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LIVINGSTONE PETROLEUM LTD
DIRECTORS’ REPORT

The Directors of the Company present their report for the financial period ended 30 June 2006.

1.

DIRECTORS AND COMPANY SECRETARY
The Directors and the Company Secretary of the Company at any time during or since the end of the
financial period are as follows. All were in office for the entire period.

Mr Jim Malone B.Com, ASA - Chairman, Non Executive Director, Age 41, Appointed 17/12/04

Mr Malone has worked as an accountant, stockbroker, business analyst and chief executive officer of
medium sized businesses for the past 18 years, the last 6 years in the natural resources sector. Mr Malone
has a Bachelor of Commerce degree from the University of Western Australia and is an Associate of the
Australian Society of Certified Practising Accountants.

Mr Malone’s expertise is in the area of business development, investor relations, capital raisings, ASX
liaison and financial and administrative management.

Mr Malone is currently managing director of Latin Gold Limited and a director of Uranium King Limited
and Catalyst Metals Limited. He's held no other directorships over the past three years.

Mr Craig Burton  Bluris, LLB, MAICD - Executive Director, Age 43, Appointed 17/12/04

Mr Burton has extensive business experience in venture capital. He has a track record of providing
financial and corporate backing to start up projects and technical teams. His philosophy is to identify
quality new business opportunities, with a particular interest in the energy or resources sector. These
opportunities are developed by bringing in quality management and raising capital either privately or
through a public listing.

Over the last 15 years Mr Burton has been a co-founder, substantial shareholder and director of sixteen
public listings of new projects. The projects developed by Mr Burton include base metals, oil and gas,
mining services, agribusiness and renewable energy sectors. The public listings include the Australian
Stock Exchange, London AIM market and the Toronto Stock Exchange.

Mr Burton is currently an executive director of Mirabela Nickel Ltd AND Albidon Ltd. He is a non-executive
director of Exco Resources NL and Matra Petroleum plc. He is a member of the Australian Institute of
Company Directors. Over the past three years Mr Burton has been a director of Energy Ventures Ltd
(resigned November 2003), Golden Gate Petroleum Ltd (resigned October 2005), Liberty Gold NL
(resigned September 2006), Isis Resources Plc (resigned September 2006) and Halcyon Group
Limited (resigned November 2004).

Mr Michael Fry  B.Com, F Fin - Non Executive Director, Age 49, Appointed 17/12/04
Mr Fry holds a Bachelor of Commerce degree from the University of Western Australia and is a Fellow of
the Financial Services Institute of Australasia and is a past member of the Australian Stock Exchange.

Mr Fry has extensive experience in capital markets and corporate treasury management specialising in
the identification of commodity, currency and interest rate risk and the implementation of risk
management strategies.

Mr Fry is currently a Director of Precious Metals Australia Limited, Red Fork Energy Ltd and Liberty Gold
NL. Over the past three years Mr Fry has held directorships with Kanowna Lights Limited (resigned
December 2003) and Preston Resources Limited (resigned May 2005).

Mr Brett Mitchell B.Ec - Company Secretary, Age 33, Appointed 17/12/04

Mr Mitchell has worked for both private and publicly listed entities for the past 15 years as a corporate
finance executive. Mr Mitchell holds a Bachelor of Economics degree from the University of Western
Australia and has specific experience in the financial markets and resources sectors.

Mr Mitchell is currently a director and company secretary of Transerv Australia Ltd (appointed 24 July
2006) and Energy Ventures Ltd. He is also company secretary of Mirabela Nickel Limited and Bluefire
Energy Limited.
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1.1 Directors’ Meetings
The number of Directors’ meetings and number of meetings attended by each of the Directors of the
Company during the financial period were:

Director Board of Directors
Present Held
Jim Malone 5 5
Craig Burton 5 5
Michael Fry 5 5

1.2 Corporate Governance

In recognising the need for the highest standards of corporate behaviour and accountability, the
Directors of Livingstone Petroleum Ltd support and have adhered to the principles of sound corporate
governance. The Board recognises the recommendations of the Australian Stock Exchange Corporate
Governance Council, and considers that the Company is in compliance with those guidelines which are of
importance to the commercial operation of a junior listed resource Company. During the financial year,
shareholders continued to receive the benefit of an efficient and cost-effective corporate governance
policy for the Company. A Corporate Governance Policy is included as part of this report.

2. REVIEW OF OPERATIONS
2.1 Forbes Gas Project
The Group has a 50% interest in the Forbes Gas Project (FPG) for the exploration for natural gas in the
prolific Sacramento Basin of California, held through its wholly owned subsidiary Livingstone Energy Inc.
This area has produced gas from the Forbes Formation since 1934 with cumulative production to date of
600 billion cubic feet of gas.

Since the listing of the Company on ASX, the joint venture has drilled two exploration wells in the FGP
with both being discoveries. The Forbes gas-bearing traps can be identified with a fairly high degree of
confidence from their reflection character on the 3D seismic surveys, which are present in the FGP area.

The success of the two initial wells (Larner 2-12 and the Edge 1-10) drilled in the FGP supports the
exploration model and the application of seismic amplitude techniques. In both of these wells, natural
gas was encountered, as predicted, in the Forbes and Guinda formations. The prospect sizes vary
according to which objective formation is considered the primary target, however in general the sizes
vary from 1 to 5 billion cubic feet. The Guinda formation targets are considerably larger.

A six well drilling program is expected to commence in october in the JV area with the aim of continuing
to build the reserve and production base from this area, which currently has three discoveries and two
producing fields. Orchard Petroleum Inc is the operator on the FGP and their technical team have
developed 11 high priority drillable prospects from the vast inventory of drilling opportunities in the
area.

2.2 Omega Project - Tennis Well

During the year, the Group drilled the Tennis well in joint venture with the Nahabedian Exploration
Group, which was located about 8 kilometres to the south of the Forbes Project area. Although the well
encountered thick sections of Forbes sands, the target intervals were either water saturated or tight. The
well demonstrated the presence of thick Forbes sands making the area around the Tennis well (known as
the Omega area) highly prospective but requiring 3D targeting. The Company is currently negotiating to
acquire an interest in the Omega area and to have a 3D seismic survey undertaken prior to any future
drilling program.

2.3 Corporate

During the financial year the Company successfully completed a $3,000,000 IPO capital raising and listed
on the ASX on 19 September 2005. During April 2006 the Group completed a placement of $1,560,000 to
exempt investors to fund its ongoing exploration activities by the Company and the purchase of seismic
data over prospective areas that the Company is targeting in the Sacramento Basin area.
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3. REMUNERATION REPORT
This Remuneration Report outlines the remuneration arrangements which were in place during the period, and
remain in place as at the date of this report, for the Directors of Livingstone Petroleum Ltd.

3.1 Remuneration Policy
This Remuneration Report outlines the remuneration arrangements which were in place during the period,
and remain in place as at the date of this report, for the Directors of Livingstone Petroleum Ltd.

3.2 Principles of compensation - audited
Remuneration is referred to as compensation throughout this report.

Key management personnel have authority and responsibility for planning, directing and controlling the
activities of the Company and the consolidated entity, including directors of the Company and other
executives. Key management personnel includes the most highly remunerated S300A directors and
executives for the Company and the consolidated entity.

Compensation levels for key management personnel and secretaries of the Company, and relevant key
management personnel of the consolidated entity are competitively set to attract and retain appropriately
qualified and experienced directors and executives. The Company obtains independent advice on the
appropriateness of compensation packages of both the Company and consolidated group given trends in
comparative companies both locally and internationally and the objectives of the Company’s
compensation strategy.

The compensation structures explained below are designed to attract suitably qualified candidates, reward
the achievement of strategic objectives, and achieve the broader out come of creation of value for
shareholders. The compensation structures take into account:

e The capability and experience of the key management personnel
e  The key management personnel’s ability to control the relevant segment/s’ performance
e The consolidated entity’s performance including:

0 The consolidated entity’s earnings

0 The growth in share price and delivering constant returns on shareholder wealth

e  The amount of incentives within each key management person’s compensation

Compensation packages include a mix of fixed and variable compensation and short- and long-term
performance-based incentives.

In addition to their salaries, the consolidated entity also provides non-cash benefits to its key management
personnel.

3.2.1 Fixed Compensation

Fixed compensation consists of base compensation, which is calculated on a total cost basis and includes
any FBT charges related to employee benefits including motor vehicles, as well as employer
contributions to superannuation funds.

3.2.2 Performance-linked compensation
The Company currently has no performance based remuneration built into director or executive
remuneration packages.

3.2.3 Long-term incentive

Incentive options have been issued to non-executive directors of the Company. The ability to exercise
the options is conditional upon the non-executive directors achieving certain vesting conditions. These
vesting conditions are set for each non-executive director and are based on the time spent providing
their services to the Company.

Remuneration is referred to as compensation throughout this report.



LIVINGSTONE PETROLEUM LTD
DIRECTORS’ REPORT

3.2.4 Service contracts

The Company currently has a service contract in place with the Executive Director which is unlimited in
term but capable of termination upon 1 month written notice by either party. No other key management
personnel have service contracts in place with the Group.

Mr Craig Burton, Executive Director, has entered a contract for executive services dated 1 July 2005 that
was subsequently amended on 11 July 2006 to reflect market rates for the role and the scope of the
business.

Non-Executive Directors
Total compensation for all non-executive Directors is not to exceed $180,000 per year as detailed in the

Company’s Constitution. Non —executive Directors base fees are presently $25,000 per annum.

3.3 Directors and executive officers’ remuneration (Company and consolidated) - audited

The following table sets out remuneration paid to Directors and key executive personnel of the Company and

the consolidated entity during the reporting period:

Post-
Primary employment Equity
Super Share based
Directors’ remuneration - 2006 Directors fees | contributions payments Total
Craig Burton 90,000 = = 90,000
Jim Malone 16,115 1,450 2,093 19,658
Michael Fry 16,115 1,450 2,093 19,658
122,230 2,900 4,186 129,316
Post-
Primary employment Equity
Super Share based
Directors’ remuneration - 2005 Directors fees | contributions payments Total
Craig Burton - - 20,665 20,665
Jim Malone - - - -
Michael Fry - - - -
- - 20,665 20,665
Post-
Primary employment Equity
Executive’s remuneration - 2006 Consulting Super Share based
Consolidated entity services contributions payments Total
Brett Mitchell (Financial Controller) 53,900 - 2,234 56,134
53,900 = 2,234 56,134
Executive’s remuneration - 2005
Consolidated entity
Brett Mitchell (Financial Controller) 5,500 - 2,234 7,734
5,500 - 2,234 7,734

Remuneration payments to Mr Burton were made to a related entity, Verona Capital Pty Ltd.

Remuneration payments to Mr Malone were made to a related entity, Kilkenny Enterprises Pty Ltd.

Remuneration payments to Mr Mitchell were made to a related entity, Sibella Capital Pty Ltd.




LIVINGSTONE PETROLEUM LTD

DIRECTORS’ REPORT
34 Equity instruments
3.4.1 Options granted as compensation - audited

During the period, no options were granted as compensation to the directors and officers of the Company.
Information for the previous financial period is shown in the table below.

Number of Fair value per Exercise
Number of options option at grant price per
2006 options granted vested during date option
Directors and executives during 2006 Grant date 2006 $ $ Expiry date
Craig Burton - 17/04/2004 - 0.007620 0.30 18/12/2009
Jim Malone - 1/06/2005 260,000 0.008940 0.20 18/12/2009
Michael Fry - 1/06/2005 260,000 0.008940 0.20 18/12/2009
Brett Mitchell - 1/06/2005 250,000 0.008940 0.20 18/12/2009
Number of Fair value per Exercise
Number of options option at grant price per
2005 options granted vested during date option
Directors and executives during 2005 Grant date 2005 $ $ Expiry date
Craig Burton 3,000,000 17/04/2004 3,000,000 0.007620 0.30 18/12/2009
Jim Malone 500,000 1/06/2005 - 0.008940 0.20 18/12/2009
Michael Fry 500,000 1/06/2005 - 0.008940 0.20 18/12/2009
Brett Mitchell 250,000 1/06/2005 - 0.008940 0.20 18/12/2009
Vesting conditions
Grant Number of
Date Employee Entitled instruments Vesting conditions Expiry Date
17 April 2004 Craig Burton 3,000,000 Vested on issue 18 December 2009
1 June 2005 Jim Malone 500,000 20,000 per month of service 18 December 2009
1 June 2005 Michael Fry 500,000 20,000 per month of service 18 December 2009
1 June 2005 Brett Mitchell 250,000 20,000 per month of service 18 December 2009
Total share options 4,250,000

No options were granted since the end of the financial period. The options were provided at no cost to the

recipients.

