone
Prospect Area exceeds 1.0 million cubic feet offgrsday or the equivalent in liquids; and

- 2,000,000 Technical Consultant Options, but ahlget production attributable to the Company frone
Prospect Area exceeds 5.0 million cubic feet offgasday or the equivalent in liquids.

Apart from the matter above, the Consolidated Ergitnot aware of any contingent liabilities, whiekisted as
at the end of the financial year or have ariseatdlse date of this report.

27. EMPLOYEE BENEFITS
At 30 June 2008, K2 Energy Limited had 2 employ@€97: 2).

Employee Incentive Option Plan
The Company has an Employee Incentive Scheme agprivhe general meeting held on 29 December 2004.

The plan provides for the Board to elect to offeptiGns to an employee having regard to the potentia
contribution of the employee to the group amy other matters the Board considers relevant.

Each option is convertible to one ordinary sharee Exercise price of the options, determined iroatance
with the Rules of the Scheme, is the price detezthiny the Board and advised to the employee wheini@p
are offered to the employee.

All options expire on the earlier of their termiicet date or 30 days following termination of thepdoyee's
employment. Options vest on granting, however d@gercan be conditional upon the consolidated entity
achieving certain performance hurdles as deterntiyettie Board of directors.

There are no voting or dividend rights attachingfi® options.

Details of shares and options issued to Directasreluded in the Remuneration Report and in @6te
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SHARE BASED PAYMENT PLANS

Options are issued to directors and executivesaais @i their remuneration under the company’s Eiygdo
Incentive Option Plan as described in Note 27. djpions are not issued based on performance ariteuit are
issued to all directors of K2 Energy Limitadd its subsidiaries to increase goal congruentecl@ executives,

directors and shareholders.

The following table illustrates the number and vatégl average exercise prices (WAEP) of and movesriant
share options issued as share based payments theiggar:

CONSOLIDATED ENTITY

THE COMPANY

Weighted Weighted
Average Average
Number of Exercise Price Number of Exercise Price
2008 Options $ Options $
Outstanding at beginning of the year 4,900,000 0.35 4,900,000 0.35
Granted during the year - - - -
Lapsed during the year (400,000) 0.40 (400,000) 400.
Exercised during the year - - - -
Expired during the year - - - -
Outstanding at the end of the year 4,500,000 0.34 4,500,000 0.34
Exercisable at the end of the year 4,500,000 0.34 4,500,000 0.34
CONSOLIDATED ENTITY THE COMPANY
Weighted Weighted
Average Average
Number of Exercise Price Number of Exercise Price
2007 Options $ Options $
Outstanding at beginning of the year 4,000,000 0.44 4,000,000 0.44
Granted during the year 2,000,000 0.22 2,000,000 220
Forfeited during the year (1,200,000) 0.40 (1,000) 0.40
Exercised during the year - - - -
Expired during the year - - - -
Outstanding at the end of the year 4,900,000 0.35 4,900,000 0.35
Exercisable at the end of the year 4,900,000 0.35 4,900,000 0.35
The outstanding balance as at 30 June 2008 issemed by:
- 2,000,000 options over ordinary shares with anaserprice of $0.40 each on or beforé ®ecember
2008.
- 500,000 options over ordinary shares with an eserprice of $0.70 each on or beforé' Blecember
2008.
- 2,000,000 options over ordinary shares with anaserprice of $0.20 each on or beford Zeptember
20009.
0] Included under employee benefits expense in theniecstatement is $nil (2007: nil), and relates, in
full, to equity-settled share-based payment traimas
(i) Included under administrative land management amgocate expenses in the income statement is

$nil (2007: $305,800), and relates, in part, toigegettled share-based payment transactions.
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SHARE BASED PAYMENT PLANS (CONT.)

No options were issued to employees in 2008.

The weighted average remaining contractual lifetfier share options outstanding as at 30 June 2008/éar
(2007: 1.5 years).

The range of exercise prices for options outstandinthe end of the year was between $0.20 — $@007:
$0.20- $0.70).

The weighted average fair value of options gradigthg the year was N/A (2007: $0.15).

