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2008 Financial Report

Attached is statutory format Financial Report for the year ended 30 June 2008
for Drillsearch Energy Limited (ASX:DLS). The Report is the final from the
Company prior to the inclusion of the results of the merger with Great Artesian
Oil & Gas Limited (formerly ASX:GOG). The Great Artesian merger was
completed on 12 August 2008.

The Chairman of Drillsearch, Peter Simpson, said that in delivering the statutory
report shareholders should be aware of a number of important developments
that occurred throughout the 2008 financial year.

e The highest oil and gas production (222,000 BOE) and revenues ($22.9
million) in the company's 20 year history. This represented a 54%
increase over production revenue in 2007.

e The successful recapitalisation of the Company raising a total of $38.6
million during a most difficult period in the capital markets.

e The Company's strong cash operating margin and the proceeds from
new share issues were applied to meet the Company's exploration
commitments and to retire all interest bearing debt obligations (including
debt of $20.18M). Your Company is now debt free, with $12 million
in cash reserves (as at 29 September 2008) and an ongoing steady
stream of reliable cash flows from its producing fields in South West
Queensland and Canada.

e Post 30 June 2008 the Company completed its merger with Great
Artesian and as a result has a strategic spread of Australian onshore
and offshore exploration and development assets targeting both oil and
the strengthening Australian gas sector along with an experienced team
to take the development of these forward.

e An active exploration and development programme in the 2009 financial
year will see a number of wells drilled starting with the Brownlow-1 and
Canunda-1 wells in PEL 106 in October. In addition, the Company is
looking to make a financial decision on whether to proceed with the
proposed Cool Energy designed high CO, gas processing facility in the
Cooper Basin in South Australia.

e 2008 was a year of positioning the Company for future growth and
adopting conservative balance sheet management.

e The recently strengthened Board and Management of the Company are
committed to enhancing shareholder value through the timely execution
of its existing asset exploration and development plans and actively
pursuing further opportunities through joint venture, merger and/or
acquisition.

For further information please contact the Company. The full Annual Report
including a detailed operating commentary will be available to Shareholders
along with the AGM Notice of Meeting before the end of October 2008.

Peter Simpson
Chairman

Drillsearch
Energy Limited



DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

1.

Statement of Significant Accounting Policies (Continued)

t) Provisions

Provisions are recognised when the group has a legal or constructive obligation, as a result of past events, for which
it is probable that an outflow of economic benefits will result and that outflow can be reliably measured.

u) Payables

Trade and Other Creditors
These amounts represent unpaid liabilities for goods and services provided to the parent entity and consolidated
group prior to the end of the financial year. The amounts are unsecured and are normally settled within 60 days.

v) Bank Loans

Bank loans are carried at their principal amount subject to set off arrangements. Interest is accrued over the period
of the loan.

w) Comparative Figures

Where necessary comparative information has been reclassified and repositioned for consistency with the current
year disclosures.

X) Goods & Services Tax (GST)

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

Cash flows are presented in the cash flow statement on a gross basis, except for the GST component of investing
and financing activities, which are disclosed as operating cash flows.

y) Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of assets that necessarily take a
substantial period of time to prepare for their intended use or sale, are added to the costs of those assets, until such
time as the assets are substantially ready for their intended use or sale.

All other borrowing costs are recognised in income in the period in which they are incurred.

z) Financial instruments

Recognition

Financial instruments, incorporating financial assets and financial liabilities, are recognised when the entity becomes
a party to the contractual provisions of the instrument. Trade date accounting is adopted for financial assets that are
delivered within timeframes established by marketplace convention.

Financial instruments are initially measured at cost on trade date, which includes transaction costs, when the related
contractual rights or obligations exist. Subsequent to initial recognition these instruments are measured as set out
below.

De-recognition

Financial assets are derecognised where the contractual rights to receipt of cash flows expires or the asset is
transferred to another party whereby the entity no longer has any significant continuing involvement in the risks and
benefits associated with the asset. Financial liabilities are derecognised where the related obligations are either
discharged, cancelled or expire. The difference between the carrying value of the financial liability

extinguished or transferred to another party and the fair value of consideration paid, including the transfer of non-
cash assets or liabilities assumed, is recognised in profit or loss. Financial assets at fair value through profit and loss

A financial asset is classified in this category if acquired principally for the purpose of selling in the short term or if so
designated by management and within the requirements of AASB 139: Recognition and Measurement of Financial
Instruments. Derivatives are also categorised as held for trading unless they are designated as hedges. Realised
and unrealised gains and losses arising from changes in the fair value of these assets are included in the income
statement in the period in which they arise.
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

1.

