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1. HIGHLIGHTS FOR THE QUARTER

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 27089 #1 at 05:30 hours CST on 6™ January 2007.

During the quarter crude oil production from the Seram (Non-Bula)
Block PSC was 416,075 barrels of crude oil (compared to 533,447
and 446,270 barrels of crude oil for the previous quarters) at a daily
average of 4,523 BOPD over the quarter, with production in October
2006, 4,547 BOPD, 4,520 BOPD during November 2006 and 4,500
BOPD during December 2006.

On November 2" 2006, a load out of 361,101 net barrels of HSFO
(High Sulphur Fuel Oil) was completed, following a Naptha lifting of
61,558 barrels which was completed on October 22™ 2006 from the
Seram (Non Bula) Block PSC. A further lifting of approx. 350,000
barrels of HSFO is likely in February 2007.

On November 1% and 2" 2006, the Seram (Non Bula) Block PSC
conducted its annual Technical and Operational Committee Meetings
to consider the 2007 Work Program & Budget as proposed by the
Joint Venture Operator.

Cumulative production of crude oil from the Seram (Non Bula) Block
PSC passed 5,000,000 barrels during December 2006.

w12



2.  GULF OF MEXICO

2.1. ACQUISITION OF INTEREST

In the previous quarter Lion Energy Limited announced that it had been able to
secure the opportunity to earn interests in five leases in the Gulf of Mexico
offshore Federal waters.

On September 11th 2006, the Company announced that its wholly-owned US
subsidiary, Lion Energy Limited USA ("Lion USA") had entered into a Letter of
Intent with Ridgelake Energy, Inc. ("Ridgelake") of Louisiana in order to earn up
to a 30% interest in the following Gulf of Mexico Federal offshore leases held
by Ridgelake:

= South Marsh Island Block 152 ("SM 152");
= South Marsh Island Block 138 ("SM 138");
= Vermilion Block 317 ("VM 317");

= Viosca Knoll Block 79; and

= High Island Block 307 (together, "Leases").

To earn its interest in the Leases, Lion USA must reimburse Ridgelake up to
40% of certain past costs, meet up to 40% of the costs of drilling to casing
election point and in the case of SM 152 and SM 138, meet certain additional
costs.

The Leases are subject to a 16%:% Federal royalty and between a 3% to 4%
royalty in favour of certain third parties who generated the properties.

Subsequently, on September 18" 2006, Lion USA executed a Participation
Agreement with Ridgelake. The Participation Agreement provides the full
detailed terms and conditions of the obligations of the parties (as signatories) to
the Letter of Intent.

On October 6™ 2006, Lion executed separate Joint Operating Agreements
for each of the Leases with Ridgelake (and the other joint venture parties
in each of the Leases). The Joint Operating Agreement provides the terms
and conditions on which operations in each Lease are conducted by the
Operator.

2.2, ACTIVITY UPDATE

On 8" January 2007, Lion Energy Limited announced that well OCS-G 27089
#1 in offshore lease South Marsh Island Block 138 (“SMI 138”) in the Gulf of
Mexico Outer Continental Shelf waters spudded at 05:30 hours CST on 6"
January 2007.

As at 14:30 hours CST the 29" January 2007:
= The well is at 2,939 metres (9,644 feet) total depth.

=  Maximum connection gas of 3,800 units recorded at this depth
necessitated raising mud weight to 16.4 PPG at which the
pressure is approaching the LOT pressure at the intermediate
casing string.
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= Electric open hole logs have been run to TD to evaluate the
formation.

= Currently back in the hole with the drilling assembly, circulating
and conditioning mud and checking on hole stability prior to
making a decision whether to set the 7-5/8 inch liner higher (at
current depth) or drill ahead with 8-1/2 inch hole. The well plan
was to set the 7-5/8 inch liner at 3,047 metres (10,000) feet.

= The last casing string run, 9 5/8 inch has been set and cemented
at 2,486.7 metres (8,159 feet).

The well is being drilled using the Pride Georgia jackup rig in water depth of 69
metres (225 feet).

Lion Energy Limited is earning a 30% working interest in block SMI 138 by
participating in this well.

This well is targeting multiple Pleistocene age Lentic sands that range in depth
from 2,980 metres to 3,600 metres (9800 feet to 11,800 feet) although the
primary targets are anticipated to be below 3,048 metres (10,000 feet).

The well is targeting an oil resource estimated at between 6 million and 10.1
million barrels of oil or if the reservoir contains gas, between 22.5 and 33.6
BCFG (Note 1).

In adjoining Block 139, two successful wells were drilled in 2005 and came into
production in May of 2006, confirming 3D seismic hydrocarbon indicators.
From publicly accessible data published by the US Dept. of the Interior,
Minerals Management Services, well B2 has cumulative production to 30"
September 2006 of 102,299 BO for a daily average of 705 BOPD from the
shallower sand and cumulative production of 45,062 BO for an average dailx
rate of 326 BOPD from the deeper sand, for the period from May to 30
September 2007. For the same period, the B1 well produced 64,274 BO for a
daily average of 443 BOPD.

3. SERAM (NON-BULA) PSC
(2.5% contractor interest held through wholly owned subsidiary Lion Petroleum Seram Limited)

LION ENERGY LIMITED, through its wholly owned subsidiary Lion Petroleum
Seram Limited ("LPSL”), holds a 2.5% shareholding in the Seram (Non Bula)
Block Production Sharing Contract. The major shareholder and Operator of the
Joint Venture is CITIC Seram Energy Limited (51%). Other shareholders are
KUFPEC (Indonesia) Limited with 30% and Gulf Petroleum Investment
(16.5%). The operator of the joint venture changed from KUFPEC to CITIC
during the quarter.

