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~ The first conventional well to be drilled by Metgasco -

Kingfisher EO1 — has resulted in an exciting gas discovery.
With a contingent resource estimate of 80 PJ (P50) to

298 PJ (P10), the Kingfisher gas field is the largest onshore
gas discovery in over a century of hydrocarbon exploration
in New South Wales. This discovery was no accident.

It was the result of several years of solid work in collecting,
digitising, re-processing and re-interpreting historic seismic
and well data. Kingfisher EO1 is the first of a number of
deep structural traps identified by Metgasco to be tested.
We have an exciting portfolio of‘-exb?bration prospects

4 to be evaluated.
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Our coal seam gas is held in the Jurassic age Walloon
Coal Measures which are being developed successfully
in Queensland. Our coals average 29 metres in net coal
thickness and are generally fully saturated with gas
content of over 95% methane and very little measured
carbon dioxide. We have now established a large 2P
reserve position of 397 Petajoules in coal seam gas.
These reserves have been established in less than

10% of our tenement area.

Metgasco holds the dominant acreage position in the
Clarence Moreton basin in New South Wales. Our basin
wide holdings provide unrivalled technical insight into
the geological history and tectonic development of the

basin. This capability informs our coal seam gas and
conventional exploration efforts.
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To capture value from our exploration activities, Metgasco
is now exploring a number of commercialisation options.
These include delivering gas to local customers,
developing local gas fired power generation, the delivery
of gas to customers to south east Queensland and the
production of LNG. Both mini-LNG for transport and

industrial customers and large scale export LNG projects
are on our commercialisation agenda.
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2010 ACHIEVEMENTS

Coal Seam Gas + Conventional (Gas
= A powerful combination

PEL 16 2P GAS RESERVES

133%

397 Petajoules

KINGFISHER EO1 DISCOVERY

THE LARGEST
CONVENTIONAL
DISCOVERY IN NSW
IN OVER A CENTURY
OF EXPLORATION.

PEL 16 3P GAS RESERVES

146%

2,239 Petajoules

OVER 20 NEW LEADS
AND PROSPECTS TO
BE EVALUATED

1.4 Tcf
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CHAIRMAN’S LETTER

The past year has seen Metgasco consolidate its strong
position in the Clarence Moreton Basin and to reveal more
of the exciting potential that lies ahead of us. We were
able to take advantage of our Joint Venture partners’
changing strategic focus, allowing us to raise to 100%

our interest in all three key exploration permit areas. Coal
seam gas (CSG) reserve upgrades and the confirmation of
an important conventional gas discovery at Kingfisher EO1
have boosted our confidence.

In the December quarter last year we drilled the Kingfisher
EO1 exploration well in PEL 16 and made the first ever
significant conventional gas discovery in the Clarence
Moreton Basin in NSW. Subsequent production testing

of this well revealed a series of gas sands, some of which
are tight and some which look to be good candidates

for hydraulic fracturing. We have developed a long list of
leads and prospects worthy of follow-up and a new 2D
seismic program will provide an improved basis for further
conventional gas exploration drilling.

Following the consolidation of our 100% interest across
the three permits, an updated reserve analysis was
commissioned and this resulted in strong reserve growth
in 2P reserves to 397 Petajoules (up 33%) and in 3P
reserves o 2,239 Petajoules (up 46%).

In the March quarter, exploration drilling was carried

out in PEL 13 to the northwest of Casino at a location
called Bowerbird EO2. This well confirmed our thinking
that the Walloon coals seen in the Casino area extend to
Bowerbird EO2 which is about 20 km to the northwest,
significantly expanding the CSG potential of the area. A
second well, Bowerbird EO1, has confirmed the potential
of the PEL 13 resource to the west.

The drilling of pilot development wells was interrupted

in the March quarter when the drill string became stuck
while drilling the horizontal well Corella P18. This was,

of course, a great disappointment for us. However, in all
new CSG provinces, there is a need to adopt techniques
specific to that particular geology and we are determined
to learn from these trials. Following a technical review, a
plan was developed to re-drill the well using a different
approach. Lessons learned will be applied to the drilling
of further horizontal wells.

On the commercialisation front, we were pleased to
receive approval from the NSW government for the
development of our 30 MW Richmond Valley Power
Station. We have acquired land for the power station and
are now in a position to proceed with the project once we
have obtained the relevant production permits and have
put satisfactory commercial arrangements in place.

Given that the gas supply potential of our project area
far exceeds future regional energy demand we have
been planning construction of the Lions Way Pipeline
to take gas into Queensland where we could access
the southeast Queensland power and gas markets.
There is also the potential for our gas to supply an LNG
export project and we have been looking closely at this
possibility, talking with both potential customers and
LNG technology providers.

During the past year there have been several changes

to the Board of your company. In October last year, Rick
Wood retired after a number of years with Metgasco to
allow more time to focus on his other interests. We thank
Rick who helped greatly with the early establishment of
Metgasco’s operating capability. Steven Koroknay agreed
to join the Board in January, 2010, and brings great
technical and management experience from his years in
our industry as a successful CEO and MD.

In mid 2010 Peter Power left the Board after deciding to
reduce his board activities. To Peter we owe a great deal
of thanks for his guidance and leadership of the Board
during those early years as the company established
itself. At the time of Peter’s departure, | was asked to
chair the Board and Len Gill agreed to join as a new
non-executive director. The Board was very pleased that
Len accepted this appointment, given his very relevant
knowledge of the power and gas industry from both a
commercial and management perspective.

Funding our exploration and development activities
continues to be a challenge, particularly during times when
the financial markets are volatile. During the year we initiated
discussions with third parties to see if there was an attractive
opportunity for us to farm out a portion of our interest in
return for cash or a substantial work commitment. Those
types of discussions continue to take place. In the meantime,



we completed a very successful Share Purchase Plan in late
2009 which raised $25 million, enabling us to continue our
active exploration and development planning work. | would
like to thank those shareholders who participated in this
capital raising for their support.

Metgasco appreciates the considerable support

we receive from the community which we operate

in, including land owners, local and state regulatory
authorities, as well as suppliers and service providers to
our Casino operations. We are mindful that any decision
to impose new forms of taxation on the CSG industry
has the potential to seriously erode the benefits that our
activities produce. For that reason we will work closely
with governments and our industry colleagues to seek to
avoid the imposition of a new tax on resources that is not
in the community’s and shareholders’ long term interests.

Metgasco continues to operate with a very focused
team. | would like to acknowledge the strong support
given by my fellow Directors. The Management team,

led by David Johnson, maintains a strong focus on the
corporate strategy and at Casino a dedicated operations
team manages ongoing field activities. In particular, the
respect shown in the field for safety and environmental
protection is commendable. On your behalf, | would like
to acknowledge the ongoing efforts of all Metgasco’s
staff members.

The Clarence Moreton Basin is host to a remarkable gas
energy resource. For the benefit of shareholders and the
wider community, Metgasco continues to seek the most
cost-effective way to unlock its great potential.

QN e SN

NICHOLAS HEATH
Chairman

METGASCO 2010 ANNUAL REPORT 5



.11!.‘ ST S G I T B & W S —




MANAGING DIRECTOR’S REVIEW OF OPERATIONS

| am pleased to report to Metgasco shareholders on a very
productive 2010 financial year. As you can see from the

list below, the Company has continued to grow due to a
number of key developments achieved over the past year:

Kingfisher EO1 conventional gas discovery — the
largest conventional onshore discovery in over a
century of exploration in NSW
Development approval achieved for the Richmond
Valley Power Station from the NSW Government

= Further increase in coal seam gas reserves

= Acquisition of outstanding interests in PEL 13 and
PEL 426 to have full ownership and operational control
Expansion of the coal seam gas exploration program
and commencement of planning for coal seam gas
production wells
Completed all environmental studies for the Lions
Way Pipeline Project
Completed heavily oversubscribed share purchase
plan to raise $25 million.

The 2010 financial year saw Metgasco build on its already
solid foundations, with the Company moving closer to
achieving its vision of being a supplier of gas and power
to the Australian East Coast power markets.

