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Lion Energy Limited ABN 51 000 753 640 and Controlled Entities

DIRECTORS’ REPORT

Your directors present their report on the company and its controlled entities for the half-year ended 31 December
20086,

Directors

The names of directors in office at any time during or since the end of the half-year are;

Jian Wu (Appoirted 03-0ctober-2008) FPaul Garner

Russel! Brimage Weidong Zhang (Appointed 20-November-2006)

Zhorg Wang (Appointad 20-November-2008)

Martin Bennett (Retirad 20-Novembear-2006)

Directors have been in office since the start of the financial year to the date of this report unless otherwize stated,

Company Secretary

The following person held the position of company secretary at the end of the half-year ended 31 December 2006
Jack Hugh Toby

Principal Activities

The principal activities of the economic entity during the half-year ended 31 December 2006;

—  Oil and gas exploration, development and production

The following significant changes in the nature of the ptincipal activities occurred during the financial year:

— The economic entity entered into a Letter of Intent with Ridgelake Energy Inc of Louisiana in order ta sarn up
to a 30% interest in five Gulf of Mexico Federal Offshore Leases held by Ridgelake;

—  The &conomic entity embarked on a major change of direction with a commitment to participate in
exploration activity in five (5) blocks in the low risk mature Gulf of Mexico Federal Offshore Waters.

There were no other significant changes in the nature of the economic entity's principal activities during the financial
year.

Qperating Results
The consclidated net (loss) /profit after income tax $(8,612,075) (2005= Profit $363,069).

On the 9" February 2007 well OCS-G 27089#1 in offshore fease South Marsh tstand Block 138 (‘SMI 1387} in the
Gulf of Mexico OQufer Continerital Shelf waters was plugged and abandoned. The impairment loss of $6,088,719
was brought info account at period end 31 * Dacamber 2008.

in compliance with auditing standards the company’s interest in the Seram (Non-Bula) Block PSC joint venture was
writter: down by 371,985,559,

Citic Seram agreed fo grant fo Lion Pefroleum Seram Limited (LPSL) a Put Opfion, pursuant to which
LPEL has the right (but not the obligation) to sell to, and require Citic Serarm to acquire the LPSL
Participating Interest from LPSL for a consideration of U8%4,774,510 subject to adjustment,

Review of Operations
Seram (Non-Bula) PSC

During the pericd under review crude oil production from the Seram (Non-Bula) Block PCS was 848,522 barrels,
On November 2™ 2006, a load out of 361,101 net barrels of HSFO {High Sulphur Fuel Qil) was completed. A
Naphtha liting of 61,558 barrels was completed on October 22™ 2006.

Gulf of Mexico

Drilling commenced on the company's highly prospective South Marsh Island Block 138 in the Gulf of Mexico with
the spudding of well OCS-G 2708%#1 at 05:30 hours CST on 8" January 2007.

Financlal Fosition
The net assets of the sconomic entity have increased by $2,810,682 from 30 June 2006 to $11,988,165 by 31
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December 20068. This increase has largely resulted from the following factors;
— Proceeds received from a rights issue raising $10,661,435 and

— During October 2008 the company sold the 4,365,965 Entek Energy Lid shares it held with sale proceeds of
$894,892 net of brokerage.

—_ During October 2006 the company sold the 4,209,000 GuifX Ltd shares it held with sale proceeds of
$605,640 net of brokerage.

The directors believe the group is in a strong and stable financial position to expand and grow its current
operations.

Significant Changes in State of Affairs
The following significant changes in the state of affairs of the parent entity occurred during the half-year:

(i) On 15" September 2008 the holding company made a non-rencunceable pro-rata offer of fully paid ordinary
shares fo existing shareholders. The issue was fully underwritten by Intarsuisse Limited. The non-
renounceable pro-rata offer was made on the basis of one fully paid ordinary share in the capital of the
Company (“Share”) for every one share held by shareholders on the record date of the 19" Septerber 2008
at an issue price of $0.0035 {0.35 cents) per share. The rights issue expanded the Company’s issued share
capital t0 6,092,248,712 shares,

(i} After the rights issue, the company sought shareholder approval to consolidate its share capital on & 1 for
100 hasis to reduce the number of shares on issua. On 20" November 2006, Lion Energy Limited
Shareholders approved a capital congolidation on a 1 for 100 basis reducing the share capital of the
cotnpany to 60,922, 354 shares.

(i) On the 6™ December 2006 the company issued 4,000,000 Options to Russell Brimage (Director) 4,000,000

options to Paul Garner (Director) and 1,000,000 options to RidgeL.ake Energy Inc. All 5,000,000 options
were issued at no cost, with an exercise price of $0.35 each and an expiry date of 31% August 2011.

The option issue had been approved at the Anneal Genaral Mesting of the Company held on 20 November
2008.

Changes in controlied entities and divisions:

(i) During the half-year the parent company established 100% owned subsidiaries in the USA by the name of
Lion Energy Limited USA Inc and Lion Energy Limited LLC.

(i}  Citic Seram agreed to grant to Lion Pefroleum Seram Limited (LPSL) a Put Qption, pursuant to which LPSL
has the right (but not the obligation) to sell to, and require Citicc Seram to acquire the LPSL Participating
interest from LPSL for a consideration of USH4,774,510 subject to adjustment.

After Balance Sheet Date Events

The prospectus of Lion Energy Limited to issue 20,000,000 Options at an issue price of $0.05 each with an
exercise price of $0.35 each expiring on the 317 August 2011 to raise up to $1 million was closed on the 16"
January 2007.

On the 9™ February 2007 well OCS-G 2708%#1 in offshore lease South Marsh lsland Block 138 (*SMIL 1387} in the
Gulf of Mexico Outar Continental Shelf waters was plugged and abandoned. A total of AUD$6,088,718 was written
off as a result of this plug and abandonmeant of the well.

No other matters or circumstances have arisen since 31* December 2008 which significantly affected or may
significantly affect the operations of the economic entity, the resulis of those operations, or the state affairs of the
aconomic entity in subsequent financial years.
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Auditor's Indepandence Declaration

A copy of the Auditor’s Independence Declaration a3 required Under Section 307C of the Corporations Act is set
out an page 15

The report is made in accordance of a resol Directors,
DATED at Perth this day of

28" February 2007 S

Paul Charles Garnar V

Director
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CONDENSED CONSOLIDATED INCOME STATEMENT FOR HALF-YEAR ENDED
31 DECEMBER 2006

Note Consolidated
» CONTINUING OPERATIONS DECEMBER 2006 DECEMBER 2005
$ $
Revenue 2 1,127,617 1,718,453
Cost of Sales (454,458) (303,545)
GROSS PROFAT 673,159 1,414,908
Other Income 2 341,947 5,635,236
Other expanses 3 (9,823,887) (7,012,884)
Profit bafore income tax (8,808,791) 37,260
Income tax expense (3.284) -
Profit from continuing operations (8,812,075) 37.260
DISCONTINUED QPERATIONS
Other income ‘ — 3,228,999
Other axpanze —_ 2,901,190
Profiti(loss) from discontinued — 325,809
operations
Income tax expense — —
PROFTKLOSS) FROM DISCONTINUING 325 809
OPERATIONS AFTER INCOME TAX
NET PROFIT/ (LOSE) ATTRIBUTABLE TO (8,812.075) 363,089
MEMBERS OF THE PARENT
Basic earnings/({loss) per share (cents (20,55) 1,59

per share)

The accompanying notes form pant of these financial statements.






