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Our New Identity
Welcome to the new look Drillsearch. We wanted an identity 
that projected our strength, determination and stability. The new 
identity focuses on our unique name and underlines it. It projects 
Drillsearch as an essential part of the process by which the fuel 
of the earth is tapped. What lies beneath, is channelled through 
Drillsearch with the double L giving access to the deep. The logo 
also alludes to drilling over widespread areas – the arms of the 
logo stretch out over the wide red land. We hope you like our new 
corporate look projecting us as a unique and resilient stayer in the 
competitive Australian exploration industry.
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12/08/08
Drillsearch and Great Artesian 
merger implemented.

27/11/08
Canunda-1 gas and 
condensate discovery.

06/05/09
Purchase completed of CPC 
Energy’s 1% interest in Tintaburra.

3/11/08
Brownlow-1 gas and 
condensate discovery.

06-10/01/09
2D seismic aquired in 
the Carnarvon Basin.
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25/05/09
Sale of Surat Basin permits to 
Primary Petroleum Pty Limited.

14/08/09
Beach Petroleum takeover offer 
closes with over 90% of Drillsearch 
shareholders rejecting the offer.

31/08/09
Marino-1 oil discovery.

10-19/06/09
Completion of Brownlow-1 
and Canunda-1 gas discoveries 
as future producers.

17/08/09
Chiton-1 oil discovery.

Highlights
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Chairman’s Review
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C H A I R M A N ’ S  R E V I E W

”After a year of challenge and 
change, the board has launched 
Drillsearch on a path of corporate 
renewal. Central to this is defining 
our business purpose as being to 
monetise our assets by focussing 
on core properties in the Cooper 
Eromanga Basin and rationalising our 
other valuable but non-core assets.”
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Dear Shareholder,
It gives me great pleasure to present my first Annual Report as 
Chairman of the board of directors of Drillsearch Energy Limited. 
The last year has certainly been interesting for Drillsearch, our staff 
and shareholders.

Highlights 

• The successful merger with Great Artesian Oil and Gas Limited 
in August 2008 provided Drillsearch with additional valuable 
oil and gas assets and an experienced management team. The 
merger gave the Company critical scale and was a significant 
step towards our objective of becoming a successful mid tier oil 
and gas producer.

• The year also saw the Company mount a successful defence 
against a hostile Beach Petroleum Limited takeover bid launched 
in May 2009. This activity subsumed significant management 
and financial resources but the board remains convinced the 
Beach offer undervalued your Company.

• This year also saw the Company undertake a significant amount 
of work in our core exploration acreage. This included the 
completion of the Modiolus 3D seismic survey in PEL91 in the 
western Cooper Basin. The Company also drilled the Chiton-1 
and Marino-1 wells with the former proving to be a significant 
commercial success. 

• We have reviewed our gas commercialisation strategy in 
PEL106 and are focused on tying in Middleton-1 and Brownlow-1 
(another exciting drilling success during the year) as a pilot 
development designed to generate positive cash flows from our 
discovered reserves. Much of the profitability of these wells will 
be derived from the liquids they should produce. 

• In undertaking a major strategic review the Company has 
identified a number of assets that may no longer be considered 
core to our future plans. These non-core assets, whilst having 
significant value, have the potential to divert both capital 
resources and management time from a focus on our  
core assets. 

• We are delighted with the recruitment of a new Managing 
Director in Brad Lingo who has extensive oil and gas experience 
in Australia and around the world. Brad brings passion, 
enthusiasm and a vast knowledge to your Company.

• We have completed the renewal of our board with the recent 
appointment of two additional non-executive directors of whom 
I will say more about.

Challenges

• In January 2009 the Company launched a failed takeover bid for 
3D Oil Limited. This decision, taken by a board majority, was not 
supported by management, David Williams who was MD at the 
time nor myself. 

• David Williams resigned as MD following strategic and 
operational decisions taken by the board majority he did  
not support.

• A substantial number of shareholders voiced serious concerns 
over the 3D bid and Mr Williams’ resignation, leading to fellow 
director Beng Kai (BK) Choo and myself pressing the majority 
directors to stand down to enable board renewal.

• The disagreement over strategy and governance ultimately led 
to a General Meeting of Shareholders and a board spill in June 
2009 which resulted in Peter Simpson, Russell Langusch and 
later Peter Wicks retiring from the board. Although costly and 
destabilising at the time, Drillsearch has emerged from this 
process with a new independent board united in its focus and 
bringing excellent skills and experience to our team.

Your New Board

Your board now comprises five directors being myself as 
independent Chair, Brad Lingo as MD and three non-executive 
directors, namely Ross Wecker, Fiona Robertson and BK Choo. 
We carefully reviewed our needs and I am delighted with the 
combination of technical, financial, business and industry skills on 
the new board. This is a board that will diligently work to create 
value for our shareholders.

Ross Wecker, a former Managing Director of Innamincka Petroleum 
Limited, brings more than 35 years’ experience in the oil and gas 
industry. Ross is a highly experienced geologist with extensive 
exploration knowledge of the Cooper and Eromanga Basins.

Fiona Robertson currently works as the Chief Financial Officer of 
Petsec Energy Limited and has more than 30 years’ experience in 
corporate finance and the resources sector. Fiona has wide-ranging 
experience in financial reporting, international corporate finance 
and corporate governance.

BK Choo, who became a non-executive director in March 2009, 
brings extensive business, finance and investment experience 
to the Company. BK is determined to promote the interests of 
shareholders as he ably demonstrated though the challenging 
board renewal process earlier this year.

As all three non-executive directors were appointed since the last 
AGM they will stand for re-election at the forthcoming AGM. I am 
joined by Brad Lingo and the management team in recommending 
this new board to you.

C H A I R M A N ’ S  R E V I E W
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The Future

After a year of challenge and change, Drillsearch recently launched 
a programme of corporate renewal. Central to this is defining our 
business purpose as being to monetise our assets by focussing on 
core properties in the Cooper Eromanga Basin and rationalising our 
other valuable but non-core assets. With such an extensive asset 
base, focus is the key to our objective of commercialising those 
assets that can most readily be developed.

We have also refreshed our corporate look and feel, to represent 
both the merging of Drillsearch and Great Artesian as well as to 
mark a new beginning for a revitalised Drillsearch. We have great 
aspirations for the Company and it is important that we present 
ourselves to the market as the business we plan to be. 

Our most important priority however is our commitment to the 
integrity with which we manage the business on your behalf. Whilst 
this should go without saying, after a tumultuous year I want to  
re-affirm with shareholders our commitment in this regard. 

A key element of integrity is transparency and keeping you fully 
informed of our progress. We have a relatively large number of 
shareholders and over the last year you were on the receiving 
end of a lot of paper. One of my initiatives is to improve our 
communication with you through an improved website and 
utilisation of on-line communication tools that are more cost 
effective and easier for you to access. Shareholder democracy 
means that you should be able to talk to us – and we are making 
this easier for you to do.

Shareholder Democracy 

Whilst on the topic of shareholder democracy, I wish to take this 
opportunity to comment briefly on the events of the last year. Core 
principles of corporate governance include shareholders right to 
determine who shall manage the company on their behalf and that 
an individual director must be free to exercise his fiduciary duties in 
the interests of the shareholders as a whole. 

In May 2009, following action by BK Choo and me, the Company 
called a general meeting of shareholders so that all shareholders 
could consider and resolve who they wanted as their board. As the 
meeting date approached the then Chairman and majority directors 
attempted to defer the shareholders meeting. I successfully applied 
to the NSW Supreme Court to force the meeting to be held. 
McKerlie v Drillsearch & Ors is now regarded as important case law 
that defines (and limits) the powers of a Chairman in relation to 
adjourning shareholder meetings. 

This situation demonstrates that it is extremely difficult and risky 
for independent non-executive directors to fulfill their fiduciary 
duties and act when they believe the shareholder’s interests are 
being compromised. I exerted significant pressure within the board 
room but to no avail, and only undertook legal action when it was 
clear the shareholder meeting would be unjustifiably delayed. I did 
so at significant legal risk and personal cost. 

A single director can be shut out by a board majority and has 
to operate without corporate support. A minority non-executive 
director cannot make formal ASX announcements to air concerns 
about the very matters they were elected to oversee. They can only 
communicate with shareholders by going to the effort and cost of 
writing to them under the threat of defamation proceedings. The 
need for independent non-executive directors is clear, just how they 
can perform their duties in difficult circumstances is less clear.

C H A I R M A N ’ S  R E V I E W
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OUR MOST IMPORTANT 
PRIORITY IS OUR 
COMMITMENT TO THE 
INTEGRITY WITH 
WHICH WE MANAGE 
THE BUSINESS ON 
YOUR BEHALF. 

Acknowledgements

I thank our new Managing Director, Brad Lingo, for his commitment 
since joining the company in June 2009. I also thank David Williams 
for his tenure as Managing Director of Drillsearch. David drove 
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Drillsearch finds itself today is a result of David’s vision and energy. 
Chris Carty, our Chief Operating Officer, and Ian Bucknell our Chief 
Financial Officer and Company Secretary and their expert team as 
well as our joint venture partners and contractors have worked very 
hard through a difficult year and I thank them for their support and 
efforts. Further, I welcome John Whaley as our newly appointed 
Chief Commercial Officer. 

Finally, I would like to publicly acknowledge the support the 
Company received from our shareholders. The belief in the potential 
of Drillsearch by our owners is recognised by the directors and 
management and we will work hard to repay that belief. 

Yours sincerely,

J.D. McKerlie 
Chairman 
Sydney, 7 October 2009

C H A I R M A N ’ S  R E V I E W
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Managing Director’s Report
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”The challenges have been many – 
the Global Financial Crisis, a takeover 
bid by Beach Petroleum and a 
major change in the Board driven 
by our most important asset – our 
owners – each of our over 5,000 
shareholders. The last year has 
demonstrated that the Company 
has the people, the plan and the 
projects to deliver shareholder value.” 

M A N AG I N G  D I R E C TO R ’ S  R E P O R T
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Our People
As the saying goes – “Out of adversity comes strength.” The 
Company, its shareholders and its staff have all had to meet the 
challenges of the last year and I am happy to say we have come out 
of these trials much stronger, more focused and certainly energised 
about the Company’s future. The last year has truly demonstrated 
that Drillsearch’s greatest assets are its people. The support of our 
shareholders has enabled us to weather both the Global Financial 
Crisis and to remain an independent Company with exciting growth 
prospects for the future. The support of our shareholders has given 
our staff the confidence to press ahead with bold plans to build the 
Company’s future.

Our Plan
The Company is committed to focusing on performance and 
focusing on the Cooper Basin. To this end in June 2009, the 
Company embarked on strategic review of all of its holdings and 
took a long, hard look at its position following the completion of 
the merger with Great Artesian. This review made it abundantly 
clear that the Company’s best avenue for growth was in the 
Cooper Basin. It showed us that, contrary to conventional wisdom 
considering the Cooper Basin a mature area, the Cooper Basin was 
on the cusp of entering what we consider to be its most exciting 
growth phase. 

This growth is being generated through successful exploration for 
oil in under-explored play fairways such as the Western Flank Oil 
Fairway but also from success in pursuing conventional gas and 
liquids plays emerging as a result of advances in seismic and drilling 
and completion technology. It has also showed us that our holdings 
are revealing a new and exciting resource – unconventional gas. 
What makes this even more exciting is that this resource lies right 
in the heart of our conventional gas and liquids growth area – the 
Western Cooper Gas & Liquids Project. This all points to an exciting 
future in the Cooper Basin with very material growth opportunities.  

Driven by the recognition of the importance of our position in the 
Cooper Basin, in terms of production, development and exploration, 
a clear cut decision was made to be fully focused on the Cooper 
Basin and focused on our strong asset position in one of Australia’s 
leading oil & gas provinces.

Our plan has three key elements which we strongly believe will 
deliver to shareholders significant value and returns. The plan is to 
clearly focus on: 

• Exploration and production targeting high profit oil projects in 
the Eastern Cooper Basin and the Western Flank Oil Fairway; 

• Development of our numerous liquids rich conventional gas 
condensate discoveries in the Western Cooper; and

• Assessment and appraisal of significant unconventional gas 
resources identified in the Company’s large Cooper Basin  
permit holdings. 

These three planks of growth allow the Company to focus all of 
its resources – time, money and people – in a very targeted way 
around areas and projects that are both very material but well 
within the Company’s grasp and capabilities.

M A N AG I N G  D I R E C TO R ’ S  R E P O R T
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Our Projects 
Drillsearch holds a truly unique position in the Cooper Basin as 
a junior oil & gas Company. The Company has the third largest 
acreage holdings in the Cooper-Eromanga Basins and this provides 
us with an ideal platform to grow.

Western Flank Oil Fairway

The Western Flank Oil Fairway has proven to be a prolific  
emerging oil exploration province in the Western Cooper Basin 
of South Australia. Beach Petroleum, Cooper Energy, Victoria 
Petroleum, Impress Energy have all made significant discoveries to 
the South and North of PEL 91 with over 15 oil fields discovered to 
date, representing over 18 million barrels recoverable oil (2P).

In August 2009, the Company achieved its first significant oil 
discovery in the Western Flank Oil Fairway in PEL 91 with the 
Chiton-1 exploration well. This discovery has opened up a significant 
portion of the Western Cooper for continued oil exploration and 
development. It is expected that the Chiton Oil discovery will be 
completed within the coming weeks and production is anticipated 
to commence before the end of 2009. Once production commences, 
the Company will quickly achieve payback on its exploration 
investment and look forward to dedicating further cash flows to 
expanding our operations in the area.

Following, the Chiton Oil Field discovery, the Company had 
additional success with the discovery of oil with the Marino-1 
exploration well. This discovery has demonstrated the existence 
of the Birkhead Formation oil play in the central portion of the 
Western Flank Oil Fairway that has been so successful in the 
northern portion of the fairway. Although the Marino discovery is 
considered to be non-commercial at the Marino-1 location due to 
poor quality reservoir, we intend to look at the Marino discovery 
more carefully to determine whether it can be successfully 
developed by drilling in another location in the discovery with 
better reservoir or through different completion or production 
well approaches, such as horizontal drilling. We are extremely 
encouraged and look to focus more closely on this play as we  
move further along the fairway.

Western Cooper Gas & Liquids Project

The Western Cooper Gas & Liquids Project is a major development 
project for the Company. To date the Company has drilled 12 
exploration wells in PEL 106 – the project focus area and made 10 
gas-condensate discoveries. All the wells drilled in PEL 106, have 
encountered gas giving the Company added confidence about the 
prospectivity of the area. Many of our shareholders will be familiar 
with the exploration success the Company has had to date in PEL 
106 in the Western Cooper Basin and the Company’s focus on 
developing a stand-alone gas development. These discoveries form 
the basis for the Western Cooper Gas & Liquids Project. 

Over the last year this project has gradually shifted its focus from 
focusing on the development of a stand-alone gas project towards 
a focus on accelerating the overall project development focusing 
on getting the project into production and generating positive 
cash flow through the initial development of a smaller more 
fit-for-purpose pilot project. This shift has come out of a greater 
understanding that the real value in the project lies in the rich 
liquids contained in the fields rather than the gas itself. 

Significant progress has been made on two fronts in moving 
the Western Cooper Gas & Liquids Project towards commercial 
reality. Firstly, the Company has made 2 new discoveries with 
the Brownlow and Canunda Fields adding to the overall gas and 
condensate liquids resources behind the project. Secondly, the 
Company has for the first time had the resources for the project 
formally reviewed and endorsed by Gaffney, Cline & Associates, 
Pty Ltd. (“GCA”), independent petroleum consultants. With the 
additional two new discoveries, the Company was able to book  
2C Contingent Gas Resources of 6.68 MMBOE.

Pel 106 Gross  
Contingent Resources
as of 30th April 2009
 1C 2C 3C

Sales Gas (BCF) 20.2 41.27 78.3

Condensate (MMBbl) 0.92 1.93 3.71

LPG (kTonnes) 53.13 106.76 199.62

Pel 106  
Contingent Resources net to DSL
as of 30th April 2009
  1C 2C 3C

Sales Gas (BCF) 10.11 20.95 40.03

Condensate (MMBbl) 0.48 1.01 1.96

LPG (kTonnes) 26.44 54.01 101.66

Work is now well underway to develop the Stage 1 Pilot Project 
based on having established significant Contingent Resources 
sufficient to justify the overall development. The first stage of 
the project will involve putting the Brownlow and Canunda gas 
discoveries on extended production test and completing the 
Paprika and Cadenza gas discoveries and putting these discoveries 
on extended production test as well. Subject to joint venture 
agreement, the likely first phase of the development will involve 
securing appropriate arrangements with the South Australian 
Cooper Basin Joint Venture (SACBJV) to provide for the sale of gas, 
liquids and LPGs from the project via connecting to the SACBJV 
gas pipeline system.

Initial focus will be on the development and tie-in of the Middleton 
and Brownlow Gas-Condensate discoveries in the Southern Project 
Area to the SACBJV pipeline network. In parallel, the Company 
will focus on the Northern and Central Project Areas. In the 
Northern Project Area, the focus will be on the completion, testing, 
development and tie-in of the Paprika and Cadenza discoveries into 
the SACBJV pipeline network. 

The timeline for the development of the project is ultimately 
subject to being able to secure appropriate arrangements with the 
SACBJV. To the extent that securing these arrangements proves 
difficult, the Company has already begun the evaluation of other 
commercialisation routes which, with the establishment of sufficient 
resources, will prove to be equally attractive financially although 
will have longer development time frames. Ultimately, the Company 
always has the option to focus on the stand-alone gas processing 
plant option which was previously considered and to this end the 
Company has maintained an on-going dialogue with Cool Energy 
and other parties interested in pursuing this approach. 

M A N AG I N G  D I R E C TO R ’ S  R E P O R T
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M A N AG I N G  D I R E C TO R ’ S  R E P O R T

Cooper Basin Unconventional Resources

Coming out of the conventional exploration success in the Western 
Cooper Basin, the Company has identified that much of its Cooper 
Basin acreage holds significant unconventional gas potential. 
This potential was first identified as part of the Western Cooper 
Gas & Liquids Project. The conventional gas play focus of the 
project is identifying high quality sand channels interbedded in 
gassy coals and carbonaceous shales. These coals and shales not 
only have been shown to be very extensive but they are also the 
primary mature source rock throughout the Cooper Basin and are 
responsible for generating much of the oil and gas charging the 
conventional discoveries.

The Company has identified at least four major unconventional gas 
play fairways within its large holdings – deep coal and shale gas, 
conventional tight gas sands, Basin-centered tight gas and shallow 
coal seam gas.

Resource 
Plays

Gas Shales

Basin
Centered

& Tight Gas

Coalbed
& Deep Coal

Seam Gas

Each of these unconventional plays is being proven up throughout 
the Cooper Basin. Santos and the SACBJV have recently booked 
over 7 TCF of Contingent Resources based on both deep coal 
and shale gas and conventional tight gas sands. Beach Petroleum 
is pursuing Basin-centered tight gas in South Australia in the 
Nappamerri Trough targeting a play potential of up to 20 TCF and 
the Company holds the continuation of this play across the border 
in Queensland in ATP 940P. Similarly, AGL has entered the Cooper 
Basin focusing on shallow coal seam gas in the Winton Formation 
coals and Strike Oil is focusing on the same Permian coals present 
in the Western Cooper Gas & Liquids Project as they get shallower 
along the southern margin of the basin.

In the coming year, the Company will be focusing on kicking-off 
evaluation projects to appraise each of these unconventional plays 
in key project area. The initial focusing will be on first determining 
gas in place estimates following up with establishing Prospective 
Recoverable Resources and ultimately Contingent Gas Resources 
for each of these plays throughout the Company’s large Cooper 
Basin holdings.

Portfolio Rationalisation
An outcome from the Company intensifying its focus on the 
Cooper Basin is that other acreage holdings become non-core. 
With this non-core acreage the Company intends to look to put 
these non-core holdings into the hands of companies that can put 
a higher priority on developing these properties. The Company 
will be embarking on focused programme to divest these non-
core holdings through sale, farmout or potentially other means 
with a view of retrieving the investment to date into these assets 
and redeploying it into the core project areas in the Cooper Basin. 
Initial progress on this front was made with the divestment of the 
Company’s Surat Basin holdings in June 2009. The Company will 
continue this effort at a rapid pace so that energies can be put into 
the projects that will deliver highest and best value to Shareholders. 
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Operations Report
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”One of the key planks of the 
merger between Drillsearch and 
Great Artesian was the ability to 
look critically at the total portfolio 
and rationalise that back to a more 
appropriate and focused bundle.”

O P E R AT I O N S  R E P O R T
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O P E R AT I O N S  R E P O R T

Cooper & Eromanga  
Basin Projects
ATP 539P (Drillsearch 50%)

The Planet Downs-1 well was drilled in 
ATP539P during February and March 2009. 
Drillsearch was fully carried by farminees 
for the cost of this well. Because of lost 
circulation problems within the Hutton 
sandstone, Planet Downs-1 did not reach its 
planned total depth of 1880m and drilling 
was terminated at 1444 m. The well was 
plugged and abandoned after encountering 
minor oil shows in the Murta, Westbourne 
and Birkhead Formations and the Hutton 
Sandstone. Joint Venture parties are 
encouraged by these oil shows and will 
review the well results before deciding on 
future activity in the permit, which is likely 
to be further seismic acquisition.

The previous permit term for ATP539P 
expired on 31 January 2009. An application 
for renewal over a reduced area was lodged 
on 24 December 2008.

ATP 783P – Chandos Block 
(Drillsearch 100%)

The Chandos Block is currently under 
application awaiting completion of the 
Native Title – Right-to-Negotiate process. 
As part of a farmin agreement, Santos is 
managing the Native Title process and can 
earn an interest in the permit by funding  
3D seismic acquisition and drilling.

ATP 549P – West Block and Cypress 
Block (West Block – Drillsearch 25%, 
Cypress Block – Drillsearch 40%)

The previous permit term for ATP549P 
expired on 30 April 2009. An application 
for renewal over a reduced area was lodged 
on 30 March 2009. There was no activity in 
these blocks during the year.

PEL 107 (Drillsearch 40%)

PEL 107 was renewed effective  
2 December 2008 for a final 5 year term 
expiring 1 December 2013. The permit area 
was reduced by 50% as part of the renewal 
process. There was no activity in this block 
during the year.

PPL 212 – Kiana Oilfield (Drillsearch 30%)

The Kiana oilfield produced 6,896 bbls 
during the financial year. This was 10,157 bbls 
less than the previous financial year. The 
field is nearing the end of its economic life.

South West Queensland Group Project 
(Drillsearch 50%; Circumpacific 50%)

Currently the blocks are undergoing the 
Native Title – Right-to-Negotiate process. 
During this time, the group is conducting 
a regional study of existing seismic and 
well data. All publicly available geologic 
and geophysical data is being compiled 
as input into a comprehensive assessment 
of the remaining petroleum prospectivity 
of the basin. This basin-wide study has 
been ongoing for the past twelve months 
to evaluate and high-grade the eight 
application areas in SW-Queensland 
for which Drillsearch and its subsidiary, 
Circumpacific Energy, are the preferred 
tenderers. Final deliverables are currently 
being received from the contractor.
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Cooper & Eromanga  
Basin Projects cont.
PEL 91 (Drillsearch 60%)

In July 2008, the joint venture acquired  
137 sqkm of 3D seismic data in the 
southwest corner of PEL91 as part of 
the Modiolus 3D Seismic Survey to 
better define drilling targets in this area. 
Subsequent to the end of the current 
reporting period, two wells have now 
been drilled, Chiton-1 (August 2009) and 
Marino-1 (August – September 2009). 
Both wells, located in the ‘oil fairway’ 
on the western flank of the Patchawarra 
Trough, tested robust structural traps that 
had been matured for drilling with the 3D 
seismic data. The Chiton-1 well discovered 
5.5m of oil pay in the Namur Sandstone 
and was cased and suspended as a future 
oil producer. Marino-1 was plugged and 
abandoned as a sub commercial oil 
discovery after recovering 3.5 barrels of oil 
from the Birkhead Formation in DST-1.