The following table lists the inputs to the modséd for the years ended 30 June 2008 and 30 JO7e 20

Input into model 2008 2007
Dividend yield (%) - -
Expected volatility (%) - 44%
Risk-free interest rate (%) - 5.97%
Expected life of options (years) - 2.34 years
Option exercise price (3$) - $0.20
Weighted average share price at grant date ($) - 0.31%

The expected life of the options is based on histbdata and is not necessarily indicative of eiser patterns
that may occur. The expected volatility reflects #ssumption that the historical volatility is icalive of future
trends, which may also not necessarily be the hautcome. No other features of options grantedewer
incorporated into the measurement of fair value.

The fair value of the cash-settled options is mesbat the grant date using the Black-Scholes ogtfricing
model taking into account the terms and conditiagpsn which the instruments were granted. The sesvic
received and a liability to pay for those serviees recognised over the expected vesting periodil the
liability is settled it is remeasured at each réipgrdate with changes in fair value recognisegrisfit or loss.

SUBSEQUENT EVENTS

The directors are not aware of any matter or cistance that has arisen since the end of the perithet date of
this report that has significantly affected or nadfgct:

0] The operations of the company and the entitiesitleantrols
(i) The results of those operations
(iii) The state of affairs of the company in subsequeats; other than as set out below.

The company has an ongoing exploration progranteSialance date K2 Energy has participated indhes]
#1Well at Bad Creek in Oklahoma and the well i Is&ing evaluated.
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FINANCIAL INSTRUMENTS

Credit Risk
Exposure to Credit Risk

The carrying amount of financial assets represhetsnaximum credit exposure. The maximum exposuceddit risk
at the reporting date was:

CONSOLIDATED ENTITY THE COMPANY
30 June 2008 30 June 2007 30 June 2008 30 June 2007
$ $ $ $
Cash and equivalents 4,722,827 6,388,436 1,581,626 2182,
Trade receivables and other receivables 15,669 80,60 - -
Other Receivables 2,045 2,430 - 386
Other financial assets (note 11) - - 1,505,719 3,572,52

4,740,541 6,471,475 10,614,383 3,575,128

The maximum exposure to credit risk for trade remiglies

and other financial assets at the reporting datgelmgraphic region
was:

United States 15,669 80,609 1,505,719 3,5672,52
Australia - - - -
15,669 80,609 1,505,719 3,5672,52

Impairment Losses

The aging of the trade receivables at the repodatg was:

Gross receivables

Not past due date 15,669 80,609 2,856,011 19,939,68
Past due 30- 90 - - - -
Past due 90 days and over - - - -

15,669 80,609 2,856,011 19,939,68
Impairment - - (1,350,292) (16,397,164)
Trade receivables net of impairment loss 15,669 80,609 1,505,719  3,572,5Z

There was no movement in the allowance for impaitrirerespect of trade receivables during the year.

Impairment losses recognised in the year relagigiaificant individual customers, which have beesessed as
impaired under the Consolidated Entity’'s accounpinticy as detailed in Note 3(Q).

Based upon past experience, the Consolidated HEdiigves that no impairment allowance, other gssprovided in
these accounts is necessary in respect of tradévaddes not past due.

The allowance accounts used in respect of tradgvaules are used to record impairment losses sities
Consolidated Entity is satisfied that non -recowarthe amount owing is possible; at that poing, éimount considered
non-recoverable is written off against the finahaiset directly.
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30. FINANCIAL INSTRUMENTS (Continued)

Currency Risk
Consolidated Entity’s exposure to foreign curreid$D) risk was as follows, based upon notional am&u

Amounts local currency CONSOLIDATED ENTITY THE COMPANY

30 June 2008 30 June 2007 30 June 2008 30 June 2007

$ $ $ $

Cash and equivalents 1,731,182 4,459,934 - -
Investments * - - - -
Plant property and equipment 23,769 14,676 - -
Deferred exploration expenditure 5,699,570 5,886,051 - -
Trade receivables and other receivables 15,669 80,60 - -
Amounts receivable from related entities - - 1,5@58,7 3,572,52
Trade Payables (note 13) (412,772) (133,968) - -

7,057,418 10,307,302 1,521,895 3,572,524

* Investment in the USA subsidiaries has been ingohi
hence there is no currency risk

The following significant exchange rates appliedht® Company and the Consolidated Entity duringythea:

Average Rate Reporting date spot rate
AUD =1 2008 2007 2008 2007
uUsD 0.8999 0.7893 0.9586 0.8494

Interest Rate Risk
Profile

At the reporting date, the interest rate profiléhef Company’s and the Consolidated Entity’s irgebearing financial
instruments was:

CONSOLIDATED ENTITY THE COMPANY
Carrying amount 30 June 2008 30 June 2007 30 June 2008 30 June 2007
$ $ $ $

Variable rate instruments
Financial assets 4,271,287 4,392,278 1,500,000 -

Financial liabilities - - - R
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30. FINANCIAL INSTRUMENTS (Continued )

Liquidity Risk
The following are the contractual maturities of @ensolidated Entity’s financial assets and lidgiedi including estimated
interest payments.

2008 Effective Carrying Lessthan 1 1-5 years More than ¢
interest rate  amount $ year years
p.a.
Cash and cash equivalents 3.97% 4,722,827 4,722,827 -
Receivables - 17,714 17,714 - -
Payables - (477,988) (477,988) - -
Total 4,262,553 4,262,553 - -
2007 Effective Carrying Less than 1 1-5 years More than ¢
interest rate  amount $ year years
p.a.
Cash and cash equivalents 3.58% 6,388,436 6,388,436 -
Receivables - 83,039 83,039 - -
Payables - (285,587) (285,587) - -
Total 6,185,888 6,185,888 - -

The following are the contractual maturities of @@mpany’s financial assets and liabilities inchglestimated interest
payments.

2008 Effective Carrying Lessthan 1 1-5 years More than'!
interest rate  amount $ year years
p.a.
Cash and cash equivalents 4.47% 1,581,626 1,581,626 -
Payables - (626,991) (626,991) - -
Other financial assets - 9,032,757 - 1,505,719 7,527,038
Total 9,987,392 954,635 1,505,719 7,527,038
2007 Effective Carrying Lessthan 1 1-5 years More than'!
interest rate  amount $ year years
p.a.
Cash and cash equivalents 3.58% 2,218 2,218 -
Receivables - 386 386 - -
Payables - (413,112) (413,112) - -
Other financial assets - 12,498,623 - 3,572,52. 8,926,099
Total 12,088,115 (410,508)3,572,52 8,926,099
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30. FINANCIAL INSTRUMENTS (Continued)

Sensitivity Analysis

In managing interest rate and currency risks, tbesGlidated Entity aims to reduce the impact ofristesm
fluctuations on the Consolidated Entity’s earningser the longer term however, permanent changésréign
exchange and interest rates will have an impathemesult.

For the year ended 30 June 2008, it is estimatsdatiyeneral increase of one percent in intergss kould have
decreased the Consolidated Entity’s loss aftermectax and equity by approximately $56,000 (200#,800). A
one percent decrease in interest rates would hagette equal but opposite effect on the Consoliti&tetity’s

loss and equity.

It is estimated that a general increase of tenguérin the value of the AUD against the USD woultién
decreased the Consolidated Entity’s loss for tter y@ded 30 June 2008, and increase the Consalidaitéty’s
equity by $0.1 million (2007: decrease $0.5 miljioA ten percent decrease in the value of the AlgBirsst the
USD would have the equal but opposite effect on@besolidated Entity’s loss and equity.

Fair Values
The fair values of financial assets and liabilitiegyether with carrying amounts shown in the beadesheet are as follows:
CONSOLIDATED ENTITY

30 June 2008 30 June 2007
Carrying Fair value Carrying Fair value
amount amount
Cash and equivalents 4,722,827 4,722,827 6,388,436 6,388,436
Trade and other receivables — current 17,714 17,714 3,038 83,039
Trade and other payables (477,988) (477,988) (285,587) (285,587)
Total 4,262,553 4,262,553 6,185,888 6,185,888

THE COMPANY

30 June 2008 30 June 2007
Carrying Fair value Carrying Fair value
amount amount
Cash and equivalents 1,581,626 1,581,626 2,218 2,218
Trade and other receivables — current - - 386 386
Trade and other payables (626,991) (626,991) (413,112) (413,112)
Other financial assets 9,032,757 9,032,757 12,498,623 12,498,623
Total 9,987,392 9,987,392 12,088,115 12,088,115

Basis for determining fair values

The following summarises the significant methodd assumptions used in estimating the fair valuginahcial
instruments reflected in the table above.