No terms of equity-settled share-based payment transactions have been altered or modified during the reporting

period.

During the reporting period no shares were issued on the exercise of options previously granted as compensation.
All options expire on the earlier or of their expiry date or on termination of the individual’'s employment. The options
are exercisable on annual basis four years from grant date.

3.4.2 Value of options issued to Directors and executives - audited
The fair value of services received in return for share options granted are measured by reference to the fair
value of share options granted. The estimate of the fair value of the services received is measured based on the
binominal option-pricing model. The contractual life of the option is used as an input into this model.

Expectations of early exercise are incorporated into the binominal option-pricing model.

Fair value at measurement date (cents per option)
Share price (cents per share)
Exercise price (cents per option)

Directors Directors/Executives
options options
issued issued
17 April 2004 1 June 2005
0.7620 0.8940
20 20
30 20
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3.4.2 Value of options issued to Directors and executives - audited (continued)

Expected volatility

(expressed as weighted average volatility used in the modelling under

binominal option-pricing model)

Option life

(expressed as weighted average life used in the modelling under binominal

option-pricing model)
Expected dividends

Risk-free interest rate
(based on national government bonds)

Directors Directors/Executives
options options
issued issued
17 April 2004 1 June 2005
50 50
5yrs 4.5yrs
5.17 5.17

The expected volatility is based on the historic volatility (calculated based on the weighted average remaining
life of the share options), adjusted for any expected changes to future volatility due to publicly available

information.

Share options are granted under a service condition and, for grants to key management personnel, market and
non-market performance conditions. Non-market performance conditions are not taken into account in the
grant date fair value measurement of the services received.

3.4.3 Analysis of options over equity instruments granted as compensation - unaudited
Details of vesting profile of the options granted as remuneration to each director of the Company and each
named Company executive and relevant group executives is detailed below.

2006

Directors and executives Number
Craig Burton 3,000,000
Jim Malone 500,000
Michael Fry 500,000
Brett Mitchell 250,000
20005

Directors and executives Number
Craig Burton 3,000,000
Jim Malone 500,000
Michael Fry 500,000
Brett Mitchell 250,000

Date
17/04/2004
1/06/2005
1/06/2005

1/06/2005

Date
17/04/2004
1/06/2005
1/06/2005

1/06/2005

%
vested
in year

-%

48%

48%

98%

%
vested
in year

100%
4%
4%
2%

Value yet to vest $

Forfeited  Financial years in
in year which grant
(A) vests Min (B) Max (C)
-% 1 July 2009 Nil -
-% 1 July 2009 Nil -
-% 1 July 2009 Nil -
-% 1 July 2009 Nil -
Value yet to vest $
Forfeited  Financial yearsin
in year which grant
(A) vests Min(B)  Max (C)
-% 1 July 2009 Nil -
-% 1 July 2009 Nil -
-% 1 July 2009 Nil -
-% 1 July 2009 Nil -

(A) The % forfeited represents the reduction from the maximum number of options available to vest
due to the highest level performance criteria not being achieved.

(B) The minimum value of options yet to vest is $nil as the performance criteria may not be met and
consequently the option may not vest.

(@) The maximum value of options yet to vest is not determinable as it depends on the market price of
shares of the Company on the Australian Stock Exchange at the date the option is exercised.

3.4.4  Analysis of movements in options - unaudited
During the period, no options were granted as compensation to the directors and officers of the Company.
Information on movement in the value of options issued in the previous financial period is shown in the table

below.
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For the period ended 30 June 2005
Value of options

Total option value in

Granted in period Exercised in year Forfeited in year year
$(A) $(B) $(© $
Craig Burton 22,860 - - 22,860
Jim Malone 4,470 - - 4,470
Michael Fry 4,470 - - 4,470
Brett Mitchell 2,235 - - 2,235
34,035 - - 34,035

(A) The value of options granted in the year is the fair value of the options calculated at grant date using a
binominal option-pricing model. The total value of the options granted is included in the table above.
This amount is allocated to remuneration over the vesting period.

(B) The value of options exercised during the year is calculated as the market price of shares of the
Company on the Australian Stock Exchange as at close of trading on the date the options were
exercised after deducting the price paid to exercise the option.

(C) The value of options that lapsed during the year represents the benefit forgone and is calculated at the
date the option lapsed using a binominal option-pricing model with no adjustments for whether the
performance criteria have or have not been achieved.

4, Principal Activities
The principal activity of the Company during the course of the financial period consisted of evaluation,
development of onshore oil and gas prospects and production of gas in California.

5. Results and Dividends
The Company’s loss after tax attributable to members of the Consolidated Entity for the financial period
ending 30 June 2006 was $1,522,120 (2005: $36,139).

No dividends have been paid or declared by the Company during the period ended 30 June 2006 (2005: nil).

6. Loss Per Share
The basic loss per share for the Consolidated Entity for the year was 3.04 cents per share (2005:50.10).

7. Events subsequent to reporting date
On 11 July 2006 the Company announced it had completed a placement of 10,000,000 ordinary shares at 36
cents each to raise $3,600,000 to fund the exploration drilling programs on the Forbes Gas Project. There
were no other events to report following the end of the financial period, other than the announcements
released to the Australian Stock Exchange in accordance with the Company’s continuous market disclosure
requirements.

8. Likely Developments and Expected Results
The Company will continue to pursue activities within its corporate objectives. Further information about
likely developments in the operations of the Company and the expected results of those operations in the
future financial years has not been included in this report because disclosure would be likely to result in
unreasonable prejudice to the Company.

9. Directors’ and executives’ interests
As at the date of this report, the interests of the Directors in the shares and options of Livingstone Petroleum
Ltd (“the Company”) were:

Shares Options, Incentive Options,
2006 exercisable at exercisable at 20
Directors and executives 30 cents cents
Jim Malone 40,000 - 500,000
Craig Burton 4,525,000 3,000,000 -
Michael Fry 100,000 - 500,000
Brett Mitchell 120,000 - 250,000
Total 4,785,000 3,000,000 1,250,000
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9. Directors’ and executives’ interests (continued)
Options, Incentive Options,
2005 exercisable at exercisable at 20
Director and executives Shares 30 cents cents
Jim Malone - - 500,000
Craig Burton 3,800,000 3,000,000 -
Michael Fry - - 500,000
Brett Mitchell 60,000 - 250,000
Total 3,860,000 3,000,000 1,250,000
10. Share options
70.17 Options granted to officers of the Company
During or since the end of the financial year, the Company has not granted any options to the director or
officers of the Company as part of their remuneration.
10.2 Unissued shares under options
As at the date of the report, there were 17,500,000 unlisted options and 1,250,000 unlisted incentive options
on issue detailed as follows:
Number of Options Exercise Price Expiry Date
17,500,000 $0.30 18/12/2009
1,250,000 $0.20 18/12/2009
Option holders do not have any right, by virtue of the option, to participate in any share issue of the Company.
70.3 Shares issued on exercise of options
During and since the end of the financial period no shares were issued as a result of the exercise of options.
11. Indemnification and Insurance of Officers and Auditors
11.1 Indemnification
An indemnity agreement has been entered into with each of the Directors and Company Secretary of the
Company named earlier in this report. Under the agreement, the Company has agreed to indemnify those officers
against any claim or for any expenses or costs which may arise as a result of work performed in their respective
capacities to the extent permitted by law. There is no monetary limit to the extent of this indemnity.
711.2 Insurance
During the financial year the Company has not taken any insurance in respect of directors’ and officers’
liability and legal expenses’ for directors and officers.
12. Corporate Structure

Livingstone Petroleum Ltd is a Company limited by shares that is incorporated and domiciled in Australia.
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13. Non-Audit Services
During the year KPMG, the Company'’s auditor, has performed certain other services in addition to their statutory
duties. These non-audit services that were provided by KPMG to the Company during the financial year totalled
$41,635 (2005: $nil).

Services other than statutory audit 2006 2005
AUD AUD

Auditors of the Company

KPMG Australia:

Taxation compliance services 2,000 -

Advisory services in respect to capital raising 32,073 -

AIFRS accounting services 7,562 -

Total non-audit services 41,635 -

The board has considered the non-audit services provided during the year by the auditor and is satisfied that the
provision of those non-audit services during the year by the auditor is compatible with, and did not compromise,
the auditor independence requirements of the Corporations Act 2001 for the following reasons:

0 all non-audit services were subject to the corporate governance procedures adopted by the
Company and have been reviewed by the board to ensure they do not impact the integrity and
objectivity of the auditor; and

0 the non-audit services provided do not undermine the general principles relating to auditor
independence as set out in Professional Statement F1 Professional independence, as they did not
involve reviewing or auditing the auditor's own work, acting in a management or decision making
capacity for the Company, acting as an advocate for the Company or jointly sharing risks and
rewards.

14. Lead auditor’s independence declaration
The lead auditor’s Independence Declaration is set out on page 11 and forms part of the Directors’ report for the
financial year ended 30 June 2006.

AN

Craig Burton
Director
Perth, 29 September 2006

10
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Lead Auditor’s Independence Declaration under Section 307C of the Corporation Act 2001

To: the directors of Livingstone Petroleum Limited

I declare that, to the best of my knowledge and belief, in relation to the audit for the financial
period ended 30 June 2006 there have been:

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

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

KPm

KPMG

TR HART
Partner

Perth
29 September 2006




LIVINGSTONE PETROLEUM LTD
DIRECTORS DECLARATION

1 In the opinion of the directors of Livingstone Petroleum Limited (“the Company”):

a. The financial statements and notes (and the remuneration disclosures that are contained in
sections 3.2, 3.3, 3.4.1 and 3.4.2 of the Remuneration report in the Directors report), set out on
pages 4 to 8, are in accordance with the Corporations Act 2001, including:

i. Giving a true and fair view of the financial position of the Company and the consolidated
entity as at 30 June 2006 and of their performance, as represented by the results of their
operations and their cash flows, for the financial year ended on that date; and

ii. Complying with Australian Accounting Standards and the Corporations Regulations 2001;
and

b. the remuneration disclosures that are contained in sections 3.2, 3.3, 3.4.1 and 3.4.2 of the
Remuneration report in the Directors’ report comply with Australian Accounting Standard AASB
124 Related Party Disclosures.

c. There are reasonable grounds to believe that the Company will be able to pay its debts as and
when they become due and payable.

2 The directors have been given the declarations required by Section 295A of the Corporations Act
2001 by the chief executive officer and chief financial officer for the financial year ended 30 June
2006.

Dated at Perth this 29th day of September 2006.

Signed in accordance with a resolution of the directors.

AN

Craig Burton
Director

12
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Income statements
For the period ended 30 June 2006

Consolidated The Company
Notes 2006 2005 2006 2005
AUD AUD AUD AUD
Revenue 3 286,539 - = -
Cost of goods sold (96,443) - - -
Gross profit 190,096 - - -
Professional fees 5 (512,685) (30,019) (87,112) (29,405)
Personnel expenses 6 (131,550) (20,665) (131,550) (20,665)
Impairment charges - - (1,345,312) -
Exploration expenditure (1,077,495) - - -
Other (71,691) (4,600) (71,631) (4,163)
Results from operating activities (1,603,325) (55,284) (1,635,605) (54,233)
Financial Income 87,569 19,145 455,664 17,915
Financial Expenses - - - (38,304)
Net financial income/(loss) 4 87,569 19,145 455,664 (20,389)
Profit/(loss) before tax (1,515,756) (36,139) (1,179,941) (74,622)
Income tax expense 7 (6,364) - (6,364) -
Profit/(loss) for the period attributable to equity
holders of the parent (1,522,120) (36,139)  (1,186,305) (74,622)
Loss per share for profit attributable to the
ordinary equity holders of the Company:
Basic loss per share (cents per share) 8 (3.04) (0.10)
Diluted loss per share (cents per share) 8 (3.04) (0.10)

The income statements are to be read in conjunction with the notes to the financial statements set out

on pages 19to 42.

