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2009-2010 HIGHLIGHTS SUMMARY

During the financial year drilling and seismic work continued in the Browse Basin —Western Australia and
geotechnical work was conducted in the Santos Basin — Brazil and the Tumbes Basin — Peru. Preparation
for future works was also conducted in the Maranon Basin — Peru, and the Bonaparte Basin — Australia.

Australia

Following the Poseidon-1 success in 2009, Poseidon-2 was spudded in October 2009 and this well confirmed the presence of
Plover sands in a down-dip location as anticipated. The well also penetrated what appears to be a reservoir quality Montara sand
with possible indications of gas indicating a potential new shallower reservoir level. The Plover production test gave a low flow in
Poseidon-2.

Concurrent with the drilling of the Poseidon-2 well in the Greater Poseidon structure, the Karoon/ConocoPhillips joint venture
acquired a 2,828 square kilometre 3D seismic survey over the whole of the Greater Poseidon structure and surrounds. The seismic
acquisition was completed early in 2010, and this, together with the data obtained from the three wells drilled to date, will be
used to further evaluate the Poseidon structure and assist in planning further well locations in this structural complex.

Kronos-1 was drilled to 5,329mRT and production tested over the interval 4,999-5,052mRT. The maximum sustainable flow rate
obtained during a multi-phase test was 26 million standard cubic feet per day (“mmscf/d”) through a 32/64 inch choke, with flowing
well head pressure of 3,900psia.

Kontiki-1 exploration well was completed in October 2009 on a separate play and while logs gave some indications of hydrocarbons
only low quality reservoir was penetrated at this location.

During August 2010 Karoon completed a Controlled Source Electro Magnetic (“CSEM") geophysical survey on AC/P8. This survey
was designed to test for indications of hydrocarbons by measuring the electrical resistivity of the subsurface remotely focusing
on the leads within the acreage. Interpretation work is ongoing and expected to be completed later in 2010.

Peru

Early in 2010 a 1,500 square kilometre 3D seismic acquisition was conducted over Karoon's Tumbes Basin Z-38 Block. The acquisition,
using the CGG Veritas vessel ‘Geowave Endeavour’ is now being processed and early work on a fast track 3D seismic data set
has confirmed the presence of a number of encouraging prospects. Interpretation is expected to be completed later in 2010.

Seabed Drop Cores in Karoon's Tumbes Basin Z-38 Block were also acquired in July 2010. The seabed samples taken have been
found to contain live oil from hydrocarbon seeps thought to migrate to surface though faults in the geological features.

Brazil

In early 2010 Karoon completed a 750 square kilometre wide azimuth 3D seismic acquisition program over its wholly owned
Brazilian Blocks. The 3D seismic acquisition was completed by the WesternGeco vessel the ‘Western Patriot’. This seismic
acquisition program, which covered all of the defined prospects and leads within the Blocks, is expected, once processed and
interpreted, to allow vastly superior definition of structures beside and underneath salt bodies thereby allowing identification and
better risk definition of new prospects and leads.

During August 2010, Karoon executed a farm-in Agreement with Petréleo Brasileiro SA (“Petrobras”) to acquire a 20% interest
in Blocks BM-S-41/ S-M 1352 (Maruja Prospect) and BM-S-41/ S-M 1354 (Quasi Prospect) located in the offshore Santos Basin,
Brazil. Subject to obtaining regulatory approvals in Brazil (including from the Brazilian Petroleum agency), Karoon will earn a 20%
interest in both Blocks by funding 35% of a well in the Maruja Prospect, as part of a two well drilling program. Karoon will also
pay its equity share of continued work and reimburse Petrobras for sunk costs.

Karoon Gas Australia Ltd Annual Report 2010
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CHAIRMAN'S REPORT

It has been a very active year for Karoon with the drilling of three wells and acquisition of three large 3D
seismic data sets. Results from this work have contributed to the legitimacy of the Poseidon field in the
Browse Basin and aided Karoon in its preparation for the commencement of drilling in Brazil and Peru in
the coming financial year.

Karoon was delighted with the results of the Kronos-1 production test of 26mmscf/d through a 32/64 inch choke. The test indicates
another culmination in the Greater Poseidon structure and this information will be crucial in future planning for drilling in 2011.

The Kronos-1 well followed the drilling of Poseidon-2 where a new reservoir was discovered over the target Plover reservoir and
the Poseidon structure perimeter was confirmed. The Poseidon-2 test was, however, disappointing from the perspective of providing
information about the quality of the reservoir at the Poseidon-2 location.

Karoon is looking forward to the re-commencement of exploration drilling on the Greater Poseidon structure, scheduled to begin
in the first half of 2011. The objective of the new program is to explore untested fault block culminations within the Greater Poseidon
structure, minimise risks in decision making on the development of the area, obtain information to assist with gas marketing and
establish future financing.

Following the drilling of three wells in the past 12 months and commencement of seismic data interpretation, Karoon is satisfied
with current results and maintains its most likely contingent resource estimate or P50 of 7TCF, with the potential for resource
expansion.

The acquisition of seismic data in Brazil and Peru will provide Karoon with the data needed to prepare for future drilling campaigns.
The seismic data has been structured to give Karoon optimal use of existing information, which will enable us to create an excellent
geotechnical model of the source rocks, structures, leads and prospects along with direct comparisons to existing fields in the
region. As more data is acquired and interpreted, Karoon will build greater knowledge of, and confidence in, the acreage acquired
in South America.

Early data cubes from the Brazilian seismic acquisitions have provided further evidence of the prospectivity of Karoon’s South
American portfolio. In addition, continued discoveries in the Santos Basin by other companies is encouraging as shallow water
regions have become a target area for good sized discoveries (for example, the Piracuca Discovery which has 550 million boe in
place, and is just five kilometres from the border of our Blocks). Karoon has now identified six prospects and one lead around
three geological structures, all with prospective resource estimates of between 100 and 300 million boe in place.

Peruvian 3D seismic has provided additional clarity to the existing 2D data set acquired in early 2009. Karoon has further identified
prospects and direct hydrocarbon indicators are present in the processed seismic. The work completed over this financial year
provides Karoon with confidence in the prospectivity of its Tumbes Basin assets.

