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Options Granted to Key Management Personnel

Details of options granted to each Key Management Personnel of the Company or Group during the financial year
are as follows:

2011

No options were granted as part of their remuneration to key management personnel during the 2011 financial
year.

2010

No options were granted as part of their remuneration to key management personnel during the 2010 financial

year.

There were no options granted, exercised or that lapsed for any Key Management Personnel of the Company or
Group during the financial year.

Employment Contracts with Key Management Personnel

No employment contracts have been entered into with any directors or executives of the Company.

Mr Pearce is a Director and beneficial shareholder of Apollo Group Pty Ltd, which provided a fully serviced office,
administration services (including company secretarial) and other services for a monthly retainer of $15,000 for

the year ended 30 June 2011 (2010: $15,000). From 1 July 2011 the monthly retainer changed to $17,500 per
month. This arrangement is able to be terminated by one month's notice by either party.

This is the end of the audited Remuneration Report.

INSURANCE OF OFFICERS AND AUDITORS

The Constitution of the Company requires the Company, to the extent permitted by law, to indemnify any person
who is or has been a director or officer of the Company or Group for any liability caused as such a director or
officer and any legal costs incurred by a director or officer in defending an action for any liability caused as such a
director or officer.

During or since the end of the financial year, no amounts have been paid by the Company or Group in relation to
the above indemnities.

During or since the end of the financial year, the Company or Group has not paid, or agreed to pay, a premium in

respect of a contract insuring against a liability incurred by a person who is or has been a director, officer or
auditor of the Company or Group.

NON-AUDIT SERVICES

There were no non-audit services provided by the auditor (or by another person or firm on the auditor's behalf)
during the financial year.

Odyssey Energy Limited ANNUAL REPORT 2011 11
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DIRECTORS' REPORT
(Continued)

AUDITOR'S INDEPENDENCE DECLARATION
The auditor's independence declaration is on page 13 of the Annual Financial Report and forms part of this report.

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

For and on behalf of the Directors

IAN MIDDLEMAS
Director

Perth, 20 September 2011
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Odyssey Energy Limited
Level 9, BGC Centre

28 The Esplanade

Perth, 6000

20 September 2011

Dear Directors

Auditors Independence Declaration to Odyssey Energy Limited
In accordance with section 307C of the Corporations Act 2001, I am pleased to provide the following declaration
of independence to the directors of Odyssey Energy Limited.

As lead audit partner for the audit of the financial statements of Odyssey Energy Limited for the financial year
ended 30 June 2011, I declare that to the best of my knowledge and belief, there have been no contraventions of:

(1) the auditor independence requirements of the Corporations Act 2001 in relation to the audit; and

(ii) any applicable code of professional conduct in relation to the audit.

Yours sincerely |
U@i 10(”‘5’ TOUC1?€ 70[?!"«?(1’]5 \

DELOITTE TOUCHE TOHMATSU

(/e

Conley Manifis
Partner
Chartered Accountants

Liability limited by a scheme approved under Professional Standards Legislation.

Member of Deloitte Touche Tohmatsu Limited
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CONSOLIDATED STATEMENT OF

COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2011

Notes 2011 2010
$ $

Continuing operations

Revenue 2(a) 61,524 232
Other income 2(b) 87,950 28,011
Administration costs (318,889) (310,361)
Business development costs (10,445) (10,501)
Exploration costs - (19,219)
Finance costs 3(a) (175,411) (335,799)
Impairment losses 3(d) (247,500) (6,187,500)
Loss on extinguishment of financial liability 3(e) (6,867) -
Loss before income tax expense (609,638) (6,835,137)
Income tax expense 4 - -
Loss for the period (609,638) (6,835,137)
Loss attributable to members of Odyssey Energy
Limited (609,638) (6,835,137)
Other comprehensive income

Exchange differences on translation of foreign operations - 350
Other comprehensive income for the period, net of

tax - 350
Total comprehensive loss for the period (609,638) (6,834,787)
Total comprehensive loss attributable to members of

Odyssey Energy Limited (609,638) (6,834,787)
Loss per share
Basic loss per share from continuing operations 19 (0.25) (11.75)
(cents per share)
Diluted loss per share from continuing operations 19 (0.25) (11.75)

(cents per share)

The accompanying notes form part of these financial statements.



CONSOLIDATED STATEMENT OF FINANCIAL ‘“
POSITION A
AT 30 JUNE 2011

Notes

Current Assets

Cash and cash equivalents 20(b) 2,353,959 22,596
Trade and other receivables 5 31,327 39,527
Total Current Assets 2,385,286 62,123

Non-current Assets

Property, plant and equipment 6 1,228 1,535
Available-for-sale financial assets 7 440,000 687,500
Total Non-current Assets 441,228 689,035
TOTAL ASSETS 2,826,514 751,158

Current Liabilities

Trade and other payables 9 39,539 1,141,739
Borrowings 10 - 3,764,900
Total Current Liabilities 39,539 4,906,639
TOTAL LIABILITIES 39,539 4,906,639
NET ASSETS 2,786,975 (4,155,481)
EQUITY

Contributed equity 11(a) 25,875,382 18,323,288
Reserves 12(a) 94,859 94,859
Accumulated losses (23,183,266) (22,573,628)
TOTAL EQUITY 2,786,975 (4,155,481)

The accompanying notes form part of these financial statements.

Odyssey Energy Limited ANNUAL REPORT 2011 15



CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 30 JUNE 2011

Cash flows from operating activities

Interest received 60,424 233
Payments to suppliers and employees (854,494) (103,339)
Refunds of GST received 50,418 12,986
Interest paid (371,179) (190,681)
Net cash outflow from operating activities 20(a) (1,114,831) (280,801)
Cash flows from investing activities

Investment — Transaction costs on sale of OEL - (27,697)
Net cash outflow from investing activities - (27,697)
Cash flows from financing activities

Proceeds from borrowings 100,000 300,000
Repayment of borrowings (1,815,000) -
Proceeds from issue of shares 5,379,413 -
Transaction costs from issue of shares (218,219) -
Net cash inflow from financing activities 3,446,194 300,000
Net increase/(decrease) in cash and cash equivalents held 2,331,363 (8,498)
Cash and cash equivalents at the beginning of financial year 22,596 31,094
Cash and cash equivalents at the end of the financial year 20(b) 2,353,959 22,596

The accompanying notes form part of these financial statements.



CONSOLIDATED STATEMENT OF CHANGES IN EQUITY ‘“
FOR THE YEAR ENDED 30 JUNE 2011

ENERGY

Issued Currency Option Accumulated Total equity
Capital Translation Premium Losses
Reserve Reserve
$ $ $ $
Balance at 1 July 2009 18,260,159 94,509 350,700 (16,089,191) 2,616,177
Net movement in currency translation
reserve - 350 - - 350
Net income and expense
recognised directly in equity - 350 - - 350
Net loss for the year - - - (6,835,137) (6,835,137)
Total comprehensive income for
the year attributable to members of
Odyssey Energy Limited - 350 - (6,835,137) (6,834,787)
Transactions with equity holders in
their capacity as equity holders:
Expired vested options - - (350,700) 350,700 -
Issue of shares 64,779 - - - 64,779
Share issue costs (1,650) - - - (1,650)
As at 30 June 2010 18,323,288 94,859 - (22,573,628) (4,155,481)
Net loss for the year - - - (609,638) (609,638)
Total comprehensive income for
the year attributable to members of
Odyssey Energy Limited - - - (609,638) (609,638)
Transactions with equity holders in
their capacity as equity holders:
Issue of shares 7,770,313 - - - 7,770,313
Share issue costs (218,219) - - - (218,219)
As at 30 June 2011 25,875,382 94,859 - (23,183,266) 2,786,975
The accompanying notes form part of these financial statements.
Odyssey Energy Limited ANNUAL REPORT 2011 17



NOTES TO AND FORMING PART
OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in preparing the financial report of the Company, Odyssey Energy
Limited and its consolidated entities (“Consolidated Entity” or “Group”) for the year ended 30 June 2011 are stated
to assist in a general understanding of the financial report.

Odyssey Energy Limited is a company limited by shares incorporated in Australia whose shares are publicly
traded on the Australian Securities Exchange.

The financial report of the Company for the year ended 30 June 2011 was authorised for issue in accordance with
a resolution of the Directors on 19 September 2011.

(@) Basis of Preparation

The financial report is a general purpose financial report which has been prepared in accordance with Australian
Accounting Standards (“AASBs”) and interpretations adopted by the Australian Accounting Standards Board
(“AASB”) and the Corporations Act 2001.

The financial report has also been prepared on a historical cost basis, except for other financial assets at fair
value through profit or loss and available-for-sale investments, which have been measured at fair value.

The financial report is presented in Australian dollars.
(b) Statement of Compliance

The financial report complies with Australian Accounting Standards, which include Australian equivalents to
International Financial Reporting Standards (AIFRS). Compliance with AIFRS ensures the financial report also
complies with International Financial Reporting Standards (IFRS).

In the current year, the Group has adopted all of the new and revised Standards and Interpretations issued by the
AASB that are relevant to its operations and effective for the current annual reporting period. These new
accounting standards have not had any significant impact on the Group’s financial report. Further details of these
new accounting standards are set out in the individual accounting policy notes set out below.

Australian Accounting Standards and Interpretations that have recently been issued or amended but are not yet
effective have not been adopted by the Group for the annual reporting period ended 30 June 2011. These are
outlined in the table over:

18



Reference

Summary

Application
date of
standard

Impact on
Group financial
report

Application
date for
Group

AASB 9

Financial Instruments

AASB 9 includes requirements for the classification
and measurement of financial assets resulting from
the first part of Phase 1 of the IASB’s project to
replace IAS 39 Financial Instruments: Recognition
and Measurement (AASB 139 Financial Instruments:
Recognition and Measurement).

These requirements improve and simplify the

approach for classification and measurement of

financial assets compared with the requirements of

AASB 139. The main changes from AASB 139 are

described below.

(a) Financial assets are classified based on (1) the
objective of the entity’s business model for
managing the financial assets; (2) the
characteristics of the contractual cash flows. This
replaces the numerous categories of financial
assets in AASB 139, each of which had its own
classification criteria.

(b) AASB 9 allows an irrevocable election on initial

recognition to present gains and losses on

investments in equity instruments that are not
held for trading in other comprehensive income.

Dividends in respect of these investments that

are a return on investment can be recognised in

profit or loss and there is no impairment or
recycling on disposal of the instrument.

Financial assets can be designated and

measured at fair value through profit or loss at

initial recognition if doing so eliminates or
significantly reduces a measurement or
recognition inconsistency that would arise from
measuring assets or liabilities, or recognising the
gains and losses on them, on different bases.

(c

N4

January 1,
2013

These
amendments are
not expected to
have any
significant
impact on the
Group’s financial
report.

July 1, 2013

AASB 2009-
11

Amendments to
Australian Accounting
Standards arising from
AASB 9

[AASB 1, 3, 4,5, 7,101,
102, 108, 112, 118, 121,
127, 128, 131, 132, 136,
139, 1023 & 1038 and
Interpretations 10 & 12]

These amendments arise from the issuance of AASB
9 Financial Instruments that sets out requirements for
the classification and measurement of financial
assets. The requirements in AASB 9 form part of the
first phase of the International Accounting Standards
Board’s project to replace IAS 39 Financial
Instruments: Recognition and Measurement.

This Standard shall be applied when AASB 9 is
applied.

January 1,
2013

These
amendments are
not expected to
have any
significant
impact on the
Group’s financial
report.

July 1, 2013

AASB 124
(Revised)

Related Party Disclosures
(December 2009)

The revised AASB 124 simplifies the definition of a
related party, clarifying its intended meaning and
eliminating inconsistencies from the definition,
including:

(a) The definition now identifies a subsidiary and an
associate with the same investor as related
parties of each other

Entities significantly influenced by one person
and entities significantly influenced by a close
member of the family of that person are no longer
related parties of each other

The definition now identifies that, whenever a
person or entity has both joint control over a
second entity and joint control or significant
influence over a third party, the second and third
entities are related to each other

A partial exemption is also provided from the
disclosure requirements for government-related
entities. Entities that are related by virtue of being
controlled by the same government can provide
reduced related party disclosures.

(b

-

(c

-

January 1,
2011

These
amendments are
not expected to
have any
significant
impact on the
Group'’s financial
report.