Statement of Significant Accounting Policies (Continued)
z) Financial instruments (continued)

Receivables

Receivables are recognised when the risks and rewards of ownership of the underlying sales transactions have
passed to customers. Credit terms are 14 days in Australia and 25 days in Canada. Collectability of overdue
accounts is assessed on an ongoing basis. Specific provisions are made for all doubtful accounts.
Held-to-maturity investments

These investments have fixed maturities, and it is the group’s intention to hold these investments to maturity.

Available-for-sale financial assets

Available-for-sale financial assets include any financial assets not included in the above categories. Available for
sale financial assets are reflected either at fair value or cost. Cost is used where there is no ability to value the
financial assets. Unrealised gains and losses arising from changes in fair value are taken directly to equity.

Financial liabilities
Non-derivative financial liabilities are recognised at amortised cost, using the effective interest rate method.

Critical accounting estimates and judgments

The directors evaluate estimates and judgments incorporated into the financial report based on historical knowledge
and best available current information. Estimates assume a reasonable expectation of future events and are based
on current trends and economic data, obtained both externally and within the group.

Estimates of Reserves

The estimated quantities of proven and probable hydrocarbon reserves reported by the Company are integral to the
calculation of depletion and amortisation expense and to the assessments of possible impairment of assets.
Estimated reserve quantities are based upon interpretations of geological and geophysical models and assessments

of the technical feasibility and commercial viability of producing the reserves.

Consolidated Group

Parent Entity

Note 2008 2007 2008 2007
$ $ $ $

2. Revenue
Sales revenue
- Australia 15,183,985 9,383,130 15,183,985 9,383,130
- Canada 7,756,405 5,462,460 - -
- Interest and dividend received 2a 349,820 131,643 323,688 131,643
Total revenue 23,290,210 14,977,233 15,507,673 9,514,773
Other Income
Fair value gain/(loss) (4,492) (159,565) - (159,565)
Gain on sale of investments 569,145 (44,612) R (44,612)
Other Income - 738,447 - 737,221
Net Proceeds on disposal of property, plant &
equipment 273,347 2,545 - 2,545
Management fees 10,000 22,705 217,135 22,705

848,000 559,520 217,135 558,294
2a Dividend revenue from:
-Other corporations 1,000 - 1,000 -
Interest revenue from:
- other persons 348,820 131,643 322,688 131,643
Total Dividend and Interest 349,820 131,643 323,688 131,643
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

3. Profit for the year

Expenses

Cost of sales 7,528,692 6,201,630 4,911,329 4,101,372
Depreciation of non-current assets 313,548 300,231 237,569 234,066
Amortisation of non-current assets 3a 3,462,026 2,095,935 1,371,559 1,484,913
Impairment Charges 3a 6,391,206 - 1,844,051 -
Impairment of loans to subsidiaries - - 819,147 -
Share valuation decrement 4,492 159,565 4,492 159,565
Bad and doubtful debts

- trade receivables 824 11 824 11
- term receivables - (27,221) - -
- other parties 211,381 24995 -
Total bad and doubtful debts 212,205 (27,221) 25,819 -
Provision for employee entitlements (24,972) 14,535 (24,972) 14,535
Employee benefit expense 992,367 1,499,830 984,570 1,125,858

b) Significant Revenues and Expenses
The following significant revenue and expense
items are relevant in explaining the financial

performance:

Write off of capitalised exploration expenditure 3b 7,954,985 839,896 7,386,524 9,438
Interest and finance charges

- external 3c 5,397,178 94,339 5,380,385 77,735
Provision for Interest on tax payable by foreign 3d 2 154.184

subsidiary B - - -

3a) amortisation for Parent entity includes primarily the amortisation charge on producing petroleum properties in permits
ATP 259 and ATP 299 of the cooper basin joint venture. Amortisation for the consolidated group includes, in addition to
parent entity, charge on the producing petroleum properties in Canada owned by partly owned subsidiary Circumpacific
Corporation. Drillsearch Energy (Canada) Incorporated recognised an impairment loss of CAD$104,100 relating to Talbot
Lake Pipeline gas wells 02-32-096-10W5 to 04-03-096-10W5 and a further impairment loss of CAD$4,022,985 of the
remaining Talbot Lake gas properties as proven or probable reserves had not been determined on the property.