The Way Forward

Despite these positive results and strategic use of shareholder capital to conduct drilling and seismic acquisitions, Karoon, like all
companies, has suffered at the hands of a turbulent year with volatile markets and fearful investors. While | was encouraged to
see many new shareholders of all sizes entering the register, Karoon has traded below its previous high market capitalisation. This
provided an opportunity for those with capital to invest and lament from others who had invested at higher prices. The Directors and
management of Karoon are working diligently to capitalise on the Company’s prospective value and prepare the Company for its
significant global drilling campaign. The Company's goal is to grow into a serious LNG player and global production company. | am
confident the work completed in 2009-2010 will put Karoon in a commanding position and provide for significant growth in the
upcoming financial years.

Karoon's exploration and appraisal assets in Australia, Brazil and Peru provide great opportunities and set the stage for a very
exciting upcoming financial year.

On behalf of the Board, | would like to thank all Karoon shareholders for their continued support.

Mr Robert Hosking
Executive Chairman

Karoon Gas Australia Ltd Annual Report 2010
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CHAIRMAN'S REPORT continued

Karoon Register by Investor Type as at 7 July 2010

B Institutional investors

Private investors outside top 50
H Directors of KAR

Private investors inside top 50

Top 20 Australian Qil and Gas Companies by Market Capitalisation as at 30 June 2010
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Karoon I

Woodside Petroleum Ltd
Origin Energy Ltd

Santos Ltd

Oil Search Ltd

Arrow Energy Ltd

AWE Limited

Beach Energy Ltd

Eastern Star Gas Ltd

New Zealand Oil & Gas Ltd
Horizon Oil Ltd

Bow Energy Ltd

Molopo Energy Ltd

Nexus Energy Ltd
Carnarvon Petroleum Ltd
ROC Oil Company Ltd
Aurora Oil & Gas Ltd
Antares Energy Ltd

Cue Energy Resources Ltd
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2009-2010 OPERATIONS
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2010

Australia
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Karoon secured its Browse Basin permits, located 350km offshore from the north western Australian coastline during 2005. Including
the Poseidon and Kronos discoveries, the Browse Basin cumulatively has the potential to contain up to six billion barrels of oil
equivalent in condensate and gas. Together with our joint venture partner, ConocoPhillips, we are in the exploration phase of our
Browse development with more drilling due to commence in 2011.

During the financial year, Karoon continued drilling in the Browse Basin with the drilling of the Kontiki-1 exploration well, the
completion of the drilling, coring and testing of the Poseidon-2 exploration well, and the drilling, coring and testing of the Kronos-1
exploration well. These wells form part of a multiple exploration well program, which is designed to test prospects within the
WA-314-P, WA-315-P and WA-315-P exploration permits.

The success of Poseidon and Kronos will help define the size and productive capacity of the Greater Poseidon structure and form
the basis for any future development decision. The exploration program included wells designed to test the down dip extremities
of the field, as was the case with Poseidon-2, and to test a structural high in the south with Kronos-1. The short-term forward
program involves the completion of the processing and interpretation of the 2,828 square kilometre Poseidon 3D seismic survey,
undertaken late in 2009 over the Greater Poseidon structure and surrounding prospective areas.

The new seismic data will form the basis for the planning of the next drilling program, which is expected to include a minimum
of four wells with options for additional wells to commence in the first half of 2011.

The highlight of the financial year was the completion of the final exploration well in the first phase drilling campaign, Kronos-1.
The Kronos-1 well was located on the south western high of the Greater Poseidon structure. Kronos-1 was spudded during February
2010, 15 kilometres to the south west of the Poseidon-1 exploration well and was drilled to 5,329mRT. This well was designed
to test and evaluate the Plover reservoirs located high on a separate culmination of the Greater Poseidon structure. A key Kronos-1
objective was to define potential commercial production rates and gas composition on the crest of the Greater Poseidon structure.

Kronos-1 was production tested over the interval 4,999-5,052mRT. The maximum sustainable flow rate attained during a multi-phase
test was 26mmescf/d through a 32/64 inch choke, with flowing well head pressure of 3,900psia. Significantly, the flow rate
achieved was downhole equipment constrained. A condensate-gas ratio of 9.5bbl/mmscf was measured at the surface, along
with a 10% carbon dioxide content taken from the gas flow on a volume basis.

Karoon Gas Australia Ltd Annual Report 2010
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2009-2010 OPERATIONS coninuen
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2010

Based on the analysis of the well test data, Karoon believes that future possible production wells drilled adjacent to the Kronos-1
location could have the potential to flow at commercial rates well in excess of 100mmscf/d.

As planned, Kronos-1 was plugged and abandoned during early June 2010 following final well evaluation and production testing.
The Kronos-1 exploration well also fulfilled one of the primary term well commitments for WA-398-P.

Early in the financial year, the Kontiki-1 exploration well was also drilled by the Transocean ‘Legend’. The Kontiki-1 exploration well
in exploration permit WA-314-P was drilled to a total depth of 4,600mRT. Karoon's interpretation is that the well penetrated
approximately 40 metres of interbedded sands with complex lithologies over a gross interval of approximately 460 metres.
Interpretation of mudlogging and petrophysical data indicated some possible gas saturation in poorly developed sands. This Kontiki-1
exploration well provided a greater understanding of the geology in WA-314-P and was plugged and abandoned.

The Poseidon-2 exploration well was spudded during October 2009 with the objective to test the extent, presence and quality of
Plover reservoirs down-dip from the Poseidon-1 exploration well where the Plover formation was interpreted to thicken. Poseidon-2
was located in WA-398-P, on the southern flank of a north east trending structural high of the Greater Poseidon structure.

Prior to intersecting the Plover formation, Poseidon-2 penetrated a 20 metre gross hydrocarbon bearing sand interval in the Montara
Formation not seen in Poseidon-1. This interval offers the potential for significant additional reserves and will be evaluated during
the 2011 and 2012 drilling campaign.

After an initial Plover formation level Drill Stem Test (“"DST") encountered technical difficulties, a subsequent DST was completed
with a flow rate of 850 standard cubic feet per day on a 1 inch choke. Liquids volumes were not measured due to the low gas
rates and a gas-liquids separator was not used.