Non-derivative financial assets and liabilities

The fair value of cash, receivables, payables Aond-$erm borrowings is considered to approximbat@rtcarrying
amount because of their short maturity. Other asaet based on the assets carrying values asesuliisidiary
company’s accounts, which approximates fair value.
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DIRECTORS' DECLARATION

The directors of the Company declare that:

1. the financial statements and notes, as set ouagesl5 to 45, are in accordance with the Corporati
Act 2001:

(@) comply with Accounting Standards and the CorporetiBegulations 2001; and

(b) give a true and fair view of the financial positias at 30 June 2008 and of the performance for
the year ended on that date of the Company andolidated Entity; and

2. the Managing Director and Company Secretary leaeh declared that:

€)) the financial records of the Company for tmaficial year have been properly maintained in
accordance with section 286 of tierporations Act 2001

(b) the financial statements and notes for thenfire year comply with the Accounting Standards;
and
(c) the financial statements and notes for tharfaial year give a true and fair view.
3. in the directors’ opinion there are reasonable gadsuto believe that the Company will be able to ipgy

debts as and when they become due and payable.

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

Mr Sam Gazal
Chairman

30 September 2008
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4

STIRLING INTERNATIONAL

CHARTERED ACCOUNTANTS

INDEPENDENT AUDIT REPORT TO THE MEMBERS OF
K2 ENERGY LIMITED

Report on the Financial Report

We have audited the accompanying financial report of K2 Energy Limited (the company) and the consolidated
entity, which comprises the balance sheet as at 30 June 2008, and the income statement, statement of changes
in equity and cash flow statement for the year ended on that date, a summary of significant accounting policies
and other explanatory notes and the directors’ declaration of the consolidated entity comprising the company
and the entities it controlled at the year’s end or from time to time during the financial year.

As permitted by the Corporations Regulations 2001, the company has disclosed information about the
remuneration of directors and executives (remuneration disclosures), required by Accounting Standard AASB
124: Related Party Disclosures, under the heading ‘Remuneration Report’ in the directors’ report and not in the
financial report.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation and fair presentation of the financial report in
accordance with Australian Accounting Standards (including the Australian Accounting Interpretations) and the
Corporations Act 2001. This responsibility includes establishing and maintaining internal control relevant to the
preparation and fair presentation of the financial report that is free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances. In Note 2, the directors also state, in accordance with Accounting Standard
AASB 101: Presentation of Financial Statements, that compliance with the Australian equivalents to
International Financial Reporting Standards (IFRS) ensures that the financial report, comprising the financial
statements and notes, complies with IFRS.

The directors also are responsible for preparation and presentation of the remuneration disclosures contained in
the directors’ report in accordance with the Corporations Regulations 2001.

Auditor’'s Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our audit in
accordance with Australian Auditing Standards. These Auditing Standards require that we comply with relevant
ethical requirements relating to audit engagements and plan and perform the audit to obtain reasonable
assurance whether the financial report is free from material misstatement and that the remuneration disclosures
in the directors’ report comply with Accounting Standard AASB 124.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Independence
In conducting our audit, we have complied with the independence requirements of the Corporations Act 2001.
We confirm that the independence declaration required by the Corporations Act 2001, provided to the directors

of K2 Energy Limited, would be in the same terms if provided to the directors as at the date of this auditor’s
report.
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INDEPENDENT AUDIT REPORT TO THE MEMBERS OF
K2 ENERGY LIMITED

Auditor’'s Opinion
In our opinion:
a. the financial report of K2 Energy Limited is in accordance with the Corporations Act 2001, including:

i giving a true and fair view of the company’s and consolidated entity’s financial position as at 30
June 2008 and of their performance for the year ended on that date; and

ii. complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Regulations 2001;

b. the financial report also complies with International Financial Reporting Standards as disclosed in Note
2;and
c. the remuneration disclosures that are contained in the “Remuneration Report” section of the directors’

report comply with Accounting Standard AASB 124.