The block contains the Oseil oilfield which has produced since initial field start-
up in January 2003, cumulative crude oil production of 5,036,171 barrels of
crude oil to midnight 31%' December 2006.
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3.1. WELL SERVICING

On October 5™ 2006, Oseil-11 producing well was shut in due to failure of the
electrical submersible pump. The well has subsequently been worked over
successfully and is available for production.

When placed back on production, it was observed that Oseil-11 was influencing
Oseil-10 production. Oseil-11 was subsequently shut-in.

3.2. 2007 WORK PROGRAM & BUDGET

The Operator, KUFPEC (Indonesia) Limited, presented the Work Program &
Budget for the 2007 calendar year to the joint venture partners on November 1°
2007. At the Operations Committee Meeting on November 2™, the joint venture
parties agreed to the Work Program & Budget for the 2007 as tabled by the
Operator.

The program for 2007 has now been submitted to the Indonesian Government
regulatory body BP MIGAS for approval.

3.3. PUT OPTION OVER LION’S 2.5% PARTICIPATING INTEREST IN
SERAM ISLAND NON-BULA BLOCK, INDONESIA

On 13th July 2006, CITIC Resources Holdings Ltd (CITIC), a company trading
on the Hong Kong Exchange (Code 1205) disclosed the acquisition of a 51%
participating interest in the SNBB for a consideration of US$97.4 million,
subject to adjustment, through subsidiary CITIC SERAM ENERGY LIMITED, a
company incorporated in the British Virgin Islands, (“CITIC Seram”), from
Kufpec (Indonesia) Limited (“KUFPEC”).

CITIC Seram has granted to LPSL a Put Option, pursuant to which LPSL has
the right (but not the obligation) to sell to, and require CITIC Seram to acquire,
the LPSL Participating Interest from LPSL for a consideration of US$4,774,510,
subject to adjustment.

Lion Energy Limited management has pursued the Put Option with CITIC
because of the uncertainty associated with the future direction of exploration
and development of the SNBB under the majority participating interest and
operatorship of CITIC Seram The Put Option allows LPSL time to consider
CITIC Seram’s plans for the SNBB.

The expiry date of the Put Option is three (3) months from the Operating
Committee Meeting date of 2 November 2006.

4, CORPORATE

4.1. APPOINTMENT OF NEW DIRECTOR
On October 3™ 2006, the Company announced:
= The appointment of Mr Jian Wu as an additional director and Chairman.
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= Mr Jian Wu replaces Mr Russell Brimage as Chairman, who will remain
a director of the Company. Mr Brimage was also appointed Group Chief
Executive Officer of the Company.

4.2. NON-RENOUNCEABLE RIGHTS ISSUE

On September 11" 2006, the Directors announced that the Company was to

make a non-renounceable pro rata offer of fully paid ordinary shares to existing
shareholders. The issue was fully underwritten by Intersuisse 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 19 September 2006 at an issue price of
$0.0035 (0.35 cents) per Share.

The offer has resulted in the issue of 3,046,124,356 new Shares and raised
approximately $10,661,435 before costs for the purpose of funding the
Company’s 30% interest in the Gulf of Mexico Leases.

The Company lodged the prospectus for the rights issue on 8 September 2006
with ASIC.

Pursuant to this offer, Lion Energy Ltd issued 3,046,124,356 fully paid
ordinary shares on 20 October 2006.

Subsequent to the issue of these shares, Lion Energy Limited had
6,092,248,712 fully paid ordinary shares on issue.

4.3. PROPOSED CONSOLIDATION

At an Extraordinary Meeting of Shareholders on November 20" 20086,
shareholders voted to approve the consolidation of its share capital on a 1 for
100 basis to 60,922,354 Shares (after rounding) in order to reduce the number
of Shares on issue.

4.4. CHANGE IN BOARD STRUCTURE AND REGISTERED OFFICE

On 20 November 2006, subsequent to the Company’s Annual General
Meeting, the directors made the following changes to the Board structure:

= Mr Weidong Zhang and Mr Zhong Wang were appointed directors of the
Company.

= Mr Zhong Wang was appointed an executive director and the Chief
Financial Officer for the Company. Mr Weidong Zhang is a non-
executive director.

= Mr Martin Bennett resigned as a director of the Company.

= The registered office and principal place of business of the Company
has been changed to:

Ground Floor, 15 Rheola Street
West Perth WA 6005
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4.5. PROSPECTUS FOR THE ISSUE OF OPTIONS

On December 1% 2006, the Company lodged a Prospectus with the ASIC
relating to:

*= The issue of up to 20,000,000 Options at an issue price of $0.05 each
with an exercise price of $0.35 each expiring on 31%' August 2011 to
raise up to $1 million;

= The issue of 1,000,000 Options to Ridgelake Energy, Inc. (or its
nominee) at no cost with an exercise price of $0.35 each expiring on 31°
August 2011;

= The issue of 4,000,000 Options to Paul Garner and the issue of
4,000,000 Options to Russell Brimage (or to their respective nhominees),
such 8,000,000 options to be issued at no cost, with an exercise price of
$0.35 each expiring on 31%* August 2011.

The options to Paul Garner, Russell Brimage and Ridgelake Energy Inc were
issued to their nominees on 6 December 2006. The remaining 20,000,000
options were issued on 16 January 2007 and the offer pursuant to the
prospectus was closed.

Sincerely

Russell E Brimage
CHIEF EXECUTIVE OFFICER
LION ENERGY LTD

BOPD barrels of oil per day

Lion Energy Limited ABN 51 000 753 640




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