Overall, the Poseidon-2 exploration well provided much needed data about the Greater Poseidon structure. Key highlights of
Poseidon-2 were the discovery of a potential gas reservoir in the Montara sands above the targeted Plover formations, the penetration
of three Plover formation sands as seen in Poseidon-1 and overall the confirmation of movable gas in this down-dip location on
the perimeter of the Poseidon structure as previously mapped.

Poseidon-2 was drilled by the Transocean ‘Legend’ to a total depth of 5,356mRT and was plugged and abandoned as planned
during February 2010. The Poseidon-2 exploration well fulfilled one of the primary term well commitments in WA-398-P.

During December 2009, subsequent to the completion of Poseidon-2, ConocoPhillips exercised its right to acquire an additional
9% equity in exploration permits WA-314-P and WA-315-P. To fulfil the exercise of the option, ConocoPhillips will pay 80% of the
next US$125 million in joint venture expenditure within exploration permits WA-314-P and WA-315-P.

Well data from the three wells to-date drilled over the Greater Poseidon structure is being analysed, integrating the interpretation
of the new Poseidon 3D seismic data that is currently being processed. From this, further well locations will be identified in
preparation for a second phase drilling program planned in the first half of 2011. That drilling program will run for at least one year.
Karoon's assessment of the contingent and prospective resources of the Browse Basin permits will be independently verified
when a full analysis of the drilled wells and the recent 3D seismic is completed.

Permit interests of the participants in WA-314-P, WA-315-P and WA-398-P are:

Karoon Gas (Browse Basin) Pty Ltd 40.00%
ConocoPhillips (Browse Basin) Pty Ltd (Operator)  60.00%

Karoon Gas Australia Ltd Annual Report 2010
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During the financial year, Karoon continued geological and geophysical interpretation of AC/P8 and made preparations for a CSEM
survey. This survey was completed during August 2010, fulfilling a government work commitment. The results of the survey will be
processed and interpreted later in 2010.

Karoon believes the AC/P8 permit offers good exploration potential due to its location in an existing oil and gas producing province
and its proximity to several producing oilfields, including the Woodside Energy Ltd operated Laminaria and Corallina fields.

The AC/P8 permit contains two prospects and a number of leads that will need to be further defined by Karoon and its joint venture
partner, Talisman.

Permit interests of the participants in AC/P8 are:

Karoon Energy International Ltd (Operator) 66.67%
Talisman Oil & Gas (Australia) Pty Limited 33.33%

South America

During August 2010, Karoon signed a farm-in agreement with Petrobras to acquire 20% of two Santos Basin exploration Blocks.
Subject to obtaining regulatory approvals in Brazil (including from the Brazilian Petroleum agency), Karoon will earn a 20% interest
in both Blocks by funding 35% of a well in the Maruja prospect, as part of a two well drilling program. Karoon will then pay its
equity share of continued work and reimburse Petrobras for sunk costs.

During the financial year, Karoon investigated the potential for a listing of its South American assets in South America. As at the
date of this report, work is continuing toward a final decision on the matter. In the meantime, Karoon has been preparing its South
American business unit for a potential stock exchange listing. As part of the potential listing of the South American assets and in
light of the new acreage acquisition from Petrobras, Karoon acquired a report from a leading independent engineering company,
DeGolyer and MacNaughton. The report incorporated the results of newly acquired and processed 2D seismic in Peru and reprocessed
3D seismic in Brazil. The report stated that Karoon's Brazilian and Peruvian exploration assets had a risked net mean prospective
resource of 589 million boe. The unrisked net mean prospective resource was 2,150 million boe.

Karoon Gas Australia Ltd Annual Report 2010
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2009-2010 OPERATIONS coninuen
FOR THE FINANCIAL YEAR ENDED 30 JUNE 2010
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During March 2008, Karoon was awarded offshore exploration Blocks 1037, 1101, 1102, 1165 and 1166. During August 2010 and
as outlined above, Karoon agreed to acquire from Petrobras an interest in Blocks 1352 and 1354.

Karoon considers its Brazilian Blocks highly prospective and interpretation work to date has indicated the presence of several
leads/prospects with a total DeGolyer and MacNaughton certified risked prospective resource estimate of 456 million barrels of
oil and associated gas. There is currently one prospect, Pico de Jaragua, that is drill ready, and as work progresses it is expected
that at least two more of these leads/prospects will mature to be drillable. Karoon's economic assessment of its Blocks indicate
that this area could be rapidly brought into production due to the relatively shallow water depths and proximity to existing oil and
gas infrastructure.

The Santos Basin Blocks are 220 kilometres off the coast from the Santa Catarina region of Brazil, just south of Rio de Janeiro,
which has recently yielded multiple oil discoveries. Recent discoveries in the Santos Basin include the Tupi and Carioca oil fields,
the Newton oil discovery, the Caravela and Coral fields and the Merluza field.

Most recently Petrobras announced the discovery of a 550 million boe in place resource at the Piracuca field, just five kilometres
to the north-east of Karoon's Blocks. Karoon is currently evaluating the technical information available from this discovery.

During the financial year, Karoon completed a 750 square kilometre wide azimuth 3D seismic acquisition program. The 3D seismic
acquisition was completed by WesternGeco. This seismic acquisition program, which covered all of the defined prospects and
leads within the Blocks, is expected, once processed and interpreted, to allow vastly superior definition of structures beside and
underneath salt bodies thereby allowing identification and better risk definition of new prospects and leads. To the best of Karoon'’s
knowledge, this was the first application of a wide azimuth 3D seismic acquisition in Brazil. WesternGeco has commenced processing
of the survey, with results expected later in 2010. This seismic will fulfil the first period work program commitments for the
Blocks and prepares Karoon for its future drilling campaign.

Initial research and planning for a drilling program also commenced during the financial year, with the environmental and regulatory
approval process for future drilling operations underway. Drilling is expected to commence in late 2011 or early 2012.

Karoon also continued its geotechnical work in its Santos Basin Blocks. Recent discoveries in the area immediately around Karoon'’s
Blocks provided Karoon with additional information assisting with the delineation of prospects and leads.

Karoon is a 100% interest holder in Santos Basin Blocks 1037, 1101, 1102, 1165 and 1166.