Comparative information is for the 7 month period ending 30 June 2005

15



LIVINGSTONE PETROLEUM LTD
Statement of changes in equity
For the period ended 30 June 2006

Accumulated Total
Consolidated Issued capital losses Reserves equity
For the year ended 30 June 2006 Note AUD AUD AUD AUD
Balance at 1 July 2005 5,187,628 (36,139) 460,646 5,612,135
Equity settled share based payment
transactions = = 6,420 6,420
Share issue net of share issue costs 17 4,315,762 - - 4,315,762
Effect of translation of foreign operations to
group presentation currency - - 336,861 336,861
Net loss for the period - (1,522,120) - (1,522,120)
Balance at 30 June 2006 9,503,390 (1,558,259) 803,927 8,749,058
Consolidated
For the period ended 30 June 2005
Opening balance as at 17 December 2004 - - - -
Equity settled share based payment
transactions - - 20,655 20,655
Share issue net of share issue costs 17 5,187,628 - 479,520 5,667,148
Effect of translation of foreign operations to
group presentation currency - - (39,529) (39,529)
Net loss for the period - (36,139) - (36,139)
Balance at 30 June 2005 5,187,628 (36,139) 460,646 5,612,135
Accumulated Total
The Company Issued capital losses Reserves equity
For the year ended 30 June 2006 Note AUD AUD AUD AUD
Balance at 1 July 2005 5,187,628 (74,622) 500,175 5,613,181
Equity settled share based payment
transactions - - 6,420 6,420
Share issue net of share issue costs 17 4,315,762 - - 4,315,762
Net loss for the period - (1,186,305) - (1,186,305)
Balance at 30 June 2006 9,503,390 (1,260,927) 506,595 8,749,058
The Company
For the period ended 30 June 2005
Opening balance as at 17 December 2004 - - - -
Equity settled share based payment
transactions - - 20,655 20,655
Options issued pursuant to the Nahabedian
Agreement - - 266,400 266,400
Options issued pursuant to the Equity
Participation Agreement - - 213,120 213,120
Share issue net of share issue costs 17 5,187,628 - - 5,187,628
Net loss for the period - (74,622) - (74,622)
Balance at 30 June 2005 5,187,628 (74,622) 500,175 5,613,181

The statement of changes in equity is to be read in conjunction with the notes to the financial statements set out
on pages 19to 42.

Comparative information is for the 7 month period ending 30 June 2005
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LIVINGSTONE PETROLEUM LTD
Balance sheets
For the period ended 30 June 2006

ASSETS
Cash and cash equivalents
Receivables

Total current assets

Receivables

Investments

Property, plant and equipment

Exploration and development expenditure
Total non-current assets

Total assets

LIABILITIES
Trade and other payables
Funds held on Trust
Income tax provision
Total current liabilities

Provisions
Total non-current liabilities
Total liabilities

Net assets

Equity
Issued capital
Reserves
Accumulated losses

Total equity

The balance sheets are to be read in conjunction with the notes to the financial statements set out
on pages 19 to 42.

Notes

10

10
11
12
13

14
15

16

17
18

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD

3,296,696 1,708,135 2,979,815 1,708,135
780,467 17,123 20,050 17,123
4,077,163 1,725,258 2,999,865 1,725,258
- - 8,976,699 3,970,146
= - 193 193
363,135 57,760 = -

7,622,875 3,945,230 = -
7,986,010 4,002,990 8,976,892 3,970,339
12,063,173 5,728,248 11,976,757 5,695,597
269,031 102,959 254,545 82,416
2,966,790 - 2,966,790 -
6,364 - 6,364 -
3,242,185 102,959 3,227,699 82,416
71,930 13,154 = -
71,930 13,154 = -
3,314,115 116,113 3,227,699 82,416
8,749,058 5,612,135 8,749,058 5,613,181
9,503,390 5,187,628 9,503,390 5,187,628
803,927 460,646 506,595 500,175
(1,558,259) (36,139) (1,260,927) (74,622)
8,749,058 5,612,135 8,749,058 5,613,181
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LIVINGSTONE PETROLEUM LTD
Statements of cash flows
For the period ended 30 June 2006

Notes
Cash flows from operating activities

Received from customers
Cash paid to suppliers and employees
Net cash from operating activities 22

Cash flows from investing activities

Acquisition of property, plant and equipment
Payment for exploration and evaluation expenditure
Net cash from investing activities

Cash flows from financing activities
Proceeds from the issue of share capital
Share issue costs

Interest received

Loan to controlled entity

Net cash from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the
period

Effect of exchange rate fluctuations on cash held
Cash and cash equivalents at 30 June 9

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
214,381 - = -
(2,207,872) (7,929) (60,637) (7,814)
(1,993,491) (7,929) (60,637) (7,814)
(324,171) - - -
(3,444,570) (1,090,704) = -
(3,768,741) (1,090,704) - -
7,637,164 2,859,626 7,637,164 2,859,626
(354,612) (71,998) (354,612) (71,998)
87,569 17,915 71,906 17,915
= - (6,022,141) (1,090,819)
7,370,121 2,805,543 1,332,317 1,714,724
1,607,889 1,706,910 1,271,680 1,706,910
1,708,135 - 1,708,135 -
(19,328) 1,225 = 1,225
3,296,696 1,708,135 2,979,815 1,708,135

The cash flow statements are to be read in conjunction with the notes to the financial statements set out
on pages 19to 42.

Comparative information is for the 7 month period ending 30 June 2005
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LIVINGSTONE PETROLEUMLTD
Notes to the consolidated financial statements

1.

Significant accounting policies
Livingstone Petroleum Limited (the ‘Company’) is a company domiciled in Australia. The consolidated
financial report of the Company for the financial year ended 30 June 2006 comprise the Company and its
subsidiary (together referred to as the ‘consolidated entity’).

The financial report was authorised for issue by the directors on 29th September 2006.

(a) Statement of Compliance

The financial report is a general purpose financial report which has been prepared in accordance with
Australian Accounting Standards (‘AASBs’) adopted by the Australian Accounting Standards Board
(‘AASB’) and the Corporations Act 2001. International Financial Reporting Standards (‘IFRSs’) form the
basis of Australian Accounting Standards (‘AASBs’) adopted by the AASB, and for the purpose of this
report are called Australian equivalents to IFRS (‘AIFRS’) to distinguish from previous Australian GAAP.
The financial report of the consolidated entity also complies with IFRSs and interpretations adopted by
the International Accounting Standards Board.

This is the consolidated entity’s first financial report prepared in accordance with Australian Accounting
Standards, being AIFRS and IFRS, and AASB 1 First-Time Adoption of Australian Equivalents to International
Financial Reporting Standards has been applied.

An explanation of how the transition to AIFRSs has affected the reported financial position, financial
performance and cash flows of the consolidated entity and the Company is provided in note 27. This
note includes reconciliations of equity and profit or loss for comparative periods reported under
Australian GAAP (previous GAAP) to those reported for those periods under AIFRSs.

(b) Basis of Preparation

The financial report is prepared on the historical cost basis except that the following assets and liabilities
are stated at their fair value: derivative financial instruments, financial instruments held for trading,
financial instruments classified as available-for-sale and investment propertis.

The preparation of a financial report in conformity with Australian Accounting Standards requires
management to make judgements, estimates and assumptions that affect the application of policies and
reported amounts of assets and liabilities, income and expenses. The estimates and associated
assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making the judgements about
carrying values of assets and liabilities that are not readily apparent from other sources. Actual results
may differ from these estimates. These accounting policies have been consistently applied by each
entity in the consolidated entity.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects only that
period or in the period of the revision and future periods if the revision affects both current and future
periods.

Judgments made by management in the application of AIFRS that have significant effects on the
financial statements and estimates with a significant risk of material adjustments in the next year are
disclosed, where applicable, in the relevant notes to the financial statements.

The accounting policies set out below have been applied consistently to all periods presented in the
consolidated financial report and in preparing an opening AIFRS balance sheet at 1 July 2004 for the
purposes of the transition to Australian Accounting Standards - AIFRS.

Accounting Standards available for early adoption but not yet effective.
Australian Accounting Standards recently issued or amended available for early adoption but not yet
effective have not been adopted for the annual reporting period ended 30 June 2006.

No changes to current accounting policies are anticipated on adoption of these standards or
amendments, with the exception of AASB 2005 - 9 Amendments to Australian Accounting Standards
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LIVINGSTONE PETROLEUMLTD
Notes to the consolidated financial statements

(c)

(September 2005) which requires that liabilities arising from the issue of financial guarantee contracts are
recognised in the balance sheet.

AASB 2005-9 is applicable for annual reporting periods beginning on or after 1 January 2006

The initial application of AASB 2005-9 could have impact on the financial results of the Company and the
consolidated entity as the amendment could result in liabilities being recognised for financial guarantee
contracts that have been provided by the Company and the consolidated entity. However, the
quantification of the impact is not known or reasonably estimatable in the current financial year as a
exercise to quantify the financial impact has not been undertaken by the Company and the consolidated
entity to date.

Exemptions on First-time Adoption of IFRS

The accounting policies have been consistently applied by the group to all periods presented in these
financials statements, except for the adoption of AASB 132 Financial Instruments: Disclosure and
Presentation, and AASB 139 Financial instruments: Recognition and Measurement. The Group has
continued to apply its previous GAAP in the preparation and presentation of the comparative
information.

Basis of consolidation

(i) Subsidiaries

Subsidiaries are entities controlled by the Company. Control exits when the Company has the power,
directly or indirectly, to govern the financial and operating policies of an entity so as to obtain benefits
from its activities. In assessing control, potential voting rights that presently are exercisable or
convertible are taken into account. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control commences until the date that control
ceases.

Investments in subsidiaries are carried at their cost of acquisition in the Company’s financial statements.

(ii) Transactions eliminated on consolidation
Intragroup balances, and any unrealised gains and losses or income and expenses arising from
intragroup transactions, are eliminated in preparing the consolidated financial statements.

(iii) Joint Ventures

The consolidated entity’s interests in unincorporated joint ventures are brought to account by including
its proportionate share of joint venture operations’ assets, liabilities and expenses and the consolidated
entity’s revenue from the sale of its share of output on a line-by-line basis, from the date joint control
commences to the date joint control ceases.

(d) Foreign currency

(i) Foreign currency transactions

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date
are translated to Australian dollars at the foreign exchange rate ruling at that date. Foreign exchange
differences arising on translation are recognised in the income statement. Non-monetary assets and
liabilities that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate at the date of the transaction. Non-monetary assets and liabilities denominated in foreign
currencies that are stated at fair value are translated to Australian dollars at foreign exchange rates ruling
at the dates the fair value was determined.

(ii) Financial statements of foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on
consolidation, are translated to Australian dollars at foreign exchange rates ruling at the balance sheet
date. The revenues and expenses of foreign operations, excluding foreign operations in
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LIVINGSTONE PETROLEUMLTD
Notes to the consolidated financial statements

(e)

(f)

hyperinflationary economies, are translated to Australian dollars at rates approximating to the foreign
exchange rates ruling at the dates of the transactions. The revenues and expenses of foreign operations
in hyperinflationary economies are translated to Australian dollars at the foreign exchange rates ruling at
the balance sheet date. Foreign exchange differences arising on retranslation are recognised directly in a
separate component of equity.