The capitalised exploration and development expenditure in permits ATP 259 and ATP 299 of the cooper basin joint
venture were tested for impairment on the basis on wells that were plugged and abandoned. Impairment values on those
assets were expensed during the year.

3b) the Marina-1 wildcat exploration well in the Bonaparte basin of Western Australia drilled in September, 2007 in a joint
venture with Esso Australia Pty Ltd. was a gas discovery. The Marina-1 well and the associated exploration program defining
the target prior to drilling the well cost $7,229,249 (Drillsearch share). The Marina-1 well discovery was classified as
uneconomic and all costs were written off during the current period.

3c) the $18.4 million Meridian loan facility was completely repaid during the year. The interest, various fee and option
relinquishment consideration paid for the current year and those that were capitalised in the previous years were expensed in
the current year. Interest was also paid to joint venture parties.

3d) the wholly owned subsidiary Drillsearch Energy (Canada) Inc. provided for penalty interest on the reassessment of
year 2000 tax filing. It amounted to CAD 1,949,967.
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

Consolidated Group Parent Entity
Note 2008 2007 2008 2007
$ $ $ $
4. Income tax expense
(a) The components of income tax expense
comprise:
Current income tax change - - - -
Reassessment of Canadian Tax Payable by
Subsidiary 414,386 - - -
Reversal/adjustment of Deferred Tax Liabilities
previously recognised (623,467) (10,776) - -
Income tax expenses of Australian subsidiary - - - -
Net Income Tax Expense (209,081) (10,776)
(b) The prima facie tax on loss from
ordinary activities before income tax is
reconciled to the income tax as follows:
Prima facie tax benefit on loss from ordinary
activities before income tax at 30% (4,102,940) (909,781) (2,505,153) 728,000
total tax effect on non-deductible items 4,254,783 - 3,410,596 4,274,199
total tax effect on tax deductible items 3,219,550 - 3,056,030 -
Subtotal 3,067,708 (909,781) 2,150,587 728,000
Tax portion of capital raising costs recognised
in the profit & loss
Reassessment of Canadian Tax Payable by
Subsidiary 414,386 - - -
Reversal/adjustment of Deferred Tax Liabilities
previously recognised (623,467) (10,776) - -

Income tax expenses of Australian subsidiary - - R R
Tax effect of tax losses not brought to account
as they do not meet the recognised criteria (3,067,708) 909,781 (2,150,587) (728,000)
Deferred tax asset in respect of tax losses not
brought to account - - - -
Income tax attributable to operating loss (209,081) (10,776) - -
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements

for the year ended 30" June, 2008

Consolidated Group

Parent Entity

Note 2008 2007 2008 2007
$ $ $ $
5. Cash and cash equivalents
Cash at bank and in hand 2,401,783 1,009,463 150,881 100,364
Short-term bank deposits 9,512,659 1,696,685 9,512,659 1,696,685
11,914,442 2,706,148 9,663,540 1,797,049
The effective interest rate on short-term bank
deposits was 4.41% (2007: 4.48%); these
deposits have an average maturity of 1day.
Reconciliation of cash
Cash at the end of the financial year as shown
in the cash flow statement is reconciled to
items in the balance sheet as follows: 29
Cash and cash equivalents 11,914,442 2,706,148 9,663,540 1,797,049
Bank overdrafts - - - R
6. Trade and other receivables
Current:
Trade receivables 3,765,557 2,392,511 2,126,518 1,170,479
Other receivables and prepayments 719,198 100,247 20,631 48,044
Less: Provision for impairment of receivables (61,914) (61,915) - -
4,422,841 2,430,844 2,147,150 1,218,523
Unsecured loans receivable from:
- wholly owned subsidiaries - - 5,318,798 4,621,675
- partly owned subsidiaries - - 53,347 395,596
- director related entities - - - -
- other parties 135,309 148,056 135,309 135,659
Less: Provision for impairment of loans from
subsidiaries - - (819,147) -
135,309 148,056 4,688,307 5,152,930
Total Current receivables 4,558,150 2,578,900 6,835,456 6,371,453
Non-Current:
Security deposits 6a 113,296 113,296 113,296 113,296
Rental Bond 55,283 54,055 55,283 54,055
Total Non-Current Receivables 168,579 167,351 168,579 167,351
(6a) the security deposits are deposits with banks for compliance with Permit rules.
7. Financial assets
a) Current assets — Other financial assets at fair value through profit or loss.
i) Australian listed equity securities 7,000 23,492 7,000 23,492
ii) Unlisted shares 1 100,001 1 -
Total 7,001 123,493 7,001 23,492
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