Block interests of the participants in Santos Basin Blocks 1352 and 1354 are (subject to regulatory approvals):

Petroleo Brasileiro SA (Operator) 80%
Karoon Petréleo & Gas Ltda 20%

Karoon Gas Australia Ltd Annual Report 2010
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During 2008, Karoon signed a farm-in agreement to acquire an initial 20% interest in Block Z-38. Block Z-38 is located in the
Tumbes Basin, offshore in the northwest of Peru. It is a region that is experiencing renewed activity after a series of successful
exploration programs by BPZ Energy, the operator of Z1 Block which is adjacent to Block Z-38. The Talara Basin, to the south of
the Tumbes Basin, has produced more than one billion barrels of oil.

Subject to obtaining relevant regulatory approvals and completion and funding of second and third year work commitments,
including drilling two exploration wells, Karoon's ownership interest will increase to 75%.

Environmental impact assessment preparation and related approval applications commenced during the financial year for future
drilling campaigns. Drilling in the Block is expected to commence during the 2012 financial year.

Interpretation of new 2D seismic data acquired earlier during 2009 was completed and subsequently a new 1,500 square kilometre
3D seismic acquisition program was completed.

Karoon contracted CGG Veritas for the use of the ‘M/V Geowave Endeavour’ for the 3D seismic survey. CGG Veritas was also
contracted for the processing of the data. Processing will continue through to the end of 2010. Early work on a fast track 3D
seismic data set has confirmed the presence of a number of encouraging leads. Prospect and lead evaluation work is ongoing and
needs to be completed before drillable prospects can be firmed up.

Karoon also began preparations for carrying out a sea bed coring program, in order to investigate the presence and characteristics of
any hydrocarbon seeps. The survey was successfully completed in July 2010 and the results are expected in the first quarter of 2011.

After completion of third year work commitments and subject to regulatory approvals, equity interests in Block Z-38 will be:

KEI (Peru Z38) Pty Ltd, Sucursal del Peru (Operator) 75.00%*
Vietnam American Exploration Company LLC 25.00%

* Equity interests stated are based on the post farm-in ownership.

Peru Block 144
Block 144 in Peru is located within the onshore Maranon Basin, on the eastern side of the Andes mountain range. The Block was
awarded during April 2009.

Karoon continued its geotechnical, social and environmental work in the Block and has now completed the reprocessing of 1,000
kilometres of existing 2D seismic data. Geophysical interpretation using the reprocessed data has identified the presence of a
four way dip closed structure in the southern portion of the Block. This prospect is considered substantial with a prospective resource
potential of 120 million barrels. The prospect is located in proximity to a navigable river and an underutilised oil export pipeline
from the Maranon Basin to the Pacific Ocean, offering potential lower cost development opportunities. Karoon has a 100% equity
interest in Block 144.

Karoon Gas Australia Ltd Annual Report 2010
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DIRECTORS’ REPORT

The Board of Directors submits its Directors’ Report on Karoon Gas Australia Ltd and its subsidiaries (the “Group”) for the financial
year ended 30 June 2010 (the “financial year”).

Board of Directors

Under the Company’s Constitution, the minimum number of Directors that may comprise the Board of Directors is currently
three and the maximum number of Directors is 10. Directors are elected and re-elected at annual general meetings of the

Company.

The names of the Directors of Karoon Gas Australia Ltd (the “Company”) during the financial year and up to the date of this Directors’

Report are set out below:

Mr Robert M Hosking
Executive Chairman
Appointed 11 November 2003.

Robert is the founding Director

of the Company and has more than
30 years of commercial experience
in the administration of several
companies. Robert has been
involved in the oil and gas industry
for 14 years and was the founding
Director/Shareholder of Nexus
Energy Limited.

Robert also has a background of
more than 17 years commercial
experience in the steel industry.
He jointly owned and managed
businesses involved in the
transglobal sourcing, shipping

and distribution of steel-related
products, with particular expertise
gained in Europe and the Asia/
Pacific Rim.

Member of the Audit Committee.

Karoon Gas Australia Ltd Annual Report 2010

Mr Mark A Smith

Dip. App. Geol, Bsc. (Geology)
Executive Director and Exploration
Manager

Appointed 20 November 2003.

Mark has 30 years experience

as a geologist and exploration
manager in petroleum exploration
and development in Australia, South
East Asia and North America. The
bulk of this experience was gained
while working with BHP Petroleum.
Mark has been directly involved with
11 economic oil and gas discoveries.

Mark has geosciences skills in regional
basin and tectonic studies, petroleum
systems fairway assessments,
prospect evaluations, risking and
volumetrics, fault seal prediction and
well-site operations. His management
skills cover general and human
resources management, acreage
evaluation and acquisition projects,
farm-ins/farm-outs, well site operations
management and management

of onshore and offshore drilling
operations.

Member of the Remuneration
Committee.

Mr Geoff Atkins
FIE Aust. RMIT Dip. Civ Eng.

Independent Non-Executive
Director

Appointed 22 February 2005.

Geoff has over 40 years experience
in investigation, planning, design,
documentation and project
management of numerous significant
port, harbour and maritime projects,
including container terminals, LNG
jetties, heavy lift wharves, cement,
coal, bauxite, iron ore and other bulk
terminals and naval bases.

Geoff has gained substantial overseas
experience completing marine projects
in Indonesia, Malaysia, Thailand,
Vietnam, Sri Lanka, India, South
Africa, Namibia, New Zealand and
the United Kingdom. LNG, oil, gas,
bulk ports and other large maritime
infrastructure projects that Geoff has
been involved in have included the
design of Woodside's LNG Jetty,
tender design of ConocoPhillips
Darwin LNG Jetty and concept
designs for the Sunrise LNG Jetty.
Geoff has also been involved in
investigations of proposed LNG
marine terminals in Taiwan, Iran

and Israel for BHP Petroleum and

the West Kingfish and Cobia oil
drilling platforms for ESSO/BHP

in Bass Strait.

Chairman of the Audit Committee.
Chairman of the Remuneration



Committee.
Mr Stephen Power B. Juris LLB

Non-Executive Director
Appointed 28 June 2005.

Stephen is a commerecial lawyer who
has spent over 20 years providing
advice to participants in the resources
industry in Australia and overseas.
Stephen is a partner in a boutique
law firm that provides commercial
advice to its predominantly listed
client base. Stephen has extensive
experience in all facets of commercial
and resources law, including the oil
and gas sector, both in an Australian
and International context. Stephen
regularly advises on farm-in
arrangements, joint ventures,
production agreements and other
facets of resources-related commercial
transactions. In addition to Stephen'’s
experience in the resources area,
Stephen has a significant practice
advising on capital raisings, including
the drafting of prospectuses,
underwritings and related work,
listing advice and the planning

and implementation of mergers

and acquisitions.