The discovery of oil in both of these wells 
confirms hydrocarbon migration into PEL 
91 and adds to Drillsearch’s confidence 
in the prospectivity of the oil fairway 
in this permit. The Chiton-1 well was 
perforated and completed for production 
in September. Chiton-1 tested at an initial 
flow-rate of xxBOPD. Ultimately Chiton-1 
will produce on jet-pump when surface 
facilities are installed and the oil will be 
trucked to Moomba for sale.

O P E R AT I O N S  R E P O R T

SUBSEQUENT TO THE END
OF THE CURRENT REPORTING 
PERIOD, TWO WELLS HAVE 
NOW BEEN DRILLED, CHITON-1 
(AUGUST 2009) AND MARINO-1 
(AUGUST–SEPTEMBER 2009) 

SUBSEQUENT TO THE END
OF THE CURRENT REPORTING 
PERIOD, TWO WELLS HAVE 
NOW BEEN DRILLED, CHITON-1 
(AUGUST 2009) AND MARINO-1 
(AUGUST–SEPTEMBER 2009) 
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PEL 106 (Drillsearch 100% – 
subject to farmin interests)

The Brownlow-1 and Canunda-1 wells 
were drilled in PEL 106 during October 
to December of 2008. Drillsearch was 
fully carried for the cost of drilling and 
completing of these wells, which were both 
discoveries and were cased and suspended 
as future Patchawarra gas producers.

Reservoir mapping of the gas discoveries 
in PEL106 was completed during the March 
Quarter with the benefit of the Spinel 
3D seismic survey dataset. Volumetric 
estimates of the contingent resources for 
each accumulation were calculated for 
use in gas commercialisation discussions 
with potential buyers. These contingent 
resources were endorsed by independent 
experts Gaffney, Cline and Associates 
and released to the market in a detailed 
report in June 2009, highlighting the 
substantial resource potential in this licence. 
Preparations are now in progress to flow-
test the Brownlow-1, Canunda-1, Paprika-1 
and Cadenza-1 discoveries in the coming 
months to further determine reserves and 
gas deliverability.

Tintaburra Block – ATP 299P and 
associated PLs – (Drillsearch 11%*)

Drillsearch announced it had acquired a 
further 1% interest in Tintaburra on 30 June 
2008. This transaction was settled on 4 
May 2009. No new drilling was undertaken 
during the financial year. The previous term 
of the exploration portion of the Tintaburra 
Block, ATP 299P, expired on 31 December 
2008. The Joint Venture has applied to 
renew the permit over a reduced area for  
a further 4 year term.

Naccowlah Block – ATP 259P and 
associated PLs – (Drillsearch 2%)

During the reporting period, thirteen 
wells (7 development, 3 appraisal and 
1 near field exploration) were drilled in 
the Naccowlah Block, eleven of which 
were cased and suspended as future oil 
producers. Following cancellation of the 
Weatherford drilling contract in March of 
this year, no further drilling has taken place 
at Naccowlah or Tintaburra. Since then, 
block activities have focused on completing 
and connecting recent discoveries for 
production, production optimisation 
and cost reduction in a low oil price 
environment.

O P E R AT I O N S  R E P O R T
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Carnarvon Basin
WA-352-P (Drillsearch 100%)

In January 2009, Drillsearch conducted 
a proprietary seismic survey designed to 
delineate a number of structural leads 
targeting potential oil reserves in the range 
of 50-300 mmbbls updip to the Amulet-1 
oil discovery. Final processed seismic data 
was received in May 2009. Preliminary 
screening of the new data appears to 
confirm the prospectivity of the licence and 
detailed interpretation has commenced.

O P E R AT I O N S  R E P O R T

PRELIMINARY SCREENING OF 
THE NEW DATA APPEARS TO 
CONFIRM THE PROSPECTIVITY 
OF THE LICENCE AND DETAILED 
INTERPRETATION HAS 
COMMENCED.

SUBSEQUENT TO THE END
OF THE CURRENT REPORTING 
PERIOD, TWO WELLS HAVE 
NOW BEEN DRILLED, CHITON-1 
(AUGUST 2009) AND MARINO-1 
(AUGUST–SEPTEMBER 2009) 
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Gulf of Papua
PPL 244 (Drillsearch 5%)

This block is operated by Talisman Energy 
Inc. and contains the highly prospective 
major gas/condensate Flinders Prospect, 
with estimated potential recoverable 
gas resources of around 1.6 TCF and 140 
mmbbls condensate. The Joint Venture is 
planning to drill a well in the third  
quarter of 2010.

O P E R AT I O N S  R E P O R T
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O P E R AT I O N S  R E P O R T

Gippsland Basin
VIC/P63, VIC/P64, T/46P 
(Drillsearch 100%)

Interpretation of the more than 4,000km of 
2D seismic data, reprocessed by Drillsearch, 
was completed during the June Quarter. 
A number of structural and stratigraphic 
prospects have been identified on the 
southern margin of the Gippsland Basin 
which the company believes is a focus for 
hydrocarbons migrating out of the main 
source area immediately to the north. 
Prospective Resource estimates range 
from 10-50 mmbbls in the structural traps 
to almost a billion barrels in the largest 
stratigraphic trap. Planning has commenced 
to acquire 1,500km of new 2D seismic data 
to delineate prospects for possible drilling. 
Drillsearch has joined with several other 
Gippsland Basin operators to mobilise a 
seismic vessel to the area in Q1 2010 to 
carry out this program.

PROSPECTIVE RESOURCE 
ESTIMATES RANGE FROM
10-50 MMBBLS IN THE 
STRUCTURAL TRAPS TO 
ALMOST A BILLION 
BARRELS IN THE LARGEST 
STRATIGRAPHIC TRAP.

PROSPECTIVE RESOURCE 
ESTIMATES RANGE FROM
10-50 MMBBLS IN THE 
STRUCTURAL TRAPS TO 
ALMOST A BILLION 
BARRELS IN THE LARGEST 
STRATIGRAPHIC TRAP.
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O P E R AT I O N S  R E P O R T

Western Canada 
Sedimentary Basin
Drillsearch’s interest in Canada are held 
through its subsidiaries Circumpacific 
Energy Corporation (79.5%) and Drillsearch 
Energy (Canada) Inc (100%). Circumpacific 
holds a large suite of production and 
development interests in the Western 
Canada Sedimentary Basin. No new 
seismic or drilling was undertaken during 
this financial year. For full details of the 
activities conducted see the Circumpacific 
Annual Report which can be obtained from 
www.circumpacific.com.

Asset Rationalisation
One of the key planks of the Merger 
between Drillsearch and Great Artesian 
was the ability to look critically at the total 
portfolio and rationalise that back to a 
more appropriate and focused bundle. 

The following permits were rationalised 
during the period:

• Turtle-Barnett Retention Leases  
(WA-13R and NT/RL3) were not renewed 
and were returned to vacant acreage.

• EPP27 in the Otway basin. An 
agreement was reached between  
the Joint Venture participants and the 
regulatory authorities with the net effect 
that Great Artesian Oil and Gas Limited 
(a subsidiary of Drillsearch) surrendered 
the permit in good standing.

• WA-318P in the Bonaparte Basin  
was surrendered to the authorities on  
12 March 2009, after the 1955km Bernier 
Seismic Survey data acquired in 2008 
failed to confirm the Myall Stratigraphic 
Prospect.

• ATP552P and ATP823P in the Surat 
Basin were sold to Primary Petroleum 
Pty Limited. This sale was completed  
on 25 May 2009.
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Petroleum Sales & Revenues 
Drillsearch’s Group sales volumes for the Financial Year 2009 were 
173,737 boe (2008: 222,549 boe), with Australian sales contributing 
103,425 boe (2008: 135,542 boe) and Canada 70,312 boe (2008: 
87,007 boe).

Production volumes (boe)

  2005 2006 2007 2008 2009

Australia  n/a   98,422   114,807   140,393   118,526 

Canada  n/a   76,802   82,066   87,007   70,312 

Total  107,277   175,224   196,873   227,400   188,838

Sales volumes (boe)

  2005 2006 2007 2008 2009

Australia  62,156   74,184   106,088   135,542   103,425 

Canada   76,802   82,066   87,007   70,312 

Total  62,156   150,986   188,154   222,549   173,737 

Oil and gas revenues ($)

  2005 2006 2007 2008 2009

Australia  4,622,785   7,102,025   10,113,556   15,183,985   9,977,156 

Canada  2,823,167   5,187,172   5,463,686   7,756,405   5,091,399 

Total  7,445,952   12,289,197   15,577,242   22,940,390   15,068,555

Reserves
A re-evaluation of reserves at Naccowlah, Tintaburra and Kiana, 
resulted in a reduction in the estimated original oil in place with 
a consequent fall in estimated reserves. Note that these reserve 
figures do not include the Chiton Oil discovery which was made  
in August 2009.

2P reserves (mmboe)

  2005 2006 2007 2008 2009

Australia  0.52   0.70   2.02   1.47   1.17 

Canada  0.20   0.26   0.52   0.27   0.27 

Total  0.72   0.96   2.54   1.74   1.44 

Competent Person Statement

Information on the Reserves and Resources in this report is based 
on information compiled by Mr. Chris Carty, Chief Operating Officer 
who is a full time employee of Drillsearch, has given his consent as 
of the date of this report to the inclusion of this statement and that 
information in the form and the context in which they appear  
in this report.

Financial Performance
Cash & cash equivalent

Although year on year cash has fallen, the Drillsearch cash balance as at 30 June 2009 was a healthy $8.14 million (2008: $11.91 million)  
and compares favourably with earlier year cash positions.

       % change
Year to 30 June 2009  2005 2006 2007 2008 2009 08/09

Oil and gas production (boe)  107,277   175,224   196,873   227,400   188,838  -17%

Net Oil Sales (boe)  62,156   150,986   188,154   222,549   173,737  -22%

Realised oil price on Australian production (AUD/boe) 65.49 88.86 86.68 109.97 91.88 -16%

Revenue  $'million 7.94 12.48 15.54 24.14 15.63 -35%

Operating costs, other expenses $'million (6.00) (6.84) (9.10) (19.69) (12.82) 35%

EBITDAX $'million 1.94 5.64 6.43 4.45 2.81 -37%

EBIT $'million 1.42 3.98 3.23 (13.68) (9.26) 32%

Profit / (loss) after tax $'million 1.71 3.64 3.03 (13.47) (8.71) 35%

Earnings per share Cents 0.0000 1.0000 0.7400 (2.1177) (0.6034) 72%

Net cash and cash equivalent $'million 3.11 3.25 2.71 11.91 8.14 -32%

O P E R AT I O N S  R E P O R T
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Corporate Governance
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Principle 1

Lay solid foundations for 
management and oversight
The Board has recently formalised and defined the functions 
reserved to the Board and those delegated to management in a 
formal Board Charter to facilitate accountability to the company 
and its shareholders. The Board adopted the Charter on 16 June 
2009. (Recommendation 1.1)

The Chairman and Managing Director review the performance of 
senior managers on a regular basis. Senior managers’ performance 
is assessed having regard to a number of indicators. 

The Board also assesses the performance of the Managing Director 
annually. The Chairman meets with the Managing Director and gives 
him feedback on that assessment. (Recommendation 1.2) 

A performance evaluation of some senior managers was carried 
out in the reporting period in accordance with the process 
disclosed in the previous paragraph. The company expects that a 
performance evaluation or all senior managers will be carried out 
in accordance with that process in the year ended 30 June 2010. 
(Recommendation 1.3)

Copies of the Board Charter and Charters for each of the two 
committees are posted on Drillsearch’s website in the corporate 
governance section. (Recommendation 1.3)

CO R P O R AT E  G OV E R N A N C E

During the financial year ended 
30 June 2009, Drillsearch‘s 
corporate governance practices 
and policies have accorded 
with those outlined in the ASX 
Corporate Governance Council’s 
Principles and Recommendations 
(2nd Edition), except as noted 
overleaf. Further information 
about the company’s corporate 
governance practices is set out 
on the company’s website at 
www.drillsearch.com.au
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CO R P O R AT E  G OV E R N A N C E

Principle 2

Structure the board  
to add value
During the financial year ended 30 June 2009, a majority of 
Drillsearch’s directors were independent as assessed in accordance 
with the Board Charter. At the date of this report the independent 
directors do not constitute a majority of the Board. The 
composition of the Board is currently under review.  
(Recommendation 2.1)

During part of the financial year, the Chairman was not an 
independent director in that Mr. Peter Simpson held the role of 
Executive Chairman during the period 1 July 2008 to 12 August 
2008 to fulfill the duties of Managing Director due to the vacancy 
in that position. For the same reason, during the period 16 March 
2009 to 10 June 2009 the Chairman also acted as the chief 
executive officer of the company. The current Chairman,  
Mr. Jim McKerlie is an independent Director.  
(Recommendation 2.2)

As detailed above, Mr. Peter Simpson, the previous Chairman, 
operated in an executive capacity during the financial year as a 
result in a change of Managing Director. The roles of Chairman and 
Chief Executive Officer are now exercised by different individuals. 
Mr. Jim McKerlie is the Chairman of the Board of Directors,  
Mr. Brad Lingo is the Managing Director. (Recommendation 2.3)

The Board has established a Nomination and Remuneration 
Committee. (Recommendation 2.4)

The process for evaluating the performance of the board is 
contained in the Board Charter. Each year, the Board evaluates  
itself and individual directors with the assistance of the Nomination 
& Remuneration Committee. The evaluation: 

a. compares the Board’s performance with the requirements of  
the Board Charter; 

b. sets goals and objectives of the Board for the upcoming year; 
and 

c. provides any improvements to the Board Charter that are 
necessary or desirable. (Recommendation 2.5)

The skills, experience and expertise relevant to the position of 
director held by each director in office at the date of the annual 
report is detailed in the Directors’ Report. (Recommendation 2.6)

The independent Directors at the date of this report are:  
Mr. Jim McKerlie (Chairman); Dato’ Beng Kai Choo; and  
Mr. Peter Wicks. (Recommendation 2.6)

In the case of Mr. Wicks, he was a senior advisor with Carling 
Capital Partners during the last 3 years, who are a material 
consultant to the company. The Board has determined that 
notwithstanding that relationship, Mr. Wicks is considered to be 
independent, given that he receives no fees from Carling Capital 
Partners in connection with that relationship. In determining 
materiality, the Board has regard, among other things, to the 
matters detailed in point 4 of the Drillsearch Independent  
Directors Policy. (Recommendation 2.6)

There is a procedure in place for directors to take independent 
professional advice at the company’s expense. In particular, a 
director may obtain independent professional advice if reasonably 
required to assist the director in the proper exercise of powers 
and discharge of duties as a director of the company. The costs of 
such independent professional advice are borne by the company 
provided that before engaging the independent professional 
adviser, the director obtains the approval of the Chairman, or, if  
the director is the Chairman, the approval of a majority of the  
non-executive directors of the company. (Recommendation 2.6)

The period of office held by each director at the date of the 
2009 Annual Report is specified in the Directors’ Report. 
(Recommendation 2.6)

A Remuneration and Nomination Committee was established on  
16 June 2009. Given the size of the company, the board of directors 
had previously elected not to create a separate remuneration and 
nomination committee and instead made remuneration decisions as 
a full board. The new remuneration committee is comprised of  
Mr. Jim McKerlie (Chairman), Dato’ Beng Kai Choo and Mr. Peter 
Wicks. This committee has not yet met. (Recommendation 2.6)

Drillsearch’s Constitution and the Remuneration and Nomination 
Committee Charter are available on the Drillsearch website in the 
corporate governance section. (Recommendation 2.6)
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Principle 3

Companies should  
actively promote ethical and 
responsible decision making
Drillsearch actively promotes ethical and responsible  
decision making.

The company has recently established a Code of Conduct to guide 
the Directors, the Managing Director, and other key executives 
as to practices acceptable to the company. The Code of Conduct 
is available on Drillsearch’s website in the corporate governance 
section. (Recommendation 3.1)

Drillsearch adopted a new Securities Trading Policy on 16 June 
2009. The overriding policy is that Staff should not be dealing 
in Drillsearch securities in any period they are in possession of 
price sensitive information. Directors, officers and employees may 
generally trade Drillsearch securities except in blackout periods. 
Blackout periods are defined as ten business days prior to and 
within two business days after the date of the announcement of 
the company’s annual or half year results or any quarterly activities 
report, or at any time while in the possession of inside information. 
The Securities Trading Policy is available on Drillsearch’s website  
in the corporate governance section.

The previous policy had restricted directors and employees from 
acting on material information until it had been released to the 
market and adequate time has been given for this to be reflected  
in the security’s price. (Recommendation 3.2)

Principle 4

Safeguard integrity  
in financial reporting
The Board has established an Audit Committee. 
(Recommendation 4.1)

During the period 1 July 2008 to 12 August 2008 when the then 
chairman of the company, Mr. Peter Simpson, was acting in an 
executive capacity, the Audit Committee did not consist solely 
of non-executive directors. At all other times during the year the 
Audit Committee consisted solely of non-executive directors. 
(Recommendation 4.2)

A majority of the members of the Audit Committee were not 
independent directors until 16 September 2008. At all other times 
during the year the Audit Committee consisted solely of non-
executive directors. (Recommendation 4.2)

During the period 1 July 2008 to 12 August 2008 the chairman 
of the Board, Mr. Peter Simpson, also acted as Chairman of the 
Audit Committee. At all other times the committee was chaired 
by an independent director, who was not the chair of the board. 
(Recommendation 4.2)

At all times during the year the Audit Committee consisted of at 
least three members. (Recommendation 4.2)

The Audit Committee has a formal charter which details its role 
and responsibilities, composition, structure and membership 
requirements. (Recommendation 4.3) 

Details of the names and qualifications of the members of the Audit 
Committee and their attendance at meetings of the Committee 
during are given in the Directors’ Report. (Recommendation 4.4)

The number of Audit Committee meetings held during the year are 
noted in the Directors’ Report. (Recommendation 4.4)

Deloitte Touche Tohmatsu were appointed the company’s auditors 
at the Annual General Meeting of the company held 28 November 
2008. The Audit Committee reviews the performance of the 
external auditor, including partner rotation plans, and makes 
recommendations to the Board on the appointment of the external 
auditor. The Committee had a closed session (without management 
present) at each meeting of the Committee.  
(Recommendation 4.4)

The Audit Committee Charter is available on Drillsearch’s website  
in the corporate governance section.  
(Recommendation 4.4)

CO R P O R AT E  G OV E R N A N C E
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Principle 5

Make timely and 
balanced disclosures
Drillsearch promotes timely and balanced disclosure of all  
material matters concerning the company.

It has put in place mechanisms designed to ensure compliance  
with ASX Listing Rule requirements such that:

• all investors have equal and timely access to material 
information concerning the company – including its financial 
position, performance, ownership and governance; and

• company announcements are factual and presented in a clear 
and balanced way including disclosure of both positive and 
negative information.

Drillsearch has established written policies designed to ensure 
compliance with ASX Listing Rule disclosure requirements and 
to ensure accountability at a senior management level for that 
compliance. (Recommendation 5.1)

The company’s Disclosure Policy is available on Drillsearch’s  
website in the corporate governance section.  
(Recommendation 5.2)

Principle 6

Respect the rights  
of shareholders
Drillsearch respects the rights of all shareholders, irrespective of 
the size of their interest in the company, and facilitates the effective 
exercise of those rights in any way it reasonably can.

Drillsearch empowers its shareholders by:

• communicating effectively with them;

• giving them ready access to balanced and understandable 
information about the company and corporate proposals; and

• making it easy for them to participate in shareholder meetings.

The company has designed a Communications Policy for promoting 
effective communication with shareholders and encouraging their 
participation at shareholder meetings. The company’s Shareholder 
communication guidelines and policy is available on Drillsearch’s 
website in the corporate governance section.  
(Recommendation 6.1)

Information is communicated to the members through compliance 
with ASX Listing Rules and the Corporations Act 2001, by way of 
announcements to the ASX, media releases, the Annual Report, 
Half-Yearly Report, the Annual General Meeting and other 
meetings that may be called from time to time. The company 
maintains a website which provides a description of the company’s 
projects and all material announcements are released to the ASX. 
(Recommendation 6.2)

CO R P O R AT E  G OV E R N A N C E
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Principle 7

Recognise and manage risk
Drillsearch recognises that risk management is an integral part of 
the oil and gas business and has established a sound system of 
risk oversight, management and internal control. It has established 
policies for the oversight of and management of material business 
risk. Those policies are summarised below. (Recommendation 7.1)

The Board continuously reviews the activities of the company to 
identify key business and operational risks and, where possible, 
will implement policies and procedures to address those risks. In 
August 2009, the company created a separate Risk Committee, 
highlighting the growing importance for Drillsearch risk 
management. Previously risk had been managed within the Audit 
and Risk Committee.

The Board is conscious of mitigating sovereign, commodity, interest 
rate and foreign exchange risks which arise through the activities of 
the company. The Board is provided with regular reporting on the 
management of operations and the financial circumstances of the 
company aimed at ensuring that risks are identified, assessed and 
appropriately managed as and when they arise. 
(Recommendation 7.1)

To date, Drillsearch has not required management to design and 
implement a risk management and internal control system to 
manage and report on the company’s material business risks.  
The Board will require the development and implementation of  
this system in the coming year. (Recommendation 7.2)

Given Drillsearch’s size and complexity and the types of risks 
involved, it does not consider it necessary to have an internal  
audit function. (Recommendation 7.2)

Drillsearch’s Managing Director and Chief Financial Officer are 
required to state in writing to the Board that their statements 
concerning the integrity of the Company’s financial statements 
are founded on a sound system of risk management and internal 
compliance and control which implements the Board’s policies. The 
Board also received assurance from the Managing Director and the 
Chief Financial Officer in 2009 in accordance with section 295A of 
the Australian Corporations Act. (Recommendation 7.3)

The Board has adopted a Health, Safety and Environment (HSE) 
Policy and Risk Committee Charter which are available on the 
Drillsearch website in the corporate governance section. 
(Recommendation 7.4)

Principle 8

Remunerate fairly 
and responsibly
The company established a Remuneration and Nomination 
Committee on 16 June 2009. This Committee is structured so 
that it consists of a majority of independent directors, is chaired 
by an independent director and has at least three members. It is 
comprised of Mr. Jim McKerlie (Committee Chairman), Mr. Peter 
Wicks and Dato’ Beng Kai Choo.  
(Recommendation 8.1)

Drillsearch clearly distinguishes the structure of Non-Executive 
Director’s remuneration from that of executives. Drillsearch’s policy 
in relation to remuneration is detailed in the Remuneration Report. 
(Recommendation 8.2)

The remuneration of Non-Executive Directors is within the 
aggregate amount approved for such remuneration by 
shareholders. The level of remuneration payable to Non-
Executive Directors is determined by the Nomination and 
Remuneration Committee. All Non-Executive Directors are 
entitled to remuneration of $50,000 each per annum (inclusive 
statutory superannuation) inclusive of Committee responsibilities. 
The Chairman receives remuneration of $70,000 per annum 
(inclusive statutory superannuation). There are no arrangements 
for payment of retirement benefits to Non-Executive Directors. 
(Recommendation 8.3)

The Remuneration and Nomination Committee Charter is available 
on Drillsearch’s website in the corporate governance section. 
(Recommendation 8.3)

CO R P O R AT E  G OV E R N A N C E
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THE COMPANY HAS CONDUCTED A 
COMPREHENSIVE REVIEW OF ALL 
OF ITS CORPORATE GOVERNANCE 
SYSTEMS AND POLICIES AND 
STRIVES TO ACHIEVE BEST 
PRACTICE BENCHMARKS.