Demand for cleaner energy sources continues to build
momentum. We see a very attractive opportunity for
Metgasco to provide a bridge between coal and renewable
energy sources for the East Coast. Domestic gas demand
in both New South Wales and Queensland, currently
around 300 PJ pa, is expected to grow significantly
through the increased use of gas-fired generation to
provide back-up supplies for government subsidised
renewables. Similar domestic demand growth is expected
across the entire eastern half of Australia from its current
level of around 600 PJ pa. In addition, LNG exports from
Queensland are scheduled to commence from around the
middle of this decade. These could represent anywhere
between one and three times existing eastern Australia gas
demand. Metgasco is very well positioned to capitalise on
this growing demand for cleaner energy.

The Company’s vision of being a supplier of gas and power
has been consistent from the time of listing. Metgasco has

‘Metgasco has strategically developed
ooth conventional and coal seam
gas opportunities in parallel to best
position the Company to enable large
scale production”

strategically developed both conventional and coal seam
gas opportunities in parallel to best position the Company
to enable large scale production. This strategy also enables
the Company to progress its commercialisation plans in the
shortest possible amount of time.

FIRST SIGNIFICANT CONVENTIONAL GAS
DISCOVERY IN OVER A CENTURY OF EXPLORATION
IN THE STATE OF NEW SOUTH WALES

In November 2009, Metgasco reported a major gas
discovery with its Kingfisher EO1 well. This is the largest
conventional onshore discovery in over a century of
exploration in New South Wales. We believe that this
discovery is just the beginning of the conventional gas
opportunity for Metgasco.

Kingfisher EO1 is the first appraisal well of the Kingfisher
field located in PEL 16 in the Clarence-Morton basin. The
well was drilled in November 2009 and log data indicates
a gross gas column of 138 metres. This well was drilled to
a total depth of 2,090 metres and we now consider that
further gas bearing zones are likely to be encountered
below 2,090 metres. Metgasco’s current contingent
resource estimate for the Kingfisher gas field is 80 PJ
(P50) and 298 PJ (P10).

METGASCO 2010 ANNUAL REPORT 7



MANAGING DIRECTOR’S REVIEW OF OPERATIONS continued

Metgasco has spent the last six months undertaking an
extensive reservoir testing program. The objective of the
program was to examine reservoir characteristics such as
permeability, gas composition and micro analysis of drill
cuttings of different zones. The results from the well are
considered to be highly encouraging.

Going forward, Metgasco will be focussing its efforts on
further defining the extent of the structure and evaluating
appropriate well completion techniques. Fracture
stimulation on one of the upper zones is planned to be
undertaken to provide additional reservoir information
for design of a more detailed fracture stimulation
program for a future production well. The Kingfisher

field developments augur well for Metgasco’s future
conventional exploration initiatives.

LARGE PORTFOLIO OF CONVENTIONAL LEADS
AND PROSPECTS IDENTIFIED

Last year, | advised shareholders on work we had
completed to identify a portfolio of conventional leads

and prospects in PEL 16. This year, our exploration team
extended this work to review leads and prospects in PEL
13 and 426. We are ready to begin our 2010 seismic
program, which has been delayed due to wet weather
conditions. Once this program is concluded and subject
to processing and seismic interpretation, Metgasco hopes
to expand its conventional exploration program by drilling
additional high priority structures.

FOCUSED STRATEGY PROVING GROWING RESERVES

In February 2010, Metgasco announced a significant
increase in its coal seam gas reserves. Independent
reserve certifiers confirmed gas reserves in the 2P
category had increased 33% to 397 PJ, and gas reserves
in the 3P category increased 46% to 2,239 PJ.

In addition, Metgasco recognised a contingent resource
of 1,177 PJ in this license area. Metgasco has now
commenced the reserve delineation process in PEL 13.

Metgasco has one of the largest independently certified
gas reserve positions in New South Wales. The large
scale of the Company’s gas reserves demonstrates the
significant potential of Metgasco’s acreage in the Clarence
Moreton basin to provide gas into growing markets.

With only six of the eleven graticular blocks on PEL 16
explored, there is further potential to add reserves with
further drilling. Metgasco believes there are several areas
within PEL 16 that contain similar coal seam gas resources
to the areas where 2P reserves have been booked.

Metgasco is very optimistic about its expansive acreage
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CERTIFIED RESERVES IN PEL 16 (PJ)
— AS AT 28 DECEMBER 2009
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The chart above describes gas reserves established by
Metgasco in PEL 16. Work to delineate reserves in PEL 13
commenced this year with the drilling of Bowerbird EO1 and
Bowerbird EO2. However, at the date of this report, reserves
in this PEL had not been recognised. Limited work has been
undertaken in PEL 426 with respect to reserve delineation.
All reserves are 100% owned by Metgasco.

Reserves have been certified by Mr Tim Hower of MHA
Petroleum Consultants (Denver) who is a qualified person
as defined under the ASX Listing Rule 5.11. Reserves have
been developed within the guidelines of the Society of
Petroleum Engineers.



of over 4,600 kmz in the Clarence Morton basin. This
development acreage covers the prime Walloon Coal
Measures, the subject of considerable success in

the Surat Basin in South East Queensland. We have
commenced the reserve delineation process in PEL 13
with the drilling of Bowerbird EO1 and Bowerbird EO2
core wells, both of which have resulted in good volumes
of coal sampled. Isotherm analysis to determine gas
content and permeability testing to determine production
characteristics is currently underway.

Whilst Metgasco is highly encouraged by drilling results to
date, the Company is conscious of the need to undertake
cost effective development activities. The Company has,
and will continue to, attempt to identify specific areas that
may be more productive than others.

RICHMOND VALLEY POWER STATION
RECEIVES NEW SOUTH WALES GOVERNMENT
DEVELOPMENT APPROVAL

Metgasco was very pleased to announce in June 2010
that the New South Wales Department of Planning had
provided development approval for the Company’s
Richmond Valley Power Station. This was a critical first
step for Metgasco in moving from explorer to producer
and will allow the Company to generate its first gas sales.

The Richmond Valley Power Station is a 30 megawatt
power station located approximately 4 kilometres from the
town of Casino. The project will produce enough electricity
to power 30,000 homes in the northern rivers region.

This development comes at a time when cleaner energy
has been a major focus for society. Very importantly, the
Richmond Valley Power Station will deliver gas fired electric

power to the north coast region of NSW at significantly
lower carbon emissions than coal fired electricity.

The Richmond Valley Power Station will create approximately
50 direct jobs during construction and 10 full time jobs
during operation. Additionally, the installation of a reliable
power supply in the Casino area will also enhance security
of power supply in this regional community.

The power station will consume approximately

2.3 PJ of gas per year. This will be supplied by natural
gas from Metgasco’s Casino gas project that will include
the Kingfisher conventional gas field and coal seam gas.
Metgasco’s current reserves are sufficient to supply

the power station for over 150 years, well beyond the
expected 15 year life of the facility.

| look forward to providing Metgasco shareholders with
further updates as the Company continues to progress its
Richmond Valley Power Station.

EAST COAST GAS MARKET - RIGHT ON
METGASCO’S DOORSTEP

As Metgasco moves closer to realising its vision of being
a provider of gas and power to the East Coast power
markets, the Company remains very optimistic about the
business opportunities available.

The discovery of large quantities of coal seam gas in

the Surat and Bowen basins in South East Queensland
has resulted in a transformation of the East Coast gas
market over the past five years. While there was the risk
of a prolonged oversupply of gas in the region, a number
of major coal seam gas producers decided to develop
projects to export their gas as LNG. The establishment of
these projects will see large volumes of gas exported.

METGASCO 2010 ANNUAL REPORT 9



MANAGING DIRECTOR’S REVIEW OF OPERATIONS continued

In 2008, total East Coast gas production was
approximately 600 PJ. It is estimated that by 2014,

with the commencement of three 4.5 mtpa LNG plants
at Gladstone an additional 810 PJ per annum of gas
production will be required — East Coast gas production
will need to more than double over the next six years.
Metgasco anticipates that once LNG production out of
Gladstone is at full capacity, there will be strong demand
for gas from both domestic markets and as third party
supply into export LNG projects.

With Metgasco’s gas reserves and resources far greater
than those required for the Richmond Valley Power Station,
the Company continues to review its near term and longer
term large scale gas commercialisation opportunities. These
options include gas supply to local customers, domestic
power stations, Mini-LNG and export scale LNG projects.

Metgasco is currently developing the Lions Way Gas
Pipeline to connect to customers in Queensland.