Member of the Audit Committee
and Remuneration Committee.

Company Secretary

Mr Scott Hosking B. Commerce
Appointed as Company Secretary
of the Company on 10 March 2006.

Scott has a significant international
financial and commercial management
background with expertise in equity
capital raisings. He has been involved
with several commercial ventures over
the past 12 years with experience in
international trade, finance and internal
corporate management. He has
previously held support positions

to Company Secretaries of listed
companies and was involved in the
listing of Karoon Gas Australia Ltd.

Karoon Gas Australia Ltd Annual Report 2010
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DIRECTORS’ REPORT continued

Meetings

The number of Directors’ meetings (including meetings of committees of Directors) and number of meetings attended by each
Director of the Company during the financial year were:

Audit Remuneration
Board Committee Committee

Director Meetings Meetings Meetings
A B A B
Mr Robert Hosking 7 7 4 3 - -
Mr Mark Smith 7 7 - 1 1
Mr Geoff Atkins 7 7 4 4 1 1
Mr Stephen Power 7 7 4 4 1 1

A. The number of meetings held during the time the Director held office during the financial year.
B. The number of meetings attended during the time the Director held office during the financial year.

Directors’ Interests in the Company’s Shares and Options

As at the date of this Directors’ Report, the Directors held the following number of ordinary shares and options over unissued
ordinary shares in the Company as follows:

Director Ordinary Shares, Fully Paid Unlisted Other Share Options
Mr Robert Hosking 12,102,320 1,750,000
Mr Mark Smith 2,572,037 1,500,000
Mr Geoff Atkins 412,500 1,000,000
Mr Stephen Power 300,000 1,000,000

Principal Activities
The principal activity of the Company during the course of the financial year continued to be investment in hydrocarbon exploration

and evaluation in Australia, Brazil and Peru.

Significant Changes in State of Affairs

During the financial year, the Company successfully completed $34,104,259 in new equity capital raisings:

® 3,614,367 ordinary shares were issued during July 2009 to shareholders via a Share Purchase Plan at $6.70 per ordinary share
that raised gross proceeds of $23,546,259; and

e 2,730,000 unlisted options were exercised during the financial year that raised gross proceeds of $10,558,000.

Results

The consolidated result of the Group for the financial year was a loss after income tax of $14,893,839 (2009: profit after income
tax of $4,452,766).

Financial Position

The net assets of the Group increased by $27,044,732 from 30 June 2009 to $361,703,571 during the financial year. This net increase
was largely due to the following factor:

e Gross proceeds of $34,104,259 raised from the issue of fully paid ordinary shares in the Company.

The Group's working capital, being current assets less current liabilities, has decreased from $223,326,426 as at 30 June 2009 to
$91,010,773 as at 30 June 2010.

Review of Operations

Information on the operations of the Group is set out in the 2009-2010 Operations review on pages 7 to 11 of this Annual Report.

Karoon Gas Australia Ltd Annual Report 2010



Future Developments, Business Strategies and Prospects, and Expected Results of Operations

Other than the matters included in this Directors’ Report or elsewhere in the Annual Report, future developments, business
strategies and prospects of the Company and the expected results of those operations have not been disclosed as the Directors
believe that their inclusion would most likely result in unreasonable prejudice to the Company and/or the Group.

Dividends

No dividend has been paid or declared by the Company to shareholders since the end of the previous financial year. The Company
intends to pay future dividends during financial periods when appropriate to do so.

Options

As at the date of this Directors’ Report, the details of options over unissued ordinary shares in the Company were as follows:

Exercise Price

Number Under

Type of Option Grant Date Date of Expiry Per Option Option
ESOP options 27 November 2007 31 October 2010 $2.95 205,000
Other share options 27 November 2007 31 October 2010 $2.95 500,000
Other share options 22 January 2008 31 October 2010 $2.95 500,000
Other share options 27 November 2008 30 April 2011 $4.00 250,000
Other share options 1 August 2008 30 April 2011 $4.50 750,000
Other share options 1 August 2008 30 April 2011 $5.00 750,000
ESOP options 3 November 2008 30 October 2010 $4.00 90,000
ESOP options 3 November 2008 30 April 2011 $5.00 905,000
Other share options 27 November 2008 30 April 2011 $4.50 750,000
Other share options 27 November 2008 30 April 2011 $5.00 750,000
ESOP options 28 November 2008 30 April 2011 $5.00 100,000
ESOP options 29 June 2009 30 October 2011 $6.84 200,000
Other share options 23 November 2009 12 November 2013 $14.07 1,000,000
ESOP options 23 November 2009 12 November 2013 $14.07 530,000
ESOP options 9 December 2009 18 November 2013 $11.50 1,700,000
ESOP options 25 March 2010 18 November 2013 $11.50 100,000

9,080,000

During the financial year, the following ordinary shares of the Company were issued on the exercise of options granted. No
amounts are unpaid on any of the ordinary shares issued:

Type of Option

Grant Date

Amount Paid Per

Ordinary Share

Number of Ordinary

Shares Issued

Other share options 1 August 2008 $4.00 750,000
Other share options 27 November 2008 $4.00 500,000
ESOP options 27 November 2007 $2.95 440,000
ESOP options 20 August 2008 $4.00 100,000
ESOP options 3 November 2008 $4.00 640,000
ESOP options 28 November 2008 $4.00 200,000
ESOP options 28 November 2008 $5.00 100,000

2,730,000

No fully paid ordinary shares have been issued since 30 June 2010 as a result of the exercise of Employee Share Option Plan
("ESOP") options or other share options since that date.
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For details of options issued to Directors and other key management personnel as remuneration, refer to the Remuneration Report
in this Directors’ Report.

Information relating to the Company’s ESOP and other share options, including details of options granted, exercised, cancelled,
forfeited and expired during the financial year and options outstanding at the end of the financial year, is set out in Note 28 of the
consolidated financial statements.

No option holder has any right under the options to participate in any other share issue of the Company or any other entity.