July 1, 2011

Odyssey Energy Limited

ANNUAL REPORT 2011
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(b) Statement of Compliance (Continued)

Reference

Summary

Application
date of
SELLET]

Impact on
Group financial
report

Application
date for
Group

AASB 2009- Amendments to Australian This amendment makes numerous editorial January 1, These July 1, 2011
12 Accounting Standards changes to a range of Australian Accounting 2011 amendments are
[AASBs 5, 8, 108, 110, 112, Standards and Interpretations. not expected to
119, 133, 137, 139, 1023 & In particular, it amends AASB 8 Operating have any
1031 and Interpretations 2, 4, | Segments to require an entity to exercise significant
16, 1039 & 1052] judgement in assessing whether a government impact on the
and entities known to be under the control of that Group’s financial
government are considered a single customer for report.
the purposes of certain operating segment
disclosures. It also makes numerous editorial
amendments to a range of Australian Accounting
Standards and Interpretations, including
amendments to reflect changes made to the text
of IFRS by the IASB.
AASB 2009- Amendments to Australian These amendments arise from the issuance of January 1, These July 1, 2011
14 Interpretation — Prepayments | Prepayments of a Minimum Funding Requirement | 2011 amendments are
of a Minimum Funding (Amendments to IFRIC 14). The requirements of not expected to
Requirement IFRIC 14 meant that some entities that were have any
subject to minimum funding requirements could significant
not treat any surplus in a defined benefit pension impact on the
plan as an economic benefit. Group’s financial
The amendment requires entities to treat the report.
benefit of such an early payment as a pension
asset. Subsequently, the remaining surplus in the
plan, if any, is subject to the same analysis as if
no prepayment had been made.
AASB 2010-4 Further Amendments to Emphasises the interaction between quantitative January 1, These July 1, 2011
Australian Accounting and qualitative AASB 7 disclosures and the nature | 2011 amendments are
Standards arising from the and extent of risks associated with financial not expected to
Annual Improvements instruments. have any
Project [AASB 1, AASB 7, Clarifies that an entity will present an analysis of significant
AASB 101, AASB 134 and other comprehensive income for each component impact on the
Interpretation 13] of equity, either in the statement of changes in Group’s financial
equity or in the notes to the financial statements. report.
Provides guidance to illustrate how to apply
disclosure principles in AASB 134 for significant
events and transactions.
Clarifies that when the fair value of award credits
is measured based on the value of the awards for
which they could be redeemed, the amount of
discounts or incentives otherwise granted to
customers not participating in the award credit
scheme, is to be taken into account.
AASB 2010-5 Amendments to Australian This Standard makes numerous editorial January 1, These July 1, 2011
Accounting Standards amendments to a range of Australian Accounting 2011 amendments are
[AASB 1, 3, 4, 5, 101, 107, Standards and Interpretations, including not expected to
112, 118, 119, 121, 132, 133, | amendments to reflect changes made to the text have any
134, 137, 139, 140, 1023 & of IFRS by the IASB. significant
1038 and Interpretations 112, | These amendments have no major impact on the impact on the
115, 127, 132 & 1042] requirements of the amended pronouncements. Group’s financial
report.
AASB 2010-6 Amendments to Australian The amendments increase the disclosure July 1, 2011 These July 1, 2011

Accounting Standards —
Disclosures on Transfers of
Financial Assets [AASB 1 &
AASB 7]

requirements for transactions involving transfers
of financial assets. Disclosures require
enhancements to the existing disclosures in IFRS
7 where an asset is transferred but is not
derecognised and introduce new disclosures for
assets that are derecognised but the entity
continues to have a continuing exposure to the
asset after the sale.

amendments are
not expected to
have any
significant
impact on the
Group’s financial
report.
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Reference Summary Application Impact on Application
date of Group financial date for
standard report Group
AASB 2010-7 Amendments to Australian The requirements for classifying and measuring January 1, These July 1, 2013
Accounting Standards arising | financial liabilities were added to AASB 9. The 2013 amendments are
from AASB 9 (December existing requirements for the classification of not expected to
2010) financial liabilities and the ability to use the fair have any
[AASB 1, 3, 4, 5, 7, 101, 102, | value option have been retained. However, where significant
108, 112, 118, 120, 121, 127, | the fair value option is used for financial liabilities impact on the
128, 131, 132, 136, 137, 139, | the change in fair value is accounted for as Group’s financial
1023, & 1038 and follows: report.
interpretations 2, 5, 10, 12, (a) The change attributable to changes in credit
19 & 127] risk are presented in other comprehensive
income (OCI)
(b) The remaining change is presented in profit or
loss
If this approach creates or enlarges an accounting
mismatch in the profit or loss, the effect of the
changes in credit risk are also presented in profit
or loss.
AASB 2010-8 Amendments to Australian These amendments address the determination of January 1, These July 1, 2012
Accounting Standards — deferred tax on investment property measured at 2012 amendments are
Deferred Tax: Recovery of fair value and introduce a rebuttable presumption not expected to
Underlying Assets that deferred tax on investment property have any
[AASB 112] measured at fair value should be determined on significant
the basis that the carrying amount will be impact on the
recoverable through sale. The amendments also Group’s financial
incorporate SIC-21 Income Taxes — Recovery of report.
Revalued Non-Depreciable Assets into AASB
112.
AASB 10, Consolidated Financial This suite of six related standards incorporates 1 January These July 1, 2013
AASB 11, Statements; Joint the recent IFRSs issued by the IASB, which aim 2013 amendments are
AASB 12, Arrangements; Disclosure of to improve the accounting requirements for not expected to
AASB 127 Interests in Other Entities; consolidated financial statements, joint have any
AASB 128, Separate Financial arrangements and off balance sheet activities. significant
and AASB Statements (2011); impact on the
2011-7 Investments in Associates Group’s financial
and Joint Ventures (2011); report.
and Amendments to
Australian Accounting
Standards arising from the
Consolidation and Joint
Arrangements Standards

(c) Principles of Consolidation

The consolidated financial statements incorporate the assets and liabilities of all subsidiaries of Odyssey Energy
Limited (“Company” or “Parent Entity”) as at 30 June 2011 and the results of all subsidiaries for the year then
ended. Odyssey Energy Limited and its subsidiaries together are referred to as the Consolidated Entity or Group.

Subsidiaries are all those entities (including special purpose entities) over which the Group has the power to
govern the financial and operating policies, so as to obtain benefits from its activities, generally accompanying a
shareholding of more than one-half of the voting rights. The existence and potential effect of potential voting
rights that are currently exercisable or convertible are considered when assessing whether the Group controls
another entity.

The financial statements of the subsidiaries are prepared for the same reporting year as the Parent Entity, using
consistent accounting policies. Accounting policies of subsidiaries have been changed where necessary to ensure
consistency with the policies adopted by the Group.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are de-
consolidated from the date that control ceases.

Intercompany transactions and balances, income and expenses and profits and losses between Group
companies, are eliminated.

Investments in subsidiaries are accounted for at cost less impairment in the individual financial statements of the
Company.

Odyssey Energy Limited ANNUAL REPORT 2011 21
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(d) Operating Segments

An operating segment is a component of an entity that engages in business activities from which it may earn
revenues and incur expenses (including revenues and expenses relating to transactions with other components of
the same entity), whose operating results are regularly reviewed by the entity's chief operating decision maker to
make decisions about resources to be allocated to the segment and assess its performance and for which
discrete financial information is available. This includes start up operations which are yet to earn revenues.
Management will also consider other factors in determining operating segments such as the existence of a line
manager and the level of segment information presented to the board of directors.

Operating segments have been identified based on the information provided to the chief operating decision
makers — being the executive management team.

The group aggregates two or more operating segments when they have similar economic characteristics, and the
segments are similar in each of the following respects:

e Nature of the products and services,

e Nature of the production processes,

e Type or class of customer for the products and services,

e Methods used to distribute the products or provide the services, and if applicable

e Nature of the regulatory environment.

Operating segments that meet the quantitative criteria as prescribed by AASB 8 are reported separately.
However, an operating segment that does not meet the quantitative criteria is still reported separately where
information about the segment would be useful to users of the financial statements.

Information about other business activities and operating segments that are below the quantitative criteria are
combined and disclosed in a separate category for “all other segments”.

(e) Foreign Currency Translation
Both the functional and presentation currency of the Parent Entity at 30 June 2011 was Australian Dollars.

The following table sets out the functional currency of the company controlled by the Parent Entity during the
year:

Company Name Functional Currency

OEL E&P (USA), Inc United States Dollars

Each entity in the Group determines its own functional currency and items included in the financial statements of
each entity are measured using that functional currency.

Transactions in foreign currencies are initially recorded in the functional currency at the exchange rates ruling at
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at
the rate of exchange ruling at the reporting date.

All exchange differences in the consolidated financial report are taken to the profit and loss statement with the
exception of differences in foreign currency borrowings that provide a hedge against a net investment in a foreign
entity. These are taken directly to equity until the disposal of the net investment, at which time they are
recognised in the profit and loss statement. Tax charges and tax credits attributable to exchange differences on
those borrowings are also recognised in equity.
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Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate as at the date of the initial transaction. Non-monetary items that are measured at fair value in a
foreign currency are translated using the exchange rate at the date when the fair value was determined.

Where the functional currency of a subsidiary of the Parent Entity is not Australian Dollars the assets and
liabilities of the subsidiary at reporting date are translated into the presentation currency of the Parent Entity at the
rate of exchange ruling at the reporting date and the profit and loss statements are translated by applying the
monthly average exchange rate.

Any exchange differences arising on this retranslation are taken directly to other comprehensive income.

On disposal of a foreign entity, the deferred cumulative amount recognised in equity and relating to that particular
foreign operation is recognised in profit and loss.

() Revenue Recognition

Revenue is recognised to the extent that it is probable that economic benefits will flow to the Group and the
revenue can be reliably measured. Revenue is measured at the fair value of the consideration received or
receivable. The following specific recognition criteria must also be met before revenue is recognised:

(i)  sale of Goods

Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to the
buyer and can be measured reliably. Risks and rewards are considered passed to the buyer at the time of
delivery of the goods to the customer.

(i) Interest

Interest revenue is recognised as the interest accrues (using the effective interest method, which is the rate that
exactly discounts estimated future cash receipts through the expected life of the financial instrument) to the net
carrying value amount of the financial asset.

(@) Income Tax

The income tax expense for the year is the tax payable on the current year's taxable income based on the
national income tax rate for each jurisdiction adjusted by changes in deferred tax assets and liabilities attributable
to temporary differences between the tax bases of assets and liabilities and their carrying amounts in the financial
statements, and to unused tax losses.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply
when the assets are recovered or liabilities are settled, based on those tax rates which are enacted or
substantively enacted for each jurisdiction. The relevant tax rates are applied to the cumulative amounts of
deductible and taxable temporary differences to measure the deferred tax asset or liability. An exception is made
for certain temporary differences arising from the initial recognition of an asset or a liability. No deferred tax asset
or liability is recognised in relation to these temporary differences if they arose on goodwill or in a transaction,
other than a business combination, that at the time of the transaction did not affect either accounting profit or
taxable profit or loss.

Deferred tax liabilities and assets are not recognised for temporary differences between the carrying amount and
tax bases of investments in controlled entities where the Parent Entity is able to control the timing of the reversal
of the temporary differences and it is probable that the differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is
probable that future taxable amounts will be available to utilise those temporary differences and losses.

Odyssey Energy Limited ANNUAL REPORT 2011 23
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(@) Income Tax (Continued)

The carrying amount of deferred income tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred income
tax asset to be utilised.

Unrecognised deferred income tax assets are reassessed at each balance date and are recognised to the extent
that it has become probable that future taxable profit will allow the deferred tax asset to be recovered.

Current and deferred tax balances attributable to amounts recognised directly in equity are also recognised
directly in equity.

Deferred tax assets and deferred tax liabilities are offset only if a legally enforceable right exists to set off current
tax assets against tax liabilities and the deferred tax liabilities relate to the same taxable entity and the same
taxation authority.

The Parent Entity and its wholly owned Australian controlled entities (if any) have not implemented the tax
consolidation legislation.

(h) Business Combinations

Acquisitions of subsidiaries and businesses are accounted for using the acquisition method. The consideration for
each acquisition is measured at the aggregate of the fair values (at the date of exchange) of assets given,
liabilities incurred or assumed, and equity instruments issued by the Group in exchange for control of the
acquiree. Acquisition-related costs are recognised in profit or loss as incurred.

Where applicable, the consideration for the acquisition includes any asset or liability resulting from a contingent
consideration arrangement, measured at its acquisition-date fair value. Subsequent changes in such fair values
are adjusted against the cost of acquisition where they qualify as measurement period adjustments (see below).
All other subsequent changes in the fair value of contingent consideration classified as an asset or liability are
accounted for in accordance with relevant Standards. Changes in the fair value of contingent consideration
classified as equity are not recognised.

Where a business combination is achieved in stages, the Group’s previously held interests in the acquired entity
are remeasured to fair value at the acquisition date (i.e. the date the Group attains control) and the resulting gain
or loss, if any, is recognised in profit or loss. Amounts arising from interests in the acquiree prior to the acquisition
date that have previously been recognised in other comprehensive income are reclassified to profit or loss, where
such treatment would be appropriate if that interest were disposed of.

The acquiree’s identifiable assets, liabilities and contingent liabilities that meet the conditions for recognition under
AASB 3(2008) are recognised at their fair value at the acquisition date, except that:

o deferred tax assets or liabilities and liabilities or assets related to employee benefit arrangements are
recognised and measured in accordance with AASB 112 Income Taxes and AASB 119 Employee
Benefits respectively;

o liabilities or equity instruments related to the replacement by the Group of an acquiree’s share based
payment awards are measured in accordance with AASB 2 Share-based Payment; and

e assets (or disposal groups) that are classified as held for sale in accordance with AASB 5 Non-
current Assets Held for Sale and Discontinued Operations are measured in accordance with that
Standard.