7. Financial assets (continued)

Consolidated Group Parent Entity
Note 2008 2007 2008 2007
$ $ $ $

b) Non-current assets — Available for sale financial assets

i) Listed securities

- Equity securities - 1,414,776 - 1,207,826
i) Unlisted securities

- Equity securities - - - -

- 1,414,776 - 1,207,826
iii) Non current assets — other financial assets
- Shares in controlled entities at cost - - 7,012,364 7,298,768
Total non-current financial assets - 1,414,776 7,012,364 8,506,594
8. Inventories
Petroleum (crude oil & condensate) at cost 2,036,625 1,655,599 2,036,625 1,655,599
Consumable supplies at cost 135,268 62,659 135,268 62,659
Total Inventory 2,171,893 1,718,258 2,171,893 1,718,258

Petroleum stocks on hand are the parent entity's share of oil produced from the parent entity’s joint venture interests in
Queensland, Australia.

9. Property, Plant and Equipment

Production Plant on Petroleum properties 12,076,650 3,933,296 8,610,713 778,724
Additions during year 1,380,186 779,205 645,774 277,995
Transferred from development - 7,563,535 - 7,553,994
Disposals during the year - (34,416) - -
Foreign Currency Translation (180,784) (164,969) - -
Profit and disposal - - - -
Accumulated depreciation (2,992,720) (1,910,034) (1,204,493) (484,105)
10,283,332 10,166,617 8,051,994 8,126,608

Other Property and Equipment
(i) Plant and equipment 582,476 932,399 210,738 202,536
Accumulated depreciation (504,317) (555,166) (165,943) (135,546)
78,159 377,233 44,795 66,990
(i) Leased assets - 22,397 - 22,397
Accumulated amortisation - (11,002) - (11,002)
Total leased assets 11,395 11,395
(iif) Leasehold improvements - 12,043 - 12,043

Accumulated amortisation - (12,043)

(12,043)
Total leasehold improvements - -

(iv) Intangible assets

Computer software 57,552 55,502 57,552 55,502
Accumulated depreciation (41,099) (31,497) (41,099) (31,497)
Total intangible assets 16,453 24,005 16,453 24,005
Total property, plant and equipment 10,377,944 10,579,250 8,113,242 8,228,998
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

9. Property, Plant and Equipment (continued)
Reconciliation

Reconciliations of the carrying amounts of each class of property, plant and equipment (see above) at the beginning and end of
the current financial year are set out below:

Production Plant & Leased Intangibles Total
Plant Equipment Assets Computer

- Petroleum Software

Properties
Consolidated
Carrying amount at 01.7.2007 10,166,617 377,233 11,395 24,005 10,579,250
Additions 1,380,186 11,238 - 2,050 1,393,474
Transferred from development - - - - -
Disposals (243,855) (11,395) - (255,250)
Depreciation/amortisation (1,082,687) (66,457) - (9,602) (1,158,746)
Foreign currency exchange
differences (180,784) - - - (180,784)
Carrying amount at 30.6.2008 10,283,332 78,159 - 16,453 10,377,944
Parent Entity
Carrying amount at 01.7.2007 8,126,608 66,990 11,395 24,005 8,228,998
Additions 645,775 8,202 - 2050 656,027
Transferred from development - - - - -
Disposals - - (11,395) - (11,395)
Depreciation/amortisation (720,389) (30,397) - (9,602) (760,388)
Carrying amount at 30.6.2008 8,051,994 44,795 - 16,453 8,113,242

10. Other non-current assets

Consolidated Group Parent Entity
2008 2007 2008 2007
$ $ $ $

Exploration Expenditure
Balance brought forward 4,841,990 4,640,146 3,458,024 2,628,194
Expenditure incurred during year 7,002,809 1,197,288 6,129,347 839,268
Expenditure written off during the year a (8,681,201) (839,896) (7,386,524) (9,438)
Foreign currency translation (42,626) (155,548) - -
Balance carried forward 3,120,972 4,841,990 2,200,847 3,458,024
Development Expenditure
Balance brought forward 24,185,294 14,449,164 21,443,550 11,303,234
Expenditure incurred during year 4,381,706 23,002,891 4,057,421 22,175,598
Borrowing costs capitalised 1,306,406 2,792,925 1,306,407 2,792,925
Transferred to petroleum properties (5,774,908) (7,197,052) (5,774,908) (6,242,961)
Transferred to property, plant & equipment - (7,563,535) (7,553,994)
Expenditure written off during the year a (6,530,751) (1,031,252) (5,838,649) (1,031,252)
Foreign currency translation (183,739) (267,847) - -
Balance carried forward 17,384,008 24,185,294 15,193,821 21,443,550