Stirling International

Chartered Accountants

Keanu Arya
St James Centre 111 Elizabeth St Sydney 2000
30 September 2008

AUDITOR’S INDEPENDENCE DECLARATION
UNDER SECTION 307C OF THE CORPORATIONS ACT 2001
TO THE DIRECTORS OF K2 ENERGY LIMITED

| declare that, to the best of my knowledge and belief, during the year ended 30 June 2008 there have been:

i no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in
relation to the audit; and

ii.  no contraventions of any applicable code of professional conduct in relation to the audit.
Stirling International

Chartered Accountants
A

&CZ A ,f"f

&

Keanu Arya

30 September 2008
St James Centre 111 Elizabeth St Sydney 2000
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ADDITIONAL SHAREHOLDER INFORMATION
Shareholding
The distribution of members and their holdings @fiiey securities in the company as at 22 Septer2be8

was as follows:
Class of Equity Securities

Number Held Fully Paid Options expiring Options expiring 30th
Ordinary Shares  31st December 2008 September 2009
1-1,000 94,653 3,600 0
1,001 - 5,000 720,001 299,000 491,375
5,001 - 10,000 3,083,923 164,450 455,000
10,001 - 100,000 25,439,926 1,942,147 3,772,954
100,001 and over 101,316,400 9,888,803 25,278,171
TOTALS 130,654,903 12,298,000 29,997,500

Class of Equity Securities

No of Holders Fully Paid Options expiring Options expiring 30th
Ordinary Shares  31st December 2008 September 2009

1-1,000 245 4 0
1,001 - 5,000 219 63 173
5,001 - 10,000 404 18 69
10,001 - 100,000 671 40 73
100,001 and over 184 23 34
TOTALS 1,723 148 349

Holders of less than a marketable parcel — fulig ghares: 605
Substantial Shareholders

The names of the substantial shareholders listdtkilCompany’s register as at 22 September 2008

Shareholder Number
Golden Words Pty Limited 13,371,703
Edwards Meadows Pty Limited <Moore Investment A/C> 11,100,000

Restricted Securities
The Company has issued the following restrictedisges:
Date Ceasing To Be

Class of Equity Security Number Restricted Securities
Fully paid ordinary shares 15,600,000 14 Noveni#08

Voting Rights

Ordinary Shares
In accordance with the Company's Constitution, ai@w of hands every member present in person @rdayy or

attorney or duly authorised representative hasvate. On a poll every member present in persobhyoproxy or
attorney or duly authorised representative hasvotefor every fully paid ordinary share held.
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ADDITIONAL SHAREHOLDER INFORMATION (CONT.)

Twenty Largest Shareholders

The names of the twenty largest ordinary fully pstidreholders as at 22 September 2008 are as $ollow

Number of
Ordinary Fully % Held of Issued
NAME Paid Shares Held Ordinary Capital
Golden Words Pty Limited 11,371,703 8.704
Edwards Meadows Pty Limited <Moore Investment A/C> 11,100,000 8.496
Metro Energy Group Inc 3,800,000 2.908
Mr Ryan Michael Moynagh 3,730,808 2.855
Blazzed Pty Limited <The Gaunt Management A/C> 50,800 1.952
National Nominees Limited 2,039,300 1.561
Mr Trevor Kennedy & Mrs Christina Kennedy & Mr Dahi
Kennedy <Golden Eggs Super Fund A/C> 2,000,000 311.5
Aspen Energy Pty Limited 1,800,000 1.378
Balander Pty Limited <Super Fund A/C> 1,770,000 355.
Merrill Lynch (Australia) Nominees Pty Limited 18§01 1.278
Towertun Pty Ltd 1,550,000 1.186
Arkindale Pty Ltd <B N Singer No 2 Family A/C> 06,000 1.148
Heenalu Pty Ltd 1,500,000 1.148
Wall Street Nominees Pty Ltd <Brennan Super Fuf@A 1,500,000 1.148
Ravenhill Investments Pty Ltd <House Of Equity A/C 1,460,000 1.117
Mr Mario Traviati 1,400,000 1.072
Mr Keith William Sheppard <K W Sheppard Family A/C 1,150,000 0.880
Tara Shore Pty Ltd <John Taylor Family A/C> 1,718, 0.856
Alcardo Investments Limited <Styled 102501 A/C> 000,000 0.765
Kroy Wen Pty Ltd <Dewhurst Super Fund A/C> 1,000,0 0.765
55,009,723 42.103