If the initial accounting for a business combination is incomplete by the end of the reporting period in which the
combination occurs, the Group reports provisional amounts for the items for which the accounting is incomplete.
Those provisional amounts are adjusted during the measurement period (see below), or additional assets or
liabilities are recognised, to reflect new information obtained about facts and circumstances that existed as of the
acquisition date that, if known, would have affected the amounts recognised as of that date.
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The measurement period is the period from the date of acquisition to the date the Group obtains complete
information about facts and circumstances that existed as of the acquisition date — and is subject to a maximum of
one year.

(i) Impairment of Assets

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any
such indication exists, or when annual impairment testing for an asset is required, the Group makes an estimate
of the asset's recoverable amount. An asset's recoverable amount is the higher of its fair value less costs to sell
and its value in use and is determined for an individual asset, unless the asset does not generate cash inflows
that are largely independent of those from other assets or groups of assets and the asset's value in use cannot be
estimated to be close to its fair value. In such cases the asset is tested for impairment as part of the cash-
generating unit to which it belongs. When the carrying amount of an asset or cash-generating unit exceeds its
recoverable amount, the asset or cash-generating unit is considered impaired and is written down to its
recoverable amount.

In assessing the value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset. Impairment losses relating to continuing operations are recognised in those expense categories consistent
with the function of the impaired asset.

An assessment is also made at each reporting date as to whether there is any indication that previously
recognised impairment losses may no longer exist or may have decreased. If such indication exists, the
recoverable amount is estimated. A previously recognised impairment loss is reversed only if there has been a
change in the estimates used to determine the asset's recoverable amount since the last impairment loss was
recognised. If that is the case the carrying amount of the asset is increased to its recoverable amount. That
increased amount cannot exceed the carrying amount that would have been determined, net of depreciation, had
no impairment loss been recognised for the asset in prior years. Such reversal is recognised in profit or loss.
After such a reversal the depreciation charge is adjusted in future years to allocate the asset's revised carrying
amount, less any residual value, on a systematic basis over its remaining useful life.

() Cash and Cash Equivalents

“Cash and cash equivalents” includes cash on hand, deposits held at call with financial institutions and other
short-term highly liquid investments that are readily convertible to known amounts of cash and which are subject
to an insignificant risk of changes in value. For the purposes of the Statement of Cash Flows, cash and cash
equivalents consist of cash and cash equivalents as defined.

(k)  Trade and Other Receivables

Trade receivables are initially recognised at fair value and subsequently carried at amortised cost less an
allowance for any uncollectible amounts. Trade receivables are due for settlement no more than 30 days from the
date of recognition. An allowance for doubtful debts is made when there is objective evidence that the Group will
not be able to collect the debts. Bad debts are written off when identified.

Impairment

If there is objective evidence that an impairment loss on trade and other receivables carried at amortised cost has
been incurred, the amount of the loss is measured as the difference between the asset's carrying amount and the
present value of estimated future cash flows (excluding future credit losses that have not been incurred)
discounted at the financial asset's original effective interest rate (i.e. the effective interest rate computed at initial
recognition). The carrying amount of the asset is reduced either directly or through use of an allowance account.
The amount of the loss is recognised in profit or loss.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
() Financial Assets

Financial assets in the scope of AASB 139 Financial Instruments: Recognition and Measurement are classified as
either loans and receivables, or available-for-sale investments, as appropriate. When financial assets are
recognised initially they are measured at fair value, plus, directly attributable transaction costs. The Group
determines the classification of its financial assets after initial recognition and, when allowed and appropriate, re-
evaluates this designation at each financial year-end.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or
have been transferred and the Group has transferred substantially all the risks and rewards of ownership.

Available-for-sale financial assets

Available-for-sale financial assets, comprising principally marketable equity securities, are non-derivatives that are
either designated in this category or not classified in any other category. They are included in non-current assets
unless management intends to dispose of the investment within twelve months of the reporting date.

Purchases and sales of investments are recognised on trade date, the date on which the Group commits to
purchase or sell the asset. Investments are initially recognised at fair value plus transaction costs for all financial
assets not carried at fair value through profit or loss. Financial assets are derecognised when the rights to
receive cash flows from the financial assets have expired or have been transferred and the Group has transferred
substantially all the risks and rewards of ownership.

Available-for-sale financial assets and financial assets at fair value through profit or loss are subsequently carried
at fair value. Unrealised gains and losses arising from changes in the fair value of non-monetary securities
classified as available-for-sale are recognised in equity in the investments available-for-sale reserve. When
securities classified as available-for-sale are sold or impaired, the accumulated fair value adjustments previously
reported in equity are included in the profit and loss statement as gains and losses. Reversals of previous
impairments of available-for-sale assets are not recognised through profit and loss.

Subsequent to initial recognition, investments in subsidiaries are measured at cost less impairment. Subsequent
to initial recognition, investments in associates are accounted for under the equity method in the consolidated
financial statements and the cost method in the company financial statements.

(m) Fair Value Estimation

The fair value of financial assets and financial liabilities must be estimated for recognition and measurement or for
disclosure purposes.

The fair value of financial instruments traded in active markets (such as publicly traded derivatives, and trading
and available-for-sale securities) is based on quoted market prices at the reporting date. The quoted market price
used for financial assets held by the Group is the current bid price; the appropriate quoted market price for
financial liabilities is the current ask price.

The fair value of financial instruments that are not traded in an active market is determined using valuation
techniques. The Group uses a variety of methods and makes assumptions that are based on market conditions
existing at each balance date. Quoted market prices or dealer quotes for similar instruments are used for long-
term debt instruments held. Other techniques, such as discounted cash flows, are used to determine fair value
for the remaining financial instruments.

The nominal value less estimated credit adjustments of trade receivables and payables are assumed to
approximate their fair values. The fair value of financial liabilities for disclosure purposes is estimated by
discounting the future contractual cash flows at the current market interest rate that is available to the Group for
similar financial instruments.



ENERGY LIMITED

N
) ODYSSEY

(n)  Property, Plant and Equipment

Plant and equipment is stated at historical cost less depreciation. Historical cost includes expenditure that is
directly attributable to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to the Group and the cost
of the item can be measured reliably. All other repairs and maintenance are charged to the profit and loss
statement during the financial period in which they are incurred.

Plant and equipment are depreciated or amortised on a reducing balance or straight line basis at rates based
upon their expected useful lives as follows:

Plant and equipment 2 - 15 years

The assets' residual values and useful lives are reviewed, and adjusted if appropriate, at each reporting date.

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

(o) Trade and Other Payables

Trade and other payables are recognised initially at fair value and subsequently at amortised cost and represent
liabilities for the goods and services provided to the Group prior to the end of the financial period that are unpaid
and arise when the Group becomes obliged to make future payments in respect of the purchase of these goods
and services. The amounts are unsecured and are usually paid within 30 days.

(p) Employee Leave Benefits

Liabilities for wages and salaries, including non-monetary benefits and annual leave expected to be settled within
twelve months of the reporting date are recognised in provisions in respect of employees' services up to the
reporting date, and are measured at the amounts expected to be paid when the liabilities are settled. Liabilities
for non-accumulating sick leave are recognised when the leave is taken and measured at the rates paid or
payable.

The liability for long service leave is recognised in the provision for employee benefits and measured as the
present value of expected future payments to be made in respect of services provided by employees up to the
reporting date using the projected unit credit method. Consideration is given to expected future wage and salary
levels, experience of employee departures and periods of service. Expected future payments are discounted
using market yields at the reporting date on national government bonds with terms to maturity and currency that
match, as closely as possible, the estimated future cash outflows.

Contributions to the defined contribution superannuation fund are recognised as an expense as they become
payable. Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in future
payments is available.

(@) Contributed Equity

Ordinary shares are classified as equity. Issued and paid up capital is recognised at the fair value of the
consideration received by the Company.

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction,
net of tax, from the proceeds.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

1. STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(r) Dividends

Provision is made for the amount of any dividend declared on or before the end of the year but not distributed at
balance date.

(s) Earnings per Share (EPS)

Basic earnings per share is calculated by dividing the profit/loss attributable to equity holders of the Company,
excluding any costs of servicing equity other than ordinary shares, by the weighted average number of ordinary
shares outstanding during the year, adjusted for bonus elements in ordinary shares issued during the year.

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share to take into
account the after tax effect of interest and other financing costs associated with dilutive potential ordinary shares
and the weighted average number of shares assumed to have been issued for no consideration in relation to
dilutive potential ordinary shares.

t) Exploration and Evaluation Expenditure

Expenditure on exploration and evaluation is accounted for in accordance with the 'area of interest' method and
with AASB 6 Exploration for and Evaluation of Mineral Resources, which is the Australian equivalent of IFRS 6.

Exploration licence acquisition costs are capitalised and subject to impairment testing every six months. All
exploration and evaluation costs, including general permit activity, geological and geophysical costs and new
venture activity costs are expensed as incurred except where:

e the expenditure relates to an exploration discovery that, at balance date, has not been recognised as
an area of interest, as assessment of the existence or otherwise of economically recoverable
reserves is not yet complete; or

e an area of interest is recognised, and it is expected that the expenditure will be recouped through
successful exploitation of the area of interest, or alternatively, by its sale.

The costs of drilling exploration wells are initially capitalised pending the results of the well. Costs are expensed
where the well does not result in the successful discovery of economically recoverable hydrocarbons and the
recognition of an area of interest. Areas of interest are recognised at the field level. Subsequent to the
recognition of an area of interest, all further costs relating to the area of interest are capitalised.

Each potential or recognised area of interest is reviewed every six months to determine whether economic
guantities of reserves have been found or whether further exploration and evaluation work is underway or planned
to support the continued carry forward of capitalised costs.

Data licenses acquired are carried initially at cost and are amortised on a straight line basis over the number of
wells in the drilling program to which the acquisition related. Where a determination is made that there is no
further value to be extracted from the data licenses then any unamortised balance is written off.

Once management has determined the existence of economically recoverable reserves for an area of interest,
deferred costs are reclassified from exploration and evaluation expenditure to oil and gas properties on the
statement of financial position.

The recoverability of the carrying amount of the exploration and evaluation assets is dependent on successful
development and commercial exploitation, or alternatively, sale of the respective areas of interest.
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(u)  Oil and Gas Properties

Oil and gas properties are carried at cost and include acquisition costs, drilling, completion, operating costs and
transferred exploration and evaluation expenditure.

Oil and gas properties are amortised using a units-of-production method, based on the ratio of actual production
to remaining proved and probable reserves (2P) as estimated by independent petroleum engineers.

The recoverability of the carrying amount of the oil and gas property is dependent on successful development and
commercial exploitation, or alternatively, sale of the respective areas of interest.

(v) Goods and Services Tax

Revenues, expenses and assets are recognised net of the amount of GST except:

e when the GST incurred on a purchase of goods and services is not recoverable from the taxation
authority, in which case the GST is recognised as part of the cost of acquisition of the asset or as
part of the expense item as applicable; and

e receivables and payables are stated with the amount of GST included.

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

Cash flows are included in the Statement of Cash Flows on a gross basis and the GST components of cash flows
arising from investing and financing activities, which are recoverable from, or payable to, the taxation authority are
classified as operating cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable to, the
taxation authority.

(w) Share Based Payments
Equity settled transactions

The Group provides benefits to Directors, employees, consultants and other advisors of the Group in the form of
share-based payments, whereby the Directors, employees, consultants and other advisors render services in
exchange for shares or rights over shares (equity-settled transactions). The Group may also extinguish liabilities
by issuing equity instruments.

The cost of these equity-settled transactions is measured by reference to the fair value of the equity instruments
at the date at which they are granted. The fair value is determined by an external valuer using a binomial model.

In accordance with Interpretation 19 Extinguishing Financial Liabilities with Equity Instruments equity instruments
issued in payment of a debt are measured at the fair value of equity instrument issued. Any difference between
the carrying amount of the financial liability and the fair value of the equity instruments is recorded as a gain or
loss in the statement of financial performance.

In valuing equity-settled transactions, no account is taken of any performance conditions, other than conditions
linked to the market price of the shares of the Company if applicable.

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the
period in which the performance and/or service conditions are fulfilled, ending on the date on which the relevant
recipient becomes fully entitled to the award (the vesting period).

The cumulative expense recognised for equity-settled transactions at each reporting date until vesting date
reflects (i) the extent to which the vesting period has expired and (ii) the Group's best estimate of the number of
equity instruments that will ultimately vest. No adjustment is made for the likelihood of market performance
conditions being met as the effect of these conditions is included in the determination of fair value at grant date.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

The profit and loss statement charge or credit for a period represents the movement in cumulative expense
recognised as at the beginning and end of that period.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is only
conditional upon a market condition.

If the terms of an equity-settled award are modified, as a minimum an expense is recognised as if the terms had
not been modified. In addition, an expense is recognised for any modification that increases the total fair value of
the share-based payment arrangement, or is otherwise beneficial to the recipient, as measured at the date of
modification.