Page 32



DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements

for the year ended 30" June, 2008

10. Other non-current assets (continued)

Consolidated Group

Parent Entity

Note 2008 2007 2008 2007
$ $ $ $

Petroleum Properties

Balance brought forward 13,930,997 8,171,930 7,449,096 1,619,743
Expenditure incurred during the year 439,098 416,738 2,794 40,053
Transferred from development properties 5,774,908 7,197,052 5,774,908 6,242,961
Depletion and amortisation expense (6,139,401) (872,643) (1,211,217) (453,661)
Foreign currency translation (438,086) (847,979) - -
Disposals during period (10,657) (134,101) - -
Balance carried forward 13,556,859 13,930,997 12,015,581 7,449,096
g?;f‘)'eft’ig'sora“on' development & petroleum 34,061,839 42,958,281 29,410,249 32,350,670

(a) The impairment of capitalised exploration and development expenditure was principally due to commercially

unsuccessful drilling costs associated with Marina 1 well in Bonaparte basin totalling $7.2 million and drilling expenditure
for wells plugged and abandoned in ATP 259 and ATP 299. The capitalised borrowing cost of $4 million associated with
the Meridian Facility was also written off on complete repayment of the facility.

11. Trade and other payables

Current:
Trade Creditors 2,740,008
Other Creditors 648,072

Loans
- director related entities 27 -
- wholly owned subsidiaries 27 -

7,496,670
232,708

1,940,293
392,126

2,245,869

6,649,833
204,145

1,732,804

3,388,080

7,729,378

4,578,288

8,586,781

12. Financial liabilities

Current:

Unsecured Liabilities

Other loans -
Lease and hire purchase liabilities 20 -
Secured Liabilities

- mortgage loans -

90,658

5,254,201

5,087,070

5,344,859

5,087,070

Non-Current:
Secured Liabilities
- mortgage loans -

14,934,875

14,934,875

14,934,875

14,934,875

Mortgage and Other Loans:
Meridian International Loan Facility Costs $

Loan principal 20,271,115
Establishment fees 752,500
Commitment fees 166,681
Interest expense 2,321,474
Restructure fees 165,000
Synthetic options 1,250,000
Intellectual property fee 600,000

Total cost of loan facility 25,526,770
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements

for the year ended 30" June, 2008

12. Financial liabilities (continued)

1. On 29 September, 2006, Drillsearch entered into an $18.54 million, three (3) year loan facility, with Meridian
International Capital Limited, Sydney (“Meridian”). This loan was extended by a further $1.73 million in July 2007.
2. During the financial year the loan facility was terminated. The material terms of the loan facility at the time of

termination included:

a)  Facility amount and interest — at an interest rate of 90 day BBSY, plus margin of 3.5%.
b)  Security — first ranking charge and mortgage over Drillsearch’s interests in the Tintaburra (ATP.299P) joint

venture including petroleum leases and tangibles.

c) Synthetic Options - That Drillsearch pay variable Loan Facility Risk Sharing (or incentive) cash fees to
Meridian calculated by reference to a contractual formula described as synthetic options. The term
“synthetic option” did not grant any options over the unissued capital of Drillsearch. Upon termination of the
loan facility agreement was reached to cancel these options for $1.25 million.

3. A fee of $600,000 for the purchase of intellectual property was also paid to Meridian on termination of the loan
facility
4. Establishment and other transaction costs incurred in connection with the loan facility that were capitalised to

development costs were written off on repayment of the loan facility.

Explanation of Finance Costs Consolidated Group Parent Entity
$ $

Meridian loan facility fee including capitalised (1,282,500) (1,282,500)
commitment and establishment fee
Meridian loan Interest including capitalised interest (4,038,277) (4,038,277)
expensed during the year
Interest paid to Joint venture parties (58,128) (58,128)
Interest paid to tax authorities (1,480) (1,480)
Interest charge in Canadian subsidiaries (16,793) -

(5,397,178) (5,380,385)
Mortgage

The loan of $167,131 that was secured by a mortgage over a condominium in Canada owned by a wholly owned
subsidiary was repaid from the sale proceeds of the condominium during the financial year.