Prior to translating the financial statements of foreign operations in hyperinflationary economies, the
financial statements, including comparatives, are restated to account for changes in the general
purchasing power of the local currency. The restatement is based on relevant price indices at the
reporting date.

(iii) Net investment in foreign operations

Exchange differences arising from the translation of the net investment in foreign operations, and of
related hedges are taken to translation reserve. They are released into the income statement upon
disposal.

In respect of all foreign operations, any differences that have arisen after 1 July 2004, the date of
transition to AIFRS, are presented as a separate component of equity.

Property, plant and equipment

(i) Owned assets

Items of property, plant and equipment are stated at cost or less accumulated depreciation (see below)
and impairment losses (see accounting policy (i)). The cost of self-constructed assets includes the cost of
materials, direct labour, and an appropriate proportion of production overheads. The cost of self-
constructed assets and acquired assets includes the cost of materials, direct labour, the initial estimate,
where relevant, of the costs of dismantling and moving the items and restoring the site on which they are
located , and an appropriate proportion of production overheads.

Mineral property and development assets include costs transferred from exploration and evaluation
assets once technical feasibility and commercial viability of an area of interest are demonstrable and
subsequent costs to develop the mine to the production phase.

(ii) Subsequent costs

The consolidated entity recognises in the carrying amount of an item of property, plant and equipment
the cost of replacing part of such an item when that cost is incurred if it is probable that the future
economic benefits embodied within the item will flow to the consolidated entity and the cost of the item
can be measured reliably. All other costs are recognised in the income statement as an expense as
incurred.

(iii) Depreciation

With the exception of freehold land and mineral property and development assets, depreciation is
charged to the income statement using a diminishing value method over the estimated useful lives of
each part of an item of property, plant and equipment. Land is not depreciated. Mineral property and
development assets are depreciated on the units of production basis over the life of the economically
recoverable reserves.

The estimated useful lives in the current and comparative periods are as follows:
Plant and equipment 2.5to 10 years

The residual value, the useful life and the depreciation method applied to an asset are reassessed at least
annually.

Exploration and development Expenditure
(i) Exploration and evaluation expenditure

Exploration and evaluation costs, which are intangible costs, including the costs of acquiring licences, are
capitalised as exploration and evaluation assets on an area of interest basis. Costs incurred before the
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(9)

(h)

(i)

consolidated entity has obtained the legal rights to explore an area are recognised in the income
statement.

Exploration and evaluation assets are only recognised if the rights of the area of interest are current and
either:
(i) the expenditures are expected to be recouped through successful development and
exploitation of the area of interest; or
(ii) activities in the area of interest have not at the reporting date, reached a stage which permits a
reasonable assessment of the existence or other wise of economically recoverable reserves and
active and significant operations in, or in relation to, the area of interest are continuing.

Exploration and evaluation assets are assessed for impairment if (i) sufficient data exists to determine
technical feasibility and commercial viability, and (ii) facts and circumstances suggest that the carrying
amount exceeds the recoverable amount (see impairment accounting policy (n)). For the purposes of
impairment testing, exploration and evaluation assets are allocated to cash-generating units to which the
exploration activity relates. The cash generating unit shall not be larger than the area of interest.

Once the technical feasibility and commercial viability of the extraction of mineral resources in an area of
interest are demonstrable, exploration and evaluation assets attributable to that area of interest are first
tested for impairment and then reclassified from intangible assets to mineral property and development
assets within property, plant and equipment.

(ii)  Development expenditure

Development costs are accumulated in respect of each separate area of interest. Development costs
related to an area of interest are carried forward to the extent that they are expected to be recouped
either through sale or successful exploitation of the area of interest.

When an area of interest is abandoned or the Directors decide that it is not commercial, any accumulated
cost in respect of that area is written off in the financial period the decision is made. Each area of interest
is reviewed at the end of each accounting period and accumulated cost written off to the extent that
they will not be recoverable in the future. Impairment of assets is discussed in Note 1(i).

Amortisation is not charged on costs carried forward in respect of areas of interest in the development
phase until production commences. When production commences, carried forward exploration and
development costs are amortised on a units of production basis over the life of economically recoverable
reserves.

Development assets are assessed for impairment if facts and circumstances suggest that the carrying
amount exceeds the recoverable amount (see impairment accounting policy 1(i)). For the purposes of
impairment testing, development assets are allocated to cash-generating units to which the
development activity relates. The cash generating unit shall not be larger than the area of interest.

Other receivables
Other receivables are recorded at amounts due less any allowance for doubtful debts.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances, short term bills and call deposits. Bank overdrafts
that are repayable on demand and form an integral part of the consolidated entity’s cash management
are included as a component of cash and cash equivalents for the purpose of the statement of cash flows.

Impairment

The carrying amounts of the consolidated entity’s assets, other than exploration assets (see accounting policy
f), and deferred tax assets, are reviewed at each balance sheet date to determine whether there is any
indication of impairment. If any such indication exists, the asset’s recoverable amount is estimated (see
accounting policy (i)).

For goodwill, assets that have an indefinite useful life and intangible assets that are not yet available for
use, the recoverable amount is estimated at each balance sheet date.
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1)

(k)

An impairment loss is recognised whenever the carrying amount of an asset or its cash generating unit
exceeds its recoverable amount. Impairment losses are recognised in the income statement unless the
asset has previously been revalued, in which case the impairment loss is recognised as a reversal to the
extent of that previous revaluation with any excess recognised through profit or loss.

Impairment losses recognised in respect of cash-generating units are allocated first to reduce the
carrying amount of any goodwill allocated to the cash-generating unit (group of units) and then, to
reduce the carrying amount of the other assets in the unit (group of units) on a pro rata basis.

(i) Calculation of recoverable amount

The recoverable amount of the consolidated entity’s investments in held-to-maturity securities and
receivables carried at amortised cost is calculated as the present value of estimated future cash flows,
discounted at the original effective interest rate (i.e. the effective interest rate computed at initial
recognition of these financial assets). Receivables with a short duration are not discounted.

Impairment of receivables is not recognised until objective evidence is available that a loss event has
occurred. Significant receivables are individually assessed for impairment. Impairment testing of
significant receivables that are not assessed as impaired individually is performed by placing them into
portfolios of significant receivables with similar risk profiles and undertaking a collective assessment of
impairment. Non-significant receivables are not individually assessed. Instead, impairment testing is
performed by placing non-significant receivables in portfolios of similar risk profiles, based on objective
evidence from historical experience adjusted for any effects of conditions existing at each balance date.

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate largely independent cash inflows, the
recoverable amount is determined for the cash-generating unit to which the asset belongs.

(ii) Reversals of impairment

Impairment losses, other than in respect of goodwill, are reversed when there is an indication that the
impairment loss may no longer exist and there has been a change in the estimate used to determine the
recoverable amount.

An impairment loss in respect of goodwill is not reversed.

An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the
carrying amount that would have been determined, net of depreciation or amortisation, if no impairment
loss had been recognised.

Share capital

(i) Dividends

Dividends on redeemable preference shares are recognised as a liability and expressed on an effective
interest yield basis. Other dividends are recognised as a liability in the period in which they are declared.

(ii) Transaction costs
Transaction costs of an equity transaction are accounted for as a deduction from equity, net of any
related income tax benefit.

Employee Benefits

(i) Share-based payment transactions

The share option program allows the consolidated entity employees and consultants to acquire shares of
the Company. The fair value of options granted is recognised as an employee or consultant expense with
a corresponding increase in equity. The fair value is measured at grant date and spread over the period
during which the employees become unconditionally entitled to the options. The fair value of the
options granted is measured using a binomial option-pricing model, taking into account the terms and
conditions upon which the options were granted. The amount recognised as an expense is adjusted to
reflect the actual number of share options that vest except where forfeiture is only due to share prices
not achieving the threshold for vesting.
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U]

(ii) Wages, salaries and annual leave

Liabilities for employee benefits for wages, salaries and annual leave that are expected to be settled
within 12 months of the reporting date represent present obligations resulting from employees’ services
provided to reporting date, are calculated at undiscounted amounts based on remuneration wage and
salary rates that the consolidated entity expects to pay as at reporting date including related on-costs,
such as workers compensation insurance and payroll tax.

Provisions
A provision is recognised in the balance sheet when the consolidated entity has a present legal or
constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits
will be required to settle the obligation. If the effect is material, provisions are determined by discounting
the expected future cash flows at a pre-tax rate that reflects current market assessments of the time value
of money and, when appropriate, the risks specific to the liability.

(i) Site restoration

In accordance with the consolidated entity’s published environmental policy and applicable legal
requirements, a provision for site restoration in respect of contaminated land is recognised when the
land is contaminated.

The provision is the best estimate of the present value of the expenditure required to settle the
restoration obligation at the reporting date, based on current legal requirements and technology. Future
restoration costs are reviewed annually and any changes are reflected in the present value of the
restoration provision at the end of the reporting period.

The amount of the provision for future restoration costs is capitalised and is depreciated over the useful
life of the mineral reserve. The unwinding of the effect of discounting on the provision is recognised as a
finance cost.

(m) Trade and other payables

Trade and other payables are non-interest bearing liabilities stated cost and settled within 30 days.

(n) Revenue recognition

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

(i) Net financial income

Net financial income comprise interest payable on borrowings calculated using the effective interest
method, dividends on preference shares classified as liabilities, interest receivable on funds invested,
dividend income, foreign exchange gains and losses, and gains and losses on hedging instruments that
are recognised in the income statement.

Interest income is recognised in the income statement as it accrues, using the effective interest method.
Dividend income is recognised in the income statement on the date the entity’s right to receive
payments is established which in the case of quoted securities is the ex-dividend date. The interest
expense component of finance lease payments is recognised in the income statement using the effective
interest method.

(ii)  Sales revenue
Sales revenue comprises revenue earned from the sale of gas to external entities. Sales revenue is
recognised upon delivery of products to customers.

(o) Income tax

Income tax on the income statement for the periods presented comprises current and deferred tax.
Income tax is recognised in the income statement except to the extent that it relates to items recognised
directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantially enacted at the balance sheet date, and any adjustment to tax payable in respect of previous
years.
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2.

(p)

(a)

Deferred tax is provided using the balance sheet liability method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be
available against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is
no longer probable that the related tax benefit will be realised, or to the extent that the group has
deferred tax liabilities with the same taxation authority.

Additional income taxes that arise from the distribution of dividends are recognised at the same time as
the liability to pay the related dividend.

Segment reporting

A segment is a distinguishable component of the consolidated entity that is engaged either in providing
products or services (business segment), or in providing products or services within a particular
economic environment (geographical segment), which is subject to risks and rewards that are different
from those of other segments.

Goods and Services Tax

Revenue, expenses and assets are recognised net of the amount of goods and services tax (GST), except
where the amount of GST incurred is not recoverable from the taxation authority. In these circumstances,
the GST is recognised as part of the cost of acquisition of the asset or as part of the expense.

Receivables and payables are stated with the amount of GST included. The net amount of GST
recoverable from, or payable to, the ATO is included as a current asset or liability in the statement of
financial position.

Cash flows are included in the statement of cash flows on a gross basis. The GST components of cash
flows arising from investing and financing activities which are recoverable from, or payable to, the ATO
are classified as operating cash flows.

Segment information
During the year Livingstone Petroleum Limited operated in one business segment - mineral exploration,
development and production of gas in one geographical area - USA.