If an equity-settled award is cancelled, it is treated as if it had vested on the date of cancellation, and any expense
not yet recognised for the award is recognised immediately. However, if a new award is substituted for the
cancelled award and designated as a replacement award on the date that it is granted, the cancelled and new
award are treated as if they were a modification of the original award, as described in the previous paragraph.

The dilutive effect, if any, of outstanding options is reflected as additional share dilution in the computation of
earnings per share.

(x)  Provisions

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

When the Group expects some or all of a provision to be reimbursed, for example under an insurance contract,
the reimbursement is recognised as a separate asset but only when the reimbursement is virtually certain. The
expense relating to any provision is presented in the profit and loss statement net of any reimbursement.

(y) Convertible Notes

Convertible notes that can be converted to share capital at the option of the holder, where the number of shares
issued does not vary with changes in their fair value, are accounted for as compound financial instruments.
Transaction costs that relate to the issue of a compound financial instrument are allocated to the liability and
equity components in proportion to the allocation of proceeds. The equity component of the convertible notes is
calculated as the excess of the issue proceeds over the present value of the future interest and principal
payments, discounted at the market rate of interest applicable to similar liabilities that do not have a conversion
option. The interest expense recognised in the profit and loss statement is calculated using the effective interest
method.

(z) Non-current Assets held for Sale and Discontinued Operations

Immediately before classification as held for sale, the measurement of the assets (and all assets and liabilities in
a disposal group) is brought up-to-date in accordance with applicable accounting standards. Then, on initial
classification as held for sale, non-current assets and disposal groups are recognised at the lower of carrying
amount and fair value less costs to sell.

Impairment losses on initial classification as held for sale are included in profit or loss. The same applies to gains
and losses on subsequent remeasurement.

A discontinued operation is a component of the Company's business that represents a separate major line of
business or geographical area of operations or is a subsidiary acquired exclusively with a view to resale.

Classification as a discontinued operation occurs upon disposal or when the operation meets the criteria to be
classified as held for sale, if earlier. A disposal group that is to be abandoned may also qualify.
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(aa) Borrowings

Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are subsequently
measured at amortised cost. Any difference between the proceeds (net of transaction costs) and the redemption
amount is recognised in the profit and loss statement over the period of the borrowings using the effective interest
method. Fees paid on the establishment of loan facilities, which are not an incremental cost relating to the actual
draw-down of the facility, are recognised as prepayments and amortised on a straight-line basis over the term of
the facility.

Borrowings are removed from the statement of financial position when the obligation specified in the contract is
discharged, cancelled or expired. The difference between the carrying amount of a financial liability that has been
extinguished or transferred to another party and the consideration paid, including any non-cash assets transferred
or liabilities assumed, is recognised in other income or other expenses.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of
the liability for at least 12 months after the reporting date.

(ab) Critical Accounting Estimates, Assumptions and Judgements

In applying the Group's accounting policies, management continually evaluates judgements, estimates and
assumptions based on experience and other factors, including expectations of future events that may have an
impact on the Group. All judgements, estimates and assumptions made are believed to be reasonable based on
the most current set of circumstances available to management. Actual results may differ from the judgements,
estimates and assumptions. Significant judgements, estimates and assumptions made by management in the
preparation of these financial statements are outlined below.

(i)  Critical accounting estimates and assumptions
(A) Impairment of assets

In determining the recoverable amount of assets, in the absence of quoted market prices, estimations are made
regarding the present value of future cash flows. In relation to the Company’s investment in Marion Energy
Limited, which is classified as an available for sale financial asset. Due to continued deterioration in the
company'’s share price, large increase in the number of shares on issue, continual operational issues and the high
risk associated with the investment, the reduction in value of the shares has been treated as an impairment loss
and has been recognised as an expense in the Income Statement rather than being recognised directly in equity.

(B) Reserve estimates

Estimates of recoverable quantities of proven and probable reserves reported include judgemental assumptions
regarding commodity prices, exchange rates, discount rates and production and transportation costs for future
cash flows. It also requires interpretation of complex and difficult geological and geophysical models in order to
make an assessment of the size, shape, depth and quality of reservoirs, and their anticipated recoveries. The
economic, geological and technical factors used to estimate reserves may change from period to period. Changes
in reported reserves can impact asset carrying values, the provision for restoration and the recognition of deferred
tax assets, due to changes in expected future cash flows. Reserves are integral to the amount of depreciation,
depletion and amortisation charged to the profit and loss statement and the calculation of inventory.

(i) Critical judgements in applying the Group's accounting policies
(A)  Exploration and evaluation

The group's accounting policy for exploration and evaluation assets is set out at Note 1(t). The application of this
policy requires management to make certain estimates and assumptions as to future events and circumstances,
in particular, the assessment of whether economic quantities of reserves have been found. Any such estimates
and assumptions may change as new information becomes available. If, after having capitalised expenditure
under the policy, the Group concludes that it is unlikely to recover the expenditure by future exploitation or sale,
then the relevant capitalised amount will be written off to the profit and loss statement. All exploration and
evaluation expenditure has been impaired in prior years because of the substantial decline in the gas price in the
USA impacting on the projects viability.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

2. REVENUE AND OTHER INCOME
(@) Revenue

Interest revenue

(b)  Other Income

Net foreign exchange gain

3. EXPENSES
(@) Finance Costs
Interest expense on convertible notes

Interest expense on borrowings

(b) Employee Expenses

Directors’ remuneration

(c) Depreciation and Amortisation Expense

Depreciation of plant and equipment

(d) Impairment of Assets

Impairment of available for sale assets (note 7)

(e) Extinguishment of Financial Liability

The company issued 5,500,000 shares to a creditor to extinguish the liability payable
as follows:

Amount Payable to Creditor
Shares issued at issue price of $0.062 per share

Loss on extinguishment of financial liability

2011 2010
$ $
61,524 232
87,950 28,011
133,356 255,460
42,055 80,339
175,411 335,799
70,252 70,590
307 793
247,500 6,187,500
334,133 -
(341,000) -
6,867 -




4. INCOME TAX

(@) Recognised in the statement of comprehensive income

Current income tax
Current income tax benefit (145,391) (180,541)

Adjustments in respect of current income tax of previous years (641) 12,686
Deferred income tax

Origination and reversal of temporary differences (34,200) (1,865,402)

Deferred tax assets not previously brought to account - -

Deferred tax assets not brought to account 180,232 2,033,257

(b) Reconciliation Between Tax Expense and Accounting Loss Before Income Tax

Accounting loss before income tax (609,638) (6,835,137)
At the domestic income tax rate of 30% (2010: 30%) (182,891) (2,050,541)
Expenditure not allowable for income tax purposes 3,300 4,598

Income not assessable for income tax purposes - -
Foreign exchange translation adjustment - -
Adjustments in respect of current income tax of previous years (641) 12,686
Effect of valuation of CGT assets for tax purposes - -
Deferred tax assets not previously brought to account - -
Deferred tax assets not brought to account 180,232 2,033,257

Income tax expense attributable to profit/(loss)

(c) Reconciliation Between Tax Expense and Accounting Loss Before Income Tax

Effective Tax Rate 0 0
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

(Continued)

4. INCOME TAX (Continued)

(d) Deferred Income Tax

Deferred income tax at balance date relates to the following:

Deferred Tax Liabilities

Exploration and evaluation assets - -

Deferred Tax Assets used to offset Deferred Tax Liabilities - -

Deferred Tax Assets
Available-for-sale financial assets 7,194,000 7,119,750
Other financial assets - -
Exploration and evaluation assets 122,869 122,869
Accrued expenditure 8,876 48,926
Borrowing costs - -
Depreciable assets - -
Tax losses available to offset against future taxable income 877,411 731,380
Deferred tax assets used to offset deferred tax liabilities -
Deferred tax assets not brought to account (8,203,156)  (8,022,925)

The benefit of deferred tax assets not brought to account will only be brought to account if:

e future assessable income is derived of a nature and of an amount sufficient to enable the benefit to
be realised;

e the conditions for deductibility imposed by tax legislation continue to be complied with; and

e no changes in tax legislation adversely affect the Company in realising the benefit.
(e) Tax Consolidation

There are currently no entities eligible for consolidation for tax purposes. The Board will review this position
should this change.



Notes

5. CURRENT ASSETS — TRADE AND OTHER RECEIVABLES

Accrued Interest 1,100 -
GST receivable 30,227 39,527
Total trade and other receivables 31,327 39,527

6. NON-CURRENT ASSETS — PROPERTY, PLANT &

EQUIPMENT
(@) Office Furniture and Equipment
Cost 3,564 3,564
Accumulated depreciation (2,336) (2,029)
Net carrying amount 1,228 1,535

(b) Reconciliation
Carrying amount at beginning of period, net of accumulated depreciation 1,535 2,328

Depreciation charge for the period (307) (793)

Carrying amount at end of year, net of accumulated depreciation and
impairment 1,228 1,535

7. NON-CURRENT ASSETS - AVAILABLE-FOR-SALE
FINANCIAL ASSETS

Shares in listed company — Fair value at time of acquisition @) 17,531,250 17,531,250
Less impairment in value since acquisition (17,091,250) (16,843,750)
Fair value at reporting date 440,000 687,500

(a) The Company holds 27,500,000 fully paid ordinary shares in Marion Energy Limited, which is listed on the
ASX under the code MAE.
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Notes 2011

$

8. NON-CURRENT ASSETS — EXPLORATION AND
EXPENDITURE

The Group had oil and gas exploration costs carried forward in respect of
the following areas of interest:

Areas of interest

McClain County Prospect - -

Reconciliation
Balance at the beginning of year - -
Currency translation difference - -

Impairment - -

Balance at end of year - -

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

9. CURRENT LIABILITIES — TRADE AND OTHER

PAYABLES
Accounts payable® 9,952 846,445
Accrued expenses 29,587 163,086
Accrued borrowing costs - 132,208
Total trade and other payables 39,539 1,141,739

(@) Terms & Conditions
Trade creditors are non interest bearing and are normally settled on 30 day terms.

10. CURRENT LIABILITIES — BORROWINGS
(2)

Loan from unrelated party - 940,000
Convertible Notes — Unsecured® - 2,824,900
Total borrowings - 3,764,900

(a) Details of loan from unrelated party
Loan was unsecured, repayable by 31 December 2010 and incurred interest at a rate of 10% per annum.

On 3 December 2010 the Company repaid the loan principal and interest accrued for the amount of $1.2million.

(b) Details of Convertible Notes
Convertible Notes were re-payable by 23 March 2011. On 3 December 2010, following shareholder approval,
the Company undertook a conversion of convertible notes with a face value of $2,049,900 into 102,494,993
shares together with an entitlement to 51,247,498 options exercisable at $0.05 on or before 31 December 2014.
The options were issued on 7 February 2011.

On 23 March 2011, the Company re-paid in cash the remaining Convertible Notes on issue with a face value of
$775,000.



10. CURRENT LIABILITIES — BORROWINGS (Continued)

Terms & Conditions of Convertible Notes

On 23 March 2006, the Company issued 4,500,000 Convertible Notes each with a face value of $0.65. On 17
July 2007, 154,000 Convertible Notes were converted into ordinary shares. Other key terms and conditions
were:

e the notes were unsecured;

e coupon rate of 9%, payable 3 monthly in arrears, with shares able to be issued in lieu of cash payments of
interest at the option of the Company;

o redeemable by the Company after 2 2 years from date of issue;
e convertible into ordinary shares on a one for one basis any time after 4 December 2006; and

e repayable after 5 years.

11. CONTRIBUTED EQUITY

(@) Issued and paid up capital

436,707,977 (2010 : 59,904,791) fully paid ordinary shares 25,875,382 18,323,288

Effective 1 July 1998, the corporations legislation in place abolished the concepts of authorised capital and par
value shares. Accordingly, the Parent Entity does not have authorised capital nor par value in respect of its
issued shares.

(b) Movements in Ordinary Share Capital for Years Ended 30 June 2011 and 30 June 2010
were as follows:

Date Details Number of Issue Price $
SHEES

1 July 2009 Opening Balance 58,154,002 18,260,159

30 June 2010 Share issue in lieu of interest payment 1,750,789 $0.037 64,779
Share issue costs (1,650)

30 June 2010 Closing Balance 59,904,791 18,323,288

03 Dec 2010 Share placement 125,000,000 $0.02 2,500,000

03 Dec 2010 Conversion of Convertible Notes into 102,494,993 $0.02 2,049,900
equity (refer Note 10)

16 Feb 2011 Entitlements Issue 143,699,870 $0.02 2,873,997

09 Mar 2011 Exercise of Listed Options 104,573 $0.05 5,229

28 April 2011 Issue of shares in lieu of payment to 5,500,000 $0.062 341,000
creditor (refer Note 2(e))

27 May 2011 Exercise of Listed Options 3,750 $0.05 187
Share issue costs (218,219)

30 June 2011 Closing Balance 436,707,977 25,875,382
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

11. CONTRIBUTED EQUITY (Continued)

(c) Terms and Conditions of Ordinary Shares

()  General

The ordinary shares (“Shares”) are ordinary shares and rank equally in all respects with all ordinary shares in the
Company.