This pipeline will allow for supply of gas into South

East Queensland via an alternative delivery route and
alternative supply basin. The 145km pipeline is planned to
start in Casino, NSW and finish in Ipswich, Queensland.

Given that demand for gas in South East Queensland is
forecast to increase by 17% per year, the Lions Way Gas
Pipeline could provide an attractive commercialisation
opportunity for Metgasco. All environmental studies
relating to the Lions Way Pipeline project have now been
completed, and Environmental Assessment reports are
currently being prepared for lodgement with the relevant
regulatory authorities.

Internal estimates indicate that there may be sufficient gas

10

resources present within PELs 16, 13 and 426 to supply an
LNG plant of up to 3 million tonnes per annum. Metgasco
is in its development phase with substantial further work
required to convert internal resource estimates to certified
reserves sufficient for such a large scale project.

Given the potential to develop a significant gas reserve
within its acreage and well developed plans for pipeline
infrastructure, Metgasco is positioning itself to take full
advantage of its commercialisation opportunities.

PEL 16 SELL-DOWN PROCESS

At the end of 2009 Metgasco commenced a process to
identify potential partners for its coal seam gas interests

in PEL 16. The Company saw it as an appropriate time

to encourage further investment from a compatible

joint venture party in field development to expedite the
exploration program and move closer to commercialisation.

This sale process was expanded to include the conventional
gas assets following strong interest from sale process
participants as a result of the Kingfisher E1 well results. In
light of this, the timetable for this process was extended

to allow participants to review additional information. The
Federal Government’s proposed Resource Super Profits
Tax impacted the process given the significant uncertainty

it created for investment in the Australian energy sector.

Despite investment uncertainties surrounding the fiscal
environment for onshore gas, Metgasco is continuing
to engage with several parties in this process.

HEAVILY OVERSUBSCRIBED CAPITAL RAISING
SUCCESSFULLY COMPLETED

Following the acquisition of the outstanding interests in PEL
13 and PEL 426, Metgasco announced the launch of a Share
Purchase Plan (SPP) to fund the Company’s accelerated
exploration, appraisal and development program. The SPP
was extremely well received by shareholders, being heavily
oversubscribed by 44% and raising $25 million.

BOARD CHANGES

In June Metgasco announced the appointment of Mr
Nicholas Heath as Chairman of its Board of Directors. Mr
Heath was appointed to the Board of Metgasco in October
2006 and has served as Deputy Chairman for the past year.

He replaced Dr Peter Power who retired from the Board,
after being involved with the Company for eight years.
Peter was the founding Chairman of Metgasco and made
a significant contribution to the Company. | would like to
personally thank Peter for his guidance, technical insights
and enthusiasm over the time we have worked together,
and wish him all the best for the future. | would also like to



thank Rick Wood, another founding Director of Metgasco
who departed the Board this year, for his contribution and
assistance in establishing the Company.

In addition, we were very pleased to announce the
appointment of Mr Steven Koroknay and Mr Leonard (Len)
Gill as a Non-Executive Directors to the Board. Steven is
well known to many in the Australian oil and gas industry
given his extensive experience over 30 years in developing
gas projects in Bass Strait and the Cooper Basin. Len has
over 30 years of experience in the Australian energy industry
which will be invaluable as Metgasco moves forward.

PEOPLE AND SAFETY

Metgasco now employs approximately 30 staff with half of
these based permanently in our regional office in Casino
in northern New South Wales. Metgasco has a strong
commitment to creating employment opportunities for
residents of the northern rivers region, an area which has
one of the highest levels of unemployment in Australia.
Metgasco has introduced induction programs and training
incentives for new staff which ensure a rapid increase in
work skills and experience within the Company. We have
now achieved the outcome that over 75% of our Casino
based staff come from the Northern Rivers region.

Metgasco is constantly working to improve our health
and safety policies and systems. Our goals are to:

= Promote a culture of zero harm through safety
leadership and setting expectations;

= Develop and maintain robust safety systems;

= Focus on hazard identification / hazard reporting
and education in risk perception as a means to
reduce workplace incidents; and

= Provide a safe and injury free work environment
for all stakeholders.

Our goals are backed up by strong commitment from the
Board and management in implementing hazard and risk
reduction programs.

SUSTAINABILITY, ENVIRONMENT
AND THE COMMUNITY

The Northern Rivers region of New South Wales is a
diverse area with a strong agricultural base in cattle
and cropping farmlands and large scale timber and
macadamia plantations. Our operations are located in
the town of Casino, but we are fortunate to be close
to the towns of Lismore, Kyogle and Grafton.

We are always focussed on ensuring that we operate
to high environmental standards and are pleased to
report that the company has not had any reportable
environmental incidents in the past five years of
operations. While many coal seam gas companies

METGASCO 2010 ANNUAL REPORT 1



produce significant volumes of water as a by product of
their operations, Metgasco is fortunate to be working with
gas reservoirs which contain relatively little water. This
characteristic reduces our overall operating costs.

Metgasco is proud of the relationships it has built in the
Northern Rivers community, where many of our employees
and shareholders have lived for generations. We aim to
work closely with local landholders to ensure that we are
able to continue our business on their properties.

We aim to make a positive contribution to the
communities in which we operate and pursue this
through various community sponsorships in local
festivals, the arts, sport and education. This year

we supported the Casino Beef Week Committee by
sponsoring the Metgasco Family Day where country
singer Amber Lawrence was warmly welcomed. We also
continued our sponsorship of the Bentley Art Show, the
Starlight Children’s Christmas Party and the Northern
Rivers Science and Engineering Challenge.

12

OUTLOOK

Having now received Development Approval for the
Richmond Valley Power Station, Metgasco is now putting
in place commercial arrangements to move to a final
investment decision on this project next year. With $20
million cash at bank as at 30 June 2010 and no debt,
Metgasco is in a strong financial position to progress its
exploration and commercialisation agenda.

We continue to see strong domestic demand for gas
and ongoing interest in the potential for Metgasco to
supply gas to export LNG projects. We look forward
to demonstrating the full energy supply potential of the
Clarence Moreton basin.

DAVID JOHNSON
Managing Director
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NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2010

Note 12 (continued)

Plant and Equipment

The following tables disclose the assets employed exclusively in exploration and development activities. Depreciation is
therefore charged to deferred exploration costs.

CONSOLIDATED

2010 2009

$ $

Office equipment at cost 86,117 70,876
Less accumulated depreciation (30,779) (19,268)
55,338 51,608

Computer equipment at cost 215,034 187,075
Less accumulated depreciation (135,149) (78,121)
79,885 108,954

Motor vehicles at cost 141,040 141,039
Less accumulated depreciation (96,323) (68,072)
44,717 72,967

Motor vehicles under finance lease at cost 439,249 328,849
Less accumulated depreciation (163,229) (102,714)
276,020 226,135

Improvements at cost 184,563 169,153
Less accumulated depreciation (39,097) (21,822)
145,466 147,331

Plant and equipment at cost 1,076,718 1,008,140
Less accumulated depreciation (524,418) (289,119)
552,300 719,021

Total 1,153,726 1,326,016
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NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2010

Note 12 (continued)

Plant and Equipment
Reconciliations of the carrying amounts of each class of asset used exclusively in exploration and evaluation activities at
the beginning and end of the current and previous financial year are set out on the following table:

CONSOLIDATED

2010 2009
$ $

Office Equipment
Carrying amount at beginning of financial year 51,608 58,965
Additions 15,240 3,122
Depreciation (11,510) (10,479)
Carrying amount at end of financial year 55,338 51,608
Computer Equipment
Carrying amount at beginning of financial year 108,954 76,332
Additions 27,958 75,561
Depreciation (57,027) (42,939)
Carrying amount at end of financial year 79,885 108,954
Motor Vehicles
Carrying amount at beginning of financial year 72,967 88,011
Additions - 16,180
Depreciation (28,250) (31,224)
Carrying amount at end of financial year 44,717 72,967
Motor Vehicles under Finance Lease
Carrying amount at beginning of financial year 226,135 175,757
Additions 137,031 131,996
Disposals (331) (22,914)
Depreciation (86,815) (58,704)
Carrying amount at end of financial year 276,020 226,135
Improvements
Carrying amount at beginning of financial year 147,331 164,246
Additions 15,410 -
Depreciation (17,275) (16,915)
Carrying amount at end of financial year 145,466 147,331
Plant and Equipment
Carrying amount at beginning of financial year 719,021 491,092
Additions 68,578 390,978
Disposals/transfers - (12,674)
Depreciation (235,299) (150,375)
Carrying amount at end of financial year 552,300 719,021
Total 1,153,726 1,326,016
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NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2010

Note 13

Trade and Other Receivables Non-Current

CONSOLIDATED

2010 2009

$ $

Security bonds-Non-current 681,736 579,489
Total 681,736 579,489

Security bonds are comprised of term deposits which are held in favour of the NSW Department of Industry and Investment
and the Group’s landlord (being rental bond). The term deposits attract market interest rates. Receivables are not due until
such time as the Group has satisfied certain conditions such as the rehabilitation of well sites or the satisfactory handing
back of leased offices to the Group’s landlord. The fair value of this asset approximates it’s carrying value.