Indemnification of Directors and Officers

An indemnity agreement has been entered into between an insurance company and the Directors of the Company named earlier
in this Directors’ Report and with the full time Executive Officers, Directors and Secretaries of all Australian subsidiaries. Under
this agreement, the insurance company has agreed to indemnify these Directors, full time Executive Officers, Directors and Secretaries
against any claim or for any expenses or costs which may arise as a result of work performed in their respective capacities. The
contract of insurance prohibits disclosure of the nature of the liability and the amount of the premium.

As approved by shareholders at the Annual General Meeting held on 12 November 2009, the Company will continue to pay those
Director insurance premiums for a period of 10 years following termination of their directorships of the Company and will provide
each Director with access, upon ceasing for any reason to be a Director of the Company and for a period of 10 years following
cessation, to any Company records which are either prepared or provided to the Director during the time period they were a Director
of the Company.

Proceedings on Behalf of the Company

No person has applied to the Court under Section 237 of the Corporations Act 2001 for leave to bring proceedings on behalf of
the Company, or to intervene in any proceedings to which the Company is a party, for the purpose of taking responsibility on behalf
of the Company for all or part of those proceedings.

The Company was not a party to any such proceeding during the financial year.

Corporate Governance

In recognising the need for the highest standards of corporate governance and accountability, the Directors support the principles
of good corporate governance. The Company’s Statement of Corporate Governance is set out on pages 76 to 83 of this Annual
Report.

Environmental Regulation

The Company and its subsidiaries are subject to a range of relevant Commonwealth, State and International environmental laws
including:

e Petroleum (Submerged Lands) Act 1967 (Cth);

e Petroleum (Submerged Lands) (Management of Environment) Regulations 1999 (Cth);
e Environment Protection and Biodiversity Conservation Act 1999 (Cth);

e The Aboriginal and Torres Strait Islander Heritage and Protection Act 1994 (Cth);

® The Brazilian Federal Constitution (Brazil);

e The Brazilian Petroleum Law (Law No. 9,478, of August 6, 1997) (Brazil);

® The Brazilian Civil Code (Law No. 10,406, of January 19, 2002) (Brazil);

e The Brazilian Corporations Law (Law No. 6,404, of December 15, 1976) (Brazil);

® The Brazilian Bid Law (Law No. 8,666, of June 21, 1993) (Brazil);

® The Brazilian Federal Environmental Law (Law No. 6,938, of August 31, 1981) (Brazil);

e National — Ministry of Energy and Mines — Supreme Decree No. 042-2005-EM — Unique Comprised Text of the Organic Law of
Hydrocarbons (which text of the law was approved by Law No. 26221) (Peru);

¢ National — Congress of the Republic — Law No. 28611 — General Environmental Law (Peru);
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¢ National — Ministry of Energy and Mines — Supreme Decree No. 015-2006-EM — Regulations for Environmental Protection in
Hydrocarbon Activities (Peru);

¢ National — Ministry of Energy and Mines — Supreme Decree No. 043-2007-EM - Safety Rules for Hydrocarbon Activities (Peru);

e National — Ministry of Energy and Mines — Supreme Decree No. 032-2004-EM Rules of Hydrocarbon Exploration and Exploitation
Activities (Peru); and

e National — Ministry of Energy and Mines — Supreme Decree No. 052-93-EM - Safety Rules for Hydrocarbon Storage (Peru).

The Board of Directors believes the Company has adequate systems in place for managing its environmental obligations and is not
aware of any breach of those environmental obligations as they apply to the Company and/or Group. No circumstances arose during
the financial year that required an incident to be reported by the Company and/or Group under environmental legislation.

Greenhouse Gas and Energy Data Reporting Requirements

A Carbon Pollution Reduction Scheme (“CPRS"), or similar regime, has not yet been introduced by the Australian Federal Government.
However, greenhouse gas emissions, energy consumption and energy production reporting obligations under the National Greenhouse
and Energy Reporting Act 2007 (“NGER Act"”) apply.

The Group was not required to register and report greenhouse gas emissions, energy consumption and energy production under
the NGER Act for this financial year as it did not meet any of the relevant thresholds from activities conducted within the specified
Australian territory between 1 July 2009 and 30 June 2010.

Similarly, the Group’s current exploration, as the operator of AC/P8, is not expected to result in it meeting one of the thresholds
under the NGER Act for the next reporting period and, therefore, it is not expected that it will be required to register and report
under the NGER Act for the next reporting period.

However, the Company is in the process of assessing a cost effective, reliable and environmentally efficient method of dealing
with its future greenhouse gas emissions, energy consumption and energy production reporting obligations.

Non-Audit Services

The Company may decide to engage its external auditor, PricewaterhouseCoopers, on assignments additional to its statutory audit
duties where the external auditor’s expertise and experience with the Company and/or Group are important.

Details of the amounts paid or payable to the external auditor for non-audit services provided during the financial year are set out
in Note 7 of the consolidated financial statements.

The Board of Directors has considered the position and, in accordance with written advice received from the Audit Committee,
is satisfied that the provision of non-audit services is compatible with the general standard of independence for external auditors
imposed by the Corporations Act 2001. The Board of Directors is satisfied that the provision of non-audit services by the external
auditor did not compromise the external auditor independence requirements of the Corporations Act 2001 for the following reasons:

(a) all non-audit services have been reviewed by the Audit Committee to ensure they do not impact the impartiality and objectivity
of the external auditor; and

(b) none of the services undermine the general principles relating to external auditor independence as set out in APES 110 ‘Code of
Ethics for Professional Accountants’, including reviewing or auditing the external auditor's own work, acting in a management
or a decision making capacity for the Group, acting as advocate for the Group or jointly sharing economic risk and reward.

External Auditor’s Independence Declaration

A copy of the external Auditor's Independence Declaration for the financial year, as required under Section 307C of the Corporations
Act 2001, is set out on page 27.

No officer of the Company has previously belonged to an audit practice auditing the Company during the financial year.
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Matters Arising Subsequent to the End of the Financial Year

Other than the matters disclosed in Note 32 of the consolidated financial statements, there has not been any matter or circumstance
which has arisen since 30 June 2010 that has significantly affected, or may significantly affect:

(a) the Group's operations in future financial years;
(b) the results of those operations in future financial years; or

(c) the Group's state of affairs in future financial years.