The rights attaching to the Shares arise from a combination of the Company's Constitution, statute and general
law. Copies of the Company's Constitution are available for inspection during business hours at its registered
office.

(i)  Reports and Notices

Shareholders are entitled to receive all notices, reports, accounts and other documents required to be furnished to
shareholders under the Company's Constitution, the Corporations Act and the Listing Rules.

(i)  Voting

Subject to any rights or restrictions at the time being attached to any class or classes of shares, at a general
meeting of the Company on a show of hands, every ordinary Shareholder present in person, or by proxy, attorney
or representative (in the case of a company) has one vote and upon a poll, every Shareholder present in person,
or by proxy, attorney or representative (in the case of a company) has one vote for any Share held by the
Shareholder.

A poll may be demanded by the Chairperson of the meeting, any 5 Shareholders entitled to vote in person or by
proxy, attorney or representative or by any one or more Shareholders holding not less than 5% of the total voting
rights of all Shareholders having the right to vote.

(iv)  Vvariation of Shares and Rights Attaching to Shares

Shares may be converted or cancelled with member approval and the Company's share capital may be reduced
in accordance with the requirements of the Corporations Act.

Class rights attaching to a particular class of shares may be varied or cancelled with the consent in writing of
holders of 75% of the shares in that class or by a special resolution of the holders of shares in that class.

(V)  Unmarketable Parcels

The Company may procure the disposal of Shares where the member holds less than a marketable parcel of
Shares within the meaning of the Listing Rules (being a parcel of shares with a market value of less than $500).
To invoke this procedure, the Directors must first give notice to the relevant member holding less than a
marketable parcel of Shares, who may then elect not to have his or her Shares sold by notifying the Directors.

(vi) Changes to the Constitution

The Company's Constitution can only be amended by a special resolution passed by at least three quarters of the
members present and voting at a general meeting of the Company. At least 28 days written notice specifying the
intention to propose the resolution as a special resolution must be given.
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12. RESERVES
(@) Reserves
Foreign currency translation reserve (Note 12 (d) & (e)) 94,859 94,859

(b) Movements in Options for Years ended 30 June 2011 and 30 June 2010 were as follows:

Details Number of Number of
$0.05 Listed $1.00 Unlisted
Options Options
1 July 2009 Opening Balance - 1,400,000 350,700
31 Dec 2009 Expiry of $1.00 unlisted options - (1,400,000) (350,700)

30 June 2010 Closing Balance - - -

22 Dec 2010 Issue of Options” 20,257,500 - -
16 Feb 2011 Issue of Options1 165,339,903 - -
09 Mar 2011 Exercise of Options (104,573) - -
27 May 2011 Exercise of Options (3,750) - -
30 June 2011 Closing Balance 185,489,080 - -
Notes:
! Fzrgtje-oallttaching options issued on basis of 1 option for every 2 shares subscribed for per the prospectus dated 14 December

(c) Terms and Conditions of Listed Options
The Listed Options are granted based upon the following terms and conditions:
e each Listed Option entitles the holder to subscribe for one Share upon exercise of each Listed Option;
e the exercise price of each Listed Option is $0.05;
e each Listed Option has an expiry date of 31 December 2014;
e the Listed Options are exercisable at any time prior to the Expiry Date;
e Shares issued on exercise of the Listed Options rank equally with the then shares of the Company;

e application will be made by the Company to ASX for official quotation of the Shares issued upon the
exercise of the Listed Options;

e if there is any reconstruction of the issued share capital of the Company, the rights of the Optionholders
may be varied to comply with the ASX Listing Rules which apply to the reconstruction at the time of the
reconstruction;

e application for quotation of the Listed Options will be made by the Company; and

e the Listed Options are transferable.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

12. RESERVES (Continued)

(d) Movements in the Foreign Currency Translation Reserve for Years ended 30 June 2011
and 30 June 2010 were as follows:

$ $
Balance at the beginning of year 94,859 94,509
Foreign currency translation — continuing operations - 350
Balance at end of year 94,859 94,859

(e) Nature and Purpose of Reserves

(i)  Foreign Currency Translation Reserve

The foreign currency translation reserve is used to record exchange differences arising from the translation of the
financial statements of foreign subsidiaries.

13. FRANKING ACCOUNT

In respect to the payment of dividends (if any) by the Company in subsequent financial years, no franking credits
are currently available, or are likely to become available in the next 12 months.

14. KEY MANAGEMENT PERSONNEL DISCLOSURES
(a) Details of Key Management Personnel
The Key Management Personnel of the Group during or since the end of the financial year were as follows:

Non-Executive Directors

Mr lan Middlemas Non-Executive Chairman
Mr David Cruse Non-Executive Director
Mr Mark Pearce Non-Executive Director and Company Secretary

Unless otherwise disclosed, the KMP held their position from 1 July until the date of this report.

(b) Key Management Personnel Compensation

Company and Consolidated

Short-term employee benefits 66,000 66,000
Post-employment benefits 4,252 4,590

Share based payments - -

Total compensation 70,252 70,590




(c) Optionholdings of Key Management Personnel

lan Middlemas

Granted as
Remuner-
July 2010 ation

# *#)

Held at 1

Options ,
Exercised Purchases

#) *#)

Held at
30 June
2011

*#)

SSEY

" LIMITED

Vested and

exercisable

at 30 June
2011

*#)

- - - 10,100,000 10,100,000 10,100,000

David Cruse - - - 3,869,013 3,869,013 3,869,013
Mark Pearce - - - 4,004,000 4,004,000 4,004,000
- - - 17,973,013 17,973,013 17,973,013

lan Middlemas

Granted as
Remuner-
ation

#)

Held at 1
July 2009

Net Change
Other

Options
Exercised

#)

Held at
30 June
2010

#)

Vested and

exercisable

at 30 June
2010

#)

David Cruse

Mark Pearce *

250,000 -

- (250,000)

250,000 -

(250,000)

Notes:

! 250,000 unlisted options exercisable at $1.00 expired on 31 December 2009.
% These $0.05 Listed Options were subscribed for by the Directors on terms no more favourable than to other unrelated parties.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

14. KEY MANAGEMENT PERSONNEL DISCLOSURES (Continued)

(d) Shareholdings of Key Management Personnel

Purchases®

Granted Net Change Held at
Other 30 June
Held at

1 July 2010 #) (€]

lan Middlemas 2,900,000 - - 20,200,000 - 23,100,000
David Cruse 2 453,000 - - 5,158,028  2,502,500° 8,113,528
Mark Pearce 1,016,000 - 8,008,000 - 9,024,000

4,369,000 - 33,366,028 2,502,500 40,237,528

Granted

Purchases®

Net Change Held at

Other 30 June

Held at
1 July 2009 #) G (#)

lan Middlemas 2,900,000 - - - - 2,900,000
David Cruse 453,000 - - - - 453,000
Mark Pearce 1,016,000 - - - - 1,016,000

4,369,000 - - - - 4,369,000

Note:

! These Shares were subscribed for by the Directors on terms no more favourable than to other unrelated parties.

2 These Shares were issued through the conversion of unsecured convertible notes following shareholder approval on terms no
more favourable than to other unrelated parties.

(e) Convertible Notes holdings of Key Management Personnel

Net Change
Other *
Held at Held at
1 July 2010 Granted SEIES (€] 30 June 2011
David Cruse 77,000 - - (77,000) -
77,000 - - (77,000) -
Net Change
Other
Held at Held at
1 July 2009 Granted (€] 30 June 2010
David Cruse 77,000 - - 77,000
77,000 - - 77,000
Notes:

! These convertible notes were converted to shares following shareholder approval on terms no more favourable than to other
unrelated parties.

(f) Loans to Key Management Personnel

There were no loans made to any key management personnel during the year ended 30 June 2011 (2010: Nil).
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(g) Other Transactions

Apollo Group Pty Ltd, a company of which Mr Mark Pearce is a Director and beneficial shareholder, was
paid/payable $180,000 (2010: $180,000) for the provision of serviced office facilities and administration services.
The amount is based on a monthly retainer due and payable in advance and is able to be terminated by either
party with one month's notice. This item has been recognised as an expense in the Profit and loss statement.
The balance payable to Apollo Group Pty Ltd included in the statement of financial position at 30 June 2011 is $nil
(2010: $296,500).

15. CONTROLLED ENTITIES

All controlled entities are included in the consolidated financial statements. The parent entity does not guarantee
to pay the deficiency of its controlled entities in the event of a winding up of any controlled entity. The financial
year-end of the controlled entities is the same as that of the parent entity.

Name of Controlled Entity Place of % of Shares % of Shares

Incorporation held 2011 held 2010
OEL E&P (USA), Inc® USA 100 100

The abovenamed investment in controlled entity has a carrying value at balance date of nil.
(a) Incorporated on 24 June 2008.

16. RELATED PARTIES
Transactions with Related Parties in the Consolidated Group

The consolidated group consists of Odyssey Energy Limited (the ultimate parent entity in the wholly owned group)
and its controlled entities (see Note 15).

Odyssey Energy Limited entered into the following transactions during the year with related parties in the wholly
owned group:

()  Entity Name
e OEL E&P (USA), Inc

(i)  Terms and Conditions:
The loans to controlled entities were undertaken on commercial terms and conditions, except that:
o there is no fixed time for repayment of loans between the parties; and
0 no interest is payable on the loans.
Remuneration of Key Management Personnel is disclosed in Note 14(b) and the Remuneration Report
section of the Directors Report.

Equity holdings of Key Management Personnel are disclosed in Notes 14(c) and 14(d).

17. REMUNERATION OF AUDITORS

Amounts received or due and receivable by Deloitte Touche Tohmatsu for

an audit or review of the financial report of the Company 19,880 12,400

Amounts received or due and receivable by PKF Chartered Accountants for

an audit or review of the financial report of the Company - 6,500

Total Auditor's Remuneration 19,880 18,900
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011
(Continued)

18. SEGMENT INFORMATION

The Consolidated Entity operates in one segment, being the resources sector in the United States of America.
This is the basis on which internal reports are provided to the Directors for assessing performance and
determining the allocation of resources within the Consolidated Entity.

19. EARNINGS PER SHARE

(@) Basic Profit/(Loss) per Share
From continuing operations (0.25) (11.75)

Total basic profit/(loss) per share (0.25) (11.75)

(b) Diluted Profit/(Loss) per Share
From continuing operations (0.25) (11.75)
Total diluted profit/(loss) per share (0.25) (11.75)

The following reflects the income and share data used in the calculations of basic and diluted earnings per share:

Consolidated

2011 2010
$ $

Net loss used in calculating basic and diluted earnings per share (609,638) (6,835,137)

Number of Number of
SUEIES SHEES
2011 2010

Weighted average number of ordinary shares and potential ordinary shares 248,393,411 58,158,799
used in calculating basic earnings per share

Effect of dilutive securities (see below) - -

Adjusted weighted average number of ordinary shares and potential 248,393,411 58,158,799
ordinary shares used in calculating basic and diluted earnings per share

(c)  Non-dilutive Securities

As at balance date, 185,489,080 listed options (which represent 185,489,080 potential ordinary shares) were not
dilutive as they would decrease the loss per share.

(d) Conversions, Calls, Subscriptions or Issues after 30 June 2011

Nil.
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20. STATEMENT OF CASH FLOWS
(@) Reconciliation of Net Loss After Income Tax Expense to Net
Cash Outflow from Operating Activities
Net loss after income tax expense (609,638) (6,835,137)
Adjustment for non-cash income and expense items
Impairment of investments available for sale 247,500 6,187,500
Non-cash settlement of interest expense - 64,779
Loss on extinguishment of financial liability 6,867 -
Depreciation 307 793
Movement in foreign exchange (gain)/loss related to translation of liability (87,950) (8,492)
Changes in assets and liabilities
Change in receivables 8,200 (16,856)
Change in payables (680,117) 326,612
Net cash outflow from operating activities (1,114,831) (280,801)

(b) Reconciliation of Cash Assets

Cash at bank and on hand 2,353,959 22,596

(c) Credit Standby Arrangements
At balance date, the Company had no used or unused financing facilities.
(d) Non-cash financing and investing activities

During the current year, the Company entered into the following non-cash investing and financing activities which
are not reflected in the consolidated statement of cash flows:

e Conversion of convertible notes with a face value of approximately $2.05 million into 102,494,993 shares
together with 51,247,498 options. The options are exercisable at $0.05 on or before 31 December 2014.
(refer note 10).

o Issue of 5,500,000 shares in lieu of payment to a creditor (refer note 3(e)).