Note 14

Other Financial Assets
The Statement of Financial Position incorporates the assets, liabilities and results of the subsidiary in accordance with
the policy described in note 2d.

Country of Class of
Name of entity incorporation shares Equity holding
2010 2009 2010 2009
% % $ $
Richmond Valley Power Pty Ltd Australia Ordinary 100 100 100 100
Clarence Moreton No. 1 Pty Ltd Australia Ordinary 100 100 2 2
The Lions Way Pipeline Pty Ltd Australia Ordinary 100 100 2 2

The proportion of ownership interest is equal to the proportion of voting power held for all the above subsidiaries. The
subsidiaries Clarence Moreton No 1 and The Lions Way Pipeline, were registered on 5 January 2009.

Note 15

Trade and Other Payables

Employee benefits 337,815 252,057
Trade creditors 832,745 391,305
Accrued charges and expenses 350,001 675,689
Total 1,520,561 1,319,051

Amounts classified above as Employee benefits are all expected to be settled within 12 months of the end of the
reporting period.



NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2010

Note 16

Provisions Current

CONSOLIDATED

2010 2009
$ $

Provision for site rehabilitation
Opening balance 186,750 144,500
Amounts transferred to non-current (89,740) -
Amounts provided - 42,250
Closing balance 97,010 186,750

The Group recognises the costs of site rehabilitation for the wells that it drills as each well is spudded. Provisions for
well sites expected to be rehabilitated within 12 months are classed as current and are therefore the associated cash
flows are not subject to discounting.

Note 17

Borrowings Current and Non-Current

Current

Finance lease liability 113,632 103,644

Non-current

Finance lease liability 198,498 149,588

The Group has borrowings in the form of finance leases. The rate of interest charged across the leases held varies from
7.0% to 11.5%. The fair value of the above financial liabilities approximate their carrying value. Full details of the lease
commitments are as follows.

Finance lease commitments

Within one year 137,301 123,400
Later than one year but not later than 5 years 225,677 167,417
Later than 5 years - -
Minimum lease payments 362,978 290,817
Future finance charges (50,848) (37,585)
Recognised as a liability 312,130 253,232

Note 18

Provisions Non-Current

Long service leave 66,719 50,016
Provision for site rehabilitation

Opening balance - -

Amounts provided 256,429 -
Transferred from rehabilitation provision — current 89,740 -
Closing balance for site rehabilitation 346,169 -
Total 412,888 50,016

Provision is made for the future estimated cost of well site rehabilitation immediately a well drilled. The estimated costs
of well site rehabilitation, where such costs are not expected to be incurred within 12 months of the end of the reporting
period, are classed as Non-current and therefore discounted accordingly.
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Note 19

Contributed equity

PARENT ENTITY

PARENT ENTITY

2010 2009 2010 2009
Shares Shares $ $
(a) Share Capital
Ordinary Shares - Fully Paid 249,006,674 185,994,145 83,004,589 54,105,290
Date No. of shares $ Issue Price $
(b) Movements in Ordinary Share Capital
Balance at 1 July 2008: 132,231,134 35,047,696
Shares issued in prior period 15/07/2008 20,000 7,000 $0.35
05/08/2008 30,000 9,000 $0.30
07/01/2009 1,000,000 300,000 $0.30
23/03/2009 50,000 15,000 $0.30
20/03/2009 19,992,000 7,996,800 $0.40
29/04/2009 19,159,142 7,663,657 $0.40
26/05/2009 1,950,000 572,936 $0.30
26/06/2009 1,480,575 435,013 $0.30
30/06/2009 10,081,294 2,962,015 $0.30
Transaction costs in relation to placements (903,827)
Balance at 30 June 2009: 185,994,145 54,105,290
Shares issued during the period: 31/08/2009 19,565 - -
01/09/2009 8,697 - -
02/12/2009 7,378,712 4,000,000 $0.5421
11/12/2009 55,555,555 24,999,999 $0.45
11/05/2010 50,000 15,000 $0.30
Transaction costs in relation to placements (115,700)
Balance at 30 June 2010 249,006,674 83,004,589

No. of Options

No. of Options

Options (not quoted on ASX) 2010 2009
Opening balance 6,944,718 19,321,458
Issued to employees 2,579,978 1,599,963
Issued to contractors - 750,000
Exercised by employees (50,000) (14,611,869)
Lapsed (253,186) (114,834)
Closing balance 9,221,510 6,944,718

Ordinary shares have the right to participate in dividends, include a voting entitiement, and include a right to proceeds
on the winding up of the Parent Company in proportion to the number of shares held. At shareholders’ meetings each
ordinary share is entitled to one vote when a poll is called, otherwise each shareholder has one vote on a show of hands.

At the end of the reporting period there were 9,221,510 options over ordinary shares on issue. There were no options
granted during the reporting period which had vesting dates within the reporting period. Options issued in the year by
the Parent Company with vesting dates after 30 June 2010 totaled 2,540,000. Parent Company options are not quoted

on the ASX.
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Note 19 (continued)

Contributed equity

Capital risk management
The Group considers its capital to comprise its ordinary shares. In managing its capital, the Group’s primary objective
is to effectively utilise its capital resources to deliver on its operational objectives and deliver returns to shareholders.

The issue of new shares is the Group’s sole means of achieving its long term operational and strategic objectives. As
the Group is involved in exploration and has no debt apart from finance leases disclosed in note 16 the use of various
gearing ratios is not employed.

Note 20

Share-Based Payments
The Metgasco Employees Share Equity Plan (“ESEP”) was approved in November 2004. A summary of the rules of the
ESEP is set out below.

The allocation of options or shares to each employee, officer or consultant is at the discretion of the Board. Each option
or share is to subscribe for one fully paid ordinary share in the Parent Company and will expire five years from its date

of issue. An option or share is exercisable at any time from its date of vesting. Options or shares are issued free and the
exercise price of options is determined by the Board, subject to a minimum price equal to the market value of the Parent

Company’s shares at the time the Board resolves to offer those options.

CONSOLIDATED

2010 2009

$ $

Opening balance 3,085,825 2,196,120
Cost of options issued under ESEP 709,859 889,705
Closing balance of reserve 3,795,684 3,085,825

The entire movement in the share option reserve in the current year is attributable to options granted to Group

employees and as such has been expensed to the profit or loss. In the previous year an amount of $212,300 was
capitalised rather than charged to the profit or loss. This capitalised amount relates to options approved at the 2007
AGM and issued to the US based firm, Vectra CBM LLC, who provided services in respect of the Group’s exploration
and evaluation activities in 2007. These options are included in the total number of options outstanding as quoted
throughout this report.