3. Revenue
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Revenue from gas sales 286,539 - - -
286,539 - - -
4. Netfinancial income/(loss)
Consolidated The Company
2006 2005 2006 2005
Financial income AUD AUD AUD AUD
Interest received 87,569 17,915 71,906 17,915
Foreign exchange gain - 1,230 383,758 -
87,569 19,145 455,664 17,915
Financial costs
Foreign exchange loss - - - (38,304)
- - - (38,304)
Net financial income 87,569 19,145 455,664 (20,389)
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5. Professional fees

(a) Auditor’s fees

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Auditors of the Company
KPMG Australia:
Other services - recognised directly in equity as share
issue costs 32,073 - 32,073 -
Audit and review of financial reports 21,866 9,950 21,866 9,950
Taxation 2,000 - 2,000 -
Other services 7,562 - 7,562 -
Total auditor’s fees recognised as expense in the
income statement 31,428 9,950 31,428 9,950
63,501 9,950 63,501 9,950
(b)  Other professional fees
Other professional fees 481,257 20,069 55,684 19,455
6. Personnel expenses
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Directors fees 125,130 - 125,130 -
Share-based payments 6,420 20,665 6,420 20,665
131,550 20,665 131,550 20,665
7. Income tax expense
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD

Current tax expense
Current year 6,364 - 6,364 -
Adjustments for prior years - - - -

6,364 - 6,364 -
Deferred tax expense
Origination and reversal of temporary differences - - - -
Total income tax expense in income statement 6,364 - 6,364 -

Attributable to:
Continuing operations 6,364 - 6,364 -
Discontinuing operations = - - -

6,364 - 6,364 -
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Numerical reconciliation between tax expense and pre-tax net profit

Profit/(loss) before tax- continuing operations
Profit/(loss) before tax- discontinued operations
Profit/(loss) before tax

Income tax using the domestic corporation tax rate of
30% (2005: 30%)

Increase in income tax expense due to:

Non-deductible expenses

Effect of tax losses previously unrecognised

Future tax benefit not brought into account

Income tax expense on pre-tax net profit

8. Earnings per share

Basic loss per share

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
(1,515,756) (36,139) (1,179,941) (74,622)
(1,515,756) (36,139) (1,179,941) (74,622)
(454,727) (10,842) (353,982) (22,387)
477,595 27,346 376,536 38,577
(16,504) - (16,190) -
- (16,504) - (16,190)
6,364 - 6,364 -

The calculation of basic earnings per share at 30 June 2006 was based on the loss attributable to ordinary
shareholders of $1,522,120 (2005: $36,139) and a weighted average number of ordinary shares outstanding
during the financial year ended 30 June 2006 of 50,101,371 (2005: 37,000,001), calculated as follows:

Loss attributable to ordinary shareholders

Loss for the period

Loss attributable to ordinary shareholders

Weighted average number of ordinary shares

Opening balance

Effect of issues to 30 June 2005

Effect of September 2005 issue

Effect of April 2006 issue

Weighted average number of ordinary shares at 30 June

Basic loss per share

Basic loss per share (cents per share)

Consolidated

2006 2005
AUD AUD
(1,522,120) (36,139)
(1,522,120) (36,139)

Consolidated

Note 2006 2005
Number Number
37,000,001 -
- 37,000,001
12,410,959
690,411
50,101,371 37,000,001

Consolidated

2006 2005
AUD AUD
(3.04) (0.10)
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9. Cash and cash equivalents

Cash at bank and on hand

Call deposits

Cash and cash equivalents in the statement of cash
flows

10. Trade and other receivables

Current
Trade receivables
Other receivables and prepayments

Non-current

Loans to controlled entities net of impairment
charges

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
2,950,219 1,708,135 2,633,338 1,708,135
346,477 - 346,477 -
3,296,696 1,708,135 2,979,815 1,708,135
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
72,158 8,123 = 8,123
708,309 9,000 20,050 9,000
780,467 17,123 20,050 17,123
= - 8,976,699 3,970,146
- - 8,976,699 3,970,146

Other receivables and prepayments include prepaid lease amount of $688,259. These are non-interest bearing

balances.

Loans to controlled entities are denominated in US dollars, non-interest bearing and repaid on demand subject
to availability of cash in the controlled entity. The loans are shown net of impairment losses amounting to

$1,345,312 (2005: nil) recognised in the current year.

11. Investments

Investments in controlled entities - at cost
Livingstone Energy Inc

12. Property, plant and equipment

Plant and equipment at cost
Less: Accumulated depreciation
Total property, plant and equipment

Reconciliation of carrying amount of property, plant and equipment

Plant and equipment at cost
Balance at the beginning of the year
Additions
Disposals
Effect of movements in foreign exchange
Balance at the end of the year

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
- - 193 193
- - 193 193
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
385,859 57,760 - -
(22,724) - - -
363,135 57,760 - -
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
57,760 - = -
327,228 57,760 - -
384,988 57,760 - -
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Plant and equipment - depreciation
and impairment losses*
Balance at the beginning of the year -

Depreciation charge for the year (22,380)
Impairment losses -
Disposals -
Effect of movements in foreign exchange 527
Balance at the end of the year (21,853)
Carrying amounts
Balance at the beginning of the year 57,760
Balance at the end of the year 363,135

57,760

*Depreciation charge is included in the cost of goods sold.

13. Exploration and development expenditure

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Exploration expenditure (a) 3,475,221 3,932,076
Carrying amount of development expenditure (b) 4,091,658 - -
Carrying amount of rehabilitation asset (c) 55,996 13,154 -
7,622,875 3,945,230 -

(a) Reconciliation of movement in exploration expenditure

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Balance at the beginning of the period 3,932,076 - -
Additions 3,639,480 3,932,076 -
Transferred to development expenditure (4,096,335) - -
Balance at the end of the period 3,475,221 - -
Carrying amounts
Balance at the beginning of the period 3,932,076 3,932,076 -
Balance at the end of the period 3,475,221 3,932,076 -

(b)  Reconciliation of carrying amount of development expenditure

Consolidated

2005
AUD

The Company
2006 2005
AUD AUD

2006
AUD
Development expenditure at cost
Balance at the beginning of the period -
Transfer from exploration expenditure 4,096,335
Balance at the end of the period 4,096,335
Development expenditure - amortisation
Balance at the beginning of the period -
Amortisation charge for the year* (4,677)
Balance at the end of the period (4,677)

Carrying amounts
Balance at the beginning of the period -

Balance at the end of the period 4,091,658

* Amortisation charge is included in cost of goods sold

29



LIVINGSTONE PETROLEUMLTD
Notes to the consolidated financial statements

(c)  Reconciliation of carrying amount of rehabilitation asset

Rehabilitation asset at cost

Balance at the beginning of the period
Additions

Balance at the end of the period

Rehabilitation asset - amortisation

Balance at the beginning of the year
Amortisation charge for the year*

Balance at the end of the period

Carrying amounts
Balance at the beginning of the year
Balance at the end of the year

* Amortisation charge is included in cost of goods sold

Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
13,154 - = -
58,776 13,154 = -
71,930 13,154 = -
(2,780) - = -
(2,780) - = -
13,154 - = -
55,996 13,154 = -

The recoverability of the carrying amounts of exploration and evaluation assets is dependent on the successful
development and commercial exploitation or sale of the respective area of interest.

14. Trade and other payables

Trade payables
Other payables and accrued expenses

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
253,410 102,959 250,453 82,416
15,621 - 4,092 -
269,031 102,959 254,545 82,416

Trade and other payables are non-interest bearing liabilities stated at cost and settled within 30 days.

15. Funds held on trust

Non-interest bearing
Share capital proceeds for shares allotted after the
reporting date

16. Provisions

Provision for rehabilitation and restoration
Balance at the commencement of the period
Provision made during the period

Balance at 30 June

17. Contributed equity
Share capital

Ordinary shares
Share issue cost

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
2,966,790 - 2,966,790 -
2,966,790 - 2,966,790 -
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
13,154 - - -
58,776 13,154 - -
71,930 13,154 - -
Number of securities Value in AUD
2006 2005 2006 2005
56,000,001 37,000,001 9,930,000 5,259,626
- - (426,610) (71,998)
56,000,001 37,000,001 9,503,390 5,187,628
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Movement in share capital for the period ended 30 June 2005

Number of
2005 Ordinary shares shares Issue price AUD
Balance at incorporation - -
17 December 2004  Issue of ordinary shares fully paid 2,500,000 $0.001 2,500
21 December 2004  Issue of ordinary shares fully paid 7,500,001 $0.001 7,500
10 February 2005 Issue of ordinary shares fully paid 15,000,000 $0.200 3,000,000
Less funds called on fully paid shares but not
received until post June2005 (150,374)
Issue of ordinary shares fully paid pursuant to
6 May 2004 the Nahabedian Exploration Agreement 5,000,000 $0.200 1,000,000
Issue of ordinary shares fully paid pursuant to
1 June 2005 the Equity Participation Agreement 7,000,000 $0.200 1,400,000
30 June 2005 Closing balance 37,000,001 5,259,626
Less:
Share issue costs (71,998)
5,187,628
Movement in share capital for the year ended 30 June 2006
Number of
2006 Ordinary shares shares Issue price AUD
1 July 2005 Opening balance 37,000,001 5,259,626
Received funds called on fully paid shares prior
1 July 2005 to 1 July 2005 150,374
1 September 2005 Issue of fully paid shares 15,000,000 $0.200 3,000,000
28 April 2006 Issue of fully paid shares 4,000,000 $0.380 1,520,000
30 June 2006 Closing balance 56,000,001 9,930,000
Less:
Share issue costs (426,610)
9,503,390
18. Reserves
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Share based payments 27,075 20,655 27,075 20,655
Foreign currency translation reserve 297,332 (39,529) - -
Option premium reserve 479,520 479,520 479,520 479,520
803,927 460,646 506,595 500,175
Reconciliation of movement in reserves
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Share-based payments reserve
Balance at the beginning of the period 20,655 - 20,655 -
Equity settled share-based payment transactions 6,420 20,655 6,420 20,655
Balance at 30 June 27,075 20,655 27,075 20,655
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Foreign currency translation reserve

Balance at the beginning of the period
Effect of translation of foreign currency operations to

group presentation currency

Balance at 30 June

Option premium reserve

Balance at the beginning of the period
Option issues - 3,600,000 options exercisable at 20c on

or before 31 May 2008

Balance at 30 June

Share based payments reserve
The reserve represents the value of options issued under the compensation arrangement that the consolidated
entity is required to include in the consolidated financial statements. This reserve will be reversed against share
capital when the underlying options vest and are exercised by the employee or consultant. No gain or loss is
recognised in the profit or loss on the purchase, sale, issue or cancellation of the consolidated entity’s own

equity instruments.

Translation reserve

Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
(39,529) - = -
336,861 (39,529) N -
297,332 (39,529) - -
479,520 - 479,520 -
= 479,520 = 479,520
479,520 479,520 479,520 479,520
803,927 460,646 506,595 500,175

The translation reserve comprises all foreign exchange differences arising from the translation of the financial
statements of foreign operations where their functional currency is different to the presentation currency of the
reporting entity, as well as from the translation of liabilities that hedge the Company’s net investment in a

foreign subsidiary.

19. Financial instruments

Exposure to credit, interest rate and currency risks arise in the normal course of the consolidated entity’s

business.

(a) Interest rate risk

The Consolidated entity’s exposure to interest rate risk and the effective weighted average interest rate
for classes of financial assets and liabilities is set out below:

Effective
interest 6 months 6-12 More than
Consolidated - 2006 rate Total or less months 1-2years 2-5years 5 years
AUD AUD AUD AUD AUD AUD
Cash and cash
equivalents 5.30% 2,950,219 2,950,219 = = =
Term deposits* 5.70% 346,477 346,477 = = =
3,296,696 3,296,696 = = =
Effective
interest 6 months or 6-12 More than
Consolidated - 2005 rate Total less months 1-2years 2-5years 5years
AUD AUD AUD AUD AUD AUD
Cash and cash
equivalents 5.15% 1,708,135 1,708,135 - - -
1,708,135 1,708,135 - - -

*These assets / liabilities bear interest at a fixed rate.
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Effective
interest 6 months 6-12 More than
The Company - 2006 rate Total or less months 1-2years 2-5years 5 years
AUD AUD AUD AUD AUD AUD
Cash and cash
equivalents 9 5.43% 2,633,338 2,633,338 = o o
Term deposits* 9 5.70% 346,477 346,477 = = o
2,979,815 2,979,815 - - -
Effective
interest 6 months or 6-12 More than
The Company - 2005 rate Total less months 1-2years 2-5years 5 years
AUD AUD AUD AUD AUD AUD
Cash and cash
equivalents 9 5.15% 1,708,135 1,708,135 - - -
1,708,135 1,708,135 - - -

*These assets / liabilities bear interest at a fixed rate.