During the 2010 year, the Company entered into the following non-cash investing and financing activities which
are not reflected in the consolidated statement of cash flows:

¢ Interest payment on Convertible notes was made by issue of shares.
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FOR THE YEAR ENDED 30 JUNE 2011

(Continued)
2011 2010

Notes $ $
21. PARENT ENTITY DISCLOSURES
(&) Financial Position
Assets
Current Assets 2,385,286 62,123
Non-Current Assets 441,228 689,035
Total Assets 2,826,514 751,158
Liabilities
Current Liabilities 39,539 4,906,639
Total Liabilities 39,539 4,906,639
Equity
Contributed equity 25,875,382 18,323,288
Accumulated losses (23,088,407) (22,478,769)
Total Equity 2,786,975  (4,155,481)
(b) Financial Performance
Loss for the year (609,638) (6,837,272)
Total comprehensive income (609,638) (6,837,272)

22.  FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

(&) Overview

The Group's principal financial instruments comprise available for sale financial assets, receivables, payables,
cash and short-term deposits. The main risks arising from the Group's financial instruments are interest rate risk,
equity price risk, foreign currency risk, credit risk and liquidity risk.

This note presents information about the Group's exposure to each of the above risks, its objectives, policies and
processes for measuring and managing risk, and the management of capital. Other than as disclosed, there have
been no significant changes since the previous financial year to the exposure or management of these risks.
Further quantitative disclosures are included throughout this financial report.

The Board of Directors has overall responsibility for the establishment and oversight of the risk management
framework. Given the nature and size of the business, no formal risk management committees have been
established, however responsibility for control and risk management is delegated to the appropriate level of
management with the chief executive officer and chief financial officer (or their equivalent) having ultimate
responsibility to the Board for the risk management and control framework.

Risk management policies are established to identify and analyse the risks faced by the Company, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Company's activities.
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(&) Overview (Continued)
Arrangements put in place by the Board to monitor risk management include monthly reporting to the Board in
respect of the operations and financial position of the Company and Group. The Board also reviews risks that
relate to operations and financial instruments as required, but at least every six months.
Given the uncertainty as to the timing and amount of cash inflows and outflows, the Company has not
implemented any additional strategies to mitigate the financial risks and no hedging has been put in place. As the

Company's operations change, the Directors will review this policy periodically going forward.

The Company's policy is that no trading in financial instruments shall be undertaken for the purposes of making
speculative gains.

The Company currently does not engage in any hedging or derivative transactions to manage market risk.

Due to the changes in the global economy there has been a significant decline in the value of available for sale
financial assets.

(b) Credit Risk

Credit risk is the risk of financial loss to the Company or Group if a customer or counterparty to a financial
instrument fails to meet its contractual obligations. This arises principally from cash and cash equivalents, and
trade and other receivables.

There are no significant concentrations of credit risk within the Consolidated Entity. The carrying amount of the
Consolidated Entity's financial assets represents the maximum credit risk exposure, as represented below:

Cash and cash equivalents 20(b) 2,353,959 22,596
Trade and other receivables 5 31,327 39,527
2,385,286 62,123

The Consolidated Entity does not have any significant customers and accordingly does not have any significant
exposure to bad or doubtful debts.

Trade and other receivables comprise trade receivables, interest accrued and GST refunds due. Where possible
the Consolidated Entity trades only with recognised, creditworthy third parties. It is the Consolidated Entity's
policy that, where possible, customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, receivable balances are monitored on an ongoing basis with the result that the
Consolidated Entity's exposure to bad debts is not significant. At 30 June 2011, none (2010: none) of the
Consolidated Entity's receivables are past due.

With respect to credit risk arising from cash and cash equivalents, the Consolidated Entity's exposure to credit risk
arises from default of the counter party, with a maximum exposure equal to the carrying amount of these
instruments.

(c) Liquidity Risk

Liquidity risk is the risk that the Company and Group will not be able to meet its financial obligations as they fall
due. The Board's approach to managing liquidity is to ensure, as far as possible, that the Company will always
have sufficient liquidity to meet its liabilities when due. This is monitored by the preparation of monthly cash flow
reports, and regular forecasts as required but at least every six months.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2011

(Continued)

22.  FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
(c) Liquidity Risk (Continued)

The contractual maturities of financial liabilities, including estimated interest payments, are provided below. There
are no netting arrangements in respect of financial liabilities.

Carrying Contractual | 6 months or 6-12 months | 1-2years 2-5years

Amount cash flows less
$ $ $

2011 — Group

Trade and other payables 39,539 (39,539) (39,539) - - -
2010 — Group

Trade and other payables 1,009,531 (1,009,531) (1,009,531) - - -
Loans and borrowings 940,000 (1,072,208) - (1,072,208) - -
Convertible Notes 2,824,900 (3,015,580) (127,120) (2,888,460) - -

(d)  Currency Risk

(i)  Exposure to currency risk

The Company and the Group are exposed to currency risk on sales, purchases and borrowings that are
denominated in a currency other than the respective functional currencies of the Company and its controlled
entity. The functional currency of the Company is Australian Dollars (AUD) and of its controlled entity is United
States Dollars (USD).

As the Company's loan to its controlled entity is denominated in AUD the Company has not been exposed to
currency risk in respect to this balance. Foreign currency gains/losses recorded by the subsidiary are taken to
foreign currency reserve.

Foreign currency risk also arises on translation of the net assets of the controlled entity into AUD for consolidation
purposes. The foreign currency gains or losses arising from this risk are recorded through the foreign currency
translation reserve.

As a result of activities overseas, the Group's statement of financial position can be affected by movements in
exchange rates.

The Group also has transactional currency exposures. Such exposure arises from sales or purchases
denominated in foreign currencies. The Group currently does not engage in any hedging or derivative
transactions to manage foreign currency risk.

(i)  sensitivity analysis for currency risk

A sensitivity of 10% has been selected as this is considered reasonable given the current level of exchange rates
and the volatility observed both on an historical basis and market expectations for future movement. The year end
USD exchange rate was 1.060 (2010: 0.8567). Had this increased by 10% to 1.166 (2010: 0.9424) consolidated
equity would not have changed (2010: increase of $597) and consolidated loss also would not have changed
(2010: $40,262). Had this decreased by 10% to 0.954 (2010: 0.7710) consolidated equity would not have
changed (2010: decrease of $597) and consolidated loss would also not have changed (2010: $40,262).

There would be no impact on profit or loss arising from changes in the currency risk variables relating to the
Group's activities overseas as all changes in value are taken to a reserve.



(e) Interest Rate Risk

The Group's exposure to the risk of changes in market interest rates relates primarily to the cash and short-term
deposits with a floating interest rate.

These financial assets with variable rates expose the Group to cash flow interest rate risk. All other financial
assets and liabilities, in the form of receivables and payables are non-interest bearing or were fixed interest
bearing (in the case of the convertible notes and the short term borrowing facility).

()  Exposure to interest rate risk

At the reporting date, the interest rate profile of the Group's interest-bearing financial instruments were:

Interest-bearing financial instruments

Cash at bank and on hand (A) 2,353,959 22,596
Loans and borrowings (B) - (940,000)
Convertible notes payable © - (2,824,900)

2,353,959 (3,742,304)

(A) The weighted average interest rate of the Company cash balances was 5.15% (2010: 2.25%) and for other
consolidated cash balances this rate was 5.15% (2010: 2.25%).

(B) At 30 June 2010, the Company had an unsecured loan from an unrelated party. The loan was unsecured,
repayable on 31 December 2010 and had interest payable of 10% per annum on repayment of the full amount.
The loan was repaid on 3 December 2010. (refer Note 10).

© The convertible notes payable had a fixed interest rate of 9% and were repayable on 23 March 2011, if not
redeemed or converted prior to this date. Refer to Note 10 for further details of terms and conditions. These
were repaid on 23 March 2011.

The Group currently does not engage in any hedging or derivative transactions to manage interest rate risk.

(i)  cash flow sensitivity analysis for variable rate instruments

A sensitivity of 20% has been selected as this is considered reasonable given the current level of both short term
and long term interest rates. A 20% movement in interest rates at the reporting date would have increased
(decreased) equity and profit and loss by the amounts shown below. This analysis assumes that all other
variables, in particular foreign currency rates, remain constant. The analysis is performed on the same basis for

2010.
Profit or loss Equity
20% 20% 20% 20%
increase decrease increase decrease

2011

Group

Cash and cash equivalents 24,231 (24,231) 24,231 (24,231)

2010

Group

Cash and cash equivalents 121 (121) 121 (121)
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(Continued)

21. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
) Commodity Price Risk

The Group is exposed to commodity price risk. These commodity prices can be volatile and are influenced by
factors beyond the Group's control. As the Group is currently engaged in exploration and business development
activities, no sales of commaodities are forecast for the next 12 months, and accordingly, no hedging or derivative
transactions have been used to manage commodity price risk.

(@) Equity Price Risk
()  Exposure to equity price risk

The Company is exposed to equity price risk arising from its equity investment in Marion Energy Limited (Marion).
The equity investment is currently held for strategic rather than trading purposes. The Company does not actively
trade these investments and no hedging or derivative transactions have been used to manage equity price risk.

The Company holds 27.5 million shares in Marion which are listed on the ASX (under the code of MAE). Marion
has recently announced that it has scaled back its operations pending the outcome of a major corporate
restructuring. It is expected that the result of its restructuring and operating activities, and its ability to continue to
refinance its debt, will impact on the price at which Marion Energy's shares trade on the ASX. With respect to
equity price risk arising from the Company's equity investments, the maximum exposure is equal to the carrying
amount of the Company's equity investments.

The Company's investment is classified as available-for-sale and is carried at fair value. The Directors have
determined the fair value to be $440,000, based on the market value for the company's shares traded on the
ASX. A deferred tax asset has not been recognised in respect of this investment (refer Note 4).

(i)  Sensitivity analysis for equity price risk

The sensitivity analyses below have been determined based on the exposure to equity price risks at the reporting
date, which has been determined based on recent movements in the price of the underlying financial assets. At
reporting date, if the equity prices had been 100% higher or lower (2010: 100%):

e net loss for the year ended 30 June 2011 would increase/decrease by $440,000 (2010: $687,500) as
although the equity investments are classified as available for sale and no investments were
disposed of the directors have treated the movement in value as being an impairment; and

e equity reserves would increase/decrease by $440,000 (2010: $687,500) for the Company as a result
of the changes in fair value of available for sale investments.

(h)  Fair Value

The net fair value of financial assets and financial liabilities approximate their carrying value. The methods for
estimating fair values are outlined in the relevant notes to the Financial Statements. In the current and in the
comparative period, the securities were measured at fair value by direct reference to quoted market
prices, in an active market.

(1) Capital Management

The Board's policy is to maintain a suitable capital base so as to maintain investor, creditor and market
confidence and to sustain future development of the business. Given the stage of development of the Company,
the Board's objective is to minimise debt going forward and to raise funds as required through the issue of new
shares. However, the Board will undertake short term borrowings to provide temporary funding where appropriate.
The Company is currently examining new business opportunities where acquisition/working capital requirements
of a new project may involve additional funding in some format (which may include debt, where appropriate).

There were no changes in the Company's approach to capital management during the year. The Company is not
subject to externally imposed capital requirements.
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23.  COMMITMENTS AND CONTINGENCIES
(@ Commitments

The Group has no commitments for expenditure. However, it should be noted that the Group intends to conduct
exploration and appraisal activities on its oil and gas leases.

(b) Contingencies

At balance date the Group has no contingent assets or liabilities.
24,  SHARE BASED PAYMENTS

(@) Recognised Share-Based Payment Expense

From time to time, the Group provides incentive options to officers, employees, consultants and other key
advisors as part of remuneration and incentive arrangements. The number of options granted, and the terms of
the options granted are determined by the Board. Shareholder approval is sought where required. During the
2011 year the only share based payment transaction was for the extinguishment of a creditor (refer to Note 3(e)).

25.  SUBSEQUENT EVENTS

e The Company holds 27,500,000 fully paid ordinary shares in Marion Energy Limited (“Marion”), which
is listed on the ASX under the code MAE. Marion’s share price at 30 June 2011 was 1.6 cents per
share (for a fair value of $440,000). As at 19 September 2011, Marion’s share price had decreased to
0.8 cents per share (for a fair value of $220,000), representing a decrease of $220,000 in the fair
value of the Marion shares. Any decrease in the fair value of the Marion shares will be taken to a
reserve, unless it is determined to be an impairment, in which case it will be taken to the profit and
loss, in future reporting periods.

Other than as disclosed above, as at the date of this report there are no matters or circumstances which have
arisen since 30 June 2011 that have significantly affected or may significantly affect:

e the operations, in financial years subsequent to 30 June 2011, of the Company or Consolidated
Entity;

e the results of those operations, in financials years subsequent to 30 June 2011, of the Company or
Consolidated Entity; or

e the state of affairs, in financial years subsequent to 30 June 2011, of the Company or Consolidated
Entity.
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DIRECTORS' DECLARATION

In accordance with a resolution of the directors of Odyssey Energy Limited:
1. In the opinion of the directors:

(a) the attached financial statements, notes and the additional disclosures included in the directors'
report designated as audited, are in accordance with the Corporations Act 2001, including:

0] section 296 (compliance with accounting standards and Corporations Regulations 2001);
and

(i) section 297 (gives a true and fair view of the financial position as at 30 June 2011 and of the
performance for the year ended on that date of the Group); and

(b) there are reasonable grounds to believe that the Company will be able to pay its debts as and when
they become due and payable.

2. The attached financial statements are in compliance with International Financial Reporting Standards, as
stated in note 1 to the financial statements.