Details of options outstanding as part of the ESEP and those issued to contractors outside of the ESEP during the
financial year is as follows:

Consolidated and parent entity 2010

Exercised

Balance at Granted or lapsed Balance at

Vesting Expiry Exercise Applicable beginning during during end of
Grant Date Date Date Price spot price of year the year the year the year Fair Value
$ $ Number Number Number Number $
20/04/2006 20/04/2006 20/04/2011 0.30 0.41 100,000 - - 100,000 26,200
22/05/2006 20/05/2006 22/05/2011 0.32 0.32 50,000 - - 50,000 8,926
22/05/2006  22/05/2007 22/05/2011 0.32 0.32 100,000 - - 100,000 17,852
22/05/2006 22/05/2008 22/05/2011 0.32 0.32 100,000 - - 100,000 17,852
03/10/2006 03/10/2006 01/01/2012 0.30 0.255 100,000 - - 100,000 15,196
03/10/2006 03/10/2006 01/01/2012 0.50 0.255 150,000 - - 150,000 18,301
27/09/2006  27/09/2009 01/01/2012 0.30 0.245 50,000 - (50,000) - -
29/11/2006 29/11/2006 01/01/2012 0.35 0.35 30,000 - - 30,000 6,394
29/11/2006 29/11/2006 01/01/2012 0.40 0.35 30,000 - - 30,000 6,086
29/11/2006 29/11/2007 01/01/2012 0.50 0.35 40,000 - - 40,000 7,409
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Note 20 (continued)

Share-Based Payments
Consolidated and parent entity 2010 (continued)

Exercised

Balance at Granted or lapsed Balance at
Vesting Expiry Exercise beginning during during end of Fair
Grant Date Date Date Price spot price of year the year the year the year Value
Number Number Number Number $
29/11/2006 29/11/2007 01/01/2012 0.40 0.35 50,000 - - 50,000 10,144
29/11/2006 29/11/2007 01/01/2012 0.35 0.35 30,000 - - 30,000 6,394
29/11/2006 29/11/2006 01/01/2012 0.35 0.35 184,000 - - 184,000 39,218
29/11/2006 29/11/2006 01/01/2012 0.40 0.35 216,000 - - 216,000 43,820
29/11/2006 29/11/2006 01/01/2012 0.50 0.35 370,000 - - 370,000 68,534
29/11/2006 29/11/2006 01/01/2012 0.30 0.35 30,000 - - 30,000 6,740
21/11/2007 21/11/2007 21/11/2012 0.82 0.90 500,000 - - 500,000 286,070
21/11/2007 04/02/2008 21/11/2012 0.82 0.90 500,000 - - 500,000 286,070
21/11/2007 21/11/2007 30/06/2012 0.90 0.90 236,710 - - 236,710 126,696
21/11/2007 30/06/2008 30/06/2012 0.90 0.90 75,669 - - 75,669 40,501
21/11/2007 30/06/2008 30/06/2012 1.00 0.90 150,179 14,580 - 164,759 84,587
21/11/2007 30/06/2009 30/06/2012 1.10 0.90 250,304 - - 250,304 123,479
21/11/2007 30/06/2007 30/06/2012 0.90 0.90 97,771 17,113 - 114,884 61,578
21/11/2007 30/06/2008 30/06/2012 0.90 0.90 72,263 - - 72,263 38,678
21/11/2007 14/09/2008 30/06/2012 0.90 0.90 100,000 - - 100,000 55,919
04/02/2008 04/02/2009  04/02/2013 0.90 0.94 100,000 - - 100,000 68,256
04/02/2008 04/02/2010 04/02/2013 0.90 0.94 100,000 - - 100,000 68,256
04/02/2008 04/02/2009 04/02/2013 1.00 0.94 65,000 - - 65,000 43,384
14/02/2008 14/02/2009  14/02/2013 1.00 0.82 50,000 - - 50,000 28,638
21/02/2008 21/02/2008 21/02/2013 1.00 0.83 375,000 - - 375,000 206,603
21/05/2008 21/05/2008 21/05/2013 1.00 1.10 375,000 - - 375,000 313,844
01/07/2008 01/07/2008 01/07/2013 1.20 1.05 281,201 8,285 - 289,486 184,903
01/07/2008 01/07/2009 01/07/2013 1.20 1.05 310,375 - - 310,375 198,247
01/07/2008 01/07/2009 01/07/2013 1.20 1.05 241,283 - - 241,283 162,882
01/07/2008 01/07/2010 01/07/2013 1.40 1.05 100,000 - - 100,000 60,442
01/07/2008 01/07/2010 01/07/2013 1.60 1.05 483,963 - (93,186) 390,777 224,325
01/07/2008 01/07/2011 01/07/2013 1.60 1.05 100,000 - (100,000) - -
21/08/2008 21/08/2008 21/08/2013 1.00 0.72 375,000 - - 375,000 150,014
21/11/2008 21/11/2008 21/11/2013 1.00 0.38 375,000 - - 375,000 62,286
01/09/2009 01/09/2011 01/09/2014 0.50 0.445 1,272,500 (32,500) 1,240,000 407,886
01/09/2009 01/09/2012 01/09/2014 0.50 0.445 1,267,500 (27,500) 1,240,000 407,886
6,944,718 2,579,978 (303,186) 9,221,510 3,990,496

Weighted average exercise price 0.91 0.50 0.79

The options granted column includes a number of reinstated options which were incorrectly disclosed in the previous
year as having lapsed. The weighted average life of options outstanding and the date of this report is 2.85 years

54



NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2010

Note 20 (continued)

Share-Based Payments
Fair value calculation

The fair value at grant date was determined by using a Black-Scholes option pricing model that takes into account the
share price at grant date, exercise price, expected volatility, option life, expected dividends, the risk free rate, vesting

and performance criteria, the impact of dilution and the fact that the options are not tradable. The inputs used for the
Black-Scholes option pricing model for options granted during the years ending 30 June 2010 and 30 June 2009 were as
follows: The volatility used is derived with reference to the standard deviation in the closing share price over a 5 year period.

Inputs into the Model 2010 2009
Weighted average share value $0.445 $0.89
Risk free rate 5.63% 6.61%
Exercise price $0.50 $1.00 - $1.60
Standard deviation/volatility 58.6% 70.1% - 75.1%

The weighted average cost of shares prevailing on the date of the exercise of options and subsequent quotation of those
shares was 99.5¢. No options expired during the year. Directors have elected not to include in the accounts valuations
of options issued in the year ended 30 June 2005. After this date such valuations became mandatory.

The reconciliation of options outstanding for the period ending 30 June 2009 is also required to be presented.

Consolidated and parent entity 2009

Exercised
Balance at Granted or lapsed Balance at
Vesting Expiry Exercise Applicable  beginning of during during the end of

Grant Date Date Date Price spot price year the year the year the year Fair Value

$ $ Number Number Number Number $
20/10/2004 20/10/2004  30/06/2009 0.30 0.20 12,561,869 - (12,561,869) - -
28/01/2005 28/01/2005 30/06/2009 0.30 0.20 2,000,000 - (2,000,000) - -
20/04/2006 20/04/2006  20/04/2011 0.30 0.41 100,000 - - 100,000 26,200
22/05/2006 20/05/2006 22/05/2011 0.32 0.32 50,000 - - 50,000 8,926
22/05/2006 22/05/2007 22/05/2011 0.32 0.32 100,000 - - 100,000 17,852
22/05/2006 22/05/2008 22/05/2011 0.32 0.32 100,000 - - 100,000 17,852
03/10/2006 03/10/2006 01/01/2012 0.30 0.255 100,000 - - 100,000 15,196
03/10/2006 03/10/2006 01/01/2012 0.50 0.255 150,000 - - 150,000 18,301
27/09/2006 27/09/2009 01/01/2012 0.30 0.245 50,000 - - 50,000 7,213
27/09/2006 27/09/2009 01/01/2012 0.30 0.245 30,000 - (30,000) - -
29/11/2006 29/11/2006 01/01/2012 0.35 0.35 30,000 - - 30,000 6,394
29/11/2006 29/11/2006 01/01/2012 0.40 0.35 30,000 - - 30,000 6,086
29/11/2006 29/11/2007 01/01/2012 0.50 0.35 40,000 - - 40,000 7,409
29/11/2006 29/11/2007 01/01/2012 0.40 0.35 50,000 - - 50,000 10,144
29/11/2006 29/11/2007 01/01/2012 0.35 0.35 50,000 - (20,000) 30,000 6,394
29/11/2006 29/11/2006 01/01/2012 0.35 0.35 184,000 - - 184,000 39,218
29/11/2006 29/11/2006 01/01/2012 0.40 0.35 216,000 - - 216,000 43,820
29/11/2006 29/11/2006 01/01/2012 0.50 0.35 370,000 - - 370,000 68,534
29/11/2006 29/11/2006 01/01/2012 0.30 0.35 30,000 - - 30,000 6,740
21/11/2007 21/11/2007 21/11/2012 0.82 0.90 500,000 - - 500,000 286,070
21/11/2007 04/02/2008 21/11/2012 0.82 0.90 500,000 - - 500,000 286,070
21/11/2007 21/11/2007 30/06/2012 0.90 0.90 236,710 - - 236,710 126,696
21/11/2007 30/06/2008 30/06/2012 0.90 0.90 75,669 - - 75,669 40,501
21/11/2007 30/06/2008 30/06/2012 1.00 0.9 164,759 - (14,580) 150,179 77,102
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Note 20 (continued)