Continuing improvement

Good corporate governance depends on a company’s policies, 
standards and procedures being continually reviewed and updated 
to take account of shifting knowledge, attitudes and awareness. 
What is good corporate governance this year may not be good 
corporate governance next year.

In the past Drillsearch has been slow to adopt best practice 
in corporate governance. 2009 has seen Drillsearch undergo 
significant change in its leadership and the values that underpin 
its decision making and its operations. As a result, the company 
has conducted a comprehensive review of all of its corporate 
governance systems and policies and strives to achieve best 
practice benchmarks.

 

CO R P O R AT E  G OV E R N A N C E
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Financial Report
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”The net assets of the consolidated 
group have increased by $19,791,697 
from 30 June 2008 to $73,657,610. 
This increase is largely the result 
of the share capital issued upon 
the successful merger with Great 
Artesian Oil and Gas Limited.”

D I R E C TO R S ’  R E P O R T
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Directors’ Report
Information about the directors and key management personnel

The names and particulars of the directors of the company during 
or since the end of the financial year are:

Mr J.D. McKerlie, Chairman. Appointed Chairman 11 June 2009. 
Bachelor of Economics, Diploma Financial Management, University 
of New England, Fellow Institute of Chartered Accountants. FAICD. 
Appointed non-executive Director 12 August 2008. 

Mr B.W. Lingo, Managing Director from 15 June 2009. Appointed 
an executive Director 19 May 2009. 

Mr B.K. Choo, Non-executive Director. Dato’ Choo is a Malaysian 
national with extensive business interests in Malaysia through his 
role as Group Managing Director of Masmeyer Holdings Sdn Bhd. 
Appointed 2 March 2009. 

Mr P.A. Wicks, Non-executive Director. Fellow Institute of Chartered 
Accountants. Appointed 17 April 2008.

Mr P.P. Simpson, Ex-Chairman, Ass. Dip. Bus, FAIM and FCDI, 
Appointed Chairman 24 October 2006. Executive Chairman of 
Circumpacific Energy Corporation, a 79.5% controlled entity of  
the parent company. Resigned 10 June 2009.

Mr L.D.H. Williams, Ex-Managing Director, Bachelor of Laws, 
Bachelor of Commerce University of Melbourne. Appointed 12 
August 2008. Resigned 16 March 2009.

Mr M.J. Carling, Ex-non-executive Director. Bachelor of Commerce 
(Economics), University of New South Wales and Bachelor of Arts 
(Accountancy), University of Wollongong. Appointed 17 April 2008. 
Resigned 17 October 2008.

Mr C.J. Carty, Ex-Technical Director. Bachelor of Science (Hons 
Geophysics) Macquarie University Sydney. Appointed 12 August 
2008. Resigned 17 October 2008.

Mr D.A. Dixon, Ex-non-executive Director. Bachelor of Arts (Hons) 
University of Queensland, MA Economics Cambridge University UK. 
Appointed 24 October 2006. Resigned 17 October 2008.

Mr P.W. Hopkins, Ex-non-executive Director. Bachelor of Economics, 
Bachelor of Laws (Hons) Australian National University. Appointed 
12 August 2008. Resigned 17 October 2008.

Mr W.M. Johnson, Ex-non-executive Director. Master of Arts, Oxford 
University UK, MBA. Appointed 24 October 2006. Resigned 12 
August 2008.

Mr R.D Langusch, Ex-non-executive Director. Bachelor of 
Engineering (Hons), Master of Engineering Science, University of 
Queensland. Appointed 29 August 2008. Resigned 10 June 2009.

Directorships of other listed companies 

Directorships of other listed companies held by directors in the  
3 years immediately before the end of the financial year are  
as follows:

Mr J.D. McKerlie, Great Artesian Oil & Gas Limited. 12 September 
2007 to 12 August 2008.

Mr B.W. Lingo, Nil.

Mr B.K. Choo, Republic Gold Limited since 28 May 2008.

Mr P.A. Wicks, Republic Gold Limited, since 2 November 2005. 
ETT Limited, 23 May 2008 to 22 October 2008

Mr P.P. Simpson, Bentley Capital Limited since 6 September 2005. 
Circumpacific Energy Corporation since October 2007.

Mr L.D.H. Williams, Great Artesian Oil & Gas Limited. 12 September 
2007 to 12 August 2008. 

Mr D.A. Dixon, Asian Masters Fund Limited. Since 10 October 2007.

Mr W.M. Johnson, Bentley Capital Limited since 13 March 2009. 
Strike Resources Limited since 14 July 2006. Orion Equities Limited 
since 28 February 2003. Altera Capital Limited, 18 October 2005 
to 8 August 2006. Sofcom Limited, 18 October 2005 to 19 March 
2008. Scarborough Equities Limited, 29 November 2004 to  
16 March 2009.

Mr M.J. Carling, Future Corporation Australia Limited, 27 November 
2003 to 1 April 2009.

Mr C.J. Carty, Great Artesian Oil & Gas Limited, 30 March 2007 to 
12 August 2008.

Mr P.W. Hopkins, Great Artesian Oil & Gas Limited, 29 November 
2006 to 12 August 2008.

Mr R.D. Langusch, Gas 2 Grid Limited since 25 August 2008. 
Elixir Petroleum Limited, May 2004 to 29 November 2007.
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Directors’ shareholdings

The following table sets out each director’s relevant interest in shares and options in shares of the company or a related body corporate  
as at the date of this report. Number of fully paid ordinary shares held by Key Management Personnel: 

Directors Balance 1 July 2008 Shares purchased during the financial year Balance 30 June 2009

Mr J.D. McKerlie - 2,810,000  2,810,000 

Mr B.K. Choo - 10,420,000   10,420,000 

Mr P.A. Wicks 2,000,000  - 2,000,000

Remuneration of directors and key management personnel

Information about the remuneration of directors and key management personnel is set out in the remuneration report of this directors’ 
report, on pages 46 to 50.

Share options granted to directors and key management personnel

During and since the end of the financial year an aggregate 73,250,000 share options were granted to the following directors and key 
management personnel of the company as part of their remuneration. It should be noted that 29,250,000 of these share options were 
cancelled leaving a total of 44,000,000 new share options:

Directors and   Number of Number of Number of ordinary
senior management Issuing entity options granted options cancelled shares under option

Mr J.D. McKerlie Drillsearch Energy Limited 8,250,000 2,250,000 6,000,000 

Mr P.A. Wicks Drillsearch Energy Limited 6,000,000  -  6,000,000 

Mr P.P. Simpson Drillsearch Energy Limited  8,000,000   - 8,000,000 

Mr L.D.H. Williams Drillsearch Energy Limited 14,250,000 14,250,000 - 

Mr P.W. Hopkins Drillsearch Energy Limited 2,250,000 2,250,000 - 

Mr R.D. Langusch Drillsearch Energy Limited 6,000,000 - 6,000,000 

Mr C.J. Carty Drillsearch Energy Limited 19,000,000 9,000,000 10,000,000 

Mr I.W.Bucknell Drillsearch Energy Limited 9,500,000 1,500,000 8,000,000 

  73,250,000 29,250,000 44,000,000

Company secretary

Mr I.W. Bucknell, Certified Practicing Accountant, held the position of company secretary of Drillsearch Energy Limited at the end of the 
financial year. He joined Drillsearch Energy Limited in 2008 and previously held the company secretary position at Great Artesian Oil and 
Gas Limited. He is an associate of the Chartered Institute of Company Secretaries in Australia.

Principal activities

The consolidated entity’s principal activities in the course of the financial year were oil and gas exploration, development and production. 
No significant change in the nature of these activities occurred during the financial year.

Operating results

The gross profit for the year of the consolidated group was $3,421,969 (2008: $11,841,578). This reduction in gross profit was largely driven 
by a 35% reduction in revenues as a result of both reduced realised oil price and falling production.

The consolidated group result attributable to equity holders of the parent after providing for income tax and eliminating minority equity 
interests amounted to a loss of $9,728,253 (2008: loss $14,063,696).
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Review of operations

A summary of consolidated revenues and results of significant 
segments is set out in note 4 of the financial report. Significant 
events which occurred during the year under review included:

Corporate
• On 3 July 2008, the Company announced that an agreement 

had been reached with CPC Energy Limited for the purchase 
of CPC Energy Pty Limited’s 1% interest in the Tintaburra block 
(ATP299P). This transaction was completed on 5 May 2009.

• On 23 July 2008, the Canadian TSX Venture Exchange agreed to 
the conversion of CAD$3,000,000 of debt owed to Drillsearch 
Energy (Canada) Incorporated into the equity of Circumpacific 
Energy Corporation. As a result Drillsearch’s consolidated 
holding of Circumpacific Energy Corporation increased from 
62.7% to 79.5%.

• On 12 August 2008, the merger with Great Artesian Oil and  
Gas Limited was completed.

• On 16 January 2009, Drillsearch announced a takeover offer of 
3D Oil Limited. This offer lapsed on 9 June 2009. Drillsearch did 
not acquire any stock as a result of this offer.

• On 5 May 2009, Beach Petroleum Limited announced a takeover 
bid for Drillsearch. The takeover offer expired on 14 August 2009 
with Beach Petroleum having secured a 22.79% shareholding in 
Drillsearch.

Australia
• The parent entity continued producing oil from its Naccowlah 

and Tintaburra joint venture interests in south west Queensland. 
During the year 97,472 bbls of oil were sold by the company 
from these properties (2008: 135,542 bbls).

• During the financial year 13 wells were drilled in Naccowlah as 
part of the Cooper Oil Project. Of these 11 wells are in production 
or were cased and suspended as future oil producers.

Canada
• A 79.5% (as at 30 June 2009) owned Canadian listed controlled 

entity of Drillsearch Energy Limited, Circumpacific Energy 
Corporation (“CER”) continued oil and gas production in Canada 
and reported a loss after tax for the year of AUD$882,285 
(2008: loss AUD$972,266). 

Financial position

The net assets of the consolidated group have increased by 
$19,791,697 from 30 June 2008 to $73,657,610. This increase is 
largely the result of the share capital issued upon the successful 
merger with Great Artesian Oil and Gas Limited.

Working capital decreased during the year by $2,452,883 due 
mainly to cash requirements for the Cooper Oil Program in 
Tintaburra and Naccowlah, exploration spend, the 3D Oil Limited 
takeover offer and the Beach Petroleum Limited takeover defence.

Changes in state of affairs

During the financial year, the consolidated entity purchased  
Great Artesian Oil & Gas Limited. The consolidated entity was also 
unsuccessful in a takeover bid for 3D Oil Limited and successful in its 
defence against a hostile takeover bid from Beach Petroleum Limited.

Other than the above, there was no significant change in the state 
of affairs of the consolidated entity during the financial year.

Subsequent events

Subsequent to balance date the following material events have 
occurred:

• On 14 August 2009, the Beach Petroleum Limited (Beach) 
Takeover bid lapsed. As at 26 August 2009 Beach now holds 
22.53% of the shareholding of Drillsearch.

• On 17 August 2009, Drillsearch announced a discovery in PEL-91 
at the Chiton-1 well.

• The Marino-1 well, located in PEL91 in the Cooper Basin, spudded 
on 22 August 2009, but was plugged and abandoned as a non-
commercial oil discovery.

Future developments

Disclosure of information regarding likely developments in the 
operations of the consolidated entity in future financial years 
and the expected results of those operations is likely to result in 
unreasonable prejudice to the consolidated entity. Accordingly, this 
information has not been disclosed in this report.

Environmental regulations

The parent entity is subject to significant environmental regulation 
in respect of its operated and non-operated joint venture interests 
in petroleum exploration, development and production. Its oil 
production interests in the state of Queensland are operated by 
Santos Limited, which complies with all relevant environmental 
legislation. Its other exploration operations in the southern 
Bonaparte Gulf, offshore Western Australia and Queensland, are 
operated by the parent entity and it complies with all relevant 
environmental legislation. Its subsidiary, Circumpacific Energy 
Corporation, complies with all relevant environmental regulations  
in the Provinces of British Columbia, Alberta and  
Saskatchewan, Canada.

Dividends

During the year no dividends were paid. No dividend is proposed 
for the current year.
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Shares under option or issued on exercise of options

Details of unissued shares or interests under option as at the date of this report are: 

  Number of Class Exercise price Expiry date
Issuing Entity shares under option of shares of option of options

Drillsearch Energy Limited 1,500,000  Ordinary $0.04 12 August 2012

Drillsearch Energy Limited 44,000,000  Ordinary $0.05 28 November 2012

The holders of these options do not have the right, by virtue of the option, to participate in any share issue or interest issue of the company 
or of any other body corporate or registered scheme. Details of shares or interests issued since the end of the financial year as a result of 
exercise of options are: 

  Number of Class Amount paid Amount unpaid
Issuing Entity shares issued of shares for shares on shares

Drillsearch Energy Limited 14,000,000  Ordinary $0.05 $nil

 
Indemnification of officers and auditors

During the financial year, the company paid a premium in respect of a contract insuring the directors of the company (as named above),  
the company secretary, Mr I.W. Bucknell, and all executive officers of the company and of any related body corporate against a liability 
incurred as such a director, secretary or executive officer to the extent permitted by the Corporations Act 2001. The contract of insurance 
prohibits disclosure of the nature of the liability and the amount of the premium.

The company has not otherwise, during or since the end of the financial year, except to the extent permitted by law, indemnified or agreed 
to indemnify an officer or auditor of the company or of any related body corporate against a liability incurred as such an officer or auditor.

Directors’ meetings

The following table sets out the number of directors’ meetings (including meetings of committees of directors) held during the financial 
year and the number of meetings attended by each director (whilst they were a director or committee member). During the financial year, 
29 board meetings, and 2 audit and risk committee meetings were held. The remuneration and nomination committee was established on 
16 June 2009 and has not yet met. 

  Board of directors Remuneration & Nomination committee Audit & risk committee
Directors Held Attended Held Attended Held Attended

Mr J.D. McKerlie  26 26 - - 2 2

Mr B.W. Lingo 4 4 - - - -

Mr B.K. Choo 13 9 - - - -

Mr P.A. Wicks 29 27 - - 2 2

Mr P.P. Simpson 26 24 - - - -

Mr L.D.H. Williams  15 15 - - - -

Mr D.A. Dixon 7 6 - - - -

Mr W.M. Johnson 3 1 - - - -

Mr M.J. Carling 7 5 - - - -

Mr C.J. Carty  4 4 - - - -

Mr P.W. Hopkins  4 4 - - - -

Mr R.D Langusch  19 19 - - 2 2
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Legal matters

Drillsearch has been involved in a number of legal proceedings 
during the year (see note 21 to the financial report) including those 
detailed below.

1.  The Company was involved as a party in two sets of proceedings 
in the Supreme Court of New South Wales. The first action was 
brought by Jim McKerlie and Glenluce Properties Pty Limited 
against the Company, Peter Simpson, Peter Wicks and Russell 
Langusch seeking, amongst other things, a declaration by 
the court that the resolution of 3 directors to postpone the 
Extraordinary General meeting (EGM) of 10 June 2009 was 
not validly made. Final orders on this matter were made by the 
Court on 4 June 2009. Those orders required Drillsearch (and its 
co-defendants) to pay the plaintiffs’ costs of the proceedings. 
The amount to be paid to the plaintiffs, Jim McKerlie and 
Glenluce Properties Pty Limited, is still being determined.

2. On 4 June Drillsearch was named as plaintiff in a second set of 
proceedings brought against Jim McKerlie, Glenluce Properties 
Pty Limited, Beng Kai Choo, Nefco Nominees Pty Limited and 
Philip Kelso in which breaches of the Corporations Act were 
alleged and an order was sought to restrain the EGM from going 
ahead on 10 June 2009. On 9 June 2009, the Court made an 
order to permanently stay the second set of proceedings. To 
enable those proceedings to be resolved without the need for 
the parties to incur significant further costs, Drillsearch agreed 
to pay the costs of the proceedings of the following defendants: 
Jim McKerlie, Glenluce Properties Pty Limited, Beng Kai Choo 
and Philip Kelso.There are still other issues yet to be resolved 
in relation to the recent proceedings, which may result in the 
company incurring further costs. The Company has received 
claims from Peter Simpson, Peter Wicks and Russell Langusch 
for their costs of the two sets of proceedings. Drillsearch has 
also received invoices from DMAW Lawyers in relation to the  
first and second set of proceedings.

3. On 12 May 2009, Odin Energy Limited announced that it 
had added Great Artesian Oil and Gas Limited, a subsidiary 
of Drillsearch, to legal proceedings brought by Odin against 
Kompliment Pty Limited and its holding company, Blue Energy 
Limited, relating to the termination of a sub-farmin agreement 
between those parties, and loss and damage Odin claims to 
have suffered in the circumstances of that agreement. Odin 
is claiming damages from Kompliment and Blue Energy in 
the amount of approximately $4.5 million. As part of the 
proceedings, it is alleged that heads of agreement between 
Great Artesian, Kompliment and Blue Energy have terminated. 
The proceedings therefore essentially involve a dispute between 
a farminee (Kompliment) and sub farminee (Odin), and no claim 
for damages is made against Great Artesian.

4. Carling Capital Partners has issued a statutory demand  
against Drillsearch for non payment of success fees related to 
the unsuccessful 3D Oil Limited takeover bid. Carling Capital 
Partners’ claim is for $175,000 plus 30,000,000 options with 
an exercise price of 2.71 cents. Carling Capital Partners has 
informed Drillsearch that it holds Drillsearch liable to damages of 
approximately $2.5 million in relation to the 30,000,000 options. 
Drillsearch disputes Carling Capital Partners’ claims, including 
those relating to the options, and has applied to the Court to set 
aside the statutory demands issued by Carling Capital Partners. 
Carling Capital Partners has not issued any proceedings in 
relation to the options or for damages (so far as Drillsearch is 
aware). Drillsearch proposes to defend such an action if  
ever commenced.

There is no other litigation of a material nature against Drillsearch 
or its subsidiaries of which the Directors are aware. 

Non-audit services

Amounts paid or payable to the auditor for non-audit services 
provided during the year by the auditor amount to $nil (2008: $nil) 
and are outlined in note 29 to the financial statements.

The directors are satisfied that the provision of non-audit services, 
during the year, by the auditor (or by another person or firm on 
the auditor’s behalf) is compatible with the general standard of 
independence for auditors imposed by the Corporations Act 2001.

The directors are of the opinion that the services as disclosed in 
note 29 to the financial statements do not compromise the external 
auditor’s independence, based on advice received from the Audit 
Committee, for the following reasons:

• all non-audit services have been reviewed and approved to 
ensure that they do not impact the integrity and objectivity of 
the auditor, and

• none of the services undermine the general principles relating 
to auditor independence as set out in Code of Conduct APES 
110 Code of Ethics for Professional Accountants issued by the 
Accounting Professional & Ethical Standards Board, including 
reviewing or auditing the auditor’s own work, acting in a 
management or decision-making capacity for the company, 
acting as advocate for the company or jointly sharing economic 
risks and rewards.

Auditor’s independence declaration

The auditor’s independence declaration is included on page 51  
of the annual report.
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Remuneration Report
This remuneration report, which forms part of the directors’ report, 
sets out information about the remuneration of Drillsearch Energy 
Limited’s directors and its key management personnel for the 
financial year ended 30 June 2009. The prescribed details for 
each person covered by this report are detailed below under the 
following headings:

• director and key management personnel details

• remuneration policy

• relationship between the remuneration policy and company 
performance

• remuneration of directors and key management personnel

• key terms of employment contracts.

Director and key management personnel details

The following persons acted as directors of the company during  
or since the end of the financial year: 

Mr J.D. McKerlie (appointed 12 August 2008, appointed Chairman 
11 June 2009). Mr B.W. Lingo (appointed 19 May 2009, appointed 
Managing Director 15 June 2009). Mr B.K. Choo (appointed 2 March 
2009). Mr P.A. Wicks. Mr P.P. Simpson (Chairman, resigned 10 
June 2009). Mr L.D.H. Williams (Managing Director, appointed 12 
August 2008, resigned 16 March 2009). Mr M.J. Carling (resigned 17 
October 2008). Mr C.J. Carty (appointed 12 August 2008, resigned 
17 October 2008). Mr D.A. Dixon (resigned 17 October 2008). Mr 
P.W. Hopkins (appointed 12 August 2008, resigned 17 October 
2008). Mr W.M. Johnson (resigned 12 August 2008). Mr R.D. 
Langusch (appointed 29 August 2008, resigned 10 June 2009).

The term ‘key management personnel’ is used in this remuneration 
report to refer to the following persons. Except as noted, the named 
persons held their current position for the whole of the financial 
year and since the end of the financial year:

Mr C.J. Carty (Chief Operating Officer, appointed 12 August 2008).
Mr I.W. Bucknell (Chief Financial Officer & Company Secretary, 
appointed 12 August 2008). Ms E.S. Petrie (Senior Geologist, 
resigned 8 May 2009)

Remuneration policy

The board of director’s policy for determining the nature and 
amount of remuneration for board members and senior executives 
of the economic entity is as follows:

The remuneration policy, setting the terms and conditions for the 
executive directors and other senior executives, was developed by 
the board. All executives receive a base salary (which is based on 
factors such as length of service and experience), superannuation, 
potentially options and bonuses. The remuneration committee 
reviews executive packages annually by reference to the economic 
entity’s performance, executive performance and comparable 
information from industry sectors and other listed companies in 
similar industries.

The executive directors and executives receive a superannuation 
guarantee contribution required by the government, which is 
currently 9%. Some individuals, however, have chosen to sacrifice 
part of their salary to increase payments towards superannuation.