3. The Directors have been given a declaration required by section 295A of the Corporations Act 2001 for the
financial year ended 30 June 2011.

On behalf of the Board

IAN MIDDLEMAS

Director

Perth, 20 September 2011
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Independent Auditor’s Report
to the members of Odyssey Energy
Limited

Report on the Financial Report

We have audited the accompanying financial report of Odyssey Energy Limited, which comprises the statement of
financial position as at 30 June 2011, the statement of comprehensive income, the statement of cash flows and the
statement of changes in equity for the year ended on that date, notes comprising a summary of significant
accounting policies and other explanatory information, 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 as set out on pages 14 to 52.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation of the financial report that gives a true and fair
view in accordance with Australian Accounting Standards and the Corporations Act 2001 and for such internal
control as the directors determine is necessary to enable the preparation of the financial report that is free from
material misstatement, whether due to fraud or error. In Note 1b, the directors also state, in accordance with
Accounting Standard AASB 101 Presentation of Financial Statements, that the consolidated 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. Those 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 of the financial report that gives a true
and fair view, 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.

Liability limited by a scheme approved under Professional Standards Legislation.

Member of Deloitte Touche Tohmatsu Limited
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Auditor’s Independence Declaration

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, which has been given to the
directors of Odyssey Energy Limited, would be in the same terms if given to the directors as at the time of this
auditor’s report.

Opinion

In our opinion:

(a) the financial report of Odyssey Energy 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 2011 and of its
performance for the year ended on that date; and

(i) complying with Australian Accounting Standards and the Corporations Regulations 2001; and

(b) the consolidated financial statements also comply with International Financial Reporting Standards as
disclosed in Note 1b.

Report on the Remuneration Report

We have audited the Remuneration Report included in pages 7 to 11 of the directors’ report for the year ended 30
June 2011. 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.

Opinion

In our opinion the Remuneration Report of Odyssey Energy Limited for the year ended 30 June 2011, complies
with section 300A of the Corporations Act 2001.

lolode Toude Tohmads

DELOITTE TOUCHE TOHMATSU

(e

Conley Manifis

Partner

Chartered Accountants
Perth, 20 September 2011
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L‘i ODYSSEY
CORPORATE GOVERNANCE STATEMENT

The Board of Directors of Odyssey Energy Limited is responsible for its corporate governance, that is, the system
by which the Group is managed.

1. Board of Directors
1.1 Role of the Board and Management

The Board represents shareholders’ interests in continuing a successful business, which seeks to optimise
medium to long-term financial gains for shareholders. By not focusing on short-term gains for shareholders, the
Board believes that this will ultimately result in the interests of all stakeholders being appropriately addressed
when making business decisions.

The Board is responsible for ensuring that the Group is managed in such a way to best achieve this desired
result. Given the current size and operations of the business, the Board currently undertakes an active, not
passive role.

The Board is responsible for evaluating and setting the strategic directions for the Group, establishing goals for
management and monitoring the achievement of these goals. The Board is also responsible for the day-to-day
management of the Group.

The Board has sole responsibility for the following:

. Appointing and removing the Managing Director and any other executives and approving their
remuneration;

. Appointing and removing the Company Secretary / Chief Financial Officer and approving their
remuneration;

. Determining the strategic direction of the Group and measuring performance of management against
approved strategies;

. Review of the adequacy of resources for management to properly carry out approved strategies and
business plans;

. Adopting operating and capital expenditure budgets at the commencement of each financial year and

monitoring the progress by both financial and non-financial key performance indicators;
Monitoring the Group’s medium term capital and cash flow requirements;

. Approving and monitoring financial and other reporting to regulatory bodies, shareholders and other
organisations;
Determining that satisfactory arrangements are in place for auditing the Group’s financial affairs;
Review and ratify systems of risk management and internal compliance and control, codes of conduct
and compliance with legislative requirements; and

. Ensuring that policies and compliance systems consistent with the Group’s objectives and best practice
are in place and that the Company and its officers act legally, ethically and responsibly on all matters.

The Board’s role and the Group’s corporate governance practices are being continually reviewed and improved
as required.

1.2  Composition of the Board and New Appointments

The Company currently has the following Board members:

. Mr lan Middlemas Non-Executive Chairman
Mr Mark Pearce Non-Executive Director
Mr David Cruse Non-Executive Director

Details of the directors, including their qualifications, experience and date of appointment are set out in the
Directors’ Report.

The Company’s Constitution provides that the number of directors shall not be less than three and not more than
ten. There is no requirement for any share holding qualification.

The Board has assessed the independence status of the directors and has determined that there are two
independent directors, being Messrs Middlemas and Cruse.
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CORPORATE GOVERNANCE STATEMENT
(Continued)

The Board has followed the ASX Corporate Governance Principles and Recommendations when assessing the
independence of the directors which define an independent director to be a director who:

. is non-executive;

. is not a substantial shareholder of the Company or an officer of, or otherwise associated, directly or
indirectly, with a substantial shareholder of the Company;

. has not within the last three years been employed in an executive capacity by the Company or another
Group member, or been a director after ceasing to hold such employment;

. within the last three years has not been a principal or employee of a material professional adviser or a
material consultant to the Company or another Group member;

. is not a significant supplier or customer of the Company or another Group member, or an officer of or
otherwise associated, directly or indirectly, with a significant supplier or customer;

. has no material contractual relationship with the Company or another Group member other than as a
director of the Company; and

. is free from any interest and any business or other relationship which could, or could reasonably be

perceived to, materially interfere with the director’s ability to act in the best interests of the Company.

Materiality for these purposes is determined on both quantitative and qualitative bases. An amount which is
greater than five percent of either the net assets of the Company or an individual director's net worth is
considered material for these purposes.

The Board considers that the Company is not currently of a size, nor are its affairs of such complexity to justify the
appointment and further expense of additional independent Non-Executive Directors. The Board believes that the
individuals on the Board can make, and do make, quality and independent judgments in the best interests of the
Company on all relevant issues.

If the Group’s activities increase in size, nature and scope, the size of the Board will be reviewed periodically to
determine the optimum number of directors required for the Board to properly perform its responsibilities and
functions.

The membership of the Board, its activities and composition is subject to periodic review. The criteria for
determining the identification and appointment of a suitable candidate for the Board shall include quality of the
individual, background of experience and achievement, compatibility with other Board members, credibility within
the Group’s scope of activities, intellectual ability to contribute to the Board duties and physical ability to
undertake the Board duties and responsibilities.

Directors are initially appointed by the full Board subject to election by shareholders at the next annual general
meeting. Under the Company’s Constitution the tenure of directors (other than managing director, and only one
managing director where the position is jointly held) is subject to reappointment by shareholders not later than the
third anniversary following his last appointment. Subject to the requirements of the Corporations Act 2001, the
Board does not subscribe to the principle of retirement age and there is no maximum period of service as a
director. A managing director may be appointed for any period and on any terms the directors think fit and, subject
to the terms of any agreement entered into, the Board may revoke any appointment.

1.3  Committees of the Board
The Board considers that the Group is not currently of a size, nor are its affairs of such complexity to justify the
formation of separate or special committees at this time. The Board as a whole is able to address the

governance aspects of the full scope of the Group’s activities and to ensure that it adheres to appropriate ethical
standards.

The Board has also established a framework for the management of the Group including a system of internal
controls, a business risk management process and the establishment of appropriate ethical standards

56



ENERGY LIMITED

N
&) QDYSSEY

The full Board currently holds meetings at such times as may be necessary to address any general or specific
matters as required.

If the Group’s activities increase in size, scope and nature, the appointment of separate or special committees
will be reviewed by the Board and implemented if appropriate.

1.4  Conflicts of Interest

In accordance with the Corporations Act 2001 and the Company’s Constitution, Directors must keep the Board
advised, on an ongoing basis, of any interest that could potentially conflict with those of the Group. Where the
Board believes that a significant conflict exists the Director concerned does not receive the relevant board papers
and is not present at the meeting whilst the item is considered.

1.5  Independent Professional Advice

The Board has determined that individual Directors have the right in connection with their duties and
responsibilities as Directors, to seek independent professional advice at the Group’s expense. The engagement
of an outside adviser is subject to prior approval of the Chairman and this will not be withheld unreasonably. If
appropriate, any advice so received will be made available to all Board members.

2. Ethical Standards

The Board acknowledges the need for continued maintenance of the highest standard of corporate governance
practice and ethical conduct by all Directors and employees of the Group.

21 Code of Conduct for Directors
The Board has adopted a Code of Conduct for Directors to promote ethical and responsible decision-making by
the Directors. The code is based on a code of conduct for Directors prepared by the Australian Institute of

Company Directors.

The principles of the code are:

. A director must act honestly, in good faith and in the best interests of the Company as a whole.

. A director has a duty to use due care and diligence in fulfilling the functions of office and exercising the
powers attached to that office.

. A director must use the powers of office for a proper purpose, in the best interests of the Company as a
whole.

. A director must recognise that the primary responsibility is to the Company’s shareholders as a whole

but should, where appropriate, have regard for the interest of all stakeholders of the Company.
A director must not make improper use of information acquired as a director.
A director must not take improper advantage of the position of director.

. A director must not allow personal interests, or the interests of any associated person, to conflict with the
interests of the Company.

. A director has an obligation to be independent in judgment and actions and to take all reasonable steps
to be satisfied as to the soundness of all decisions taken as a Board.

. Confidential information received by a director in the course of the exercise of directorial duties remains

the property of the Company and it is improper to disclose it, or allow it to be disclosed, unless that
disclosure has been authorised by the Company, or the person from whom the information is provided,
or is required by law.
A director should not engage in conduct likely to bring discredit upon the Company.

. A director has an obligation at all times, to comply with the spirit, as well as the letter of the law and with
the principles of the Code.

The principles are supported by guidelines as set out by the Australian Institute of Company Directors for their
interpretation. Directors are also obliged to comply with the Company’s Code of Ethics and Conduct, as outlined
below.
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2. Ethical Standards (Continued)
2.2  Code of Ethics and Conduct

The Group has implemented a Code of Ethics and Conduct, which provides guidelines aimed at maintaining high
ethical standards, corporate behaviour and accountability within the Group.

All employees and directors are expected to:

respect the law and act in accordance with it;

respect confidentiality and not misuse Group information, assets or facilities;

value and maintain professionalism;

avoid real or perceived conflicts of interest;

act in the best interests of shareholders;

by their actions contribute to the Group’s reputation as a good corporate citizen which seeks the respect

of the community and environment in which it operates;

perform their duties in ways that minimise environmental impacts and maximise workplace safety;

. exercise fairness, courtesy, respect, consideration and sensitivity in all dealings within their workplace
and with customers, suppliers and the public generally; and

. act with honesty, integrity, decency and responsibility at all times.

An employee that breaches the Code of Ethics and Conduct may face disciplinary action. If an employee
suspects that a breach of the Code of Ethics and Conduct has occurred or will occur, he or she must report that
breach to management. No employee will be disadvantaged or prejudiced if he or she reports in good faith a
suspected breach. All reports will be acted upon and kept confidential.

2.3  Dealings in Company Securities

The Group’s Securities Trading Policy imposes trading restrictions on when KMP and other employees of the
Group may deal in the Company’s securities, in order to reduce the risk of insider trading.

The Securities Trading Policy prohibits KMP and other employees from dealing in the Company’s securities if he
or she has information that he or she knows, or ought to reasonably know, is inside information. ‘Inside
information’ is information that is not generally available and if it were generally available, a reasonable person
would expect it to have a material effect on the price or value of the Company’s securities.

The Securities Trading Policy also provides prescribed closed periods during which KMP are prohibited from
dealing in the Company’s securities (subject to certain limited exceptions). The ‘closed periods’ are based around
the release of material information including results from feasibility studies, exploration and corporate activities.

In addition, if an employee (including a KMP) has information that he or she knows, or ought reasonably to know,
is inside information, the employee must not directly or indirectly communicate that information to another person
if he or she knows, or ought reasonably to know, that the other person would or would be likely to deal in the
Company’s securities or procure another person to deal in the Company’s securities. This prohibition applies
regardless of how the employee learns the information (e.g. even if the employee overhears it or is told in a social
setting).

KMP must obtain written clearance from an approving officer at least 2 business days prior when a KMP intends
to deal in Company securities. KMP must then notify the Company Secretary of any dealings in the Company’s
securities within 2 business days of such deal occurring.

The Company also prohibits KMP entering into arrangements to limit their exposure to Company securities
granted as part of the KMP’s remuneration package.

Breaches of this policy will be subject to disciplinary action, including dismissal in serious cases.

These restrictions have been developed having regard to the current nature of the Company’s activities, being
exploration and appraisal rather than production. Should the nature of the Company’s activities change, then the
policy may be amended to restrict trading of securities during certain periods prior to the release of financial and
operating results.
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2.4 Interests of Other Stakeholders

The Group’s objective is to leverage into resource projects to provide a solid base in the future from which the
Group can build its resource business and create wealth for shareholders. The Group’s operations are subject to
various environmental laws and regulations under the relevant government’s legislation. Full compliance with
these laws and regulations is regarded as a minimum standard for the Group to achieve.