50




Annual Report 2008

K2 Energy Limited

Twenty Largest Optionholders

The names of the twenty largest 20 cent optiondrslds at 22 September 2008 are as follows:

Number of % Held Number of % Held
Name 31 of Class Name 30 of Class
December of September of
2008 Equities 2009 Equities
Options Options
Held Held
Edwards Meadows Pty Limited
Golden Words Pty Limited 2,088,220 16.980 <Moore Investment A/C> 9,250,000 30.836
Merrill Lynch (Australia) Nominees
Pty Limited 1,000,000 8.131 Golden Words Pty Limited 2,801,875 9.340
Mr Ryan Michael Moynagh 893,750 7.267 Aspen EnéttyyLimited 1,500,000 5.000
Blazzed Pty Limited <The Gaunt
Towertun Pty Ltd 800,000 6.505 Management A/C> 1,187,500  3.959
Mr Craig lan Burton <CI Burton Balander Pty Limited <Super Fund
Family A/C> 700,000 5.692 A/C> 1,050,000 3.500
Wall Street Nominees Pty Ltd Timbina Pty Ltd <Super Fund
<Brennan Super Fund A/C> 530,000 4310 A/C> 1,000,000 3.334
HSBC Custody Nominees (Australia) ANZ Nominees Limited <Cash
Limited - A/IC 2 500,000 4.066 Income A/C> 937,500 3.125
Arkindale Pty Ltd <B N Singer No
Mr Mario Traviati 400,000 3.253 2 Family A/C> 625,000 2.084
Wildglade Pty Ltd 375,000 3.049 Heenalu Pty Ltd 58P0 2.084
Mr Bruce Maurice Williams
<Williams Family A/C> 364,150 2.961 Echo Beach Pty Ltd 625,000 2.084
Grady Enterprises Pty Ltd <Grady Timbina Pty Limited <Super Fund
Family A/C> 250,000 2.033 AlC> 625,000 2.084
Mr Adrian Probert 250,000 2.033 Haydalex Pty Ittlaydalex A/C> 405,864 1.353
Mr lan Scott Robertson <The
Moana Nominees Pty Limited 236,000 1.919 Robertson Fam Unit A/C> 375,000 1.250
Mr Peter Tsu & Mr Sonny Berglund Plan B Trustees Limited <Lifetime
<Tsu Superannuation Fund A/C> 225,000 1.830 Invest Service A/IC> 312,500 1.042
ANZ Nominees Limited <Cash
Income A/C> 215,000 1.748 Jayden Investments Pty Ltd 312,500 1.042
Wall St Nominees Pty Ltd <The Nukarni Pty Ltd <Woods Family
Brennan Super Fund A/C> 200,000 1.626 A/C> 312,500 1.042
Making Fortunes Pty Ltd <The Nb Small Enterprises (Aust) Pty Ltd
Property A/C> 171,000 1.390 <Small Management A/C> 312,500 1.042
Shane Hoehock Wee <Wee Family Tara Shore Pty Ltd <John Taylor
A/C> 166,000 1.350 Family A/C> 312,500 1.042
Mr Sami Ghali Tadros & Mrs Nicola
Jane Tadros <S Tadros Super Fund
Account> 154,150 1.253 Tubbin Investments Pty Ltd 312,500 1.042
Mr Peter Raymond Murrell 126,400 1.028 Todbern(Rtly 300,000 1.000
9,644,670 78.425 23,182,739 77.282

51



Annual Report 2008

K2 Energy Limited

SCHEDULE of INTERESTS as at 22 September 2008

Acreage Held by Production (HBP)