The board of director’s policy is to remunerate non-executive 
directors at market rates for comparable companies for time, 
commitment and responsibilities. The remuneration committee 
determines payments to the non-executive directors and reviews 
their remuneration annually, based on market practice, duties 
and accountability. The maximum aggregate amount of fees that 
can be paid to non-executive directors is subject to approval by 
shareholders at the Annual General Meeting.
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Relationship between the remuneration policy and company performance

The directors’ reviewed the remuneration policy for key management personnel and the company’s performance. Given the economic 
climate and reduced share price, no key management personnel received a pay increase. The tables below set out summary information 
about the consolidated entity’s earnings and movements in shareholder wealth for the five years to 30 June 2009:

  30 June 2009 30 June 2008 30 June 2007 30 June 2006 30 June 2005
  $’000 $’000 $’000 $’000 $’000

Revenue 15,628,441  24,138,210  15,536,753  12,482,700  7,940,349 

Net profit / (loss) before tax (9,369,936) (13,676,468) 3,227,616  3,975,374  1,419,249 

Net profit / (loss) after tax (9,486,380) (13,467,387) 3,238,392  3,979,081  1,437,279

 30 June 2009 30 June 2008 30 June 2007 30 June 2006 30 June 2005

Share price at start of year $0.0580 $0.1583 $0.1250 $0.0567 $0.0325

Share price at end of year $0.0300 $0.0580 $0.1583 $0.1250 $0.0567

Basic earnings per share  (0.60)cps (2.12)cps 0.74cps 1.00cps 0.46cps

Diluted earnings per share  (0.60)cps (2.12)cps 0.74cps 1.00cps 0.46cps

Remuneration of directors and key management personnel 2009

  Post employment  Share-based 
 Short-term employee benefits  benefits Other payment  

      Long-term
 Salary&   Non-  Super- employee
2009 fees $ Bonus $ monetary $ Other $  annuation $ benefits $ Options $ Total $

Non-executive directors            

Mr J.D. McKerlie  7,645  - - - 33,778  - 84,756  126,179 

Mr B.K. Choo 15,291  - - - - - - 15,291 

Mr P.A. Wicks 43,432  - - 19,000  - - 84,756  147,188 

Mr P.P. Simpson 51,454  - - 27,000  28,031  - 113,008  219,493 

Mr D.A. Dixon - - - - 10,000  - - 10,000 

Mr W.M. Johnson 24,014  - - - 2,161  - - 26,175 

Mr M.J. Carling 9,205  - - - - - - 9,205 

Mr P.W. Hopkins  - - - - 9,420  - - 9,420 

Mr R.D. Langusch  31,424  - - 23,250  - - 84,756  139,430

Executive officers           

Mr B.W. Lingo 14,335  183,486  - - 17,804  - - 215,625 

Mr L.D.H. Williams  160,000  - - 50  70,000  - - 230,050 

Mr C.J. Carty 151,976  23,853  - 9,499  86,304  - 141,260  412,892 

Mr I.W. Bucknell 157,492  16,514  - 771  15,661  - 113,008  303,446 

Mrs E.S. Petrie 139,550  15,500  - 70  13,955  - - 169,075 

 805,818  239,353  - 79,640  287,114  - 621,544  2,033,469
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Remuneration of directors and key management personnel 2008

  Post employ-  Share-based 
 Short-term employee benefits  ment benefits Other payment  

      Long-term
 Salary&   Non-  Super- employee
2008 fees $ Bonus $ monetary $ Other $  annuation $ benefits $ Options $ Total $

Non-executive directors           

Mr P.A. Wicks 6,164  - - - - - - 6,164

Mr P.P. Simpson 139,500  - - - 40,000 - - 179,500 

Mr D.A. Dixon - - - - 30,000  - - 30,000 

Mr W.M. Johnson 30,000  - - - - - - 30,000 

Mr M.J. Carling 6,164  - - - - - - 6,164 

Mr G.C. Reveleigh 10,000  - - - - - - 10,000 

Mr M.L. Hutt 65,513  - - - 5,265  - - 70,778

Executive officers           

Mr P.F. Kelso 120,000  - 2,653  - - 169,917  - 292,570 

Mrs E.S. Petrie 130,032  30,000  - - 16,710  - - 176,742 

  507,373  30,000  2,653  - 91,975  169,917  - 801,918

Bonuses and share-based payments granted as compensation for the current financial year

Bonuses
Mr. B.W. Lingo was granted a cash bonus of $200,000 (inclusive of superannuation) on 15 June 2009. The bonus was given, as a sign-on 
bonus for Mr Lingo accepting the position of Managing Director at a time when Beach Petroleum Limited had launched a hostile bid on the 
Company.

Mr. L.D.H. Williams was granted a cash bonus of $30,000 (inclusive of superannuation), Mr. C.J. Carty was granted a cash bonus of $26,000 
(inclusive of superannuation), Mr. I.W. Bucknell was granted a cash bonus of $18,000 (inclusive of superannuation) and Mrs E.S. Petrie was 
granted a cash bonus of $16,895 (inclusive of superannuation). These bonuses were given, as a result of the efforts of each of the named 
parties in ensuring the successful implementation of the merger between Drillsearch and Great Artesian Oil and Gas Limited.

No other bonuses were granted during 2009.

Share-based payments
During the financial year, the following share-based payment arrangements were in existence. 

Options series Grant date Expiry date Grant date fair value Vesting date

(1) Issued 12 August 2008 12/08/08 31/12/12 $0.0447 Vests at date of grant

(2) Issued 12 August 2008 12/08/08 31/12/12 $0.0400 1/04/2009

(3) Issued 12 August 2008 12/08/08 31/12/12 $0.3333 1/04/2010

(4) Issued 12 August 2008 12/08/08 12/10/09 $0.0584 22/10/2008

(5) Issued 28 November 2008 12/08/08 29/11/12 $0.0410 30/11/2008

(6) Issued 28 November 2008 12/08/08 29/11/12 $0.0353 30/11/2009

(7) Issued 28 November 2008 12/08/08 29/11/12 $0.0287 30/11/2010

(8) Issued 28 November 2008 12/08/08 12/08/12 $0.0289 Vests at date of grant

(9) Issued 28 November 2008 28/11/08 28/11/12 $0.0141 Vests at date of grant
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Option series (1) to (7) have either expired or been cancelled. There are no further services or performance criteria that need to be met in 
relation to options granted under series (8) and (9) before the beneficial interest vests in the recipient. The following grants of share-based 
payment compensation to directors and key management personnel relate to the current financial year:

       % of compensation 
   During the During the During the for the year  
   financial year financial year financial year consisting
Name Option series No. granted No. vested % of grant vested % of grant forfeited of options

Mr P.P. Simpson (9) Issued 28 Nov 08 8,000,000 8,000,000 100% n/a 51.5%

Mr L.D.H. Williams  (5) Issued 12 Aug 08 750,000 750,000  100% 100% nil

 (6) Issued 12 Aug 08 750,000  nil  nil 100% nil

 (7) Issued 12 Aug 08 750,000  nil  nil 100% nil

 (9) Issued 28 Nov 08 12,000,000 12,000,000  100% 100% nil

Mr P.A. Wicks (9) Issued 28 Nov 08 6,000,000 6,000,000  100% n/a 57.6%

Mr P.W. Hopkins  (5) Issued 12 Aug 08 750,000 750,000  100% 100% nil

 (6) Issued 12 Aug 08 750,000  nil  nil 100% nil

 (7) Issued 12 Aug 08 750,000  nil  nil 100% nil

Mr J.D. McKerlie  (5) Issued 12 Aug 08 750,000 750,000  nil 100% nil

 (6) Issued 12 Aug 08 750,000  nil  nil 100% nil

 (7) Issued 12 Aug 08 750,000  nil  nil 100% nil

 (9) Issued 28 Nov 08 6,000,000  6,000,000  100% n/a 67.2%

Mr R.D. Langusch  (9) Issued 28 Nov 08 6,000,000  6,000,000  100% n/a 60.8%

Mr C.J. Carty (1) Issued 12 Aug 08 3,000,000  3,000,000  100% 100% nil

 (2) Issued 12 Aug 08 3,000,000  nil  nil 100% nil

 (3) Issued 12 Aug 08 3,000,000  nil  nil 100% nil

 (9) Issued 28 Nov 08 10,000,000 10,000,000  100% n/a 34.2%

Mr I.W. Bucknell (4) Issued 12 Aug 08 1,500,000  nil  nil 100% nil

 (9) Issued 28 Nov 08 8,000,000 8,000,000  100% n/a 37.2%

  73,250,000  61,250,000    

No options were exercised during the year however the following directors exercised options that were granted to them as part of their 
compensation since the end of the financial year. 

 No. of No. of ordinary shares of Amount Amount
Name options exercised Drillsearch Energy Limited issued paid unpaid 

Mr R.D. Langusch 6,000,000  6,000,000  $300,000 $nil

Mr P.P. Simpson 8,000,000  8,000,000  $400,000 $nil
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The following table summarises the value of options granted, exercised or lapsed during the year to directors and  
key management personnel: 

  Value of options granted Value of options lapsed
Name  at the grant date (i) $ at the date of lapse (ii) $

Mr P.P. Simpson 113,008 -

Mr L.D.H. Williams 248,262 248,262 

Mr P.A. Wicks 84,756 -

Mr P.W. Hopkins 78,750 78,750 

Mr J.D. McKerlie 163,506 78,750 

Mr R.D Langusch 84,756 - 

Mr C.J. Carty 495,260 354,000 

Mr I.W. Bucknell 200,608 87,600 

i. The value of options granted during the period is recognised 
in compensation over the vesting period of the grant, in 
accordance with Australian accounting standards.

ii. The value of options lapsing during the period due to the failure 
to satisfy a vesting condition is determined assuming the vesting 
condition had been satisfied.

Key terms of employment contracts

The employment conditions of the managing director, Mr. B.W. 
Lingo, and other key management personnel are formalised in 
contracts of employment. Other than the managing director and 
Mr. C. J. Carty, Chief Operating Officer, all other key management 
personnel are permanent employees of Drillsearch Energy Limited 
or controlled entities. Mr. B.W. Lingo is employed under a fixed term 
contract, which expires on 1 July 2012. Mr. C. J. Carty is employed 
under a fixed term contract, which expires on 30 March 2010.

The various employment contracts stipulate a range of resignation 
periods. The company may terminate the various employment 
contracts without cause by providing written notice or making 
payment in lieu of notice, based on the individual’s annual salary 
component with a range of notice periods between 1 – 12 months. 
Termination payments are generally not payable on resignation 
or dismissal for serious misconduct. In the instance of serious 
misconduct the company can terminate employment at any time.

This directors’ report is signed in accordance with a resolution of 
directors made pursuant to s.298(2) of the Corporations Act 2001.

On behalf of the Directors

J.D. McKerlie 
Chairman 
Sydney, 7 September 2009

Directors’ declaration

The directors declare that:

a) in the directors’ opinion, there are reasonable grounds to believe 
that the company will be able to pay its debts as and when they 
become due and payable;

b) in the directors’ opinion, the attached financial statements and 
notes thereto are in accordance with the Corporations Act 2001, 
including compliance with accounting standards and giving a 
true and fair view of the financial position and performance of 
the company and the consolidated entity; and

c) the directors have been given the declarations required by 
s.295A of the Corporations Act 2001.

Signed in accordance with a resolution of the directors made 
pursuant to s.295(5) of the Corporations Act 2001.

On behalf of the Directors

J.D. McKerlie 
Chairman 
Sydney, 7 September 2009
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Income statements  for the financial year ended 30 June 2009

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

 
Continuing operations

Revenue 5 15,628,441 24,138,210 10,355,847 15,724,808

 
Changes in inventories  2,017,367 381,026 2,017,367 381,026

Direct operating expense  (8,100,603) (7,909,718) (5,437,098) (5,292,355)

Employee benefits expense  (1,634,867) (992,367) (1,279,440) (984,570)

Amortisation expense  (4,334,700) (3,699,514) (3,507,930) (1,569,129)

Depreciation expense  (153,669) (76,059) (115,179) (39,999)

Gross profit  3,421,969 11,841,578 2,033,567 8,219,781

Share based payments expense 26 (865,186) - (865,186) -

Exploration and evaluation costs expensed 13 (2,143,067) (8,681,201) (1,761,633) (7,386,524)

Impairment of oil and gas assets 7c/14 (4,686,368) (5,664,990) (4,032,790) (1,844,051)

Impairment of loans to subsidiaries  - - - (819,147)

Finance costs 6 (675,898) (5,397,178) (79,043) (5,380,385)

Corporate activity costs 7c (1,827,472) (164,225) (1,043,768) (62,520)

Other expenses  7b (2,593,914) (5,610,452) (1,451,174) (1,913,020)

Loss before tax  7a (9,369,936) (13,676,468) (7,200,028) (9,185,866)

Income tax expense 8 (116,444) 209,081 - -

Loss for the year   (9,486,380) (13,467,387) (7,200,028) (9,185,866)

Attributable to:      

Equity holders of the parent  (9,728,253) (14,063,696) (7,200,028) (9,185,866)

Minority interest  241,873 596,309 - -

  (9,486,380) (13,467,387) (7,200,028) (9,185,866)

Earnings per share 

From continuing and discontinued operations: 

Basic (cents per share) 19 (0.6034) (2.1177)

Diluted (cents per share) 19 (0.6034) (2.1177)

Notes to the financial report are included on pages 58 to 93.
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Balance sheets  as at 30 June 2009

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Current assets

Cash and cash equivalents 24a 8,141,877 11,914,442 5,550,035 9,663,540

Trade and other receivables 9 2,705,539 4,558,150 1,276,958 6,835,456

Financial assets 10 26,001 7,001 26,001 7,001

Inventories 11 4,349,111 2,171,893 4,349,111 2,171,894

Other assets 12 521,261 - 36,650 -

Total current assets  15,743,789 18,651,486 11,238,755 18,677,891

Non-current assets

Financial assets 10 - - 34,738,574 7,012,364

Exploration and evaluation assets 13 30,278,365 3,120,972 1,187,175 2,200,847

Oil and gas assets 14 37,033,739 41,224,199 32,551,934 35,261,396

Property, plant and equipment 15 177,255 94,612 132,588 61,248

Deferred tax asset 8 - 324,086 - -

Other assets 12 919,233 168,579 7,531,876 168,579

Total non-current assets  68,408,592 44,932,448 76,142,147 44,704,434

Total assets  84,152,381 63,583,934 87,380,902 63,382,325

Current liabilities

Trade and other payables 16 2,439,091 3,388,080 4,288,664 4,578,288

Current tax liabilities 8 4,178,130 3,726,510 - -

Provisions 17 54,138 11,584 33,538 11,584

Total current liabilities  6,671,359 7,126,174 4,322,202 4,589,872

Non-current liabilities

Deferred tax liabilities 8 - 207,642 - -

Provisions 17 3,823,412 2,384,205 1,608,817 255,000

Total non-current liabilities  3,823,412 2,591,847 1,608,817 255,000

Total liabilities  10,494,771 9,718,021 5,931,019 4,844,872

Net assets  73,657,610 53,865,913 81,449,883 58,537,453

Equity

Issued capital 18 96,567,411 67,802,582 96,567,411 67,802,582

Reserves  827,482 (294,076) 908,273 (439,356)

Retained earnings  (25,995,206) (16,058,273) (16,025,801) (8,825,773)

Equity attributable to equity holder of the parent  71,399,687 51,450,233 81,449,883 58,537,453

Minority interest   2,257,923 2,415,680 - -

Total equity  73,657,610 53,865,913 81,449,883 58,537,453

Notes to the financial report are included on pages 58 to 93.
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Statements of changes in equity  for the financial year ended 30 June 2009

  Equity Foreign   Attributable  
 Fully paid settled currency   to equity  
 ordinary employee translation General Retained holders of Minority 
 shares benefits reserve reserve earnings the parent interest Total
Consolidated $ $ $ $ $ $ $ $

Balance at 1 July 2007 30,339,117  - 181,621  1,124,142  (1,994,577) 29,650,303  2,115,547  31,765,850 

Shares issued during the year 38,607,228  - - - - 38,607,228  - 38,607,228 

Transaction costs (1,143,763) - - - - (1,143,763) - (1,143,763)

Loss for the year - - - - (14,063,696) (14,063,696) - (14,063,696)

Net exchange differences recorded in equity - - (1,731,964) - - (1,731,964) - (1,731,964)

Profit attributable to minority shareholders - - - - - - 596,309  596,309 

Increase in reserves - - - 132,125  - 132,125  (296,176) (164,051)

Balance at 30 June 2008 67,802,582  - (1,550,343) 1,256,267  (16,058,273) 51,450,233  2,415,680  53,865,913 

            

Balance at 1 July 2008 67,802,582  - (1,550,343) 1,256,267  (16,058,273) 51,450,233  2,415,680  53,865,913 

Shares issued during the year 28,789,880  - - - - 28,789,880  - 28,789,880 

Transaction costs (25,051) - - - - (25,051) - (25,051)

Loss for the year - - - - (9,728,253) (9,728,253) 241,873  (9,486,380)

Net exchange differences recorded in equity - - 72,857  - - 72,857  94,336  167,192 

Reduction in minority interest  - - 493,966  - 493,966  (493,966)  

Share based payment expense - 1,296,560  - - - 1,296,560  - 1,296,560 

Gain on available-for-sale investments - - - 4,000  - 4,000  - 4,000 

Transfer to retained earnings - - - 208,680  (208,680) - - -

Purchase of treasury shares - - - (2,347,614) - (2,347,614) - (2,347,614)

Sale of treasury shares - - - 1,393,109  - 1,393,109  - 1,393,109 

Balance at 30 June 2009 96,567,411  1,296,560  (1,477,486) 1,008,408  (25,995,206) 71,399,687  2,257,923  73,657,610

  Equity settled Foreign
 Fully paid employee currency
 ordinary benefits translation General Retained 
 shares reserve reserve reserve earnings Total
Company $ $ $ $ $ $

Balance at 1 July 2007 30,339,117  - (253,138) (182,490) 360,093  30,263,582 

Shares issued during the year  38,607,228  - - - - 38,607,228 

Transaction costs  (1,143,763) - - - - (1,143,763)

Loss for the year  - - - - (9,185,866) (9,185,866)

Net exchange differences recorded in equity  - - (181,963)  - - (181,963)

Share value decrement in long term investment recorded in equity  - - - 178,235  - 178,235 

Balance at 30 June 2008 67,802,582  - (435,101) (4,255) (8,825,773) 58,537,453 

Balance at 1 July 2008 67,802,582  - (435,101) (4,255) (8,825,773) 58,537,453 

Shares issued during the year 28,789,880  - - - - 28,789,880 

Transaction costs (25,051) - - - - (25,051)

Loss for the period - - - - (7,200,028) (7,200,028)

Net exchange differences recorded in equity - - 47,069  - - 47,069 

Share based payment expense - 1,296,560  - - - 1,296,560 

Gain on available-for-sale investments - - - 4,000  - 4,000 

Balance at 30 June 2009 96,567,411  1,296,560  (388,032) (255) (16,025,801) 81,449,883 

Notes to the financial report are included on pages 58 to 93.
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Cash flow statements  for the financial year ended 30 June 2009

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
Note Note $ $ $ $

Cash flows from operating activities      

Receipts from customers   19,985,881 22,982,312  11,995,559 16,006,922 

Payments to suppliers, employees and others   (18,295,302) (15,703,742) (10,210,895) (11,770,314)

Interest received  528,834 307,169  451,818 307,169 

Interest paid  (10,668) (1,464,841) (5,529) (1,448,048)

Net cash provided by operating activities 24c 2,208,745  6,120,898  2,230,952  3,095,729 

Cash flows from investing activities       

Proceeds from repayment of loans  - - 4,475 345,912 

Loans to group companies  - - (2,809,849) - 

Acquisition of subsidiary 23 1,569,668 - -  - 

Payments for exploration & evaluation   (4,692,727) (6,766,262) (791,405) (6,177,721)

Payments for property, plant and equipment  (17,891) (142,811) (192,120) (142,811)

Payments for oil and gas assets  (3,727,742) (8,820,793) (1,842,053) (7,294,448)

Proceeds from sale of non-current asset  800 2,031,612  800 1,137,177 

Net cash used in investing activities  (6,867,892) (13,698,254) (5,630,151) 12,131,891 

Cash flows from financing activities

Proceeds from issue of shares  - 38,607,228  - 38,607,228 

Sale of treasury shares  1,393,109 - - -

Share issue expenses  (25,051) (1,143,763) (25,051) (1,143,763)

Repayment of borrowings  - (20,277,542) - (20,021,945)

Net cash provided by financing activities  1,368,058  17,185,923  (25,051) 17,441,520 

Net increase/(decrease) in cash and equivalents  (3,291,089) 9,608,567  (3,424,250) 8,405,358 

Cash and cash equivalents at the beginning   11,914,442 2,706,148  9,663,540 1,797,049 
of the financial year      

Effects of exchange rate changes on the 
balance of cash held in foreign currencies  (481,476) (400,273) (689,255) (538,867) 

Cash and cash equivalents at the end of  24a 8,141,877  11,914,442  5,550,035  9,663,540  
the financial year

Notes to the financial report are included on pages 58 to 93.
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Notes to the financial report
1. General information

Drillsearch Energy Limited (the Company) is a public company 
listed on the Australian Stock Exchange (trading under the symbol 
‘DLS’), incorporated in Australia and operating in Australia, Canada 
and Papua New Guinea.

Drillsearch Energy Limited’s registered office and its principal place 
of business are as follows:

Registered office
8th Floor 
16 Spring Street 
Sydney NSW 2000 
Telephone (02) 9241 4440

Principal place of business
8th Floor 
16 Spring Street 
Sydney NSW 2000 
Telephone (02) 9241 4440

The entity’s principal activities are the exploration, development 
and production of oil and gas interests.

2. Significant accounting policies

Statement of compliance
The financial report is a general purpose financial report which 
has been prepared in accordance with the Corporations Act 2001, 
Australian Accounting Standards and Interpretations, and complies 
with other requirements of the law.

The financial report includes the separate financial statements 
of the company and the consolidated financial statements of the 
Group.

The financial statements were authorised for issue by the directors 
on 7 September 2009.

Basis of preparation
The financial report has been prepared on the basis of historical 
cost, except for the revaluation of certain non-current assets 
and financial instruments. Cost is based on the fair values of 
the consideration given in exchange for assets. All amounts are 
presented in Australian dollars, unless otherwise noted.

Going concern
The Directors have prepared the financial report on a going concern 
basis, which contemplates the continuity of normal business 
activities and the realisation of assets and the settlement of 
liabilities in the ordinary course of business. 

For the year ended 30 June 2009, the Group incurred a net loss 
after tax of $9,486,380 (2008: loss $13,467,387) principally as a 
result of the non-cash impacts of the impairment of oil and gas 
assets and the amortisation and depreciation expenses. The Group 
generated positive cash flows from operating activities for the year 
ended 30 June 2009 of $2,208,745 (2008: $6,120,898). The Group’s 
net asset position at 30 June 2009 was $73,657,610 (company: 
$81,449,883) and its cash balance amounted to $8,141,877 
(company: $5,550,035) at that date. 

The Directors’ cash flow forecasts project that the company and 
the Group will continue to be able to meet their liabilities and 
obligations (including those contractual commitments as disclosed 
in Note 20) as and when they fall due for a period of at least 12 
months from the date of signing of this financial report. The cash 
flow forecasts are dependent upon the generation of sufficient 
cash flows from operating activities to meet working capital 
requirements, and the ability of the Group to manage discretionary 
exploration and evaluation expenditure on non-core assets via the 
farm out of certain interests and/or a reduction in its future  
work programmes. 

The Directors are of the opinion that the use of the going concern 
basis of accounting is appropriate as they are satisfied as to the 
ability of the company and the Group to implement the above. 

Further, as an entity involved in oil and gas exploration, 
development and production activities the Directors continue to 
assess the financing and capital requirements of the Group, which 
may include the need to raise additional funds to meet future work 
programmes. However, the Directors believe that the ability of the 
company and the Group to continue to pay their liabilities and 
obligations as and when they fall due and to meet their contractual 
commitments is not dependent upon the raising of additional funds.

The financial report does not include adjustments, if any, relating to 
the recoverability and classification of recorded asset amounts or 
the amounts and classification of liabilities that might be necessary 
should the company and the Group not continue as going concerns. 

Critical accounting judgements and key 
sources of estimation uncertainty
In the application of the Group’s accounting policies, management 
is required to make judgments, estimates and assumptions about 
carrying values of assets and liabilities that are not readily apparent 
from other sources. The estimates and associated assumptions are 
based on historical experience and other factors that are considered 
to be relevant. Actual results may differ from these estimates. The 
estimates and underlying assumptions are reviewed on an ongoing 
basis. Revisions to accounting estimates are recognised in the 
period in which the estimate is revised if the revision affects only 
that period, or in the period of the revision and future periods if 
the revision affects both current and future periods. Refer to note 
3 for a discussion of critical judgements in applying the entity’s 
accounting policies, and key sources of estimation uncertainty.

Significant accounting policies
(a) Basis of consolidation
The consolidated financial statements incorporate the financial 
statements of the Company and entities (including special purpose 
entities) controlled by the Company (its subsidiaries) (referred to as 
‘the Group’ in these financial statements). Control is achieved where 
the Company has the power to govern the financial and operating 
policies of an entity so as to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the 
year are included in the consolidated income statement from the 
effective date of acquisition or up to the effective date of disposal, 
as appropriate.
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Where necessary, adjustments are made to the financial statements 
of subsidiaries to bring their accounting policies into line with those 
used by other members of the Group. All intra-group transactions, 
balances, income and expenses are eliminated in full on 
consolidation. In the separate financial statements of the Company, 
intra-group transactions (‘common control transactions’) are 
generally accounted for by reference to the existing (consolidated) 
book value of the items. Where the transaction value of common 
control transactions differ from their consolidated book value, 
the difference is recognised as a contribution by or distribution to 
equity participants by the transacting entities.