(b) Credit risk
The maximum exposure to credit risk, excluding the value of any collateral or other security, at balance
date in portion to each class of recognised financial asset, is the carrying amount, net of any provisions
for doubtful debts, as disclosed in the balance sheet and notes to the financial statements.

The Company does not have any material risk exposure to any single debtor or group of debtors.

(c) Foreign currency risk
Foreign exchange risk arises when future commercial transactions and recognised assets and liabilities
are denominated in a currency that is not the entity’s functional currency.

The Consolidated entity operates internationally and is exposed to foreign exchange risk arising from
currency exposure to US dollar.

(d) Net fair values
Methods and assumptions used in determining net fair value.
For assets and other liabilities, the net fair value approximates their carrying value. No financial assets
and financial liabilities are readily traded on organised markets in standardised form. The Company has
no financial assets where carrying amount exceeds net fair values at balance date.

The aggregate net fair values and carrying amounts of financial assets and financial liabilities are
disclosed in the balance sheet and in the notes to and forming part of the financial statements.

20. Capital and other commitments

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD

Exploration expenditure commitments

In order to maintain current rights of tenure to

exploration tenements, the consolidated entity is

required to perform minimum exploration work to

meet the minimum expenditure requirements

specified in the Exploration Agreement executed on 1

June 2005. These obligations are not provided for in

the financial report and are payable:

Within one year 933,380 2,367,798 = -

933,380 2,367,798 = -
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Joint Venture Commitments

Share of development commitments of the joint
venture, not provided for and payable:

Within one year

Employee remuneration commitments - Directors
Commitments under non-cancellable employment
contracts not provided for in the financial statements
and payable:

Within one year

21. Consolidated entities

Country of
Name of entity incorporation
Parent entity
Livingstone Petroleum Ltd Australia
Subsidiary
Livingstone Energy Inc USA

22. Reconciliation of cash flows from operating activities

Cash flows from operating activities
Profit/(loss) for the period

Adjustments for:

Depreciation and amortisation expense
Impairment charge on intercompany loan
Rehabilitation expense

Interest income

Foreign exchange (gains)/losses

Equity-settled share-based payment expenses
Income tax expense

Operating profit before changes in working capital
and provisions

(Increase)/decrease in trade and other receivables
(Decrease)/increase in trade and other payables

Income taxes paid
Net cash from operating activities

Notes

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
247,615 197,316 = -
247,615 197,316 = -
140,000 130,000 140,000 130,000
140,000 130,000 140,000 130,000

Class of shares Ownership interest
2006 2005
% %
Ordinary
Ordinary 100 100
Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
(1,522,120) (36,139) (1,186,305) (74,622)
25,118 - = -
= - 1,345,312 -
69,150 - = -
(87,569) (17,915) (71,906) (17,915)
= (40,755) (383,758) (1,225)
6,420 20,660 6,420 20,655
6,364 - 6,364 -
(1,502,637) (74,149) (283,873) (73,107)
(756,926) (17,123) (2,927) (17,123)
266,072 83,343 226,163 82,416
(1,993,491) (7,929) (60,637) (7,814)
(1,993,491) (7,929) (60,637) (7,814)
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23. Related parties
The following were key management personnel of the consolidated entity at any time during the reporting
period and unless otherwise indicated were key management personnel for the entire period:

Non-executive directors Executive director Executives
Jim Malone Craig Burton Brett Mitchell
Michael Fry

Key management personnel compensation
The key management personnel compensation included in ‘personnel expenses’ and ‘contractor expenses’ are
as follows:

Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
Short-term employee benefits 176,130 - 176,130 -
Other long term benefits - - - -
Post-employment benefits 2,900 - - -
Termination benefits - - - -
Equity compensation benefits 6,420 20,665 6,420 20,665
185,450 20,665 182,550 20,665

Information regarding individual directors and executives compensation and some equity instrument
disclosures as permitted by Corporations regulation 2M.3.03 and 2M.6.04, is provided in the Remuneration
Report section of the Directors’ report on pages 4 to 7.

Apart from the details disclosed in this note, no director has entered into a material contract with the Company
or the consolidated entity since the end of the previous financial year and there were no material contracts
involving directors’ interests existing at year-end.

Loans to key management personnel and their related parties (consolidated)
No loans have been made during the reporting period and at the reporting date there were no loans
outstanding to key management personnel and their related parties (2005: nil).

Other key management personnel transactions with the Company or its controlled entities
A number of key management persons, or their related parties, hold positions in other entities that result in
them having control or significant influence over the financial or operating policies of those entities.

A number of these entities transacted with the Company or its subsidiaries in the reporting period. The terms
and conditions of the transactions with management persons and their related parties were no more favourable
than those available, or which might reasonably be expected to be available, on similar transactions to non-
director related entities on an arm’s length basis.

The aggregate amounts recognised during the year relating to key management personnel and their related
parties were as follows:

Consolidated The Company
2006 2005 2006 2005
Specified Directors AUD AUD AUD AUD
Craig Burton (i) 24,735 50,000 24,735 50,000

(i) During the period, Verona Capital Pty Ltd, a company associated with Mr Craig Burton, recharged Mr
Craig Burton'’s travelling $798 of expenses to the Company (2005: nil).

During the period, the Company was charged $23,937 by Mirabela Nickel Ltd for the recharge of shared

overheads and the premises rent costs. Mirabela Nickel Ltd is a company associated with Mr Craig
Burton.
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Assets and liabilities arising from the above transactions

Current payables
Trade creditors

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
17,523 55,000 17,523 55,000
17,523 55,000 17,523 55,324

Options and rights over equity instruments granted as compensation
The movement during the reporting period in the number of options over ordinary shares in Livingstone

Petroleum Limited held, directly, indirectly or beneficially, by each key management person, including their
related parties, is as follows:

2006 - Directors
Craig Burton

Jim Malone
Michael Fry
Brett Mitchell

2005 - Directors
Craig Burton

Jim Malone
Michael Fry
Brett Mitchell

Vested and
Vested exercisable
Held at Granted as Other Held at 30 during the at 30 June
1July 2005 compensation Exercised changes* June 2006 year 2006
3,000,000 = = = 3,000,000 = 3,000,000
500,000 = = = 500,000 260,000 260,000
500,000 = = = 500,000 260,000 260,000
250,000 = = = 250,000 250,000 250,000
4,250,000 = = = 4,250,000 770,000 3,770,000
Held at
the Vested and
beginning Vested exercisable
of financial Granted as Other Held at 30 during the at 30 June
period compensation  Exercised changes* June 2005 year 2005
3,000,000 - - - 3,000,000 - 3,000,000
- 500,000 - - 500,000 - -
- 500,000 - - 500,000 - -
- 250,000 - - 250,000 - -
3,000,000 1,250,000 - - 4,250,000 - 3,000,000

* Other changes represent options that expired or were forfeited during the year.

Mr Craig Burton'’s options holding of 3,000,000 options that are subject to 24 months escrow from the listing

date of the Company on the ASX, being the 14 September 2004.

Movement in shares

The movement during the reporting period in the number of ordinary shares in Livingstone Petroleum Limited
held, directly, indirectly or beneficially, by each key management person, including their related parties, is as

follows:

2006

Craig Burton
Jim Malone
Michael Fry
Brett Mitchell

Received

Held at on exercise Held at 30

1July2005 Purchases of options Sales June 2006
3,800,000 725,000 - - 4,525,000
= 40,000 = = 40,000
= 100,000 = = 100,000
60,000 60,000 = = 120,000
3,860,000 925,000 - = 4,785,000
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2005

Craig Burton
Jim Malone
Michael Fry
Brett Mitchell

Held at
the
beginning Received
of financial on exercise Held at 30
period Purchases of options Sales June 2005
3,800,000 - - - 3,800,000
- 60,000 - - 60,000
3,800,000 60,000 - - 3,860,000

No shares were granted to key management personnel during the reporting period as compensation.

Changes in key management personnel in the period after the reporting date and prior to the date when
the financial report is authorised for issue
There were no changes in key management personnel in the period after the reporting date and prior to the

date when the financial report is authorised for issue.

Other related party transactions
Loans are made by the Company to wholly owned subsidiaries for operating costs. Loans outstanding between

the Company and its subsidiary have no fixed date of repayment and are non-interest bearing. As at 30 June

2006, the loan to a subsidiary net of impairment charges totalled $8,976,699 (2005: $3,970,146).

24. Employee benefits
Share-based payments
a) Option Plans
The Company has issued options to the Director as part of their remunerations.
The terms and conditions of the options are as follows, whereby all options are settled by physical delivery
of shares:
Grant Number of
Date Employee Entitled instruments Vesting conditions Expiry Date
17 December Craig lan Burton 3,000,000 Fully vested on incorporation 18 December
2004 2009
1 June 2005 Jim Lewis Michael 500,000 20,000 per month of service 18 December
Malone 2009
1 June 2005 Michael John Fry 500,000 20,000 per month of service 18 December
2009
1 June 2005 Brett Mitchell 250,000 20,000 per month of service 18 December
2009
Total share options 4,250,000
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Set out below are the summaries of options granted to Directors:

Consolidated and parent entity - 2006

Grant date

17/12/2004
01/06/2005
01/06/2005
01/06/2005

Weighted average exercise price

Expiry date

18/12/2009
18/12/2009
18/12/2009
18/12/2009

Exercise

price

30 cents
20 cents
20 cents

20 cents

Consolidated and parent entity — 2005

Grant date

17/12/2004
1/06/2005
1/06/2005
1/06/2005

Weighted average exercise price

Expiry date

18/12/2009
18/12/2009
18/12/2009
18/12/2009

Exercise

price

30 cents
20 cents
20 cents

20 cents

Vested and
Balance at Granted Exercised Forfeited Balanceat  exercisable at
start of the during the during the during the end of the end of the
period period period period period period
Number Number Number Number Number Number
3,000,000 - - - 3,000,000 3,000,000
500,000 - - - 500,000 260,000
500,000 - - - 500,000 260,000
250,000 - - - 250,000 250,000
4,250,000 - - - 4,250,000 3,770,000
$0.28 $0.28 $0.29
Vested and
Balance at Granted Exercised Forfeited Balanceat  exercisable at
start of the during the during the during the end of the end of the
period period period period period period
Number Number Number Number Number Number
- 3,000,000 - - 3,000,000 3,000,000
- 500,000 - - 500,000 -
- 500,000 - - 500,000 -
- 250,000 - - 250,000 -
- 4,250,000 - - 4,250,000 3,000,000
$0.28 $0.28 $0.30

The options outstanding at 30 June 2006 have an exercise price in the range of $0.20 to $0.30 and a weighted
average contractual life of 5 years.

During the financial year, no options issued under the plan were exercised (2005: nil).

The fair value of services received in return for share options granted are measured by reference to the fair
value of share options granted. The estimate of the fair value of the services received is measured based on the
binominal option-pricing model. The contractual life of the option is used as an input into this model.
Expectations of early exercise are incorporated into the binominal option-pricing model.

Fair value at measurement date (cents per option)

Share price (cents per share)

Exercise price (cents per option)
Expected volatility
(expressed as weighted average volatility used in the
modelling under binominal option-pricing model)

Option life

(expressed as weighted average life used in the modelling
under binominal option-pricing model)

Expected dividends
Risk-free interest rate

(based on national government bonds)

Directors Directors/Executives
options options
17 April 2004 1 June 2005
0.7620 0.8940
20 20
30 20
50 50
5yrs 4.5yrs
5.17 5.17
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The expected volatility is based on the historic volatility (calculated based on the weighted average remaining
life of the share options), adjusted for any expected changes to future volatility due to publicly available
information.