Share-Based Payments
Consolidated and parent entity 2009 (continued)

Exercised
Balance at Granted or lapsed Balance at
Vesting Expiry Exercise Applicable  beginning of during during the end of
Grant Date Date Date Price spot price year the year the year the year Fair Value
$ $ Number Number Number Number $
21/11/2007 30/06/2009  30/06/2012 1.10 0.90 250,304 - - 250,304 123,479
21/11/2007 30/06/2007 30/06/2012 0.90 0.90 114,884 - (17,113) 97,771 52,331
21/11/2007 30/06/2008 30/06/2012 0.90 0.90 72,263 - - 72,263 38,678
21/11/2007 14/09/2008 30/06/2012 0.90 0.90 100,000 - - 100,000 55,919
04/02/2008  04/02/2009 4/02/2013 0.90 0.94 100,000 - - 100,000 68,256
04/02/2008  04/02/2010 4/02/2013 0.90 0.94 100,000 - - 100,000 68,256
04/02/2008  04/02/2009 4/02/2013 1.00 0.94 65,000 - - 65,000 43,384
14/02/2008 14/02/2009 14/02/2013 1.00 0.82 50,000 - - 50,000 28,638
21/02/2008 21/02/2008 21/02/2013 1.00 0.83 375,000 - - 375,000 206,603
21/05/2008 21/05/2008 21/05/2013 1.00 1.10 375,000 - - 375,000 313,844
01/07/2008 01/07/2008 1/07/2013 1.20 1.05 - 289,486 (8,285) 281,201 179,612
01/07/2008 01/07/2009 1/07/2013 1.20 1.05 - 310,375 - 310,375 198,246
01/07/2008 01/07/2009 1/07/2013 1.40 1.05 - 273,191 (31,908) 241,283 145,836
01/07/2008 01/07/2010 1/07/2013 1.40 1.05 - 100,000 - 100,000 60,442
01/07/2008 01/07/2010 1/07/2013 1.60 1.05 - 526,911 (42,948) 483,963 277,819
01/07/2008 01/07/2011 1/07/2013 1.60 1.05 - 100,000 - 100,000 57,405
21/08/2008 21/08/2008 21/08/2013 1.00 0.72 - 375,000 - 375,000 150,015
21/11/2008 21/11/2008 21/11/2013 1.00 0.38 - 375,000 - 375,000 62,287
19,321,458 2,349,963 (14,726,703) 6,944,718 3,253,768
Weighted average exercise price 0.41 1.27 0.91
Note 21
Key Management Personnel
Key Management Personnel summary of compensation
CONSOLIDATED
2010 2009
$ $
Short-term employee benefits 1,684,874 1,612,691
Post-employment benefits 258,342 378,599
Other long-term benefits 9,655 21,244
Share based payments 545,790 549,168
Total 2,498,661 2,561,702

There were no payments received or receivable by key management personnel of the Group or related parties of
the Group other than that which are disclosed in the remuneration section of the Directors’ Report. There were no

termination benefits paid in the year.
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Note 21 (continued)

Key Management Personnel
At the date of these accounts, the direct and indirect interests of the Directors and Key Management Personnel in the
securities of Metgasco are as follows:

Shares - 2010

Received on
Opening Granted as exercise of Other Shares Closing
balance compensation options changes disposed balance
Peter Power 6,006,761 - - 23,170 - 6,029,931
Nicholas Heath 161,864 - - 46,340 - 208,204
Steven Koroknay - - - 30,000 - 30,000
Len Gill - - - - - -
David Johnson 12,369,930 - - - - 12,369,930
Glenda McLoughlin 10,116,715 - - - (119,538) 9,997,177
Richard Wood* 1,981,473 - - - - 1,981,473
Kevin Dixon - 2,174 - 33,333 - 35,507
Michael O’Brien 87,143 - - 133,336 - 220,479
Aidan Stewart 112,500 - - 33,333 - 145,833
Peter Stanmore 52,038 - - 33,332 - 85,370
Robin Maxam - - - 604,569 - 604,569
Options - 2010
Vested &
Opening Options Options lapsed Closing exercisable at
balance granted or exercised balance 30 June 2010
Peter Power 300,000 - (100,000) 200,000 200,000
David Johnson 711,219 555,556 - 1,266,775 625,641
Glenda McLoughlin 711,219 555,556 - 1,266,775 625,641
Richard Wood 561,029 - (60,222) 500,807 500,807
Nicholas Heath 250,000 - - 250,000 250,000
Kevin Dixon 600,288 125,926 - 726,214 547,990
Michael O’Brien 200,000 462,962 - 662,962 200,000
Aidan Stewart 247,785 100,000 - 347,785 209,750
Peter Stanmore 227,270 377,778 - 605,048 227,270
Robin Maxam - 100,000 - 100,000 -

*  Shareholding was current at 16 October 2009 which was date of resignation
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Note 21 (continued)

Key Management Personnel

Shares - 2009

Opening Shares Shares Closing
balance acquired disposed balance
Peter Power 3,023,276 2,983,485 - 6,006,761
David Johnson 10,092,167 4,877,763 (2,600,000) 12,369,930
Glenda McLoughlin 5,886,140 4,980,575 (750,000) 10,116,715
Richard Wood 745,626 1,235,847 - 1,981,473
Nicholas Heath 129,825 32,039 - 161,864
Michael O’Brien 22,143 65,000 - 87,143
Peter Stanmore - 52,038 - 52,038
Aidan Stewart 100,000 12,500 - 112,500
Jackie Geraghty 40,143 61,269 - 101,412
Options — 2009
Options Vested &
Opening Options lapsed or Closing exercisable at
balance granted exercised balance 30 June 2009
Peter Power 2,480,575 300,000 2,480,575 300,000 -
David Johnson 4,940,729 251,065 4,480,575 711,219 506,984
Glenda McLoughlin 4,940,729 251,065 4,480,575 711,219 506,984
Richard Wood 1,505,031 176,142 1,120,144 561,029 417,308
Nicholas Heath 250,000 - - 250,000 250,000
Kevin Dixon 463,590 136,698 - 600,288 523,028
Aidan Stewart 168,253 79,532 - 247,785 185,544
Mick O’Brien 200,000 - - 200,000 100,000
Peter Stanmore 100,000 127,270 - 227,270 133,622
Jackie Geraghty 65,000 - - 65,000 65,000

All holdings of shares and options disclosed this year and prior year are held either directly or indirectly by Directors or

related parties rather than nominally.

Other key remuneration disclosures

During the year there were no transactions of any kind between the Group and Directors, Key Management Personnel
or parties related to these groups other that what has been disclosed in the remuneration reports. This includes loans,
dividends, and consulting services. Any shares issued to Directors or Key Management Personnel throughout the year

were issued through a rights issue, on-market transactions or through the exercise of options.

There were no payments received or receivable by Key Management Personnel of the Group or related parties of the
Group other than as disclosed in the Remuneration section of the Directors’ Report in this document.
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Note 22

Remuneration of Auditors
Total amounts provided for remuneration for assurance services provided to the Group by the auditor are:

CONSOLIDATED

2010 2009

$ $

Amounts paid/payable to BDO Audit (NSW-VIC) Pty Ltd for audit or review of the financial report 70,174 75,246
Total 70,174 75,246

No services of any other kind were provided by the Group’s auditors during the course of the year.

Note 23

Related Party Transactions

Directors and Director-related entities share and option holdings at balance date are disclosed in note 20 to the accounts.
The transactions and balances with the joint venture partner are disclosed in note 30. There are no further related party
transactions to disclose.

Note 24

Contingent Liabilities

Bank guarantees Department of Primary Industry 680,497 620,000
Rental bond/corporate credit card 136,239 136,239

Should the Group fail to satisfactorily rehabilitate well sites after their abandonment, amounts secured by bank
guarantee as well as cash lodged with The Department of Industry and Investment, could be forfeited.