Minority interests in the net assets (excluding goodwill) of 
consolidated subsidiaries are identified separately from the Group’s 
equity therein. Minority interests consist of the amount of those 
interests at the date of the original business combination and 
the minority’s share of changes in equity since the date of the 
combination. Losses applicable to the minority in excess of the 
minority’s interest in the subsidiary’s equity are allocated against 
the interests of the Group except to the extent that the minority has 
a binding obligation and is able to make an additional investment  
to cover the losses.

(b) Business combinations
Acquisitions of subsidiaries and businesses are accounted for 
using the purchase method. The cost of the business combination 
is measured as the aggregate of the fair values (at the date of 
exchange) of assets given, liabilities incurred or assumed, and 
equity instruments issued by the Group in exchange for control 
of the acquiree. Any costs directly attributable to the business 
combination have been recognised in the income statement. The 
acquiree’s identifiable assets, liabilities and contingent liabilities 
that meet the conditions for recognition under AASB 3 ‘Business 
Combinations’ are recognised at their fair values at the acquisition 
date, except for non-current assets (or disposal groups) that are 
classified as held for sale in accordance with AASB 5 ‘Non-current 
Assets Held for Sale and Discontinued Operations’, which are 
recognised and measured at fair value less costs to sell.

Goodwill arising on acquisition is recognised as an asset and initially 
measured at cost, being the excess of the cost of the business 
combination over the Group’s interest in the net fair value of the 
identifiable assets, liabilities and contingent liabilities recognised. 
If, after reassessment, the Group’s interest in the net fair value of 
the acquiree’s identifiable assets, liabilities and contingent liabilities 
exceeds the cost of the business combination, the excess is 
recognised immediately in profit or loss.

The interest of minority shareholders in the acquiree is initially 
measured at the minority’s proportion of the net fair value of the 
assets, liabilities and contingent liabilities recognised.

(c) Foreign currency
The individual financial statements of each group entity are 
presented in its functional currency being the currency of the 
primary economic environment in which the entity operates. For 
the purpose of the consolidated financial statements, the results 
and financial position of each entity are expressed in Australian 
dollars, which is the functional currency of Drillsearch Energy 
Limited and the presentation currency for the consolidated  
financial statements.

In preparing the financial statements of the individual entities, 
transactions in currencies other than the entity’s functional 
currency are recorded at the rates of exchange prevailing on the 
dates of the transactions. At each balance sheet date, monetary 
items denominated in foreign currencies are retranslated at the 
rates prevailing at the balance sheet date. Non-monetary items 
carried at fair value that are denominated in foreign currencies are 
retranslated at the rates prevailing on the date when the fair value 
was determined. Non-monetary items that are measured in terms 
of historical cost in a foreign currency are not retranslated.

Exchange differences are recognised in profit or loss in the period 
in which they arise except for exchange differences on monetary 
items receivable from or payable to a foreign operation for which 
settlement is neither planned or likely to occur, which form part of 
the net investment in a foreign operation, and which are recognised 
in the foreign currency translation reserve and recognised in profit 
or loss on disposal of the net investment.

On consolidation, the assets and liabilities of the Group’s foreign 
operations are translated into Australian dollars at exchange rates 
prevailing on the balance sheet date. Income and expense items 
are translated at the average exchange rates for the period, unless 
exchange rates fluctuated significantly during that period, in which 
case the exchange rates at the dates of the transactions are used. 
Exchange differences arising, if any, are classified as equity and 
transferred to the Group’s foreign currency translation reserve. Such 
exchange differences are recognised in profit or loss in the period in 
which the foreign operation is disposed.

Goodwill and fair value adjustments arising on the acquisition of 
a foreign entity on or after the date of transition to A-IFRS are 
treated as assets and liabilities of the foreign entity and translated 
at exchange rates prevailing at the reporting date. Goodwill arising 
on acquisitions before the date of transition to A-IFRS is treated as 
an Australian dollar denominated asset.

(d) Goods and services tax
Revenues, expenses and assets are recognised net of the amount  
of goods and services tax (GST), except:

i. where the amount of GST incurred is not recoverable from 
the taxation authority, it is recognised as part of the cost of 
acquisition of an asset or as part of an item of expense; or

ii. for receivables and payables which are recognised inclusive  
of GST.

The net amount of GST recoverable from, or payable to, the 
taxation authority is included as part of receivables or payables.

Cash flows are included in the cash flow statement on a gross 
basis. The GST component of cash flows arising from investing and 
financing activities which is recoverable from, or payable to, the 
taxation authority is classified within operating cash flows.

(e) Revenue 
Revenue is recognised in the income statement when the significant 
risks and rewards of ownership have been transferred to the 
buyer. Revenue is recognised and measured at the fair value of the 
consideration or contributions received, net of goods and services 
tax, to the extent it is probable that the economic benefits will flow 
to the Group and the revenue can be reliably measured.
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Sales revenue 
Sales revenue is recognised on the basis of the Group’s interest in a 
producing field (“entitlements” method), when the physical product 
and associated risks and rewards of ownership pass to the purchaser, 
which is generally at the time of ship or truck loading, or on the 
product entering the pipeline.

Overriding royalties 
Royalties recognised on farmed out operating lease rights are 
recognised as revenue as they accrue in accordance with the terms 
of the overriding royalty agreements.

Pipeline tariffs and processing tolls 
Tariffs and tolls charged to other entities for use of pipelines and 
facilities owned by the Group are recognised as revenue as they 
accrue in accordance with the terms of the tariff and  
tolling agreements. 

(f) Share-based payments
Equity-settled share-based payments with employees and others 
providing similar services are measured at the fair value of the 
equity instrument at the grant date. Fair value is measured by 
use of a binomial model. The expected life used in the model has 
been adjusted, based on management’s best estimate, for the 
effects of non-transferability, exercise restrictions, and behavioural 
considerations. Further details on how the fair value of equity-
settled share-based transactions has been determined can be found 
in note 26.

The fair value determined at the grant date of the equity-settled 
share-based payments is expensed on a straight-line basis over the 
vesting period, based on the Group’s estimate of equity instruments 
that will eventually vest.

At each reporting date, the Group revises its estimate of the 
number of equity instruments expected to vest. The impact of 
the revision of the original estimates, if any, is recognised in profit 
or loss over the remaining vesting period, with corresponding 
adjustment to the equity settled employee benefits reserve.

The policy described above is applied to all equity-settled share 
based payments that were granted after 7 November 2002 that 
vested after 1 January 2005. No amount has been recognised in the 
financial statements in respect of the other equity-settled shared-
based payments. 

Equity-settled share-based payment transactions with other parties 
are measured at the fair value of the goods and services received, 
except where the fair value cannot be estimated reliably, in which 
case they are measured at the fair value of the equity instruments 
granted, measured at the date the entity obtains the goods or the 
counterparty renders the service. For cash-settled share-based 
payments, a liability equal to the portion of the goods or services 
received is recognised at the current fair value determined at each 
reporting date.

(g) Income tax
Current tax
Current tax is calculated by reference to the amount of income 
taxes payable or recoverable in respect of the taxable profit or tax 
loss for the period. It is calculated using tax rates and tax laws that 
have been enacted or substantively enacted by reporting date. 
Current tax for current and prior periods is recognised as a liability 
(or asset) to the extent that it is unpaid (or refundable).

Deferred tax
Deferred tax is accounted for using the balance sheet liability 
method. Temporary differences are differences between the tax 
base of an asset or liability and its carrying amount in the balance 
sheet. The tax base of an asset or liability is the amount attributed 
to that asset or liability for tax purposes.

In principle, deferred tax liabilities are recognised for all taxable 
temporary differences. Deferred tax assets are recognised to the 
extent that it is probable that sufficient taxable amounts will be 
available against which deductible temporary differences or unused 
tax losses and tax offsets can be utilised. However, deferred tax 
assets and liabilities are not recognised if the temporary differences 
giving rise to them arise from the initial recognition of assets 
and liabilities (other than as a result of a business combination) 
which affects neither taxable income nor accounting profit. 
Furthermore, a deferred tax liability is not recognised in relation to 
taxable temporary differences arising from the initial recognition 
of goodwill. Deferred tax liabilities are recognised for taxable 
temporary differences associated with investments in subsidiaries 
and associates and interests in joint ventures except where the 
Group is able to control the reversal of the temporary differences 
and it is probable that the temporary differences will not reverse in 
the foreseeable future. Deferred tax assets arising from deductible 
temporary differences associated with these investments and 
interests are only recognised to the extent that it is probable that 
there will be sufficient taxable profits against which to utilise the 
benefits of the temporary differences and they are expected to 
reverse in the foreseeable future.

Deferred tax assets and liabilities are measured at the tax rates that 
are expected to apply to the period(s) when the asset and liability 
giving rise to them are realised or settled, based on tax rates (and 
tax laws) that have been enacted or substantively enacted by 
reporting date.

The measurement of deferred tax liabilities and assets reflects the 
tax consequences that would follow from the manner in which 
the Group expects, at the reporting date, to recover or settle the 
carrying amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when they relate 
to income taxes levied by the same taxation authority and the 
company/Group intends to settle its current tax assets and liabilities 
on a net basis.

Current and deferred tax for the period
Current and deferred tax is recognised as an expense or income 
in the income statement, except when it relates to items credited 
or debited directly to equity, in which case the deferred tax is also 
recognised directly in equity, or where it arises from the initial 
accounting for a business combination, in which case it is taken into 
account in the determination of goodwill or excess.

Tax consolidation
The company and all its wholly-owned Australian resident entities 
are part of a tax-consolidated group under Australian taxation 
law with the exception of Great Artesian Oil and Gas Pty Limited 
and Clean Gas Pty Limited which will be brought into the tax 
consolidation group in the next financial year. Drillsearch Energy 
Limited is the head entity in the tax-consolidated group. Tax 
expense/income, deferred tax liabilities and 
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deferred tax assets arising from temporary differences of the 
members of the tax-consolidated group are recognised in 
the separate financial statements of the members of the tax-
consolidated group using the ‘separate taxpayer within group’ 
approach by reference to the carrying amounts in the separate 
financial statements of each entity and the tax values applying 
under tax consolidation. Current tax 

liabilities and assets and deferred tax assets arising from unused 
tax losses and relevant tax credits of the members of the tax-
consolidated group are recognised by the company (as head entity 
in the tax-consolidated group).

Due to the existence of a tax funding arrangement between the 
entities in the tax-consolidated group, amounts are recognised as 
payable to or receivable by the company and each member of the 
group in relation to the tax contribution amounts 

paid or payable between the parent entity and the other members 
of the tax-consolidated group in accordance with the arrangement.

Further information about the tax funding arrangement is detailed 
in note 8. Where the tax contribution amount recognised by each 
member of the tax-consolidated group for a particular period is 
different to the aggregate of the current tax liability or asset and 
any deferred tax asset arising from unused tax losses and tax 
credits in respect of that period, the difference is recognised as a 
contribution from (or distribution to) equity participants.

(h) Cash and cash equivalents
Cash comprises cash on hand and demand deposits. Cash 
equivalents are short-term, highly liquid investments that are 
readily convertible to known amounts of cash, which are subject 
to an insignificant risk of changes in value and have a maturity of 
three months or less at the date of acquisition.

(i) Financial assets
Investments are recognised and derecognised on trade date where 
the purchase or sale of an investment is under a contract whose 
terms require delivery of the investment within the timeframe 
established by the market concerned, and are initially measured at 
fair value, net of transaction costs except for those financial assets 
classified as at fair value through profit or loss which are initially 
measured at fair value.

Subsequent to initial recognition, investments in subsidiaries are 
measured at cost in the company financial statements as detailed 
in note 10. 

Other financial assets are classified into the following specified 
categories: financial assets ‘at fair value through profit or loss’, 
‘held-to-maturity investments’, ‘available-for-sale’ financial assets, 
and ‘loans and receivables’. The classification depends on the 
nature and purpose of the financial assets and is determined at the 
time of initial recognition.

Effective interest method
The effective interest method is a method of calculating the 
amortised cost of a financial asset and of allocating interest income 
over the relevant period. The effective interest rate is the rate that 
exactly discounts estimated future cash receipts (including all 
fees on points paid or received that form an integral part of the 
effective interest rate, transaction costs and other premiums or 
discounts) through the expected life of the financial asset, or, where 
appropriate, a shorter period.

Income is recognised on an effective interest rate basis for debt 
instruments other than those financial assets ‘at fair value through 
profit or loss’. 

Financial assets at fair value through profit or loss
Financial assets are classified as financial assets at fair value 
through profit or loss where the financial asset:

• has been acquired principally for the purpose of selling in the 
near future;

• is a part of an identified portfolio of financial instruments that 
the Group manages together and has a recent actual pattern of 
short-term profit-taking; or

• is a derivative that is not designated and effective as a  
hedging instrument.

Financial assets at fair value through profit or loss are stated at 
fair value, with any resultant gain or loss recognised in profit or 
loss. The net gain or loss recognised in profit or loss incorporates 
any dividend or interest earned on the financial asset. Fair value is 
determined in the manner described in note 25.

Available-for-sale financial assets
Certain shares and redeemable notes held by the Group are 
classified as being available-for-sale and are stated at fair value. 
Fair value is determined in the manner described in note 25.

Gains and losses arising from changes in fair value are recognised 
directly in the investments revaluation reserve with the exception 
of impairment losses, interest calculated using the effective interest 
method and foreign exchange gains and losses on monetary 
assets which are recognised directly in profit or loss. Where the 
investment is disposed of or is determined to be impaired, the 
cumulative gain or loss previously recognised in the investments 
revaluation reserve is included in profit or loss for the period.

Dividends on available-for-sale equity instruments are recognised 
in profit and loss when the Group’s right to receive the dividends is 
established.

The fair value of available-for-sale monetary assets denominated 
in a foreign currency is determined in that foreign currency and 
translated at the spot rate at reporting date. The change in fair 
value attributable to translation differences that result from a 
change in amortised cost of the asset is recognised in profit or loss, 
and other changes are recognised in equity.

Loans and receivables
Trade receivables, loans, and other receivables that have fixed or 
determinable payments that are not quoted in an active market 
are classified as ‘loans and receivables’. Loans and receivables are 
measured at amortised cost using the effective interest method less 
impairment. Interest income is recognised by applying the effective 
interest rate.

Impairment of financial assets
Financial assets, other than those at fair value through profit or 
loss, are assessed for indicators of impairment at each balance 
sheet date. Financial assets are impaired where there is objective 
evidence that as a result of one or more events that occurred after 
the initial recognition of the financial asset the estimated future 
cash flows of the investment have been impacted.
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For financial assets carried at amortised cost, the amount of the 
impairment is the difference between the asset’s carrying amount 
and the present value of estimated future cash flows, discounted 
at the original effective interest rate. The carrying amount of 
financial assets including uncollectible trade receivables is reduced 
by the impairment loss through the use of an allowance account. 
Subsequent recoveries of amounts previously written off are 
credited against the allowance account. Changes in the carrying 
amount of the allowance account are recognised in profit or loss.

With the exception of available-for-sale equity instruments, if, in a 
subsequent period, the amount of the impairment loss decreases 
and the decrease can be related objectively to an event occurring 
after the impairment was recognised, the previously recognised 
impairment loss is reversed through profit or loss to the extent 
the carrying amount of the investment at the date the impairment 
is reversed does not exceed what the amortised cost would have 
been had the impairment not been recognised.

In respect of available-for-sale equity instruments, any subsequent 
increase in fair value after an impairment loss is recognised directly 
in equity.

De-recognition of financial assets
The Group derecognises a financial asset only when the contractual 
rights to the cash flows from the asset expire, or it transfers 
the financial asset and substantially all the risks and rewards of 
ownership of the asset to another entity. If the Group neither 
transfers nor retains substantially all the risks and rewards of 
ownership and continues to control the transferred asset, the Group 
recognises its retained interest in the asset and an associated 
liability for amounts it may have to pay. If the Group retains 
substantially all the risks and rewards of ownership of a transferred 
financial asset, the Group continues to recognise the financial asset 
and also recognises a collateralised borrowing for the  
proceeds received.

(j) Inventories
Inventories are stated at the lower of cost and net realisable value. 
Costs, including an appropriate portion of fixed and variable 
overhead expenses, are assigned to inventories by the method 
most appropriate to each particular class of inventory, with all 
categories being valued on a first in first out basis. Net realisable 
value represents the estimated selling price for inventories less all 
estimated costs of completion and costs necessary to make the sale.

(k) Non-current assets held for sale
Non-current assets and disposal groups are classified as held for 
sale if their carrying amount will be recovered principally through a 
sale transaction rather than through continuing use. This condition 
is regarded as met only when the sale is highly probable and the 
asset (or disposal group) is available for immediate sale in its 
present condition. Management must be committed to the sale, 
which should be expected to qualify for recognition as a completed 
sale within one year from the date of classification.

Non-current assets (and disposal groups) classified as held for sale 
are measured at the lower of their previous carrying amount and 
fair value less costs to sell.

(l) Property, plant and equipment
Each class of plant and equipment is carried at cost less, where 
applicable, any accumulated depreciation and impairment losses. 

Plant and equipment are measured on the cost basis. The carrying 
amount of plant and equipment is reviewed annually by directors 
to ensure it is not in excess of the recoverable amount from these 
assets. The recoverable amount is assessed on the basis of the 
expected net cash flows that will be measured reliably. All other 
repairs and maintenance are charged to the income statement 
during the financial period in which they are incurred.

Items of plant and equipment, including buildings and leasehold 
property but excluding freehold land, are depreciated and 
amortised over their estimated useful lives to the consolidated 
group. Leasehold improvements are amortised over the shorter of 
either the unexpired period of the lease or the estimated useful 
lives of the improvements. The straight line method is used. Assets 
are depreciated or amortised from the date of acquisition.

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

Class of Fixed Asset Depreciation Rate
Property Plant and  5-30% 
Equipment 

The asset’s residual values and useful lives are reviewed, and 
adjusted if appropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately to its 
recoverable amount if the asset’s carrying amount is greater than 
its estimated recoverable amount.

Gains and losses on disposals are determined by comparing 
proceeds with the carrying amount. These gains and losses are 
included in the income statement. 

(m) Oil and gas assets
The group follows the full cost method of accounting for oil and 
gas assets whereby all costs, less any incentives related to the 
acquisition, exploration and development of oil and gas reserves 
are capitalised. These costs include land acquisition costs, 
geological and geophysical expenses, the costs of drilling both 
productive and non-productive wells, non-producing lease rentals 
and directly related general and administrative expenses. Proceeds 
received from the disposal of properties are normally credited 
against accumulated costs. 

When a significant portion of the properties is sold, a gain or loss is 
recorded and reflected in the income statement.

With respect to oil and gas assets, depletion of oil and gas assets 
and amortisation of production facilities and equipment are 
calculated using the unit-of-production method based on estimated 
proven oil and gas reserves. For the purposes of the depletion 
calculation, proven oil and gas reserves before royalties are 
converted to a common unit of measure. 

The estimated costs for developing proved undeveloped reserves, 
future decommissioning and abandonments, net of estimated 
salvage values, are provided for on the unit of production method 
included in the provision for depletion and amortisation.

In applying the full cost method of accounting, capitalised costs 
less accumulated depletion are restricted from exceeding an 
amount equal to the estimated discounted future net revenues, 
based on year end prices and costs, less the aggregate estimated 
future operating and capital costs derived from proven and 
probable reserves.
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(n) Borrowing costs
Borrowing costs directly attributable to the acquisition, 
construction or production of qualifying assets, which are assets 
that necessarily take a substantial period of time to get ready for 
their intended use or sale, are added to the cost of those assets, 
until such time as the assets are substantially ready for their 
intended use or sale. Investment income earned on the temporary 
investment of specific borrowings pending their expenditure on 
qualifying assets is deducted from the borrowing costs eligible  
for capitalisation.

All other borrowing costs are recognised in profit or loss in the 
period in which they are incurred.

(o) Employee benefits
A liability is recognised for benefits accruing to employees in 
respect of wages and salaries, annual leave, long service leave, and 
sick leave when it is probable that settlement will be required and 
they are capable of being measured reliably.

Liabilities recognised in respect of employee benefits expected  
to be settled within 12 months, are measured at their nominal 
values using the remuneration rate expected to apply at the time  
of settlement.

Liabilities recognised in respect of employee benefits which are 
not expected to be settled within 12 months are measured as the 
present value of the estimated future cash outflows to be made 
by the Group in respect of services provided by employees up to 
reporting date.

Defined contribution plans
Contributions to defined contribution superannuation plans are 
expensed when employees have rendered service entitling them to 
the contributions.

(p) Provisions
Provisions are recognised when the Group has a present obligation 
(legal or constructive) as a result of a past event, it is probable that 
the Group will be required to settle the obligation, and a reliable 
estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the 
consideration required to settle the present obligation at reporting 
date, taking into account the risks and uncertainties surrounding 
the obligation. 

Contingent liabilities acquired in a business combination
Contingent liabilities acquired in a business combination are initially 
measured at fair value at the date of acquisition. At subsequent 
reporting dates, such contingent liabilities are measured at the 
higher of the amount that would be recognised in accordance with 
AASB 137 ‘Provisions, Contingent Liabilities and Contingent Assets’ 
and the amount initially recognised less cumulative amortisation 
recognised in accordance with AASB 118 ‘Revenue’.

(q) Financial instruments issued by the company
Debt and equity instruments
Debt and equity instruments are classified as either liabilities or 
as equity in accordance with the substance of the contractual 
arrangement. An equity instrument is any contract that evidences 
a residual interest in the assets of an entity after deducting all of its 
liabilities. Equity instruments issued by the Group are recorded at 
the proceeds received, net of direct issue costs.

Financial guarantee contract liabilities
Financial guarantee contract liabilities are measured initially at their 
fair values and subsequently at the higher of:

• the amount of the obligation under the contract, as determined 
under AASB 137‘Provisions, Contingent Liabilities and Contingent 
Assets’; and

• the amount initially recognised less, where appropriate, 
cumulative amortisation in accordance with AASB 118 ‘Revenue’.

Financial liabilities
Financial liabilities are classified as either financial liabilities ‘at fair 
value through profit or loss’ or other financial liabilities.

Financial liabilities at fair value through profit or loss
Financial liabilities are classified as at fair value through profit or 
loss where the financial liability is either held for trading or it is 
designated as at fair value through profit or loss.

A financial liability is held for trading if:

• it has been incurred principally for the purpose of repurchasing 
in the near future; or

• it is a part of an identified portfolio of financial instruments that 
the Group manages together and has a recent actual pattern of 
short-term profit-taking; or

• it is a derivative that is not designated and effective as a 
hedging instrument.

• A financial liability other than a financial liability held for trading 
is designated as at fair value through profit or loss upon initial 
recognition if: 

• such designation eliminates or significantly reduces a 
measurement or recognition inconsistency that would otherwise 
arise; or

• the financial liability forms part of a group of financial assets 
or financial liabilities or both, which is managed and its 
performance evaluated on a fair value basis, in accordance 
with the Group’s documented risk management or investment 
strategy, and information about the grouping is provided 
internally on that basis; or

• it forms part of a contract containing one or more embedded 
derivatives, and AASB 139 ‘Financial Instruments: Recognition 
and Measurement’ permits the entire combined contract (asset 
or liability) to be designated as at fair value through profit  
or loss.

Financial liabilities at fair value through profit or loss are stated at 
fair value, with any resultant gain or loss recognised in profit or loss. 
The net gain or loss recognised in profit or loss incorporates any 
interest paid on the financial liability. Fair value is determined in the 
manner described in note 25.