Remuneration Report (Audited)

The Remuneration Report forms part of this Directors’ Report. The information provided in the Remuneration Report has been audited
by the external auditor as required by Section 308(3C) of the Corporations Law 2001.

The Remuneration Report is set out under the following main headings:

A. Remuneration policy (used to determine the nature and amount of remuneration).
B. Details of remuneration.

C. Service agreements.

D. Share-based remuneration.

E. Additional information.

Where appropriate, information which is included in other parts of the consolidated financial statements is included in this Directors’
Report by reference.

A. Remuneration Policy

The Board of Directors annually reviews remuneration of its Directors and employees aided by the Remuneration Committee.
Remuneration includes base salaries and equity-based bonuses and incentive schemes.

The Board of Directors has established a Remuneration Committee which provides overview and recommendations on recruitment,
retention and termination policies and procedures for senior executives and the remuneration framework for Directors. The Statement
of Corporate Governance provides further information on the role of this committee.

Non-Executive Directors’ fees are determined within an aggregate Directors’ fee pool limit, which is periodically recommended for
approval by shareholders. The maximum currently stands at $200,000p.a., including superannuation contribution, and was approved
by shareholders at the Annual General Meeting held on 3 November 2006.

Non-Executive Directors do not receive any performance-related remuneration.
The remuneration structure is based on a number of factors including length of service, particular experience, responsibilities of the
individual and the overall performance of the Company. Remuneration involves a balance between fixed and incentive pay, reflecting

short and long-term performance objectives appropriate to the Company’s circumstances and objectives. A proportion of senior
executive remuneration is structured in a manner designed to align the success of the Company with the employees who contributed.
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This is done by considering the following remuneration components:

¢ fixed base remuneration; and

e equity-based remuneration within limits set by the Board of Directors.

Options are issued under either the Company’s ESOP (to employees) or via other share options (to Directors).

The Directors and other key management personnel receive a superannuation contribution as required by the Australian Federal
Government, which is currently 9%p.a., and do not receive any other retirement benefits. Individuals, however, may choose to
sacrifice part of their salary to increase payments towards superannuation. It is at their discretion to seek individual financial advice

concerning each of their own personal superannuation funds.

Upon retirement, executives are paid employee benefit entitlements accrued to date of retirement.

Relationship Between the Remuneration Policy and Company Performance

Notwithstanding that the Group is still in the exploration and evaluation phase of activities and is still incurring operating losses
(excluding net foreign currency gains), the Company believes this policy was effective in increasing shareholder wealth over the
past five years through share price appreciation.

The tables below set out summary information about the Group’s earnings and movements in shareholder wealth to 30 June

2010:

30 June 2006 30 June 2007 30 June 2008 30 June 2009 30 June 2010
Financial Year Ended $ $ $ $ $
Revenue 931,762 2,878,695 5,320,930 4,868,541 6,459,623
Profit (loss) before income tax (2,835,982) (14,642,257) (6,055,339) 4,452,766 (14,893,839)
Profit (loss) for financial year (2,835,982) (14,642,257) (6,055,339) 4,452,766 (14,893,839)
Net assets at end of financial year 33,109,886 81,136,721 130,742,056 334,658,839 361,703,571

30 June 2006 30 June 2007 30 June 2008 30 June 2009 30 June 2010
Financial Year Ended $ $ $ $ $
Share price at beginning of financial year 1.71 1.45 2.38 4.54 9.09
Share price at end of financial year 1.45 2.38 4.54 9.09 5.95
Basic profit (loss) per ordinary share (0.0564) (0.2035) (0.0485) 0.0302 (0.0842)
Diluted profit (loss) per ordinary share (0.0564) (0.2035) (0.0485) 0.0300 (0.0842)
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Remuneration Report (Audited) (continued)

B. Details of Remuneration

This section of the Remuneration Report provides specific disclosures in relation to remuneration for the Directors and other key
management personnel listed below. In addition to the Directors of the Company, key management personnel are identified in
accordance with AASB 124 ‘Related Party Disclosures’ as those who had authority for planning, directing and controlling the
Group and/or Company activities during the financial year.

The remuneration for each Director and other key management personnel during the financial year and previous financial year

was as follows:

Share-
Post- Long- Based
Employment Term Payments
Ended 30 June 2010 Short-Term Benefits Benefits Benefits Expense
Long
Cash Non- Service Remuneration
Salary Monetary Superannuation Leave Consisting of Total
and Fees Benefits Contributions Provision Options Options* Remuneration
Name $ $ $ $ $ % $
Executive Directors
Mr Robert Hosking 400,000 9,925 - - 305,607 42.7 715,532
Mr Mark Smith 366,972 5,780 33,027 - 281,778 41.0 687,557
Non-Executive Directors
Mr Geoff Atkins 55,000 - 4,950 - 263,836 81.5 323,786
Mr Stephen Power 55,000 - 4,950 - 263,836 81.5 323,786
Total Directors’
remuneration 876,972 15,705 42,927 - 1,115,057 2,050,661
Other key management
personnel
Mr Scott Hosking 229,358 3,934 20,642 - 720,000 73.9 973,934
Mr Tim Hosking 201,835 3,141 18,165 - 552,000 71.2 775,141
Mr Lino Barro 275,229 - 24,771 - 324,611 52.0 624,611
Mr David Ormerod 247,706 - 22,294 - 167,020 38.2 437,020
Mr Jorg Bein 243,119 - 21,881 - 324,611 55.1 589,611
Total other key
management personnel
remuneration 1,197,247 7,075 107,753 - 2,088,242 3,400,317
Total key management
personnel remuneration 2,074,219 22,780 150,680 - 3,203,299 5,450,978
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Share-

Post- Long- Based
Employment Term Payments
Ended 30 June 2009 Short-Term Benefits Benefits Benefits Expense
Long
Cash Non- Service Remuneration
Salary Monetary Superannuation Leave Consisting of Total
and Fees Benefits Contributions Provision Options Options* Remuneration
Name $ $ $ $ $ % $
Executive Directors
Mr Robert Hosking 403,030 7,300 - - 1,374,393 77.0 1,784,723
Mr Mark Smith 366,972 10,509 33,027 16,454 1,810,722 80.9 2,237,684
Non-Executive Directors
Mr Geoff Atkins 54,800 - 3,600 - - - 58,400
Mr Stephen Power 40,000 - 3,600 - - - 43,600
Total Directors’
remuneration 864,802 17,809 40,227 16,454 3,185,115 4,124,407
Other key
management
personnel
Mr Scott Hosking 202,447 3,934 18,220 22,763 212,000 46.2 459,364
Mr Lino Barro 252,294 - 22,706 11,737 77,710 21.3 364,447
Mr David Ormerod 240,826 - 21,674 8,862 155,420 36.4 426,782
Mr Jorg Bein 228,593 - 20,573 9,715 77,710 23.1 336,591
Total other key
management personnel
remuneration 924,160 3,934 83,173 53,077 522,840 1,587,184
Total key management
personnel remuneration 1,788,962 21,743 123,400 69,531 3,707,955 5,711,591

* The percentage of total remuneration consisting of options, based on the value of options expensed in the consolidated statement of comprehensive
income during the financial year.