13. Tax liabilities

Consolidated Group

Parent Entity

Note 2008 2007 2008 2007
$ $ $ $

Current
Income tax a 3,726,510 - - -
Non-Current
Consolidated Group Opening Charged to Charged Changes Exchange Closing

Balance Income directly to in Tax Differences Balance

Equity Rate

Deferred Tax Liability $ $ $ $ $ $
Balance at 30 June 2007 - - - - - -
Other - 207,641 - - - 207,641
Balance at 30 June 2008 - 207,641 - - - 207,641
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

Consolidated Group Opening Charged to Charged Changes Exchange Closing
Balance Income directly to in Tax Differences Balance
Equity Rate
$ $ $ $ $ $

Deferred Tax Assets
Balance at 30 June 2007 - - - - - R

Other - 324,085 - - - 324,085

Balance at 30 June 2008 - 324,085 - - - 324,085

Deferred tax assets not brought to

account, the benefits of which will

only be realised if the conditions for

deductibility set out in Note 1(b) 2008 2007
occur: $ $

temporary differences - -

tax losses: operating losses 3,067,708 (909,781)
tax losses: capital losses - -

Parent Entity

Deferred tax assets not brought to
account, the benefits of which will
only be realised if the conditions for
deductibility set out in Note 1(b)
occur:

temporary differences - -

tax losses: operating losses 2,150,587 (728,000)
tax losses: capital losses - -

a. During the financial year, Drillsearch Energy Canada Incorporated, a wholly owned subsidiary of Drillsearch, received a re-
assessment for the 2000 taxation year. The liability including penalties and interest now stands at CAD $3,620,305. The Company
has referred this matter to legal counsel and has formally objected to the re-assessment.
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DRILLSEARCH ENERGY LIMITED ABN: 73 006 474 844 AND CONTROLLED ENTITIES

Notes to and forming part of the Financial Statements
for the year ended 30" June, 2008

14. Provisions

Consolidated Group Site Long term Other Total
Restoration Employee
Benefit
$ $ $ $
Opening balance at 1 July 2007 2,132,988 36,557 R 2,169,545
Additional provisions 594,514 8,073 - 602,587
Amounts used (160,548) - - (160,548)
Unused amounts reversed (10,823) (33,044) (43,867)

Increase/Decrease in the amount arising

because of the effect of any change in the

exchange rate (171,925) - - (171,925)
Increase in the discounted amount arising

because of time and the effect of any change in

the discount rate i, - R R

Balance at 30 June 2008 2,384,206 11,586 _ 2,395,792

Parent Entity

Opening balance at 1 July 2007 255,000 36,557 291,557
Additional provisions 8,073 8,073
Amounts used -

Unused amounts reversed - (33,044) (33,044)

Increase in the discounted amount arising
because of time and the effect of any change in
the discount rate - - - -

Balance at 30 June 2008 255,000 11,586 266,586

Consolidated Group Parent Entity

2008 2007 2008 2007

$ $ $ $

Analysis of total provisions
Current:
Employee benefits 11,586 12,245 11,586 12,245
Non-Current:
Employee benefits - 24,312 - 24,312
Site restoration & rehabilitation 2,384,206 2,132,988 255,000 255,000

2,384,206 2,157,300 255,000 279,313

Provision for Site Restoration

A provision has been recognised for the costs to be incurred for the restoration of the well sites used for the exploration
of petroleum and gas. It is anticipated that the well will require restoration within next 5 years. A discount rate adjusted to
reflect the risk inherent in the drilling operation has been applied.

Provision for Long-term Employee Benefits

A provision has been recognised for employee entitlements relating to annual leave. The measurement and recognition
criteria relating to employee benefits have been included in Note 1 to this report.
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15. Issued capital

Consolidated Group

Parent Entity

Note 2008 2007 2008 2007
$ $ $ $

(a) Issued Capital 1,116,136,088 shares

(2007: 403,393,696)

Ordinary shares fully paid 67,802,582 30,339,117 67,802,582 30,339,117

(b) Movements in issued ordinary shares

Date Details Number of Issued Price Amount

Shares Cents $

30.6.2007 Opening Balance 403,393,696 30,339,117

04.09.07 Shareholder Share Purchase Plan (a) 63,089,279 11.295 7,126,000

08.10.07 Rights Issue (b) 91,585,065 10 9,158,506

22.02.08 Rights Issue (©) 211,149,720 4 8,445,989

20.03.08 Shortfall placement of shares (d) 20,975,478 4 839,019

22.04.08 Shortfall placement of shares (d) 302,317,850 4 12,092,714

24.04.08 Shortfall placement of shares (d) 23,625,000 4 945,000

1,116,136,088 68,946,345

Less: Transaction costs arising on share

issues recognised directly in equity - (1,143,763)
30.6.2008 Balance 1,116,136,088 67,802,582
30.6.2006 Opening Balance 403,393,696 30,339,117
Issued during the year - -