Other financial liabilities
Other financial liabilities, including borrowings, are initially 
measured at fair value, net of transaction costs.

Other financial liabilities are subsequently measured at amortised 
cost using the effective interest method, with interest expense 
recognised on an effective yield basis.
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The effective interest method is a method of calculating the 
amortised cost of a financial liability and of allocating interest 
expense over the relevant period. The effective interest rate is the 
rate that exactly discounts estimated future cash payments through 
the expected life of the financial liability, or, where appropriate, a 
shorter period.

(r) Provision for decommissioning
A provision for decommissioning is recognised when there is a 
present obligation as a result of exploration, development and 
production activities undertaken, it is probable that an outflow 
of economic benefits will be required to settle the obligation, 
and the amount of the provision can be measured reliably. The 
estimated future obligations include the costs of removing facilities, 
abandoning wells and restoring the affected areas.

The provision for future decommissioning costs is the best 
estimate of the present value of the expenditure required to 
settle the decommissioning obligation at the reporting date. 
Future decommissioning costs are reviewed annually and any 
changes in the estimate are reflected in the present value of the 
decommissioning provision at each reporting date.

The initial estimate of the decommissioning and rehabilitation 
provision relating to exploration, development and production 
facilities is capitalised into the cost of the related asset and 
amortised on the same basis as the related asset, unless the 
present obligation arises from the production of inventory in 
the period, in which case the amount is included in the cost of 
production for the period. Changes in the estimate of the provision 
for decommissioning are treated in the same manner, except that 
the unwinding of the effect of discounting on the provision is 
recognised as a finance cost rather than being capitalised into the 
cost of the related asset.

(s) Exploration and evaluation
Exploration and evaluation expenditures in relation to each separate 
area of interest are recognised as an exploration and evaluation 
asset in the year in which they are incurred where the following 
conditions are satisfied:

i) the rights to tenure of the area of interest are current; and

ii) at least one of the following conditions is also met:

 (a) the exploration and evaluation expenditures are expected to 
be recouped through successful development and exploration of 
the area of interest, or alternatively, by its sale; or

 (b) exploration and evaluation activities in the area of interest 
have not, at the reporting date, reached a stage which permits 
a reasonable assessment of the existence or otherwise of 
economically recoverable reserves, and active and significant 
operations in, or in relation to, the area of interest are continuing.

Exploration and evaluation assets are initially measured at cost and 
include acquisition of rights to explore, studies, exploratory drilling, 
trenching and sampling and associated activities and an allocation 
of depreciation and amortisation of assets used in exploration 
and evaluation activities. General and administrative costs are 
only included in the measurement of exploration and evaluation 
costs where they are related directly to operational activities in a 
particular area of interest.

Exploration and evaluation assets are assessed for impairment 
when facts and circumstances suggest that the carrying amount 
of an exploration and evaluation asset may exceed its recoverable 
amount. The recoverable amount of the exploration and evaluation 
asset (or the cash-generating unit(s) to which it has been allocated, 
being no larger than the relevant area of interest) is estimated to 
determine the extent of the impairment loss (if any). Where an 
impairment loss subsequently reverses, the carrying amount of the 
asset is increased to the revised estimate of its recoverable amount, 
but only to the extent that the increased carrying amount does 
not exceed the carrying amount that would have been determined 
had no impairment loss been recognised for the asset in previous 
years. Where a decision is made to proceed with development in 
respect of a particular area of interest, the relevant exploration and 
evaluation asset is tested for impairment and the balance is then 
reclassified to development.

(t) Development
Development expenditure is recognised at cost less accumulated 
amortisation and any impairment losses. Where commercial 
production in an area of interest has commenced, the associated 
costs together with any forecast future capital expenditure 
necessary to develop proved and probable reserves are amortised 
over the estimated economic life of the field on a units-of-
production basis.

Changes in factors such as estimates of proved and probable 
reserves that affect unit-of-production calculations are dealt with 
on a prospective basis.

(u) Impairment
The carrying amounts of Drillsearch’s assets are reviewed at each 
balance sheet date to determine whether there is any indication 
of impairment. If any such indication exists, the assets recoverable 
amount is estimated.

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

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

The recoverable amount of other assets is the greater of their fair 
value less costs to sell and value in use. In assessing value in use, 
the estimated future cash flows are discounted to their present 
value using a pre-tax discount rate that reflects current market 
assessments of the time value of money and the risks specified to 
the assets. For an asset that does not generate largely independent 
cash inflows, the recoverable amount is determined for the cash 
generating unit to which the asset belongs.
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(v) Jointly Controlled Operations 
Exploration, development and production activities of the Group 
are carried on through joint ventures with other parties and the 
Group’s interest in each joint venture is brought into account by 
including in the respective classifications, where material, the share 
of individual assets and liabilities. 

(w) Standards and Interpretations issued not yet effective
At the date of authorisation of the financial report, the Standards 
and Interpretations listed below were in issue but not yet effective.

Initial application of the following Standards will not affect any 
of the amounts recognised in the financial report, but will change 
the disclosures presently made in relation to the Group and the 
Company’s financial report:

continued on next page
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 Effective for annual Expected to be
 reporting periods initially appied in the
 beginning on or after financial year ending

Standard   

AASB 101 ‘Presentation of Financial Statements’ (revised September 2007), AASB 2007-8  1 January 2009 30 June 2010 
‘Amendments to Australian Accounting Standards arising from AASB 101’, AASB 2007-10  
‘Further Amendments to Australian Accounting Standards arising from AASB 101’  

AASB 8 ‘Operating Segments’, AASB 2007-3 ‘Amendments to Australian Accounting 1 January 2009 30 June 2010 
Standards arising from AASB 8’  

AASB 2009-2 ‘Amendments to Australian Accounting Standards –   January 2009 (and that ends 30 June 2010 
Improving Disclosures about Financial Instruments’ on or after 30 April 2009) 

Initial application of some Standards/Interpretations may be expected to have a material impact  
on the financial report of the Group and/or the Company, however these have not yet have been evaluated.  

Standard/Interpretation   

AASB 123 ‘Borrowing Costs’ (revised), AASB 2007-6 ‘Amendments to Australian  1 January 2009 30 June 2010 
Accounting Standards arising from AASB 123’  

AASB 3 ‘Business Combinations’ (revised), AASB 127 ‘Consolidated and Separate  Business combinations 30 June 2010 
Financial Statements’ (revised) and AASB 2008-3 ‘Amendments to Australian Accounting  occurring after the beginning 
Standards arising from AASB 3 and AASB 127’  of annual reporting periods  
 beginning 1 July 2009

AASB 2008-1 ‘Amendments to Australian Accounting Standard - Share-based Payments:  1 January 2009 30 June 2010  
Vesting Conditions and Cancellations’  

AASB 2008-2 ‘Amendments to Australian Accounting Standards -  1 January 2009 30 June 2010 
Puttable Financial Instruments and Obligations arising on Liquidation’  

AASB 2008-5 ‘Amendments to Australian Accounting Standards arising  1 January 2009 30 June 2010 
from the Annual Improvements Project’  

AASB 2008-6 ‘Further Amendments to Australian Accounting Standards arising  1 July 2009 30 June 2010 
from the Annual Improvements Project’  

AASB 2008-7 ‘Amendments to Australian Accounting Standards – Cost of an Investment  1 January 2009 30 June 2010 
in a Subsidiary, Jointly Controlled Entity or Associate  

AASB 2008-8 ‘Amendments to Australian Accounting Standards – Eligible Hedged Items’ 1 July 2009 30 June 2010

AASB 2009-4 ‘Amendments to Australian Accounting Standards arising from the Annual Improvements Process’ 1 July 2009 30 June 2010

AASB 2009-5 ‘Further Amendments to Australian Accounting Standards arising  1 January 2010 30 June 2011 
from the Annual Improvements Process’  

AASB 2009-6 “Amendments to Australian Accounting Standards” 1 January 2009 30 June 2010

AASB 2009-7 “Amendments to Australian Accounting Standards” 1 July 2009 30 June 2010

AASB 1 ‘First-time Adoption of Australian Accounting Standards’ 1 July 2009 30 June 2010

AASB Interpretation 15 ‘Agreements for the Construction of Real Estate’ 1 January 2009 30 June 2010

AASB Interpretation 16 ‘Hedges of a Net Investment in a Foreign Operation’ 1 October 2008 30 June 2010

AASB Interpretation 17 ‘Distributions of Non-cash Assets to Owners’, AASB 2008-13  1 July 2009 30 June 2010 
‘Amendments to Australian Accounting Standards arising from AASB Interpretation 17 –  
Distributions of Non-cash Assets to Owners’  

AASB Interpretation 18 ‘Transfers of Assets from Customers 1 July 2009 30 June 2010
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3. Critical accounting judgements and  
key sources of estimation uncertainty

Critical judgements in applying the entity’s accounting policies
The following are the critical judgements (apart from those 
involving estimations, which are dealt with below), that 
management has made in the process of applying the Group’s 
accounting policies and that have the most significant effect on  
the amounts recognised in the financial statements:

Exploration and evaluation assets
The consolidated entity’s policy for exploration and evaluation 
is discussed at Note 2(t). The application of this policy requires 
management to make certain estimates and assumptions as 
to future events and circumstances. Any such estimates and 
assumptions may change as new information becomes available. 
If, after having capitalised exploration and evaluation expenditure, 
management concludes that the capitalised expenditure is unlikely 
to be recovered by future sale or exploitation, then the relevant 
capitalised amount will be written off through the  
income statement.

Estimate of reserve quantities
The estimated quantities of proven and probable hydrocarbon 
reserves reported by the consolidated entity are integral to the 
calculation of amortisation (depletion) and depreciation expense 
and to assessments of possible impairment of assets. Estimated 
reserve quantities are based upon interpretations of geological 
and geophysical models and assessment of the technical feasibility 
and commercial viability of producing the reserves. Management 
prepare reserve estimates which conform to guidelines prepared 
by the Society of Petroleum Engineers. These estimates are then 
verified by independent technical experts. 

These assessments require assumptions to be made regarding 
future development and production costs, commodity prices, 
exchange rates and fiscal regimes. The estimate of reserves may 
change from period to period as the economic assumptions used  
to estimate the reserves can change from period to period, and  
as additional geological data is generated during the course  
of operations.

Provision for decommissioning
The consolidated entity estimates the future removal and 
decommissioning costs of oil and gas production facilities, wells, 
pipelines and related assets at the time of installation of the 
assets. In most instances the removal of these assets will occur 
many years in the future. The estimate of future removal costs 
therefore requires management to make adjustments regarding 
the removal date, future environmental legislation, the extent of 
decommissioning activities and future removal technologies.

Impairment of oil and gas assets
The consolidated entity assesses whether oil and gas assets are 
impaired on a semi-annual basis. This requires an estimation of 
the recoverable amount of the cash generating unit to which each 
asset belongs. The recoverable amount is assessed on the basis of 
the expected net cash flows that will be received from the assets 
employment and or subsequent disposal. The expected net cash 
flows are discounted to their present values in determining the 
recoverable amount.
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4. Segment information

Segment revenues and results
The following is an analysis of the Group’s revenue and results by reportable operating and business segment for the periods under review:

 Australia & PNG Australia & PNG Canada Canada Consolidated Consolidated  
 2009 2008 2009 2008 2009 2008
 $ $ $ $ $ $

Results

Segment revenue 10,433,833 16,082,326 5,194,608 8,055,884 15,628,441 24,138,210

Segment gross profit/(loss) 1,660,568 9,254,995 1,761,401 2,586,583 3,421,969 11,841,578

Share based payment expense (865,186) -  - - (865,186) -

Exploration and evaluation costs expensed (1,802,695) (8,681,201) (340,372) - (2,143,067) (8,681,201)

Impairment of oil and gas assets (4,686,368) (1,117,835) - (4,547,155) (4,686,368) (5,664,990)

Finance costs (138,167) (3,226,201) (537,731) (2,170,977) (675,898) (5,397,178)

Corporate activity costs (1,827,472) (62,520) - (101,705) (1,827,472) (164,225)

Other expenses (1,436,379) (4,254,631) (1,157,535) (1,355,821) (2,593,914) (5,610,452)

Segment loss from continuing  
operations before income tax (9,095,700) (8,087,393) (274,237) (5,589,075) (9,369,936) (13,676,468)

Income tax benefit/(expense)  - - (116,444) 209,081 (116,444) 209,081

Loss from continuing operations (9,095,700) (8,087,393) (390,681) (5,379,994) (9,486,380) (13,467,387)

Non-cash expenses      

Depletion and amortisation – oil and gas asset (3,527,987) (1,609,047) (806,713) (2,090,467) (4,334,700) (3,699,514)

Depreciation – corporate assets (135,247) (39,999) (18,422) (36,060) (153,669) (76,059)

Unwinding of discount on site restoration 132,639 - 188,610 - 321,249 -

Segment non-cash expenses  (3,530,595) (1,649,046) (636,524) (2,126,527) (4,167,120) (3,775,573)

Segment assets and liabilities
The following is an analysis of the Group’s assets and liabilities by reportable operating segment for the periods under review: 

 Australia & PNG Australia & PNG Canada Canada Consolidated Consolidated  
 2009 2008 2009 2008 2009 2008
 $ $ $ $ $ $

Assets

Segment assets 74,794,120 53,394,585 9,358,261 10,189,349 84,152,381 63,583,934

Total assets 74,794,120 53,394,585 9,358,261 10,189,349 84,152,381 63,583,934

Liabilities

Segment liabilities (4,139,732) (2,275,400) (6,355,039) (7,442,621) (10,494,771) (9,718,021)

Total liabilities (4,139,732) (2,275,400) (6,355,039) (7,442,621) (10,494,771) (9,718,021)

Acquisition of non-current assets         

Exploration and evaluation assets 27,548,888 6,139,057 - 863,752 27,548,888 7,002,809

Oil and gas assets 4,447,349 4,287,648 1,464,864 1,357,591 5,912,213 5,645,239

Other assets 192,120 10,252 37,039 3,036 229,159 13,288

Total acquisition of non-current assets 32,188,357 10,436,957 1,501,903 2,224,379 33,690,260 12,661,336

Geographical information
The Group operates in two principal geographical areas – Australia and Papua New Guinea and Canada, being the location of the  
Group’s oil and gas properties.
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5. Revenue

An analysis of the Group’s revenue for the year, from continuing operations, is as follows:

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Sales revenue      

Oil and gas   13,932,356 22,313,151 9,140,649 14,928,152

Tariff and royalties  1,136,199 627,239 664,572 255,833

Interest and dividend received  532,804 349,820 455,789 323,688

  15,601,359 23,290,210 10,261,010 15,507,673

Other income

Fair value loss  - (4,492) - -

Gain on sale of investments  - 579,145 - -

Other income  27,082 - 94,837 217,135

Net profit on disposal of property, plant & equipment - 273,347 - -

  27,082 848,000 94,837 217,135

Total revenue  15,628,441 24,138,210 10,355,847 15,724,808

Dividends

Other entities  - 1,000 - 1,000

Interest revenue

Bank deposits  529,674 348,820 455,789 322,688

Other  3,130 - - -

Total dividend and interest  532,804 349,820 455,789 323,688

6. Finance costs
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Interest on bank overdrafts and loans  7,257 1,015,718 - 998,925

Loan commitment fee  - 1,282,500 - 1,282,500

Other interest expense  347,392 17,031 5,530 17,031

Borrowing cost capitalised  - (1,306,406) - (1,306,406)

Impairment of capitalised borrowings  - 4,388,335 - 4,388,335

Total interest expense  354,649 5,397,178 5,530 5,380,385

Unwinding of discount on provisions 17 321,249  - 73,513  -

  675,898 5,397,178 79,043 5,380,385
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7. Loss for the year before tax

(a) Gains and losses
Loss for the year has been arrived at after crediting/(charging) the following gains and losses.

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Gain(loss) on disposal of property, plant and equipment  (4,871) 273,347 - -

Gain(loss) on disposal of investments  - 569,145 - (246,368)

  (4,871) 842,492 - (246,368)

       

Net foreign exchange losses  (261,114) (676,374) (161,752) (532,496)

Change in fair value of financial assets designated as   (4,492) - (11,394) - 
at fair value through profit or loss

  (261,114) (680,866) (161,752) (543,890)

   (265,985) 161,626 (161,752) (790,258)

(b) Other expenses
Profit/(loss) for the year includes the following expenses:

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Accounting and audit fees  335,676 559,380 166,152 173,092

General legal & professional fees  638,299 308,515 535,276 176,460

Consultancy fees  338,790 149,158 116,332 239,041

Office rent  389,356 220,022 170,303 136,515

IT maintenance and software  191,395 90,775 111,340 41,964

Allowance for doubtful debts  141,489 185,799 - -

Director’s fee and expenses  476,570 226,118 303,065 52,329

Share registry and listing fee  130,586 204,896 111,026 198,701

Capitalised and recouped expenses  (751,667) (303,678) (378,876) -

Tax assessment penalties  - 2,154,183 - -

Other expenses  442,305 1,138,910 154,805 362,422

Forex loss  261,115 676,374 161,751 532,496

  2,593,914 5,610,452 1,451,174 1,913,020

(c) Significant items

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Corporate activity costs  1,827,472 164,225 1,043,768 62,520

Impairment of oil and gas assets  4,686,368 5,664,990 4,032,790 1,844,051

Total significant items  6,513,840 5,829,215 5,076,558 1,906,571

The corporate activity costs includes costs relating to merger with Great Artesian Oil and Gas Limited, the 3D Oil Limited takeover bid and 
the Beach Petroleum Limited takeover defence. During the year, the consolidated entity carried out a review of the recoverable amount of 
its oil and gas assets. The review led to the recognition of an impairment loss on the Australian oil and gas assets of $4,686,368 that has 
been recognised in profit or loss.
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8. Income taxes 

Income tax recognised in profit or loss

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Tax expense/(income) comprises:

Adjustments recognised in the current year in 
relation to the current tax of prior years  - 209,313 - -

  - 209,313 - -

Deferred tax expense/(income) relating to the 
origination and reversal of temporary differences  116,444 (418,394) - -

  116,444 (418,394) - -

Total tax expense/(income)  116,444 (209,081) - -

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

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Loss from operations  9,369,936 13,676,468 7,200,028 9,185,866

Income tax benefit calculated at 30%  (2,810,981) (4,102,940) (2,160,008) (2,755,760)

Effect of expenses that are not deductible in  
determining taxable profit  1,509,105 4,254,783 1,210,785 3,410,596

Benefit arising from previously unrecognised tax losses,  
tax credits or temporary differences of a prior period that  
is used to reduce deferred tax expense  1,418,320 (570,237) 949,223 (654,836)

  116,444  (418,394) - -

Adjustments recognised in the current year in relation  
to the current tax of prior years  - 209,313  - 

  116,444  (209,081) - -

Current tax liabilities

Income tax payable attributable to: 

Parent entity  - - - -

Entities in the tax consolidated group  - - - -

Other (see note below)  4,178,130 3,726,510 - -

  4,178,130 3,726,510 - -

Tax consolidation
The company and its wholly-owned Australian resident entities have formed a tax-consolidated group with effect from 1 July 2003 and 
are therefore taxed as a single entity from that date. The head entity within the tax-consolidated group is Drillsearch Energy Limited. The 
members of the tax-consolidated group are identified at note 22.

Current tax liability
In the previous 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 $4,178,130 (2008: $3,726,510) which is fully provided 
for. The Company has referred this matter to legal counsel and has formally objected to the re-assessment and is in settlement negotiations 
with the Canadian tax authorities.
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8. Income taxes (continued)

Deferred tax balances
  Consolidated Consolidated  
  Deferred Tax Deferred Tax
  Liabilities Assets  Total
  $ $  $

Balance at 30 June 2007  (301,950) -  (301,950)

Charged to income  94,308 324,086   418,394

Balance at 30 June 2008  (207,642) 324,086  116,444

Charged to income  207,642 (324,086)   (116,444)

Balance at 30 June 2009  - -  -

Unrecognised deferred tax assets
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

The following deferred tax assets have 
not been brought to account as assets:

Tax losses – revenue  5,621,908 3,067,708 2,150,587 2,150,587
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9. Trade and other receivables
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Trade receivables (i)  2,962,651 4,670,555 1,146,124 2,147,149

Allowance for doubtful debts  (389,203) (247,714) - -

  2,573,448 4,422,841 1,146,124 2,147,149

Unsecured loans receivable from wholly owned subsidiaries - - - 5,318,798

Unsecured loans receivable from partly owned subsidiaries - - - 53,347

Allowances for unsecured loans receivable from subsidiaries - - - (819,147)

Unsecured loans receivable from other parties  132,091 135,309 130,834 135,309

  132,091 135,309 130,834 4,688,307

  2,705,539 4,558,150 1,276,958 6,835,456

(i) The average credit period on sales of goods and rendering of services is 15 days.

Ageing of past due but not impaired
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

60 - 90 days  17,925 - 7,294 -

90 - 120 days  18,112 - - -

120+ days  375,467 - - -

Total  411,504 - 7,294 -

Movement in allowance for doubtful debts
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Balance at the beginning of the year   (247,714) (61,915) - -

Impairment losses recognised on receivables   (203,404) (212,205) - -

Amounts written off as uncollectible  - 26,406 - -

Impairment losses reversed  61,915 - - -

Balance at the end of the year  (389,203) (247,714) - -

In determining the recoverability of a trade receivable, the Group considers any change in the credit quality of the trade receivable  
from the date credit was initially granted up to the reporting date.

Ageing of impaired trade receivables
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

60 - 90 days  - - - -

90 - 120 days  - 247,714 - -

120+ days  389,203 - - -

Total  389,203 247,714 - -
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10. Financial assets

Investments
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Investments carried at cost:

Non-current

Investments in subsidiaries  - - 34,738,574 7,012,364

  - - 34,738,574 7,012,364

Financial assets carried at fair value through profit or loss:

Current

Australian listed equity shares  1 7,001 1 7,001

Available-for-sale investments carried at fair value:

Current

Shares  26,000 - 26,000 -

  26,001 7,001 26,001 7,001

  26,001 7,001 34,764,575 7,019,365

Disclosed in the financial statements as:

Current other financial assets  26,001 7,001 26,001 7,001

Non-current other financial assets  - - 34,738,574 7,012,364

  26,001 7,001 34,764,575 7,019,365

The Group holds 79.5% (2008: 62.67%) of the ordinary share capital of Circumpacific Energy Corporation Inc. (TSX: CER),  
a Canadian listed company involved in the exploration, development and production of oil and gas. 