Note 25

Commitments

The Group is committed to a minimum program of works in the coming years involving exploration and evaluation
activities in PEL 13, 16 & 426. The minimum expenditure for this is set out below. The Group also has the following
operating lease commitments.

Minimum Exploration & Evaluation expenditure for exploration tenements
— Within one year 1,350,000 -
— Later than one year but not later than 5 years 1,600,000 -

— Later than 5 years - -

Total 2,950,000 -
Office Rent

— Within one year 250,773 274,952
— Later than one year but not later than 5 years 386,765 829,607

— Later than 5 years - -
Total 637,538 1,104,559

The minimum contractual commitment towards remuneration costs of Executive Directors is $154,500.
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Note 26

Reconciliation of Loss After Income Tax to Net Cash Outflow from Operating Activities

CONSOLIDATED

2010 2009

$ $

Loss from ordinary activities after income tax (4,545,357) (4,095,711)
Non cash flows in operating loss

— Depreciation 54,684 28,676

— Share Based Payments 709,859 677,405

- (Increase) decrease in other receivables (184,733) 365,175

—Increase (decrease) in creditors 74,986 (150,961)

Cash flows used in operating activities (3,890,561) (3,175,416)

Non cash financing and investing activities

Note that part of the increase in fixed assets is attributable to entering in to finance leases. The increase for the current

year is $137,031 (2009: $131,996)

Note 27

Earnings Per Share
Reconciliation of earnings used in calculating earnings per share

Basic earnings per share

Loss from continuing operations attributable to owners of

Metgasco used to calculate basic earnings per share 4,545,357 4,095,711

Loss attributable to owners of Metgasco used to calculate basic earnings per share 4,545,357 4,095,711

Diluted earnings per share

Loss from continuing operations attributable to owners of

Metgasco used to calculate basic earnings per share 4,545,357 4,095,711

Loss from continuing operations attributable to owners of

Metgasco used to calculates diluted earnings per share 4,545,357 4,095,711

Loss attributable to owners of Metgasco used to calculate diluted earnings per share 4,545,357 4,095,711

Weighted average number of ordinary shares used as the

denominator in calculating diluted earnings per share 220,353,752 141,959,370
(2.1)c (2.88)c

Options, being potential shares are not considered dilutive and have not been used to calculate diluted loss per share.

Note 28

Financing Facilities
The Group does not have any loan facilities in place as at the date of these Financial Statements.

Note 29

Government Grants

There have been no grants of any type received or that are receivable during the year ended 30 June 2010.
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Note 30

Joint Ventures

In the early part of the year ending 30 June 2010, Metgasco was party to and operator of a joint venture operation
(Stratheden Joint Venture) with CS Energy. The interests of CS Energy in PEL 16 were acquired in full by the Group in
November 2009 and the joint venture terminated. The Group is not currently engaged in a joint venture with any party.

CONSOLIDATED

2010 2009
$ $

Current Assets
Cash and cash equivalents - -
Exploration and Evaluation - 4,812,459
Inventory — raw materials - -
Other receivables - 210,000
Current liabilities — provisions - (85,000)
Trade payables - (20,341)

Note 31

Parent Entity Disclosures
The following provides information related to the parent entity, Metgasco Limited, at 30 June 2010. The information
presented here has been prepared using consistent accounting policies as presented in Note 1.

PARENT

2010 2009

$ $

Current assets 22,035,585 19,303,158
Non-current assets 52,783,155 29,918,241
Total assets 74,818,740 49,221,399
Current liabilities 1,731,307 1,609,549
Non-current liabilities 611,386 199,604
Total Liabilities 2,342,693 1,809,153
Contributed equity 83,004,589 54,105,290
Retained earnings/(accumulated losses) (14,324,226) (9,778,869)
Share option reserve 3,795,684 3,085,825
Total equity 72,476,047 47,412,246
Profit/(loss) for the year (4,545,357) (4,095,711)
Other Comprehensive income/(loss) for the year - -
Total comprehensive income/(loss) for the year (4,545,357) (4,095,711)

Included in the non-current assets of the parent is an amount receivable from the wholly owned subsidiary, Richmond
Valley Power Pty Ltd for $2,983,028. The amount receivable by the parent entity from wholly owned subsidiaries is for
funds advanced for the purpose of the development of the Richmond Valley Power Station. The parent expects that the
subsidiary will have sufficient cash reserves at the end of the project to repay this loan.

Note 32

Events subsequent to the end of the reporting period

On 13 August 2010, the Group, under the Metgasco Employee Share Equity Plan, issued 1,796,794 shares to employees
by way of long term and short term incentives. Of these shares, 392,114 were issued without restrictions whilst 1,404,650
were subject to a 3 year trading lock. In addition, 1,286,667 shares are proposed to be issued to Directors subject to
shareholder approval. Of this total, 210,000 will be restricted whilst 1,076,667 will be subject to a 3 year trading lock.
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DECLARATION BY DIRECTORS

The Directors of the Company declare that:

1. The Financial Statements, comprising the Statement of Comprehensive Income, Statement of Financial Position,
Statement of Cash Flows, Statement of Changes in Equity, accompanying notes, are in accordance with the
Corporations Act 2001 and:

i) comply with Accounting Standards and the Corporations Regulations 2001; and

ii) give a true and fair view of the consolidated entity’s financial position as at 30 June 2010 and of its performance
for the year ended on that date.

2. The Company has included in the notes to the Financial Statements an explicit and unreserved statement of
compliance with International Financial Reporting Standards.

3. 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.

4. The remuneration disclosures included in pages 19 to 23 of the directors’ report (as part of audited Remuneration
Report), for the year ended 30 June 2010, comply with section 300A of the Corporations Act 2001.

5. The directors have been given the declarations by the Chief Executive Officer and Chief Financial Officer required
by section 295A.

6.This declaration is made in accordance with a resolution of the Board of Directors and is signed for and on behalf
of the directors by:

¥
D. Johnson
Director
S. Koroknay

Chairman Audit & Risk Management Committee

Sydney, 22 September 2010
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INDEPENDENT AUDITOR’S REPORT

Tel: +61 2 9286 5555 Level 19, 2 Market St
BDO Fax: +61 2 9286 5599 Sydney NSW 2000
www.bdo.com.au GPO Box 2551 Sydney NSW 2001
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Australia

INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF METGASCO LIMITED

Report on the Financial Report

We have audited the accompanying financial report of Metgasco Limited, which comprises the
statement of financial position as at 30 June 2010, and the statement of comprehensive
income, statement of changes in equity and statement of cash flows for the year ended on
that date, a summary of significant accounting policies, other explanatory notes and the
directors’ declaration of the consolidated entity comprising the company and the entities it
controlled at the year’s end or from time to time during the financial year.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation and fair presentation of the
financial report in accordance with Australian Accounting Standards (including the Australian
Accounting Interpretations) and the Corporations Act 2001. This responsibility includes
establishing and maintaining internal controls relevant to the preparation and fair
presentation of the financial report that is free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances. In Note 2b, the directors also state, in
accordance with Accounting Standard AASB 101 Presentation of Financial Statements, that
the financial statements comply with International Financial Reporting Standards.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We
conducted our audit in accordance with Australian Auditing Standards. These Auditing
Standards require that we comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable assurance whether the
financial report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material misstatement of the financial
report, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
report in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as evaluating the
overall presentation of the financial report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

BDO Audit (MSW-VIC) Pty Ltd ABN 17 114 673 540

BDO is the brand name for the BDO International network and for each of the BDO Member Firms. BDO in Australia is
a national association of separate entities. Liability of each entity is limited by a scheme approved under Professional
Standards Legislation other than for the acts or omissions of financial services licensees.

METGASCO 2010 ANNUAL REPORT

63



INDEPENDENT AUDITOR’S REPORT

64

Independence

In conducting our audit, we have complied with the independence requirements of the
Corporations Act 2001. We confirm that the independence declaration required by the
Corporations Act 2001 would be in the same terms if it had been given to the directors at the
time that this auditor’s report was made.

Auditor’s Opinion

In our opinion:

(a) the financial report of Metgasco Limited is in accordance with the Corporations Act 2001,
including:
(i)  giving a true and fair view of the consolidated entity’s financial position as at 30
June 2010 and of its performance for the year ended on that date; and

(ii)  complying with Australian Accounting Standards (including the Australian
Accounting Interpretations) and the Corporations Regulations 2001; and

(b) the financial report also complies with International Financial Reporting Standards as
disclosed in Note 2b.