Share options are granted under a service condition and, for grants to key management personnel, market and
non-market performance conditions. Non-market performance conditions are not taken into account in the
grant date fair value measurement of the services received.

b) Expenses arising from share-based transactions

Consolidated The Company
2006 2005 2006 2005
AUD AUD AUD AUD
Share options granted in 2005 - equity settled 6,420 20,655 6,420 20,655
Total expense recognised as employee costs 6,420 20,655 6,420 20,655

25. Non-key management personnel disclosures

Identity of related parties

The consolidated entity has a relationship with its subsidiary (note 21) and its key management personnel (note
24).

26. Subsequent events

On 11 July 2006 the Company announced it had completed a placement of 10,000,000 ordinary shares at 36
cents each to raise $3,600,000 to fund the upcoming exploration drilling programs on the Forbes Gas Project.
There were no other Subsequent Events to report following the end of the financial period, other than the
announcements released to the Australian Stock Exchange in accordance with the Company’s continuous
market disclosure requirements.

27. Interestin joint venture operation

The Company holds an interest of 50% in the output of a joint venture operation named Forbes Project Joint
Venture whose principal activity is gas production and exploration. During the year ended 30 June 2006, the
Company together with the other venturers were tenants-in-common in various areas of production interest.
For the year ended 30 June 2006, the contribution of the joint venture to the operating loss of the Company
and the consolidated entity was a profit of $190,096 for the period.

Included in the assets and liabilities of the Company and the consolidated entity are the following items which
represent the Company'’s and the consolidated entity’s interest in the assets and liabilities employed in the joint
venture, recorded in accordance with the accounting policies described in Note 1(c(iii)).

Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
Current assets
Cash and cash equivalents - - -
Other trade receivables and prepayments 299,164 - - -
Total current assets 299,164 - - -
Non-current assets
Exploration and evaluation expenditure 2,566,900 3,945,230 = -
Less: accumulated amortisation (2,780) - - -

2,564,120 3,945,230 = -

Plant and equipment 325,699 57,760 - -
Less: accumulated depreciation (22,724) - - -

302,975 57760 = -
Total non-current assets 2,867,095 4,002,990 = -
Total assets 3,166,259 4,002,990 = -
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Consolidated The Company

2006 2005 2006 2005

AUD AUD AUD AUD
Current liabilities
Trade creditors - 20,541
Total current liabilities - 20,541 - -
Non-current liabilities
Provision for rehabilitation and restoration 71,930 13,154 - -
Total non-current liabilities 71,930 13,154 - -
Total liabilities 71,930 33,695 - -

28. Explanation of transition to Australian equivalents to IFRS
As stated in significant accounting policies note 1(a), these are the consolidated entity’s first consolidated
financial statements prepared in accordance with AIFRSs.

The policies set out in the significant accounting policies section of this report have been applied in preparing
the financial statements for the financial year ended 30 June 2006, the comparative information presented in
these financial statements for the financial year ended 30 June 2005 and in the preparation of an opening AIFRS
balance sheet at 1 July 2004 (the consolidated entity’s date of transition).

In preparing its opening AIFRS balance sheet, the consolidated entity has adjusted amounts reported previously
in financial statements prepared in accordance with its old basis of accounting (previous GAAP). An

explanation of how the transition from previous GAAP to AIFRSs has affected the consolidated entity’s financial
position, financial performance and cash flows is set out in the following tables and the notes that accompany
the tables.

1) Reconciliation of equity reported under previous Australian Generally Accepted Accounting
Principles (AGAAP) to equity under Australian equivalents to IFRSs (AIFRS) at the end of the last
reporting period under previous AGAAP: 30 June 2005

Consolidated The Company
Effect of Effect of
Previous transition Previous transition
GAAP to AIFRSs  AIFRSs GAAP to AIFRSs AIFRSs
Note AUD AUD AUD AUD AUD AUD

Assets

Cash and cash equivalents 1,708,135 - 1,708,135 1,708,135 - 1,708,135
Trade and other receivables 8,123 - 8,123 8,123 - 8,123
Other assets 9,000 - 9,000 9,000 - 9,000
Total current assets 1,725,258 - 1,725,258 1,725,258 - 1,725,258
Investments in controlled entities - - - 193 - 193
Receivables - - - 3,970,146 - 3,970,146
Property, plant and equipment a) 58,631 (871) 57,760 - - -
Exploration and evaluation expenditure a) 3,983,893 (38,663) 3,945,230 - - -
Total non-current assets 4,042,524 (39,534) 4,002,990 3,970,339 - 3,970,339
Total assets 5,767,782 (39,534) 5,728,248 5,695,597 - 5,695,597
Liabilities

Trade and other payables 102,959 - 102,959 82,416 - 82,416
Total current liabilities 102,959 - 102,959 82,416 - 82,416
Provisions 13,154 - 13,154 - - -
Total non-current liabilities 13,154 - 13,154 - - -
Total liabilities 116,113 - 116,113 82,416 - 82,416
Net assets 5,651,669 (39,534) 5,612,135 5,613,181 - 5,613,181
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Consolidated
Effect of
Previous transition
GAAP to AIFRSs  AIFRSs

The Company
Effect of
Previous transition
GAAP to AIFRSs AIFRSs

Note AUD AUD AUD AUD AUD AUD

Equity

Issued capital 5,187,628 - 5,187,628 5,187,628 - 5,187,628
Reserves 479,520 20,655 500,175 479,520 20,655 500,175
Foreign currency translation reserves - (39,529) (39,529) - 0
Retained earnings (15,479) (20,660) (36,139) (53,967) (20,655) (74,622)
Total equity 5,651,669 (39,534) 5,612,135 5,613,181 - 5,613,181

2) Reconciliation of profit for the year ended 30 June 2005
Consolidated The Company
Effect of Effect of

Previous transition
GAAP to AIFRSs AIFRSs

Previous transition
GAAP to AIFRSs AIFRSs

AUD AUD AUD AUD AUD AUD

Revenue - - = - - =
Cost of goods sold - - - - - -
Gross profit - - - - - -
Professional fees (30,019) - (30,019) (29,405) - (29,405)
Personnel expenses (b) - (20,665) (20,665) - (20,655) (20,655)
Exploration expenditure - - - - - -
Other (4,600) - (4,600) (4,173) - (4,163)
Results from operating activities (34,619) (20,665) (55,284) (33,578) (20,655) (54,223)
Financial Income (a) 19,140 5 19,145 17,915 - 17,915
Financial Expenses - - - (38,304) - (38,304)
Net financial income/(loss) 19,140 5 19,145 (20,389) - (20,389)
Profit/(loss) before tax (15,479) (20,660) (36,139) (53,967) (20,655) (74,622)
Income tax expense - - - -
Profit/(loss) for the period

attributable to equity holders of the

parent (15,479) (20,660) (36,139) (53,967) (20,655) (74,622)

3) Reconciliation of cash flow statement for the year ended 30 June 2005

The adoption of AIFRS has not resulted in any material adjustments to the cash flow statement.

4) Notes to reconciliations

a) Foreign currency translation reserve: cumulative translation differences
The consolidated entity has applied AASB 121 “The Effects of Changes in Foreign Exchange Rates” in
respect of the translation for reporting purposes of its foreign operation. Under the requirements of
AASB 121 the Assets and Liabilities of the group’s foreign operations are translated at the rate of
exchange at the balance date, with items of income and expense being translated at the rates of
exchange at the date of the transaction. Previously the groups controlled entities were considered
to be integrated operations, with certain non-monetary assets being translated at historical rates of
exchange and all exchange differences being recognised through the Profit and Loss. Under AASB
121, the gain or losses arising from the translation of these operations will be recognised through

the Foreign Currency Translation Reserve as a component of equity.
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This has resulted in an adjustment as at 30 June 2005 as follows:

Exploration Expenditure (38,663)
Property, plant and equipment (871)
Foreign Currency Translation Reserve 5
Foreign Exchange Gain/Loss (Income Statement) (39,529)

b) Share-based payments
The consolidated entity applied AASB 2 to its active share-based payment arrangements at 1 July
2005, all of which were granted after 7 November 2002.

Under previous GAAP, the consolidated entity did not account for equity settled share-based
payments. Such payments are now recognised at fair value in accordance with AASB 2. The effect in
the consolidated entity of accounting for equity-settled share-based payments as at 30 June 2005 is

as follows:
Employee benefits (Income Statement) 20,665
Share-based payments (20,665)

29. Change of accounting policy

In the current financial year the Company and the consolidated entity have adopted AASB 132 Financial
Instruments: Disclosure and Presentation and AASB 139 Financial Instruments: Recognition and Measurement.
This change in accounting policy has been adopted in accordance with the transition rule contained in AASB 1,
which does not require the restatement of comparative information for financial instruments within the scope
of AASB 132 and AASB 139.

There is no impact on the balance sheet at 1 July 2005 from this change.

42



LIVINGSTONE PETROLEUM LTD
Corporate Governance

Corporate Governance

The Board of Directors of the Company are committed to good corporate governance taking into account the
Company's size and activities and has a range of policies and processes in place to ensure the rights of the
Company and our shareholders are protected.

In March 2003, the Australian Stock Exchange Corporate Governance Council published its Principles of Good
Corporate Governance and Best Practice Recommendations ("Recommendations”). This document is for
guidance purposes, however all listed companies are required to disclose the extent to which they have
followed the recommendations; to identify any recommendations that have not been followed and reasons for
not doing so.

The Company's Board of Directors has reviewed the recommendations. In many cases the Company was already
achieving the standard required. In a limited number of instances, the Company may determine not to meet
the standard set out in the recommendations, largely due to the recommendation being considered by the
Board to be unduly onerous for a Company of this size.

This statement outlines the main corporate governance practices in place throughout the financial year, which
comply with the Australian Stock Exchange ("ASX") Corporate Governance Council recommendations, unless
otherwise stated.

The Company's Corporate Governance Statement is now structured with reference to the Corporate
Governance Council’s principles and recommendations, which are as follows:

Lay solid foundations for management and oversight
Structure the board to add value

Promote ethical and responsible decision making
Safeguard integrity in financial reporting

Make timely and balanced disclosure

Respect the rights of shareholders

Recognise and manage risk

Encourage enhanced performance

Remunerate fairly and responsibly

Recognise the legitimate interests of stakeholders

OO0OO0OO0OO0OO0OOO0OO0OO

For further information on Corporate Governance policies adopted by the Company, refer to our website:
www.livpet.com.au.

BOARD OF DIRECTORS

Role of the Board

The primary role of the Board of Directors is the protection and enhancement of long-term shareholder value.
To fulfil this role, the Board is responsible for the overall corporate governance of the Company including
formulating its strategic direction, approving and monitoring capital expenditure, setting remuneration,
appointing, removing and creating succession policies for Directors and senior executives, establishing and

monitoring the achievement of management's goals and ensuring the integrity of internal control and
management information systems. It is also responsible for monitoring financial and other reporting.
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Board processes

The Board has established a framework for the management of the Company including a system of internal
control, a business risk management process and the establishment of appropriate ethical standards.

The Company listed on ASX in September 2005 and is currently engaged in exploration and evaluation of
mineral interest. The critical skills required by the Board in pursuing the Company's business plan at this
relatively early stage of its development are expert geological and exploration and evaluation project
management skills together with strong fiscal management skills. In addition, each Director is charged with
having a thorough understanding of and responsibility for the protection of the rights of the Company and its
shareholders.

The Board has these skills (refer to the biographies in the Director's Report) and as the Company's business plan
progresses will add new Directors as and when complimentary skills are required.

The Board presently comprises three Directors. There are two independent Directors. The Company primarily
engages consultants to provide technical services with nil employees. All the senior technical and financial
personnel are highly qualified and have previously held roles of executive responsibility in much larger
organisations.

The Directors all live in Perth and meet frequently, both formally and informally, to ensure a mutually thorough
understanding of the Company's business and all the Company's policies of corporate governance are adhered
to. The agenda for meetings is prepared in conjunction with the Chairman and Company Secretary and is
circulated in advance.

Director education

The Company has a process to educate any new Directors about the nature of the business, current issues, the
corporate strategy and the expectations of the Company concerning the performance of Directors. Directors
are given access to and encouraged to participate in continuing education opportunities to update and
enhance their skills and knowledge.