11. Inventories

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Petroleum (crude oil and condensate at cost)  4,183,138 2,036,625 4,183,138 2,036,625

Consumable supplies at cost  165,973 135,268 165,973 135,269

Total  4,349,111 2,171,893 4,349,111 2,171,894

Petroleum stocks on hand are the company’s share of oil produced from the company’s joint venture interests in Queensland, Australia.
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12. Other assets
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Current

Prepayments  383,336 - 36,650 -

Other (security deposit)  137,925 - - -

  521,261 - 36,650 -

Non-current

Unsecured loans receivable from wholly owned subsidiaries - - 8,181,994 -

Unsecured loans receivable from partly owned subsidiaries - - - -

Allowance for unsecured loans receivable from subsidiaries - - (819,147) -

Other (security deposit)  863,950 113,296 113,746 113,296

Other (rental bond)  55,283 55,283 55,283 55,283

  919,233 168,579 7,531,876 168,579

  1,440,494 168,579 7,568,526 168,579

13. Exploration and evaluation assets
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Exploration and evaluation assets

Balance at 1 July 2008  3,120,972 4,841,990 2,200,847 3,458,024

Acquisition of subsidiary 23 23,421,690 - - -

Expenditure incurred during the year  4,127,198 7,002,809 747,961 6,129,347

Expenditure expensed during the year  (2,143,067) (8,681,201) (1,761,633) (7,386,524)

Reclass from oil and gas assets 14 1,652,557 - - -

Foreign currency translation  99,015 (42,626) - -

Balance carried forward  30,278,365 3,120,972 1,187,175 2,200,847
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14. Oil and gas assets

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Balance brought forward  41,224,199 48,294,303 35,261,396 37,030,649

Acquisition of subsidiary 23 1,010,000 - - -

Expenditure incurred during the year  4,902,213 5,645,239 3,538,609 4,737,251

Borrowing costs capitalised  - 1,306,406 - 1,306,406

Depletion and amortisation expense  (4,334,700) (3,699,514) (3,507,930) (1,569,129)

Impairment charges  (4,686,368) (5,664,990) (4,032,790) (1,844,051)

Impairment of capitalised borrowing costs  - (4,388,335) - (4,388,335)

Changes in decommissioning obligations 17 498,495 555,751 1,292,649 -

Reclass to exploration & evaluation assets 13 (1,652,557) - - -

Disposals during year  - (22,052) - (11,395)

Foreign currency translation  72,457 (802,609) - -

Balance carried forward  37,033,739 41,224,199 32,551,934 35,261,396

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Balance at cost  74,296,015 69,465,407 52,205,192 47,373,934

Accumulated depletion and amortisation  (21,492,331) (17,157,631) (8,357,830) (4,849,900)

Impairment charges  (15,769,945) (11,083,577) (11,295,428) (7,262,638)

Balance carried forward  37,033,739 41,224,199 32,551,934 35,261,396

There was no depreciation during the period that was capitalised as part of the cost of other assets.

During the year, the consolidated entity carried out a review of the recoverable amount of its oil and gas assets. The review led to the 
recognition of an impairment loss on the Australian oil and gas assets of $4,686,368 that has been recognised in profit or loss. The 
recoverable amount of the relevant assets has been determined on the basis of a discounted cash flow of future production based on 
proven and probable reserves. The impairment was primarily the result of a downgrade in recoverable reserves and a lowering of the 
assumed long term oil sales price. The pre-tax discount rate used was 9.5% per annum (2008: 9.5%).

15. Property, plant and equipment
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Balance brought forward  94,612 401,238 61,248 90,995

Acquisition of subsidiary 23 211,268 - - -

Expenditure incurred during the year  17,891 13,288 192,120 10,252

Depreciation expense  (153,669) (76,059) (115,179) (39,999)

Disposals during year  (5,601) (243,855) (5,601) -

Foreign currency translation  12,754 - - -

Balance carried forward  177,255 94,612 132,588 61,248

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
 Note $ $ $ $

Balance at cost  732,789 640,028 320,694 268,290

Accumulated depreciation  (555,534) (545,416) (188,106) (207,042)

Balance carried forward  177,255 94,612 132,588 61,248
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16. Trade and other payables
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Trade payables (i)  2,273,796 2,740,008 1,778,118 1,940,293

Goods and services tax payable  140,498 349,533 148,684 349,533

Other taxes and dues  24,797 298,539 24,797 42,593

Loans from wholly owned subsidiaries  - - 2,337,065 2,245,869

  2,439,091 3,388,080 4,288,664 4,578,288

(i) The average credit period on purchases of goods is 30 days. The Group seeks to ensure that all payables are paid within the credit timeframe.

17. Provisions

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Current       

Employee benefits  33,538 11,584 33,538 11,584

Office rent   20,600 - - -

  54,138 11,584 33,538 11,584

Non-current

Decommissioning costs   3,823,412 2,384,205 1,608,817 255,000

  3,823,412 2,384,205 1,608,817 255,000

Decomissioning Costs
    Consolidated Consolidated  
    2009 2008  
 Note   $ $

Balance at 1 July 20008    2,384,205 2,132,988

Acquisition of subsidiary 23   591,250 -

Additional provisions recognised 14   498,495 555,751

Payments made    (28,877) (160,548)

Unwinding of discount 6   321,249 -

Foreign currency translation    57,090 (143,986)

Balance at 30 June 2009    3,823,412 2,384,205

    Company Company
    2009 2008
 Note   $ $

Balance at 1 July 2008    255,000 255,000

Additional provisions recognised 14   1,292,649 -

Payments made    (12,345) -

Unwinding of discount 6   73,513 -

Balance at 30 June 2009    1,608,817 255,000

The provision for decommissioning costs represents the present value of the directors’ best estimate of the future sacrifice of economic 
benefits that will be required to remove the facilities and restore the affected areas at the Group’s operation sites. The decommissioning  
of the oil and gas properties is expected to be undertaken between 2 to 25 years from the date of this report.
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18. Issued capital

 Consolidated Consolidated Company Company
 2009 2008 2009 2008
 $ $ $ $

1,728,431,597 fully paid ordinary shares (2008: 1,116,136,088) 96,567,411 67,802,582 96,567,411 67,802,582

 96,567,411 67,802,582 96,567,411 67,802,582

Changes to the then Corporations Law abolished the authorised capital and par value concept in relation to share capital from 1 July 1998. 
Therefore, the company does not have a limited amount of authorised capital and issued shares do not have a par value.

  2009 2009 2008 2008
  No. $ No. $

Fully paid ordinary shares

Balance at beginning of financial year  1,116,136,088 67,802,582 403,393,696 30,339,117

Issue of shares during the year  - - 712,742,392 38,607,228

Issue of shares under 3 for 1 merger with GOG  551,695,509 27,033,080 - -

Issue of shares for consulting services (i)  600,000 16,800 - -

Issue of shares for purchase of 1% of Tintaburra  60,000,000 1,740,000 - -

Share issue costs  - (25,051) - (1,143,763)

Balance at end of financial year  1,728,431,597 96,567,411 1,116,136,088 67,802,582

Fully paid ordinary shares carry one vote per share and carry the right to dividends. 
(i) The fair value was determined by reference to the going market rate for similar consulting services.

Employee share options 
As at 30 June 2009, directors (including retired), executives and senior employees have options over 44,000,000 ordinary shares  
(all of which are vested), in aggregate, with all of those options expiring on 28 November 2012. As at 30 June 2008, executives and senior 
employees had options over nil ordinary shares.

Share options carry no rights to dividends and no voting rights. Further details of the employee options are contained in note 26 to the 
financial statements.

Other share options on issue
As at 30 June 2009, the company has 1,500,000 share options on issue (2008: nil), exercisable on a 1:1 basis for 1,500,000 ordinary  
shares of the company (2008: nil) at an exercise price of 0.04 cents. The options expire on 12 August 2012, and carry no rights to  
dividends and no voting rights.
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19. Earnings per share
    Consolidated 2009 Company 2008
    Cents per share Cents per share

Basic earnings per share from continuing operations  (0.6034) (2.1177)

Diluted earnings per share from continuing operations  (0.6034) (2.1177)

Basic and diluted earnings per share
The earnings and weighted average number of ordinary shares used in the calculation of basic and diluted earnings per share are as follows:

 Consolidated Consolidated 
 2009 2008 
 $ $

Net loss (9,486,380) (13,467,387)

Profit attributable to minority equity interest in respect of continuing operations 241,873 596,309

Earnings used in the calculation of basic and diluted EPS from continuing operations (9,728,253) (14,063,696)

 2009 2008 
 $ $

Weighted average number of ordinary shares for the purposes of basic and diluted earnings per share 1,612,304,181 664,095,834

20. Commitments for expenditure
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Capital expenditure commitments – Oil and gas properties

Not longer than 1 year  3,240,490 12,361,000 171,250 14,717,000

Longer than 1 year and not longer than 5 years  945,850 6,813,000 206,250 9,772,000

Longer than 5 years  - - - 4,945,000

  4,186,340 19,174,000 377,500 29,434,00

Operating lease commitments – Office rental      

Not longer than 1 year  351,333 333,577 178,207 157,860

Longer than 1 year and not longer than 5 years  1,212,699 1,024,139 534,623 631,440

Longer than 5 years  - - - -

  1,564,032 1,357,716 712,830 789,300
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21. Contingent liabilities
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Contingent liabilities

Court proceedings (i)  93,500 - 93,500 -

Court proceedings (ii)  358,500 - 358,500 -

Court proceedings (iii)  - - - -

Statutory demand (iv)  175,000 - 175,000 -

Dispute with the Canadian tax authorities  - 476,475 - 476,475

(i) The Company was involved as a party in two sets of proceedings in the Supreme Court of New South Wales. The first action was brought by Jim McKerlie 
and Glenluce Properties Pty Limited against the Company, Peter Simpson, Peter Wicks and Russell Langusch seeking, amongst other things, a declaration by 
the court that the resolution of 3 directors to postpone the Extraordinary General meeting (EGM) of 10 June 2009 was not validly made. Final orders on this 
matter were made by the Court on 4 June 2009. Those orders required Drillsearch (and its co-defendants) to pay the plaintiffs’ costs of the proceedings.  
The amount to be paid to the plaintiffs, Jim McKerlie and Glenluce Properties Pty Limited, is still being determined. 

(ii) On 4 June Drillsearch was named as plaintiff in a second set of proceedings brought against Jim McKerlie, Glenluce Properties Pty Limited, Beng Kai Choo, 
Nefco Nominees Pty Limited and Philip Kelso in which breaches of the Corporations Act were alleged and an order was sought to restrain the EGM from going 
ahead on 10 June 2009. On 9 June 2009, the Court made an order to permanently stay the second set of proceedings. To enable those proceedings to be 
resolved without the need for the parties to incur significant further costs, Drillsearch agreed to pay the costs of the proceedings of the following defendants: 
Jim McKerlie, Glenluce Properties Pty Limited, Beng Kai Choo and Philip Kelso. There are still other issues yet to be resolved in relation to the recent 
proceedings, which may result in the company incurring further costs.

The Company has received claims from Peter Simpson, Peter Wicks and Russell Langusch for their costs of the two sets of proceedings. Drillsearch has also 
received invoices from DMAW Lawyers in relation to the first and second set of proceedings. 

(iii) On 12 May 2009, Odin Energy Limited announced that it had added Great Artesian Oil and Gas Limited, a subsidiary of Drillsearch, to legal proceedings 
brought by Odin against Kompliment Pty Limited and its holding company, Blue Energy Limited, relating to the termination of a sub-farmin agreement 
between those parties, and loss and damage Odin claims to have suffered in the circumstances of that agreement. Odin is claiming damages from Kompliment 
and Blue Energy in the amount of approximately $4.5 million. As part of the proceedings, it is alleged that heads of agreement between Great Artesian, 
Kompliment and Blue Energy have terminated. The proceedings therefore essentially involve a dispute between a farminee (Kompliment) and sub farminee 
(Odin), and no claim for damages is made against Great Artesian. 

(iv) Carling Capital Partners has issued a statutory demand against Drillsearch for non payment of success fees related to the unsuccessful 3D Oil Limited 
takeover bid. Carling Capital Partners’ claim is for $175,000 plus 30,000,000 options with an exercise price of 2.71 cents. Carling Capital Partners has informed 
Drillsearch that it holds Drillsearch liable to damages of approximately $2.5 million in relation to the 30,000,000 options. Drillsearch disputes Carling Capital 
Partners’ claims, including those relating to the options, and has applied to the Court to set aside the statutory demands issued by Carling Capital Partners. 
Carling Capital Partners has not issued any proceedings in relation to the options or for damages (so far as Drillsearch is aware). Drillsearch proposes to 
defend such an action if ever commenced. 

22. Subsidiaries

Name of Venture Country of incorporation Ownership interest 2009 % Ownership interest 2008%

Drillsearch Energy (WA) Limited (ii) Australia 100 100

Great Artesian Oil and Gas Limited Australia 100 -

Transoceanic Securities Pty Limited (ii) Australia 100 100

Frontier Bonaparte Pty Limited (ii) Australia 100 100

Clean Gas Pty Limited Australia 100 -

Drillsearch Energy (Canada) Incorporated Canada 100 100

Circumpacific Energy Corporation Canada 79.5 62.6

Kun Yick International Limited Hong Kong 100 100

Drillsearch Energy (PNG) Limited Papua New Guinea 100 100

(i) Drillsearch Energy Limited is the head entity within the tax-consolidated group.

(ii) These companies are members of the tax-consolidated group.
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23. Acquisition of businesses

Name of businesses acquired Principal activity Date of acquisition Proportion of share acquired % Cost of aquisition

2009

Great Artesian Oil and Gas Limited Oil and gas exploration 12/08/2008 100 27,464,454

      27,464,454

Great Artesian Oil & Gas Limited
 Consolidated Fair value adjustmnent Cost of 
 Book value  Issuing equity acquistion
Net assets acquired $ $ $

Current assets

Cash and cash equivalents 1,569,668 - 1,569,668

Trade and other receivables 2,316,668 - 2,316,668

Treasury shares in Drillsearch 2,347,614 - 2,347,614

Non-current assets   

Exploration and evaluation assets 11,272,216 12,149,474 23,421,690

Oil and gas assets 1,269,395 (259,395) 1,010,000

Property, plant and equipment 211,268 - 211,268

Current liabilities

Trade and other payables (3,412,454) - (3,412,454)

 15,574,375 11,890,079 27,464,454

Goodwill arising on acquisition   -

Total      27,464,454

   

Total consideration: 

Shares issued in Drillsearch   27,033,080

Share options issued   431,374

   27,464,454

Great Artesian Oil and Gas Limited became wholly-owned on acquisition. For tax purposes, the tax values of Great Artesian Oil and  
Gas Limited assets were reset based on market values and other factors. 

Included in the net loss for the period since acquisition is $2,867,102 attributable to the additional business generated by Great Artesian  
Oil and Gas Limited.

Had the business combination been effected at 1 July 2008, the revenue of the Group would be $15,640,933, and net loss $9,606,037.  
The directors of the Group consider these ‘pro-forma’ numbers to represent an approximate measure of the performance of the combined 
group on an annualised basis and to provide a reference point for comparison in future periods.

In determining the ‘pro-forma’ revenue and profit of the Group, had Great Artesian Oil and Gas Limited been acquired at the beginning  
of the current reporting period, the directors have calculated depreciation and amortisation of plant and equipment acquired on the  
basis of the fair values arising in the initial accounting for the business combination rather than the carrying amounts recognised in the  
pre-acquisition financial statements.
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24. Notes to the cash flow statement

(a) Reconciliation of cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents includes cash on hand and in banks and investments in money 
market instruments, net of outstanding bank overdrafts. Cash and cash equivalents at the end of the financial year as shown in the cash 
flow statement is reconciled to the related items in the balance sheet as follows:

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Casn and cash equivalents  8,141,877 11,914,442 5,550,035 9,663,540

  8,141,877 11,914,442 5,550,035 9,663,540

(b) Financing facilities
  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Secured bank overdraft facility:  

Amount Used  - - - -

Amount Unused  3,731,741 - - -

  3,731,741 - - -

The Group has access to financing facilities at reporting date as indicated above. The Group expects to meet its other obligations from 
operating cash flows, proceeds of divestment of non-core assets and new capital issues.

The above facility is available to the Canadian subsidiary Circumpacific Energy Corporation as a CAD$3,500,000 (2008 - $nil) revolving 
credit facility with a Canadian Chartered Bank. Interest on the outstanding advances is calculated at prime +1.25%. Any unutilized portion 
of the credit facility is subject to a standby fee. The authorized limit is subject to a semi-annual, borrowing base review by the bank. The 
facility is secured by a CAD$15,000,000 (2008 - $nil) floating charge debenture over the assets of the subsidiary. The facility is available  
to the subsidiary at its option until January 21, 2010. Non-scheduled, interim reviews may occur at the request of the subsidiary with a view 
to upgrading the borrowing base as new reserves are added through the subsidiary’s drilling program or in the event of a significant 

acquisition. The funds are restricted to development of reserves in Canada with a maximum one time expenditure of CAD$600,000 for 
international development of petroleum and natural gas reserves from cash on hand in the subsidiary.

Significant covenants which have been complied with during the year are:

• The Canadian subsidiary Circumpacific Energy Corporation must maintain a Working Capital Ratio of 1.0:1.0 at all times. The Working 
Capital Ratio shall be defined as Current Assets (including the undrawn Availability under the Credit Facility A and excluding unrealised 
hedging gains) to Current Liabilities (excluding any current portion of Bank Debt and unrealised hedging losses).
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24. Notes to the cash flow statement (continued)

(c) Reconciliation of profit for the year to net cash flows from operating activities

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Net profit/(loss) after income tax  (9,486,380) (13,467,387) (7,200,028) (9,185,866)

Depreciation  153,669 76,059 115,179 39,999

Amortisation  4,334,700 3,699,514 3,507,930 1,569,129

Exploration and evaluation costs  2,143,067 8,681,201 1,761,633 7,386,524

Impairment of oil and gas assets  4,686,368 5,664,990 4,032,790 1,844,051

Bad debts written off  141,489 26,265 - 26,265

Share based payments  865,186 - 865,186 -

Foreign exchange (gain)/loss  28,627 676,374 (83,040) 532,496

(Profit)/loss on sale of fixed assets  4,871 (273,347) - -

(Profit)/loss on sale of shares  - (569,145) - 246,368

(Increase)/decrease in receivables  3,069,377 (2,336,496) 1,001,025 (913,310)

(Decrease)/increase in creditors  (2,294,963) (1,110,613) (202,737) (1,359,577)

(Increase)/decrease in inventories  (2,177,218) (381,026) (2,177,217) (381,026)

Impairment of loans to subsidiaries  - - - 819,147

Impairment of capitalised borrowing costs  - 4,388,335 - 4,388,335

Borrowing costs capitalised  - (1,306,406) -  (1,306,406)

Unwinding of discount in provisions  321,249 - 73,513 -

Decrease in taxation balances  116,444 2,566,973 - -

Other  302,259 (214,393) 536,718 (610,400)

Net cash from operating activities  2,208,745 6,120,898 2,230,952 3,095,729
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25. Financial Instruments

(a) Capital risk management
The Group manages its capital to ensure that entities in the Group will be able to continue as a going concern while maximising the return 
to stakeholders through the optimisation of the debt and equity balance.

The Group’s overall strategy remains unchanged from 2008.

The capital structure of the Group consists of cash and cash equivalents and equity attributable to equity holders of the parent, comprising 
issued capital, reserves and retained earnings.

The Group operates globally, in the markets in which the Group trades. None of the Group’s entities are subject to externally imposed 
capital requirements.

Operating cash flows are used to maintain and expand the Group’s exploration and production assets, as well as to make the routine 
outflows of tax, and repayment of maturing debt.

The Group’s policy is to use a variety of capital market issues and borrowing facilities, to meet anticipated funding requirements.

(b) Financial risk management objectives
The consolidated Group’s financial instruments consist of deposits with banks, local money market instruments, short-term investments, 
account receivables and payables and loans to and from subsidiaries.

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 2009.

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 commodity price risk, and ageing analysis for credit risk.

(c) Foreign currency risk management
The Group undertakes certain transactions denominated in foreign currencies, hence exposures to exchange rate fluctuations arise. 
Exchange rate exposures are managed within approved policy parameters.

The carrying amount of the Group’s foreign currency denominated cash and cash equivalents at the reporting date is as follows:

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

US Dollars  2,216,180 2,658,653 2,216,180 2,658,653

Canadian Dollars  2,268,928 2,215,656 - -

Australian Dollars  3,656,769 7,040,133 3,333,855 7,004,887

  8,141,877 11,914,442 5,550,035 9,663,540
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Foreign currency sensitivity analysis
The Group’s main exposure is to US dollars (USD) in the Australian entities, which are Australian Dollar functional currency entities. 
The following table details the Group’s sensitivity to a 10% increase and decrease in the Australian Dollar against the relevant foreign 
currencies. 10% is the sensitivity rate used when reporting foreign currency risk internally to key management personnel and represents 
management’s assessment of the possible change in foreign exchange rates. The sensitivity analysis includes only outstanding foreign 
currency denominated monetary items and adjusts their translation at the period end for a 10% change in foreign currency rates. A positive 
number indicates an increase in profit or loss and other equity where the Australian Dollar strengthens against the respective currency. For 
a weakening of the Australian Dollar against the respective currency there would be an equal and opposite impact on the profit and other 
equity, and the balances below would be negative.

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
USD impact  $ $ $ $

Profit or loss  297,273 298,915 284,064 298,915 

This is mainly attributable to the exposure outstanding on USD receivables, payables and cash balances at year end in the Australian entities.

(d) Credit risk management
Substantially all of the accounts receivable are with customers and joint venture partners in the oil and gas industry and are subject to 
normal industry credit risks. The Group generally extends unsecured credit to these customers and therefore, the collection of accounts 
receivable may be affected by changes in economic or other conditions. Management believes the risk is mitigated by entering into 
transactions with long-standing, reputable, counterparties and partners. Accounts receivable related to the sale of the Group’s petroleum 
and natural gas production are from major marketing companies. The Group’s Canadian subsidiary Circumpacific Energy Corporation did 
experience a loss of approximately CAD$360,000 in late July of 2008, when one of its marketing companies declared CCAA protection. 
Steps were immediately taken by the subsidiary to terminate this contract upon its default and move the marketing to one of its 
mainstream marketers. 

(e) Liquidity risk management
Ultimate responsibility for liquidity risk management rests with the board of directors, who have built an appropriate liquidity risk 
management framework for the management of the Group’s short, medium and long-term funding and liquidity management 
requirements. The Group manages liquidity risk by maintaining adequate reserves, banking facilities and reserve borrowing facilities by 
continuously monitoring forecast and actual cash flows and matching the maturity profiles of financial assets and liabilities. Included in note 
24(b) is a listing of additional undrawn facilities that the company/Group has at its disposal to further reduce liquidity risk.
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25. Financial Instruments (continued)

Liquidity and interest risk tables
The following tables detail the company’s and the Group’s remaining contractual maturity for its financial liabilities. The tables have been 
drawn up based on the undiscounted cash flows of financial liabilities based on the earliest date on which the Group can be required to pay. 
The table includes both interest and principal cash flows.