The amounts disclosed for the remuneration of Directors and other key management personnel include the assessed fair values
of options granted during the financial year, at the date they were granted. The value attributable to options is allocated to particular
financial periods in accordance with AASB 2 ‘Share-based Payment’, which requires the value of an option at grant date to be
allocated equally over the period from grant date to vesting date, adjusted for not meeting the vesting condition. For options that
vest immediately, the value is disclosed as remuneration immediately, in accordance with the accounting policy described in Note
1(p) of the consolidated financial statements.

Fair values of options are assessed under the Black-Scholes option pricing model. The Black-Scholes option pricing model takes
into account the exercise price, the term of the option, the vesting criteria, the impact of dilution, the non-tradeable nature of the
option, the share price at grant date and expected price volatility of the underlying share, the expected dividend yield and the
risk-free interest rate for the term of the option.

The options have been granted subject to continued employment with the Company but are not subject to the individual meeting
pre-determined performance criteria (for example, profitability and sales targets), given the Company is still in the exploration and

evaluation phase of activities.

Options have vesting periods of zero to four years, dependent upon the tranche of options being granted and the time elapsed
between formal approval and issue of options.

Further information on options is set out in Note 28 of the consolidated financial statements.
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Remuneration Report (Audited) (continued)

The Board has prepared a policy in relation to an individual limiting his or her exposure to risk in relation to securities (including
options).

Amounts disclosed for remuneration of Directors and other key management personnel exclude insurance premiums paid by the
Company in respect of Directors’ and officers’ liability insurance contracts, as the contracts do not specify premiums paid in respect
of individual Directors and officers. Information relating to insurance contracts is set out in this Directors’ Report.

C. Service Agreements

Remuneration and other terms of employment for the Executive Chairman, Executive Director, Chief Financial Officer and other
key management personnel are formalised in either service agreements or employment contracts. Each of these agreements
provide for the provision of benefits including health insurance, car allowances and participation, when eligible, in the Company’s
ESOP or other share options. Other major provisions of the agreements relating to remuneration are set out below.

Details of existing contracts between the Company and the Executive Directors and other key management personnel are as follows:

Base Salary
Notice/ Share (Including
Termination Termination Option Superannuation)
Name Term Expiry Period Payments Related Entity Eligible Amount
Executive Directors
Mr Robert Hosking Three 1 May 2011 In writing - Ropat Nominees Pty Ltd Yes $400,000
years six months Hosking Superannuation
Fund
Mr Mark Smith Three 1 May 2011 In writing Redundancy: |IERS (Australia) Pty Ltd  Yes $400,000
years three one year
months Change Bonnie Doon
of control: Superannuation Fund
one year
Other key management personnel
Mr Scott Hosking  Ongoing Ongoing In writing Redundancy: Yes $250,000
three one year
months Change
of control:
one year
Mr Tim Hosking Ongoing Ongoing In writing Redundancy: Yes $220,000
three one year
months Change
of control:
one year
Mr Lino Barro Ongoing Ongoing In writing Redundancy: Barro Superannuation Yes $300,000
three one year Fund
months Change
of control:
one year
Mr David Ormerod Ongoing Ongoing In writing Redundancy: Yes $270,000
three three
months months
Change
of control:
one year
Mr Jorg Bein Ongoing Ongoing In writing Redundancy: The J. Bein Yes $265,000
three one year Superannuation Fund
months Change
of control:
one year

The contracts for service between the Company and other key management personnel are on a continuing basis. The terms of
which are not expected to change in the immediate future.
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D. Share-based Remuneration
The Company has one ESOP, which was approved by shareholders at the 2009 Annual General Meeting.

Options are issued to other key management personnel as part of their remuneration to increase goal congruence between senior
executives and shareholders in accordance with the Senior Executive Remuneration Policy.

The Company also grants other share options to Directors. Options issued to Directors are approved on a case-by-case basis by
shareholders at relevant general meetings.

During the financial year 2,230,000 options over unissued ordinary shares of the Company were issued to Directors and other key
management personnel (refer to Note 29(c) of the consolidated financial statements).

The terms and conditions of each grant of options over unissued ordinary shares in the Company affecting remuneration in the
current or a future financial year are as follows:

Fair Value
Exercise Per Option
Date Vested Price Per at Grant
Grant Date and Exercisable Expiry Date Option Date % Vested
ESOP options
3 November 2008 30 April 2010 30 April 2011 $5.00 $0.63 100.0
29 June 2009 30 June 2010 30 October 2011 $6.84 $4.33 100.0
23 November 2009 23 November 2009 12 November 2013 $14.07 $2.40 100.0
9 December 2009 13 September 2011 18 November 2013 $11.50 $3.32 -
Other share options
1 August 2008 1 May 2010 30 April 2011 $5.00 $0.79 100.0
27 November 2008 1 May 2010 30 April 2011 $5.00 $0.69 100.0
23 November 2009 12 November 2012 12 November 2013 $14.07 $2.40 -

Options are granted for no consideration. When exercisable, each option is convertible into one ordinary share of the Company.
ESOP options expire between two and a half and four years after they are granted. The exercise price of ESOP options, issued
during the financial year, was based on the volume weighted average price at which the Company's ordinary shares traded on the

ASX during the 20 days of trading before the ESOP options were granted.

The exercise price of other share options is based on the weighted average price at which the Company’s ordinary shares traded
on the ASX during the twe