30.6.2007 Closing Balance 403,393,696 30,339,117

a) On the 4" of September 2007, a shareholder share purchase plan (SSPP) resulted in 63,089,279 shares
allotted to eligible shareholder applicants at 11.295 cents each.

b) On 8" of October 2007, a Rights Issue resulted in 91,585,065 shares allotted at 10 cents each.

c) On 22" of February 2008, a Rights Issue resulted in 211,149,720 shares allotted at 4 cents each.

d) Between 20" March 2008 and 24" April 2008, the shortfall on the February Rights Issue was placed with
sophisticated investors. 346,918,328 remaining shares were allotted at 4 cents each. These shares include
23,625,000 shares allotted to Great Artesian Oil and Gas Ltd. which became a wholly owned subsidiary of the
parent since the reporting date.

(c) Options

(i)
(ii)

Drillsearch Energy Limited does not have an employee option plan.
For information relating to share options issued to key managerial personnel during the financial year, refer to

note 30 on Share Based Payments.

(d) Capital Management

Management controls the capital of the group in order to maintain a good debt to equity ratio, provide the shareholders with
adequate returns and ensure that the group can fund its operations and continue as a going concern. The group’s debt and
capital includes ordinary share capital and financial liabilities, supported by financial assets. There are no externally imposed
capital requirements.

Total borrowings

Less cash and cash equivalents

Net debt
Total equity

Total capital

Gearing ratio

Note

11,12

Consolidated Group

2008
$
3,388,080
(11,914,442)
(8,526,362)
53,865,913
45,339,551

N/A

2007
$
22,664,253
(2,706,148)
25,302,964
31,765,850
57,068,814

40%

Parent Entity

2008 2007
$ $

4,578,288 23,521,656
(9,663,540)  (1,797,049)
(5,085,252) 26,811,677
58,537,453 30,263,582
53,452,201 57,075,259
N/A 41%
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16. Reserves

a. Capital Profits Reserve
The capital profits reserve records non-taxable profits on sale of investments.
b. Asset Revaluation Reserve

The asset revaluation reserve records revaluations of non-current assets. Under certain circumstances dividends can be
declared from this reserve.

c. Asset Realisation Reserve
The asset realisation reserve records realised gains on sales of non-current assets.
d. Foreign Currency Translation Reserve

The foreign currency translation reserve records exchange differences arising on translation of a foreign controlled
subsidiary.

e. General Reserve
The general reserve records funds set aside for future expansion of the consolidated group.
f. Option Reserve
The option reserve records items recognised as expenses on valuation of employee share options.
g. Financial Assets Reserve
The financial assets reserve records revaluation of financial assets.
h. Hedge Reserve

The hedge reserve records revaluations of items designated as hedges.

17. Capital and leasing commitments

Consolidated Group Parent Entity
Note 2008 2007 2008 2007

$ $ $ $
(a) Capital expenditure commitments
Expenditure commitments on existing oil and 19,174,000 5,912,000 14,717,000 5,912,000
gas properties*
Payable:
- no later than 12 months 12,361,000 5,912,000 9,772,000 5,912,000
- between 13 months and but not later than 2 6,813,000 - 4,945,000 -
years

19,174,000 5,912,000 14,717,000 5,912,000

(b) Finance Lease Commitments
Finance lease rentals are payable as follows:
- no later than 12 months - - - -

- between 13 months and but not later than - - - -
five years

Less: Finance charges - - - -

*Including commitments of Great Artesian Oil and Gas Limited, which became a wholly owned subsidiary of Drillsearch Energy
limited after the balance sheet date. These commitments may alter or the permit/interest be relinquished depending upon
exploration results or the Companies decision to farm in or out or permits.