Section-Township- Well Lease Quadrant Drilling Units | Interest held by K2 Energy Limited
Range Acreage HBP
OKLAHOMA
5-T10N-R11E Adkins # 1-5 NE, SW, NW 80 Acres
5-T10N-R12E Jones # 1-5 SW, SW, SW 243.92 nmi's 138.WI1 (30.49 % NRI)
10-T10N-R12E Priegel # 1-10 N/2, SE 209.34 Acres 32.7 % WI (25.9 % NRI)
Priegel # 3-10 NE/4
13-T10N-R12E Smith # 1-13 SE, NW, NW 80 Acres 12\8449.375 % NRI)
15-T10N-R12E Patriot # 1-15 SW, SW, NE 80.66 Acres 12.6 % WI (9.74 % NRI)
Patriot # 2-15 SW, SW, NE
Patriot # 3-15 SE/4, SW/4
13-T1ON-R11E Snell-Heirs # 4 — 13 SE, SW, NE Wellbore only 50%(@7.5% NRI)
Snell-Heirs # 6 - 13 NE/4, NE/4 120 Acres BP 75% WI (56.25% NRI
Snell-Heirs # 7 - 13 SW4, SE4 AP 50% WI (37.5% NRI)
Snell-Heirs # 8 - 13 SE/4, SW/4
Snell-Heirs # 9 - 13 (Accl) SE/4, SW/4 Wellbore ypn 50% WI (37.5% NRI)
16-T10N-R12E Hudson # 1 — 16 SE/4, SW/4 280 Acrep 0%4.WI (71.5% NRI)
17-T10N-R12E Longview 1 — 17 SE4 160 Acres 100% WI (71.5% NRI)
Longview 2 — 17 W2 SW4 160 Acres
THK Snell # 1 - 17 NE/4, SE/4 160 Acres 100% WI (71.5% NRI)
THK Snell # 2 - 17 (Accl) NE/4, SE/4 Wellbore onl
18-T10-R12E Snell-Heirs # 4 - 18 NE4 160 Acres 100% WI (71.5% NRI)
Snell-Heirs # 5 - 18 (Accl) NE4 Wellbore onl
19-T10N-R12E Snell-Heirs # 2 — 19 SE4 NW4 40 Acres BP 75% WI2566 NRI)
Snell-Heirs # 4 - 19 (Accl) SE4 NW4 Wellbore onl PA0% WI (37.5% NRI)
Snell-Heirs # 3 — 19 SE4 NE4 40 Acres BP 75% WIZ5% NRI)
Snell-Heirs # 5 - 19 (Accl) SE4 NE4 Wellbore on PA0% WI (37.5% NRI)
20-T10N-R12E Snell-Heirs # 1 — 20 NW/4, NW/4 160 Acres 50% WI &% NRI)
Wise # 1-20 SW, SE 80 Acres 12.5% WI (9.375 % NRI)
22-T10N-R12E Wise # 1-22 NW, SE, SE 80 Acres 12.5949\875 % NRI)
24-T10N-R12E Farrow # 1-24 SW, SW, NE 50 Acres 7\5%{5.625% NRI)
27-T10N-R12E Gator # 1-27 NE, NE, NW 80 Acres 12.5% WI (9.37NRI)
Ross # 3-27V SE, NE, SW 28 Acres 4.412 % WI (3.31R%b)
27-T10N-R9E Long # 1 — 27 NW/4 160 Acres 100% WI.5%4 NRI)
28-T10N-R9E Palmer # 1 — 28 NE/4 160 Acres| 100% THIF% NRI)
Wise # 1-29 NW, NE 80 Acres 11.52 %WI (8.625 % NRI)
29-T10N-R12E Beverly # 1-29H NE, SW 80 Acres 11.52 % WI (8.625RIN
36-T10N-R9E Martin # 1-36 SE/4 160 Acres 100% WI.5%4 NRI)
OKLAHOMA
TOTAL 3011.92365
TEXAS
Brazoria County, 102.59 Gross
Texas Gayle # 1 A-127 Acres 9.722% WI BP
8.479% WI AP
Hidalgo County, Texas San Salvador Del
Shary # 1 Tule, A-290 160 Acres 9.06664 % WI BCP
TEXAS TOTAL 262.59 Acres
ACCUMULATED 3274.51
TOTAL ACRES
Exploration Acreage
Project State County Net Acres Interest
Bad Creek Oklahoma Okfuskee 2969.935911 100%

WI- Working Interest
NRI- Net Revenue Interest

BP- Before Payout
AP- After Payout

BCP- BeforeCasing Point
ACP- Afer Casing Point
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