To assist in meeting its objective, the Group conducts its business within the Code of Ethics and Conduct, as
outlined in 2.2 above.

3. Disclosure of Information

3.1 Continuous Disclosure to ASX

The continuous disclosure policy requires all executives and Directors to inform the Chairman or in their absence
the Company Secretary of any potentially material information as soon as practicable after they become aware of
that information.

Information is material if it is likely that the information would influence investors who commonly acquire securities
on ASX in deciding whether to buy, sell or hold the Company’s securities.

Information need not be disclosed if:

a) It is not material and a reasonable person would not expect the information to be disclosed, or it is
material but due to a specific valid commercial reason is not to be disclosed; and

b) The information is confidential; or

C) One of the following applies:

i It would breach a law or regulation to disclose the information;
ii. The information concerns an incomplete proposal or negotiation;
iii. The information comprises matters of supposition or is insufficiently definite to warrant

disclosure;

iv. The information is generated for internal management purposes;

V. The information is a trade secret;

Vi. It would breach a material term of an agreement, to which the Group is a party, to disclose the
information;

Vii. The information is scientific data that release of which may benefit the Group’s potential
competitors.

The Chairman and Company Secretary are responsible for interpreting and monitoring the Group’s disclosure
policy and where necessary informing the Board. The Company Secretary is responsible for all communications
with ASX.

3.2  Communication with Shareholders
The Group places considerable importance on effective communications with shareholders.

The Group’s communication strategy requires communication with shareholders and other stakeholders in an
open, regular and timely manner so that the market has sufficient information to make informed investment
decisions on the operations and results of the Group. The strategy provides for the use of systems that ensure a
regular and timely release of information about the Group is provided to shareholders. Mechanisms employed

include:

. Announcements lodged with ASX;

. ASX Quarterly Cash Flow Reports;

. Half Yearly Report;

. Presentations at the Annual General Meeting/General Meetings; and
. Annual Report.

The Board encourages full participation of shareholders at the Annual General Meeting to ensure a high level of
accountability and understanding of the Group’s strategy and goals.

The Group also posts all reports, ASX and media releases and copies of significant business presentations on the
Company’s website.
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4. Risk Management and Internal Control

4.1  Approach to Risk Management and Internal Control

The identification and effective management of risk, including calculated risk-taking, is viewed as an essential part
of the Group's approach to creating long-term shareholder value.

The Group operates a standardised risk management process that provides a consistent framework for the
identification, assessment, monitoring and management of material business risks. This process is based on the
Australian/New Zealand Standard for Risk Management (AS/NZS 4360 Risk Management) and the Committee of
Sponsoring Organisations of the US Treadway Commission (COSO) control framework for enterprise risk
management.

Strategic and operational risks are reviewed at least annually as part of the annual strategic planning, business
planning, forecasting and budgeting process.

The Group has developed a series of operational risks which the Group believes to be inherent in the industry in
which the Group operates having regard to the Group’s circumstances (including financial resources, prospects
and size). These include:

fluctuations in commaodity prices and exchange rates;

accuracy of reserve and resource estimates;

reliance on licenses, permits and approvals from governmental authorities;

acquisition of new business opportunities;

ability to obtain additional financing; and

changed operating, market or regulatory environments.

These risk areas are provided here to assist investors to understand better the nature of the risks faced by our
Group and the industry in which the Group operates. They are not necessarily an exhaustive list.

4.2  Risk Management Roles and Responsibilities

The Board is responsible for designing, implementing and reporting on the adequacy of the Group's risk
management and internal control system. Management reports to the Board annually, or more frequently as
required, on the Group’s key risks and the extent to which it believes these risks are being managed.

The Board is responsible for reviewing and approving the Group’s risk management and internal control system
and satisfying itself annually, or more frequently if required, that management has developed and implemented a
sound system of risk management and internal control.

In 2011 the Board reviewed the overall risk profile for the Group and received reports from management on the
effectiveness of the Group’s management of its material business risks.

4.3 Integrity of Financial Reporting

The Board also receives a written assurance from the Chief Executive Officer or equivalent (CEO) and the Chief
Financial Officer or equivalent (CFO) that to the best of their knowledge and belief, the declaration provided by
them in accordance with section 295A of the Corporations Act is founded on a sound system of risk management
and internal control and that the system is operating effectively in relation to financial reporting risks.

The Board notes that due to its nature, internal control assurance from the CEO and CFO can only be reasonable
rather than absolute. This is due to such factors as the need for judgement, the use of testing on a sample basis,
the inherent limitations in internal control and because much of the evidence available is persuasive rather than
conclusive and therefore is not and cannot be designed to detect all weaknesses in control procedures.

4.4  Role of External Auditor
The Group’s practice is to invite the auditor (who now must attend) to attend the annual general meeting and be

available to answer shareholder questions about the conduct of the audit and the preparation and content of the
auditor’s report.
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5. Performance Review

The Board has adopted a self-evaluation process to measure its own performance and the performance of its
committees (if any) during each financial year. Also, an annual review is undertaken in relation to the composition
and skills mix of the directors of the Company.

Arrangements put in place by the Board to monitor the performance of the Group’s executives include:

. a review by the Board of the Group’s financial performance;

. annual performance appraisal meetings incorporating analysis of key performance indicators with each
individual to ensure that the level of reward is aligned with respective responsibilities and individual
contributions made to the success of the Group;

. an analysis of the Group’s prospects and projects; and
a review of feedback obtained from third parties, including advisors.

The Remuneration Report discloses the process for evaluating the performance of senior executives (where
applicable).

In 2011, no executives were employed and accordingly no performance evaluations for senior executives took
place.

6. Remuneration Arrangements

The broad remuneration policy is to ensure that remuneration properly reflects the relevant persons duties and
responsibilities, and that the remuneration is competitive in attracting, retaining and motivating people of the
highest quality. The Board believes that the best way to achieve this objective is to provide Executive Directors
and executives with a remuneration package consisting of fixed components that reflect the person’s
responsibilities, duties and personal performance.

In addition to the above, the Group has developed a limited equity-based remuneration arrangement for key
executives and consultants.

The remuneration of Non-Executive Directors is determined by the Board as a whole having regard to the level of
fees paid to non-executive directors by other companies of similar size in the industry.

The aggregate amount payable to the Company’'s Non-Executive Directors must not exceed the maximum
annual amount approved by the Company’s shareholders.
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COMPLIANCE WITH ASX CORPORATE GOVERNANCE RECOMMENDATIONS

During the 2011 financial year, the Company complied with the ASX Principles and Recommendations other than
in relation to the matters specified below.

Recommendation  Notification of Departure Explanation for Departure
Ref
2.4 A separate Nomination The Board considers that the Company is not currently of a size
Committee has not been to justify the formation of a nomination committee. The Board as
formed. a whole undertakes the process of reviewing the skill base and

experience of existing Directors to enable identification or
attributes required in new Directors. Where appropriate
independent consultants are engaged to identify possible new
candidates for the Board.

41,4.2,4.3 A separate Audit The Board considers that the Company is not of a size, nor are
Committee has not been its financial affairs of such complexity to justify the formation of
formed and there is not an | an audit committee. The Board as a whole undertakes the
Audit Committee selection and proper application of accounting policies, the
operating charter. identification and management of risk and the review of the

operation of the internal control systems.

8.1 There was no separate The Board considers that the Company is not currently of a size,
Remuneration Committee. | nor are its affairs of such complexity to justify the formation of a
remuneration committee. The Board as a whole is responsible
for the remuneration arrangements for Directors and executives
of the Company.

If the Company’s activities increase in size, scope and/or nature,
the appointment of a remuneration committee will be reviewed
by the Board and implemented if appropriate.

As the Company’s activities increase in size, scope and/or nature the Group’s corporate governance principles
will be reviewed by the Board and amended as appropriate.
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The shareholder information set out below was applicable as at 30 September 2011.
1. TWENTY LARGEST SHAREHOLDERS

The names of the twenty largest holders of each class of listed securities are listed below:

Ordinary Shares

No of Percentage of
Ordinary Issued Shares
Shares Held
HSBC Custody Nominees ( Australia) Limited 47,879,899 10.96%
Argonaut Equity Partners Pty Limited 24,859,102 5.69%
Nutsville Pty Ltd 21,246,535 4.87%
Arredo Pty Ltd 21,000,000 4.81%
Minturn Pty Ltd 16,501,397 3.78%
Keil Investment Group Pty Ltd <KEIL INVST P/L KEIL PPF A/C> 12,852,000 2.94%
Reef Investments Pty Ltd <T D NAIRN SUPER FUND A/C> 8,975,000 2.06%
Neven Nikola Botica <BOTICA FAMILY NO1 A/C> 7,600,558 1.74%
Mr Dean Clark <D CLARK FAMILY A/C> 6,643,783 1.52%
Flue Holdings Pty Ltd 6,557,500 1.50%
Ocean View WA Pty Ltd 6,557,500 1.50%
Pata Nominees Pty Ltd <THE LMST MASEL A/C> 6,330,000 1.45%
Mr Mark Pearce + Mrs Natasha Pearce <NMLP FAMILY A/C> 6,000,000 1.37%
Saltwater Group Pty Ltd 5,697,531 1.30%
Nutsville Pty Ltd<INDUST ELECTRIC CO S/F A/C> 5,625,000 1.29%
EGR Management Pty Ltd <RIGG SUPER FUND A/C> 5,450,000 1.25%
AFM Perseus Fund Limited 5,356,530 1.23%
Bouchi Pty Ltd 4,710,000 1.08%
Keil Investments Pty Ltd <THE KEIL PRIV PEN FUND A/C> 4,441,000 1.02%
EGR Investments Pty Ltd 4,050,000 0.93%
Total Top 20 228,333,335 52.29%
Others 208,374,640 47.71
Total Ordinary Shares on Issue 436,707,975 100.00%
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Listed Options

No of Listed Percentage of

Options Listed
Options
HSBC Custody Nominees ( Australia) Limited 23,644,030 12.75%
Argonaut Equity Partners Pty Limited 10,800,682 5.82%
Nutsville Pty Ltd 10,422,964 5.62%
Arredo Pty Ltd 9,750,000 5.26%
Minturn Pty Ltd 8,173,149 4.41%
Keil Investment Group Pty Ltd <KEIL INVST P/L KEIL PPF A/C> 6,212,875 3.35%
Mr Matthew James Sachr 5,000,000 2.70%
Reef Investments Pty Ltd <T D NAIRN SUPER FUND A/C> 4,287,500 2.31%
Neven Nikola Botica <BOTICA FAMILY NO1 A/C> 3,769,259 2.03%
Mr Dean Clark <D CLARK FAMILY A/C> 3,769,259 2.03%
Saltwater Group Pty Ltd 3,753,750 2.02%
Flue Holdings Pty Ltd 3,628,750 1.96%
Ocean View WA Pty Ltd 3,628,750 1.96%
Cantore Pty Ltd < SUPERFUND A/C> 3,126,250 1.69%
Pata Nominees Pty Ltd <THE LMST MASEL A/C> 3,055,000 1.65%
Mr Mark Pearce + Mrs Natasha Pearce <NMLP FAMILY A/C> 3,000,000 1.62%
EGR Management Pty Ltd <RIGG SUPER FUND A/C> 2,675,000 1.44%
AFM Perseus Fund Limited 2,662,755 1.44%
Bouchi Pty Ltd 2,035,000 1.10%
Nutsville Pty Ltd<INDUST ELECTRIC CO S/F A/C> 2,000,000 1.08%
Total Top 20 115,394,973 62.21%
Others 70,094,107 37.79%
Total Ordinary Shares on Issue 185,489,080 100.00%

64



ODYSSEY

ENERGY LIMITED

2. DISTRIBUTION OF EQUITY SECURITIES

Analysis of numbers of shareholders by size of holding:

Ordinary Shares Listed Options

Distribution Number of Number of Number of Number of
Shareholders SHEIES Optionholders $0.05 Listed

Options

1 - 1,000 24 7,707 22 14,359
1,001 - 5,000 67 216,531 75 213,341
5,001 - 10,000 79 650,545 42 327,658
10,001 - 100,000 344 15,417,109 172 6,485,079
More than 100,000 371 420,416,083 162 178,448,643
Totals 885 436,707,975 473 185,489,080

There were 240 holders of less than a marketable parcel of ordinary shares.

3. VOTING RIGHTS

See Note 11 of the Notes to the Financial Statements.

4. SUBSTANTIAL SHAREHOLDERS

As at 30 September 2011, Substantial Shareholder notices have been received from the following:

Substantial Shareholder Number of Shares

City Natural Resources High Yield Trust Plc 41,464,200
Arredo Pty Ltd 23,100,000

5. EXPLORATION/PROJECT INTERESTS

As at 30 September 2011, the Company has an interest in the following project:

Project Net Acreage Odyssey Working
Participation Interest
McClain County Project 1,626 50.0%

6. ON-MARKET BUY BACK

There is currently no on-market buy back program for any of Odyssey Energy Limited's listed securities.
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