(c) Operating Lease Commitments
As at 30th June, 2008, the consolidated group had commitments for rental of office space and equipment. The minimum
payments are as follows:

Not later than one year 333,577 233,398 157,860 153,264
Later than one year but not later than five years 1,024,139 218,133 631,440 153,264
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1,357,716 451,531

789,300

306,528

18. Contingent liabilities and contingent assets

Consolidated Group
2008 2007
$ $

Estimates of the potential financial effect of contingent
liabilities that may become payable:

Contingent Liabilities

Contingent liability in respect of Canadian income tax, due
to the deferral of income tax liability of the parent entity
(Canadian branch) in respect of that portion of the
consideration received on sale of petroleum properties to
another subsidiary that comprises shares in Drillsearch
Energy (Canada) Inc. As the parent entity (Canadian
Branch) has no intention of selling the shares, this amount
is regarded as a contingent liability.
476,475 476,475

Subsequent to previous financial year end Drillsearch

Energy Canada Inc. a wholly owned subsidiary of

Drillsearch received a re-assessment for the 2000 taxation

year in an amount of CAD $2,307,738 including penalties

and interest. The subsidiary is in the process of objecting

to the revised assessment. As a result of the re-assessment

the subsidiary is likely to be re-assessed for provincial tax.

Pending the outcome of the re-assessment, the wholly

owned subsidiary has now recognized an estimate of tax

and interest payable. R 2,571,295

Parent Entity

2008
$

2007
$

476,475 3,047,770

Contingent Assets
Litigation with Joint Venture participant

During the year, the controlled entity Circumpacific Energy
Corporation continued proceedings against Talisman
Energy Canada and Talisman Energy Inc. (“Talisman”)
seeking declaration that it had earned an interest in Section
18-08-01-13 W6M (PNG Basal Kiskatinaw) and the well
Talisman et al Mica 10-18-081-13 (00.10-18-081-13 W6/0)
(the “mica” 10-18 Well"). The controlled entity has also
claimed an account of net revenues and other relief.
Talisman has counter claimed that the controlled entity had
no interest in the said lands and wells.

The controlled entity is currently unable to estimate the
effect, if any, of the outcome of the claim. No provision has
been made in the accounts or in the financial statements of
the controlled entity with respect to this matter. Any
revenues and expenses will be reflected in the statement of
operations in the year the claim is settled.
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19. Joint venture interests

Consolidated Group Parent Entity
Note 2008 2007 2008 2007
$ $ $ $

a) Joint venture interests in oil and gas properties have been included in the balance sheet as follows:

Current Assets

Cash and cash equivalents 779,140 - 779,140 -
Receivables 1,332,996 2,395,377 1,295,116 1,173,346
Petroleum inventory 2,036,625 1,655,599 2,036,625 1,655,599
Stores on hand 135,268 62,659 135,268 62,659
4,284,029 4,113,635 4,246,149 2,891,604

Non- Current Assets
Exploration & evaluation 1,789,301 3,283,513 1,392,431 3,239,359
Development 15,193,821 24,185,294 15,193,821 21,443,555
Petroleum properties 13,187,342 13,930,998 12,015,581 7,449,096
Production plant & equipment 8,051,994 10,166,616 8,051,994 8,126,608
38,222,458 51,566,421 36,653,827 40,258,613
Total Joint Venture Assets 42,506,487 55,680,056 40,899,976 43,150,217

The recoverability of the carrying amount of the exploration and evaluation assets is dependent on successful
development and commercial exploration or alternatively, sale of the respective areas of interest.

Liabilities

Trade and other payables 1,846,082 6,483,322 1,841,978 6,483,322
Provisions - - - -
Total Joint Venture Liabilities 1,846,082 6,483,322 1,841,978 6,483,322
Net assets 40,660,405 49,196,734 39,057,998 36,666,895

a) Joint Venture Interests

The parent entity has various joint venture interests in petroleum tenements — See Schedule of Petroleum Tenements.

20. Financial Risk Management

(a) Financial Risk Management Policies

The consolidated group’s financial instruments consist of deposits with banks, local money market instruments, short-
term investments, account receivables and payables, loans to and from subsidiaries, and leases.

Exposure to currency risk, interest rate risk, commodity risk, and liquidity risk arises in the normal course of the business.
The consolidated group’s overall financial risk management strategy is to seek to ensure that the consolidated group is
able to fund its business plans. The consolidated group does not have derivative financial instruments as at 30 June
2008.

The consolidated group uses various measures dependent on the types of risk to which it is exposed. These methods
include cash flow at risk analysis in the case of interest rate, foreign currency and commaodity price risk, and ageing
analysis for credit risk.

(b) Financial instrument risk exposures

The consolidated group is exposed to interest rate risk through short term deposits held.

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