Consolidated
 Weighted 0 - 3 3 months  
 average effective months to 1 year 1 - 5 years Total
 interest rate % $ $ $ $

2009

Non-interest bearing  - 2,439,091 - - 2,439,091

Total financial liabilities  2,439,091 - - 2,439,091

Tax liabilities       4,178,130

Provisions       3,877,550

Total liabilities       10,494,771

2008

Non-interest bearing  - 3,388,080 - - 3,388,080

Total financial liabilities  3,388,080 - - 3,388,080

Tax liabilities       3,934,152

Provisions      2,395,789

Total liabilities     9,718,021

Company
 Weighted 0 - 3 3 months  
 average effective months to 1 year 1 - 5 years Total
 interest rate % $ $ $ $

2009

Non-interest bearing  - 4,288,664 - - 4,288,664

Total financial liabilities  4,288,664 - - 4,288,664

Provisions       1,642,355

Total liabilities       5,931,019

2008

Non-interest bearing  - 4,578,288 - - 4,578,288

Total financial liabilities  4,578,288 - - 4,578,288

Provisions       266,584

Total liabilities     4,844,872

The following tables detail the company’s and the Group’s remaining contractual maturity for its financial assets. The tables have been 
drawn up based on the undiscounted contractual maturities of the financial assets including interest that will be earned on those except 
where the Group anticipates that the cash flow will occur in a different period.
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25. Financial Instruments (continued)

Consolidated
 Weighted 0 - 3 3 months  
 average effective months to 1 year 1 - 5 years Total
 interest rate % $ $ $ $

2009

Non-interest bearing  - 8,040,164 - 919,233 8,959,397

Variable interest rate instruments 3.25% 2,354,514 - - 2,354,514

Fixed interest rate instruments 4.26% - 1,000,000 - 1,000,000

Total financial assets  10,394,678 1,000,000 919,233 12,313,911

Inventory       4,349,111

Other non-current assets       67,489,359

Total assets       84,152,381

2008

Non-interest bearing  - 15,479,593 - 168,579 15,648,172

Fixed interest rate instruments 8.00% - 1,000,000 - 1,000,000

Total financial assets  15,479,593 1,000,000 168,579 16,648,172

Inventory       2,171,893

Other non-current assets       44,439,783

Deferred tax asset       324,086

Total assets       63,583,934

Company
 Weighted 0 - 3 3 months  
 average effective months to 1 year 1 - 5 years Total
 interest rate % $ $ $ $

2009

Non-interest bearing  - 3,535,129 - 7,531,876 11,067,005

Variable interest rate instruments 3.25% 2,354,514 - - 2,354,514

Fixed interest rate instruments 4.26% - 1,000,000 - 1,000,000

Total financial assets  5,889,643 1,000,000 7,531,876 14,421,519

Inventory       4,349,111

Other non-current assets       68,610,272

Total assets      87,380,902

2008

Non-interest bearing  - 15,505,997 - 168,579 15,674,576

Fixed interest rate instruments 8.00% - 1,000,000 - 1,000,000

Total financial assets  15,505,997 1,000,000 168,579 16,674,576

Inventory       2,171,894

Other non-current assets       44,535,855

Total assets       63,382,325
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(f) Fair value of financial instruments
The fair values of financial assets and financial liabilities are determined as follows:

• the fair value of financial assets and financial liabilities with standard terms and conditions and traded on active liquid markets are 
determined with reference to quoted market prices

• the fair value of other financial assets and financial liabilities (excluding derivative instruments) are determined in accordance with 
generally accepted pricing models based on discounted cash flow analysis using prices from observable current market transactions

• the fair value of derivative instruments, are calculated using quoted prices. Where such prices are not available use is made of 
discounted cash flow analysis using the applicable yield curve for the duration of the instruments for non-optional derivatives, and 
option pricing models for optional derivatives

• the fair value of financial guarantee contracts is determined using option pricing models where the main assumptions are the probability 
of default by the specified counterparty extrapolated from market-based credit information and the amount of loss, given the default. 

The directors consider that the carrying amounts of financial assets and financial liabilities recorded at amortised cost in the financial 
statements approximates their fair values.

26. Share-based payments

The company had no options on issue at the start of the financial year. Drillsearch entered into agreements with Great Artesian Oil and Gas 
Limited optionholders who were current employees or directors of Great Artesian. Under those agreements each optionholder agreed to 
cancel their Great Artesian options on the implementation date of the merger in consideration for the issue of options over Drillsearch on 
identical terms save for the number of options and the exercise price. The company, as approved by shareholders at the previous annual 
general meeting, granted options to purchase parcels of ordinary shares at an exercise price of $0.05 per ordinary share to all non-
executive directors and selected executives. Those directors and executives who were already optionholders agreed to the cancellation of 
their options in consideration for these new options. Each employee share option converts into one ordinary share of Drillsearch Energy 
Limited on exercise. No amounts are paid or payable by the recipient on receipt of the option. The options carry neither rights to dividends 
nor voting rights. Options immediately vested and may be exercised at any time from the date of vesting to the date of their expiry. The 
options granted expire within four years of their issue, or 90 days of the resignation of the director or executive. The total expense for 
the year was $1,296,560 (2008: nil) of which $865,186 (2008: nil) was expensed and $431,374 was capitalised. The following share-based 
payment arrangements were in existence during the current and comparative reporting periods:

Options series Number Grant date Expiry date $ $

(1) Issued 12 August 2008 3,000,000 12/08/2008 31/12/2012 0.070 134,000 

(2) Issued 12 August 2008 3,000,000 12/08/2008 31/12/2012 0.070 120,000 

(3) Issued 12 August 2008 3,000,000 12/08/2008 31/12/2012 0.070 100,000 

(4) Issued 12 August 2008 1,500,000 12/08/2008 22/10/2009 0.083 87,600 

(5) Issued 12 August 2008 2,250,000 12/08/2008 29/11/2012 0.087 92,250 

(6) Issued 12 August 2008 2,250,000 12/08/2008 29/11/2012 0.087 79,500 

(7) Issued 12 August 2008 2,250,000 12/08/2008 29/11/2012 0.087 64,500 

(8) Issued 12 August 2008 1,500,000 12/08/2008 12/08/2012 0.040 43,380 

(9) Issued 12 August 2008 56,000,000 28/11/2008 28/11/2012 0.050 791,056 

The weighted average fair value of the share options granted during the financial year is $0.02 (2008: $nil). Options were priced using 
a binomial option pricing model. Where relevant, the expected life used in the model has been adjusted based on management’s best 
estimate for the effects of non-transferability, exercise restrictions (including the probability of meeting market conditions attached to the 
option), and behavioural considerations. Expected volatility is based on the historical share price volatility over the past 4 years. 

Inputs into the model Series 1 Series 2 Series 3 Series 4 Series 5 Series 6 Series 7 Series 8 Series 9

Grant date share price $0.047 $0.047 $0.047 $0.047 $0.047 $0.047 $0.047 $0.047 $0.030

Exercise price $0.070 $0.070 $0.070 $0.083 $0.087 $0.087 $0.087 $0.040 $0.050

Expected volatility 0.57% 0.57% 0.57% 0.57% 0.57% 0.57% 0.57% 0.64% 0.64%

Option life 4 year 4 year 4 year 4 year 4 year 4 year 4 year 4 year 4 year

Dividend yield - - - - - - - - -

Risk-free interest rate 6.27% 6.27% 6.27% 6.27% 6.27% 6.27% 6.27% 5.78% 5.67%
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The following reconciles the outstanding share options granted under the employee share option plan at the beginning and end  
of the financial year:

   2009  2008
  2009 Weighted average 2008 Weighted average
  No. of options exercise price No. of options exercise price
  $ $ $ $

Balance at the beginning of the financial year  - - - -

Granted during the financial year  73,250,000  0.056 - -

Forfeited during the financial year   (29,250,000) 0.066 - -

Exercised during the financial year   - - - -

Expired during the financial year  - - - -

Balance at the end of the financial year (i)  44,000,000 0.050 - -

Excercisable at the end of the financial year  44,000,000 0.050 - -

(i) Balance at end of the financial year

The share options outstanding at the end of the financial year had an exercise price of $0.05 cents (2008:$nil), and a weighted average 
remaining contractual life of 1,240 days (2008: nil).

27. Key management personnel compensation

Details of key management personnel
The directors and other members of key management personnel of the Group during the year were:

Mr P.P. Simpson (Ex-Chairman) Mr L.D.H. Williams (Ex-managing director)
Mr B.K. Choo (Non-executive director) Mr R.D. Langusch (Ex- director)
Mr J.D. McKerlie (Chairman) Mr P.A. Wicks (Non-executive director)
Mr B.W. Lingo (Managing director) Mr. D.A. Dixon (Ex-director)
Mr W.M. Johnson (Ex-director) Mr M.J. Carling (Ex-director)
Mr P.W. Hopkins (Ex-director) Mr I.W. Bucknell (Company secretary & Chief financial officer)
Mr C.J. Carty (Chief operating officer) Mrs E.S. Petrie (Ex-geologist)

Key management personnel compensation
The aggregate compensation made to key management personnel of the company and the Group is set out below:

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Short-term employee benefits  1,124,811 540,026 1,124,811 540,026

Post-employment benefits  287,114 91,975 287,114 91,975

Other long-term benefits  - 169,917 - 169,917

Termination benefits  - - - -

Share-based payment  621,544 - 621,544 -

  2,033,469 801,918 2,033,469 801,918

Number of fully paid ordinary shares held by Key Management Personnel

 Balance 1 July 2008 Shares purchased during the financial year Balance 30 June 2009

Mr J.D. McKerlie - 2,810,000 2,810,000 

Mr B.K. Choo - 10,420,000 10,420,000 

Mr P.A. Wicks  2,000,000 - 2,000,000
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The compensation of each member of the key management personnel of the Group for the current year is set out below:

  Short-term employee benefits    Post-employment    Share-based payments  

       Other  Equity Equity   
       long-term Termi- settled settled   
 Salary &  Non-  Super-  employee nation Shares Options Cash  
 & fees Bonus Monetary Other annuation Other benefits benefits & units & rights settled Other Total
 $ $ $ $ $ $ $ $ $ $ $ $ $

Non-executive directors           

Mr J.D. McKerlie 7,645 - - - 33,778 - - - 84,756 - - - 126,179

Mr B.K. Choo 15,291 - - - - - - - - - - - 15,291

Mr P.A. Wicks 43,432 - - 19,000 - - - - 84,756 - - - 147,188

Mr P. P. Simpson 51,454 - - 27,000 28,031 - - - 113,008 - - - 219,493

Mr D.A. Dixon - - - - 10,000 - - - - - - - 10,000

Mr W.M. Johnson 24,014 - - - 2,161 - - - - - - - 26,175

Mr M.J. Carling 9,205 - - - - - - - - - - - 9,205

Mr P.W. Hopkins - - - - 9,420 - - - - - - - 9,420

Mr R.D. Langusch 31,424 - - 23,250 - - - - 84,756 - - - 139,430

Executives      

Mr B.W. Lingo 14,335 183,486 - - 17,804 - - - - - - - 215,625

Mr L.D.H. Williams 160,000 - - 50 70,000 - - - - - - - 230,050 

Mr C.J. Carty 151,976 23,853 - 9,499 86,304 - - - 141,260 - - - 412,892 

Mr I.W. Bucknell 157,492 16,514 - 771 15,661 - - - 113,008 - - - 303,446

Mrs E.S. Petrie 139,550 15,500 - 70 13,955 - - - - - - - 169,075 

Total 805,818 239,353 - 79,640 287,114 - - - 621,544 - - - 2,033,469

The compensation of each member of the key management personnel of the Group for the prior year is set out below: 

  Short-term employee benefits    Post-employment    Share-based payments  

       Other  Equity Equity   
       long-term Termi- settled settled   
 Salary &  Non-  Super-  employee nation Shares Options Cash  
 & fees Bonus Monetary Other annuation Other benefits benefits & units & rights settled Other Total
 $ $ $ $ $ $ $ $ $ $ $ $ $

Non-executive directors           

Mr P. P. Simpson 139,500 - - - 40,000 - - - - - - - 179,500

Mr P.A. Wicks 6,164 - - - -  - - - - - - - 6,164

Mr W.M. Johnson 30,000 - - - -  - - - - - - - 30,000

Mr D.A. Dixon - - - - 30,000 - - - - - - - 30,000

Mr G.C. Reveleigh 10,000 - - - -  - - - - - - - 10,000

Mr M. Hutt 65,513 - - - 5,265 - - - - - - - 70,778

Mr M.J. Carling 6,164 - - - - - - - - - - - 6,164

Executive directors                    

Mr P. F. Kelso 120,000 - 2,653 - - - 169,917 - - - - - 292,570

Mrs E.S. Petrie 130,032 30,000 - - 16,710 - - - - - - - 176,742

Total 507,373 30,000 2,653 - 91,975 - 169,917 - - - - - 801,918
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28. Related party transaction

(a) Equity interests in related parties
Equity interests in subsidiaries
Details of the percentage of ordinary shares held in subsidiaries are disclosed in note 22 to the financial statements.

(b) Transactions with key management personnel
Key management personnel compensation
Details of key management personnel compensation are disclosed in note 27 to the financial statements.

Share options of Drillsearch Energy Limited
           
      Balance Vested  Options
 Balance as Granted as  Net other Balance as vested at but not Vested and vested during  
 at 1 July compensation Exercised change at 1 July 30 June excersiable exercisable the year
 No. No. No. No. No. No. No. No. No.

2009              

Mr P.P. Simpson - 8,000,000 - - 8,000,000 8,000,000 - 8,000,000 8,000,000

Mr R.D. Langusch - 6,000,000 - - 6,000,000 6,000,000 - 6,000,000 6,000,000

Mr J.D. McKerlie - 6,000,000 - - 6,000,000 6,000,000 - 6,000,000 6,000,000

Mr P.A. Wicks - 6,000,000 - - 6,000,000 6,000,000 - 6,000,000 6,000,000

Mr I.W. Bucknell - 8,000,000 - - 8,000,000 8,000,000 - 8,000,000 8,000,000

Mr C.J. Carty - 10,000,000 - - 10,000,000 10,000,000 - 10,000,000 10,000,000

Mr L.D.H. Williams - 12,000,000 - - - - - - -

2008 - - - - - - - - -

During the financial year, no options were exercised by key management personnel. Since the financial year 6,000,000 options (2008: 
nil) were exercised by Mr R.D. Langusch and Mr P.P. Simpson at an exercise price of $0.05 per option for 14,000,000 ordinary shares in 
Drillsearch Energy Limited (2008: nil). No amounts remain unpaid on the options exercised since the financial year.

Further details of the share options granted during the 2009 and 2008 financial years are contained in note 26 to the financial statements.

Transactions between Drillsearch Energy Limited and its related parties
During the financial year, the following transactions occurred between the company and its other related parties:

• Drillsearch Energy Limited recognised tax payable in respect of the tax liabilities of its wholly-owned Australian subsidiaries. Payments 
to/from the company are made in accordance with the terms of the tax funding arrangement.
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28. Related party transaction (continued)
 Consolidated Consolidated Company Company
 2009 2008 2009 2008
 $ $ $ $

Financial advisory fee paid to Carling Capital  
Partners Pty Ltd. The non-executive director,  
Mr. M. Carling (resigned 17th October 08) is a  
director of Carling Capital Partners Pty Ltd. 222,814 52,520.00 222,814 52,520

Management fees paid to Oddlot Shares and  
Securities Pty Ltd in which the non-executive  
director Mr. P Simpson (resigned 10th June 09)  
is a director and has a beneficial interest.  
(As noted in the key management personnel  
remuneration report in the directors report). - 139,500 - 139,500

Management fees paid to Pemberly Resources Pty Ltd.  
and Casula & Kelso Trust, in which the non-executive  
director Mr. P Kelso (resigned 27th November 07)  
was a director and has a beneficial interest. - 289,917 - 289,917

Share placement fee paid to Dixon Advisory Service,  
a company in which the non- executive director  
Mr. D. Dixon (resigned 17th October 08) is a director. - 57,554 - 57,554

Share placement and management fee paid to Carling  
Capital Partners Pty Ltd., a company controlled by  
Mr. M. Carling, a non-executive director (resigned  
17th October 08) of Drillsearch Energy Limited. - 722,260 - 722,260

The following balances arising from transactions between the company and its other related parties were outstanding at 30 June 2009:

• Carling Capital Partners Pty Ltd. is owed $24,750.

The amounts outstanding will be settled in cash. No guarantees have been given or received. No expense has been recognised in the period 
for bad or doubtful debts in respect of the amounts owed by related parties.

Transactions and balances between the company and its subsidiaries were eliminated in the preparation of consolidated financial 
statements of the Group.

(c) Parent entities
The parent entity in the Group is Drillsearch Energy Limited.
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29. Remuneration of auditors

  Consolidated Consolidated Company Company
  2009 2008 2009 2008
  $ $ $ $

Auditors of parent entity    

Audit or review of the financial report  111,000 85,978 90,000 85,978

Preparation of the tax return  - 2,500 - 2,500

  111,000 88,478 90,000 88,478

Related practice of the parent entity auditor

Other non-audit services  - - - -

  - - - -

Other auditors

Audit or review of the financial report  67,773 188,356

Preparation of the tax return  - -

Other non-audit services  - - 

  67,773 188,356

Related practice of the other auditor

Other non-audit services  - -  

 
The auditor of Drillsearch Energy Limited is Deloitte Touche Tohmatsu.

30. Subsequent events

Subsequent to balance date the following material events have occurred:

• On 14 August 2009, the Beach Petroleum Limited (Beach) Takeover bid lapsed. Beach now holds 22.79% of the shareholding of Drillsearch.

• On 17 August 2009, Drillsearch announced a discovery in PEL-91 at the Chiton-1 well.

• The Marino-1 well, located in PEL91 in the Cooper Basin, spudded on 22 August 2009, but was plugged and abandoned as a  
non-commercial oil discovery.

Additional stock exchange information as at 26 August 2009

Number of holders of equity securities
Ordinary share capital
1,742,431,597 fully paid ordinary shares are held by 4,969 individual shareholders. All issued ordinary shares carry one vote per share, 
however, partly paid shares do not carry the rights to dividends.

Options
31,500,000 options are held by 5 individual option holders. Options do not carry a right to vote.

Distribution of holders of equity securities
 Total Holders Fully paid ordinary shares % of issued capital

1 - 1,000 206 37,916 0

1,001 - 5,000 406 1,391,254 0

5,001 - 10,000 454 3,794,043 0

10,001 - 100,000 2,565 112,563,425 7

100,001 and over 1,338 1,624,644,959 93

 4,969 1,742,431,597 100

Holding less than a marketable parcel 640 1,193,756 

Substantial Shareholders

Ordinary shareholders  Fully paid ordinary shares % of issued capital

Beach Petroleum Limited  393,909,561 22.53

  393,909,561 22.53
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Additional stock exchange information as at 26 August 2009 (continued)

Twenty largest holders of quoted equity securities

 Fully paid ordinary shares 
Ordinary shareholders Number Percentage

Beach Petroleum Limited 392,524,094 22.53

Citicorp Nominees Pty Limited 114,729,580 6.58

ANZ Nominees Limited 98,249,326 5.64

HSBC Custody Nominees (Australia) Limited 61,150,159 3.51

UOB Kay Hian Private Limited 45,852,569 2.63

Bell Potter Nominees Limited 41,000,000 2.35

Mr Siew Wah Teh 32,864,800 1.89

Mr Swee Pook Teh 30,200,000 1.73

Bounty Oil & Gas NL 22,688,341 1.3

Comsec Nominees Pty Limited 21,454,274 1.23

Mr Yew Meng Chay 19,388,142 1.11

Nefco Nominees Pty Limited 16,740,262 0.96

CIMB-GK Securities Pte Limited 13,700,399 0.79

DMG & Partners Securities Pte Limited 13,377,500 0.77

Mr Kock Keng Liem 11,706,443 0.67

Mr Chew Lai Ooi 10,900,000 0.63

Mr Rajendran Ramasamy 10,000,000 0.57

Bellset Nominees Pty Limited 9,034,875 0.52

Washington H Soul Pattinson & Co Limited 8,700,000 0.5

Inter Park Limited 7,450,000 0.43

 981,710,764 56.34

Company Secretary
Ian Bucknell

Registered Office
Level 8 
16 Spring Street 
Sydney NSW 2000 
Telephone (02) 9241 4440

Share registry
Computershare
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Additional stock exchange information as at 26 August 2009 (continued)

Schedule of petroleum tenements

   2009 2008
Name of venture Operator Principal activity % %

AUSTRALIA

PL 5 (Surat) Santos Limited Gas production 75% 75%

ATP 259P & PPL’s (Naccowlah) Santos Limited Oil production 2% 2%

ATP 299P & PPL’s (Tintaburra) Santos Limited Oil production 11% 10%

ATP 823P (Surat) Drillsearch Energy Limited Exploration 0% 100%

ATP 539P (Eromanga) Great Artesian Oil & Gas Ltd Exploration 100% 100%

ATP 549P (West Block) Icon Energy Limited Exploration 25% 25%

ATP 549P (Cypress Block) Australian Gasfield Limited Exploration 40% 40%

ATP 552P (Surat) Great Artesian Oil & Gas Ltd Exploration 0% 50%

ATP 783P (Chandos Block) Drillsearch Energy Limited Exploration 100% 100%

ATP 917P (Eromanga) Circumpacific Energy Corporation Exploration 100% 100%

ATP 920P (Eromanga) Circumpacific Energy Corporation Exploration 100% 100%

ATP 924P (Eromanga) Circumpacific Energy Corporation Exploration 100% 100%

ATP 927P (Eromanga) Drillsearch Energy Limited Exploration 100% 100%

ATP 932P (Cooper) Circumpacific Energy Corporation Exploration 100% 100%

ATP 940P (Cooper) Circumpacific Energy Corporation Exploration 100% 100%

ATP 956P (Eromanga) Circumpacific Energy Corporation Exploration 100% 100%

ATP 959P (Eromanga) Circumpacific Energy Corporation Exploration 100% 100%

PEL 91 (Cooper) Beach Petroleum Limited Exploration 60% 60%

PEL 106 (Cooper) Great Artesian Oil & Gas Ltd Exploration 100% 100%

PEL 107 (Cooper) Beach Petroleum Limited Exploration 40% 40%

PPL 212 (Cooper) Beach Petroleum Limited Oil production 30% 30%

EPP 27 (Otway) Oilex Limited Exploration 0% 40%

WA 318 P (Bonaparte) Esso Ventures Pty Ltd Exploration 0% 100%

WA 13 R (Bonaparte) Drillsearch Energy (WA) Pty Ltd Exploration 0% 100%

WA 352 P (Canarvon) Drillsearch Energy Limited Exploration 0% 100%

NT/RL 3 (Bonaparte) Drillsearch Energy (WA) Pty Ltd Exploration 0% 100%

VIC/P 63 (Gippsland) Great Artesian Oil & Gas Ltd Exploration 100% 100%

VIC/P 64 (Gippsland) Great Artesian Oil & Gas Ltd Exploration 100% 100%

T/46P (Gippsland) Great Artesian Oil & Gas Ltd Exploration 100% 100%
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Additional stock exchange information as at 26 August 2009 (continued)

Schedule of petroleum tenements (cont’d)

   2009 2008
Name of venture Operator Principal activity % %

Papua New Guinea

PPL 244 (Papua) Talisman Oil Limited Exploration 5% 5%

Canada

Drillsearch Energy (Canada) Inc. (1)   

Talbot Lake  Drillsearch Energy (Canada) Inc. Gas production 100% 100%

Talbot Lake  Energy Venture Inc. Gas production 25% 25%

Circumpacific Energy Corporation (2)

Spring Coulee Circumpacific Energy Corp Gas production 100% 100%

Wapiti Enermark Inc Gas production 19% 19%

Calais Kereco Energy Ltd. Gas production 8.75% 8.75%

Ferrier Peregrine Energy Ltd. Oil production GORR/APO GORR/APO

Grand Forks Circumpacific Energy Corp. Oil production 100% 100%

Kakwa Paramount Resources Gas production 13% 13%

Mitsue Vermillion Resources Gas production 12.60% 12.60%

Mica Talisman Energy Gas production 29% 29%

Rainbow Circumpacific Energy Corp. Gas production 17.70% 17.70%

Willesden Green NAL Res. Ltd. Oil production 23% 23%

 Esprit Exploration Ltd. Oil production  1.25% GORR  1.25% GORR

Worsley Enterra Energy Corp. Exploration 13% 13%

Lambert  Talisman Energy Inc. Gas production 9.80% 9.80%

Talbot Lake Energy Venture Inc. Gas production 8% GORR 8% GORR

Browning T. Bird Oil Ltd. Exploration GORR GORR

Colgate Enermark Inc Gas production 12% 12%

Eastend a) PNG Titan Sask. Ltd. Gas production GORR GORR

 b) Helium Circumpacific Energy Corp Helium production 100% 100%

Hume NAL Resources Oil production 12.50% 12.50%

Lloydminster Acclaim Energy Inc. Oil production 50% 50%

Manito Penn West Petroleum Oil production GORR GORR 

 
(1) Drillsearch Energy (Canada) Inc. is a 100% owned subsidiary of Drillsearch Energy Limited.

(2) Circumpacific Energy Corporation is a 79.5% owned subsidiary of Drillsearch Energy Limited.
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