Independent professional advice and access to company information

Each Director has the right of access to all relevant Company information and to the Company's executives and,
subject to prior consultation with the Chairperson, may seek independent professional advice from a suitably
qualified advisor at the Company's expense. The Director must consult with an advisor suitably qualified in the
relevant field and obtain the Chairperson's approval of the fee payable for the advice before proceeding with
the consultation. A copy of the advice received by the Director is made available to all other Board members.

Independence

Corporate Governance Council Recommendation 2.1 requires a majority of the Board to be independent
Directors. The Corporate Governance Council defines independence as being free from any business or other
relationship that could materially interfere with, or could reasonably be perceived to materially interfere with,
the exercise of unfettered and independent judgement. In accordance with this definition, the Company has
two independent Directors.

Recommendation 9 states that non-executive directors should not receive options or bonus payments. The
Company may award options or other securities to non-executive Directors if it considers this to be a
reasonable and appropriate method of assisting in attracting and retaining suitably skilled Board members.

Nomination committee

Recommendation 2.4 requires listed entities to establish a nomination committee. During the year ended 30
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June 2006, the Company did not have a separate nomination committee. The duties and responsibilities
typically delegated to such a committee are considered to be the responsibility of the full board, given the size
and nature of the Company's activities. The Board does not believe that any marked efficiencies or
enhancements would be achieved by the creation of a separate nomination committee. The Board has
reviewed its policy on nominations and incorporates below its summarised policy.

Factors considered for a new candidate include:

(i) The skills required for appointment to the Board;

(ii) How differing skills are represented on the Board;

(iii) Processes for the identification of suitable candidates for the Board;

(iv) The time commitment required by a Director to effectively discharge duties;

(v) The number of existing directorships and other commitments that the candidate may have;

(vi) Assessment of the ‘independence’ of the candidate; and

(vii) The extent to which the appointee is likely to work constructively with the existing Directors and

contribute to the overall effectiveness of the Board.

The following procedure is followed in selecting and appointing a new Director:

(i) Utilize personal networks or external consultants to identify potential candidates;

(i) Assess appropriateness of candidate with consideration to the above points;

(iii) Determine the terms, conditions, responsibilities and expectations of the new position;

(iv) Non-executive Directors should be appointed for specific terms subject to re-election and to the ASX
Listing Rules and Corporations Act provisions concerning removal of a Director;

(v) Ultimate decisions about who is elected to the board are to be made by the shareholders; and

(vi) Ensuring that the new Board member is inducted and that they have every opportunity to increase

their knowledge about the Company to ensure that they can participate in an effective manner to the
board deliberations.

CONTINUOUS DISCLOSURE POLICY

The Company is required to immediately tell the ASX once it becomes aware of any information concerning it
that a reasonable person would expect to have a material effect on the price or value of the entity’s securities.

Therefore to meet this obligation the Company undertakes to:

(i) Notify the ASX immediately it becomes aware of any information that a reasonable person would
expect to have a material effect on the price and value of the companies securities, unless that
information is not required to be disclosed under the listing rules;

(ii) Disclose notifications to the ASX on the Company website following confirmation of the publishing of
the information by the ASX; and
(iii) Not respond to market speculation or rumour unless the ASX considers it necessary due to there being,

or likely to be, a false market in the Company’s securities.

The Company Secretary is responsible for coordinating the disclosure requirements. To ensure appropriate
procedure all Directors, officers and employees of the Company coordinate disclosures through the Company
Secretary, including:

(i) Media releases;
(ii) Analyst briefings and presentations; and
(iii) The release of reports and operational results.

Information not disclosed via ASX announcement that might be considered share price sensitive will not be
discussed with any external parties other than on a confidential basis in order to conduct the business of the
Company. Discussions with external parties will only occur following an ASX announcement. All written
materials containing new price sensitive information to be used in briefing media, investors and analysts will be
notified to the ASX prior to the commencement of that briefing.

45



LIVINGSTONE PETROLEUM LTD
Corporate Governance

In reviewing the content of analysts' reports and profit forecasts, the Company will correct factual inaccuracies
or historical matters.

Information is communicated to shareholders as follows:

e the annual report is distributed to all shareholders (unless a shareholder has specifically requested not
to receive the document), including relevant information about the operations of the Company during
the year, changes in the state of affairs and details of future developments.

e the half-yearly report contains summarised financial information and a review of the operations of the
Company during the period. The half-year reviewed financial report is lodged with the Australian
Securities and Investment Commission and the ASX, and sent to any shareholder who requests it.

e quarterly reports are prepared in accordance with ASX listing rules.

e proposed major changes in the Company which may impact on share ownership rights are submitted
to a vote of shareholders.

e allannouncements made to the market, and related information are placed on the Company's website
after they are released to the ASX, including regular updates on operations.

e the full texts of notices of meetings and associated explanatory material are placed on the Company's
website.

All of the above information is made available on the Company’s website. Copies of all presentations made by
the Company in a public forum are posted on the website. The majority of the information is also emailed to all
shareholders who lodge their email contact details with the Company.

The external auditor is requested to attend the Annual General Meeting to answer any questions concerning
the audit and the auditor's report.

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

The shareholders are responsible for voting on the appointment of Directors, approval of the maximum amount
of Directors' fees and the granting of options and shares to Directors.

SHARE TRADING POLICY

The Company has established a policy that imposes certain restrictions on Directors, senior management and
other employees trading in the Company's securities. The policy has been adopted to prevent trading in
contravention of the insider trading provisions of the Corporations Act 2001, in particular when Company
personnel are in possession of price-sensitive information.

In general trading in the Company'’s securities is prohibited:

e whilstin possession of unpublished price sensitive information;
e where officers are engaging in the business of active dealing;

e two weeks before and 24 hours after the release of the Company's quarterly, half yearly or annual
report to the ASX; and

e two weeks before lodgement and during the period that a disclosure document including a prospectus
is open for applications except to the extent that a Director or employee is applying for securities
pursuant to that disclosure document.

In accordance with the provisions of the Corporations Act 2001 and the Listing Rules of the Australian Stock
Exchange, Directors advise the ASX of any transaction conducted by them in shares or options in the Company.

CONFLICT OF INTEREST

In accordance with the Corporations Act and the Company’s constitution Directors must keep the Board
advised, on an ongoing basis, of any interest that could potentially conflict with those of the Company. Where
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the Board believes that a significant conflict exists the Director concerned does not receive the relevant board
papers and is not present at the meeting whilst the item is considered.

REMUNERATION AND PERFORMANCE ASSESSMENT
Remuneration committee

Recommendation 9.2 requires listed entities to establish a remuneration committee. During the year ended 30
June 2006, the Company did not have a separate remuneration committee. The duties and responsibilities
typically delegated to such a committee are considered to be the responsibility of the full board, given the size
and nature of the Company's activities. The Board does not believe that any marked efficiencies or
enhancements would be achieved by the creation of a separate nomination committee.

Remuneration policies

Remuneration of Directors are formalised in service agreements. The Board is responsible for determining and
reviewing compensation arrangements for the Directors themselves and the Managing Director and the
executive team.

It is the Company’s objective to provide maximum stakeholder benefit from the retention of a high quality
board and executive team by remunerating Directors and key executives fairly and appropriately with reference
to relevant employment market conditions. To assist in achieving this objective, the Board links the nature and
amount of executive Directors’ and officers’ remuneration to the Company’s financial and operational
performance. The expected outcomes of the remuneration structure are:

0 Retention and motivation of key executives;
0 Attraction of quality management to the Company; and
0 Performance incentives which allow executives to share the rewards of the success of the Company.

Remuneration of non-executive Directors is determined by the Board with reference to comparable industry
levels and, specifically for Directors' fees, within the maximum amount approved by shareholders.

For details on the amount of remuneration and all monetary and non-monetary components for all Directors
refer to the Notes to the Financial Statements. In relation to the payment of bonuses, options and other
incentive payments, discretion is exercised by the Board, having regard to the overall performance of the
Company and the performance of the individual during the period.

There is no scheme to provide retirement benefits, other than statutory superannuation, to non-executive
Directors.

Performance
The performance of the Board and key executives is reviewed regularly against both measurable and qualitative
indicators. The performance criteria against which Directors and executives are assessed is aligned with the

financial and non-financial objectives of the Company. Directors whose performance is consistently
unsatisfactory may be asked to retire.

RISK MANAGEMENT

Oversight of the risk management system

The Board takes a proactive approach to risk management. The Board is responsible for oversight of the
processes whereby the risks, and also opportunities, are identified on a timely basis and that the Company's
objectives and activities are aligned with the risks and opportunities identified by the Board. This oversight

encompasses operational, financial reporting and compliance risks.

The Company believes that it is crucial for all Board members to be a part of the process, and as such the Board
has not established a separate risk management committee.

47



LIVINGSTONE PETROLEUM LTD
Corporate Governance

The Executive Director and the Company Secretary have declared, in writing to the Board, that the financial
reporting risk management and associated compliance and controls have been assessed and found to be
operating efficiently and effectively. All risk assessments covered the whole financial year and the period up to
the signing of the annual financial report for all material operations in the Company.

Internal control framework

The Board acknowledges that it is responsible for the overall internal control framework, but recognizes that no
cost effective internal control system will preclude all errors and irregularities. To assist in discharging this
responsibility, the Board has instigated an internal control framework that deals with:

e Financial reporting - there is a comprehensive budgeting system with an annual budget, updated on a
regular basis approved by the Board. Monthly actual results are reported against these budgets.

e Investment appraisal - the Company has clearly defined guidelines for capital expenditure including
annual budgets, detailed appraisal and review procedures, levels of authority and due diligence
requirements where businesses or assets are being acquired or divested.

e Quality and integrity of personnel - the Company's policies are detailed in an approved induction
manual. Formal appraisals are conducted annually for all employees.

AUDIT AND COMPLIANCE POLICY

The Board imposes stringent policies and standards to ensure compliance with all corporate financial and
accounting standards. Where considered appropriate, the Company's external auditors, professional advisors
and management are invited to advise the Board on these issues and the Board meets quarterly to consider
audit matters prior to statutory reporting.

The Company requires that its auditors must not carry out any other major area of service to the Company and
should have expert knowledge of both Australian and international jurisdictions.

Recommendation 4.3 requires listed entities to have an audit committee consisting of only non-executive
directors, a majority of independent directors, an independent Chairperson, who is not Chairperson of the
board and at least three members. Recommendation 4.4 requires the audit committee to have a formal charter.

Due to the size and nature of the Company the audit committee function was incorporated into the Boards
obligations. It is the Board’s responsibility to ensure that an effective internal control framework exists within
the entity. This includes internal controls to deal with both the effectiveness and efficiency of significant
business processes, the safeguarding of assets, the maintenance of proper accounting records, and the
reliability of financial information. The Board continues to maintain a framework of internal control and ethical
standards for the management of the Company.

The Board consists of members with financial expertise and detailed knowledge and experience of the mineral
exploration and evaluation business. The Board meets with the Company's external auditors before finalisation
of any audit or review.

All Directors declared in writing that the Company's financial reports for the year ended 30 June 2006 present a
true and fair view, in all material respects, of the Company's financial condition and operational results and are
in accordance with relevant accounting standards. This statement is required annually.

ETHICAL STANDARDS

All Directors and employees are expected to act with the utmost integrity and objectivity, striving at all times to
enhance the reputation and performance of the Company.
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HEALTH, SAFETY, ENVIRONMENT AND HERITAGE PROTECTION POLICY

The Company is committed to compliance with all relevant laws and regulations and continual assessment of its
operations to ensure protection of the environment, the community and the health and safety of its employees.

The Company has adopted a policy and maintains appropriate procedures to ensure that all Company activities
are carried out in compliance with safety regulations, in a culture where the safety of personnel is paramount
and which recognises environmental sustainability and respect for cultural and heritage issues as essential
requirements for all its activities. Procedures are maintained to govern the activity of employees and
contractors to ensure that the objectives of this policy are met.
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