Report on the Remuneration Report

We have audited the Remuneration Report included in pages 19 to 23 of the directors’ report
for the year ended 30 June 2010. The directors of the company are responsible for the
preparation and presentation of the Remuneration Report in accordance with section 300A of
the Corporations Act 2001. Our responsibility is to express an opinion on the Remuneration
Report, based on our audit conducted in accordance with Australian Auditing Standards.
Auditor’s Opinion

In our opinion, the Remuneration Report of Metgasco Limited for the year ended 30 June
2010, complies with section 300A of the Corporations Act 2001.

ZN

BDO Audit (N$W-VIC) Pty Ltd

lan Fergusson -

Director

Sydney, this 22™ day of September 2010



SHAREHOLDER INFORMATION

The shareholder information set out below was applicable as at 20th September 2010.

Distribution of Equity Securities
Analysis of numbers of equity security holders by size of holding:

Number of fully paid ordinary shares held Shareholders
1-1000 451
1,001 - 5,000 1551
5,001 - 10,000 1,039
10,001 - 100,000 2,679
100,001 and above 290
Total 6,010
There were 308 holders of less than a marketable parcel of 944 ordinary shares.
20 Largest Shareholders
The names of the twenty largest holders of quoted equity securities are listed below:

Percentage of
Name Number Held Issued Shares
Bell Potter Nominees LTD 12,937,745 5.16
Mr David Johnson 12,369,930 4.93
HSBC Custody Nominees (Australia) Limited 10,152,895 4.05
Ms Glenda McLoughlin 9,997,177 3.99
Mr Peter Power 6,029,931 2.40
Magnim Pty Ltd 4,667,426 1.87
Molopo Energy Limited 3,689,356 1.47
Enmore Medical Centre Pty Ltd 3,600,000 1.44
Equity Trustees Limited 3,409,392 1.36
Lit Wick Enterprises Pty Ltd 3,250,000 1.30
Dansar Pty Ltd 2,655,081 1.06
The Australian National University 2,283,333 0.91
Cydac Pty Ltd 2,016,574 0.80
UBS Wealth Management Australia Nominees 1,780,556 0.71
Geotech Investments Pty Limited 1,760,036 0.70
Janfah Investments Pty Ltd 1,422,776 0.57
JP Morgan Nominees Australia Limited 1,359,948 0.54
National Nominees Limited 1,257,831 0.50
Kouto Holdings PTY LTD 1,153,477 0.46
NJM Nominees PTY LTD 1,140,456 0.45
Total of top 20 holders of fully paid ordinary shares 86,933,920 34.66
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SHAREHOLDER INFORMATION

Substantial shareholders

As at 21st September 2010 there was one (1) substantial shareholder in the Company. The LNGL Group (comprising
CSG Nominees Pty Ltd, Liquefied Natural Gas Limited and other subsidiary companies) has lodged a substantial
shareholding notice in relation to a relevant interest in 12,604,412 shares.

Voting Rights

On a show of hands, at a General Meeting of the Group, every member present in person or by proxy shall have one
vote and upon a poll each person present in person or by proxy shall have one vote for each ordinary share held.
Optionholders have no voting rights.

Interests in Mining Tenements*
The Group’s relevant interests in exploration tenements as at 30 June 2010 is as follows.

Tenement Resource type 30 June 2010 30 June 2009
PEL 13 Coal seam gas 100% 75%
PEL 13 Conventional 100% 50%
PEL 16 Coal seam gas 100% 96%
PEL 16 Conventional 100% 100%
PEL 426 Coal seam gas 100% 56.6%
PEL 426 Conventional 100% 56.6%

* The above tenements are all located in the Clarence-Moreton Basin in Northern NSW.

Financial commitments in relation to the above tenements are recognised in note 25 to these accounts.



GLOSSARY OF TERMS

Adsorption The attraction exerted by the surface of coal for a liquid on gas with which there is contact

Ash In coal, the inorganic residue after burning

ASX Australian Stock Exchange Limited

Basin A segment of the earth’s crust that has down-warped and in which sediments have accumulated

Bcf Billion cubic feet (10° cubic feet)

Bituminous Coal that contains between 15% and 20% volatile matter

Cleat A joint or system of joints along coal fractures

co? Carbon Dioxide

Core A cylindrical piece of rock taken as a sample

CSG Coal Seam Gas. Also known as coal seam methane (CSM) and coal bed methane (CBM). Natural Gas

contained within coals

Clarence-Moreton Basin

A sedimentary basin containing early Triassic and mid to late Jurassic sediments

Daf Dry ash free
Desorption The process of the loss of gas previously adsorbed on coal
Fracture Any break in a rock caused by mechanical stress

Gas-in-Place or GIP

A technical estimate of potential gas volumes contained within a defined area

GJ Gigajoule (10° joules)

Hydrostatic Pressure exerted by a fluid at rest

Isotherm A graph derived from measurements taken over a time at a constant temperature
Joule A unit of energy

Jurassic A period of geological time approximately 195 to 135 million years ago

Km Kilometre

Km? Square kilometre

Mcf Thousand cubic feet (10° cubic feet)

Metgasco or the Group

Metgasco Ltd ACN 088 196 383

Md

Millidarcy (unit measurement of permeability)

MMcf

Million cubic feet (10° cubic feet)

MW or Megawatt

One million watts of power

MWh

Megawatt hour

PEL

Petroleum Exploration Licence

Petroleum Act

Petroleum (Onshore) Act 1991 (NSW) and Petroleum (Onshore) Regulations 2002 (NSW)

Permeability

The capacity of a rock (coal) to transmit fluid

PJ

Petajoule (10* joules)

Rank

A classification of coal based on the degree of heating and pressure undergone
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GLOSSARY OF TERMS

Reserves

1P

(Proven oil/gas reserves) are those quantities of petroleum, which, by analysis of geoscience and
engineering data, can be estimated with reasonable certainty to be commercially recoverable, from a
given date forward, from known reservoirs and under defined economic conditions, operating methods,
and government regulations. If deterministic methods are used, the term reasonable certainty is intended
to express a high degree of confidence that the quantities will be recovered. If probabilistic methods are
used, there should be at least a 90% probability that the quantities actually recovered will equal or exceed
the estimate.

2P

Probable Reserves are those additional Reserves which analysis of geoscience and engineering data
indicate are less likely to be recovered than Proved Reserves but more certain to be recovered than
Possible Reserves. It is equally likely that actual remaining quantities recovered will be greater than or

less than the sum of the estimated Proved plus Probable Reserves (2P). In this context, when probabilistic
methods are used, there should be at least a 50% probability that the actual quantities recovered will equal
or exceed the 2P estimate.

3P

Possible Reserves are those additional reserves which analysis of geoscience and engineering data
suggest are less likely to be recoverable than Probable Reserves. The total quantities ultimately recovered
from the project have a low probability to exceed the sum of Proved plus Probable plus Possible (3P)
Reserves, which is equivalent to the high estimate scenario. In this context, when probabilistic methods
are used, there should be at least a 10% probability that the actual quantities recovered will equal or
exceed the 3P estimate.

2C

Contingent Resource Best estimate of those quantities of petroleum estimated, as of a given date, to be
potentially recoverable from known accumulations by application of development projects, but which are
not currently considered to be commercially recoverable due to one or more contingencies.

Resource

The volume of gas stored in coal.

Scfd

Standard cubic feet per day.

Seismic

The gathering of data on the subsurface by a particular geophysical method which uses shock waves.

SPE

Society of Petroleum Engineers.

Tcf

Trillion Cubic Feet

Tenement

Title to explore for and/or produce petroleum granted pursuant to the Petroleum Act.

TJ

Terajoule (10*2 joules)

Walloon Coal Measures

A formation in the Clarence-Moreton Basin which contains coal and is of middle Jurassic Age.

Standard Metric Prefixes

Kilo 108 (thousand)
Mega 106 (million)
Giga 10° (1000 million)
Tera 10%2

Peta 10
Conventional Conversions

1 mcf =1.1 Gigajoule

1 mmcf = 1.1 Terajoule

1 bcf = 1.1 Petajoule
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