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INTERIM FINANCIAL REPORT
FOR THE HALF YEAR ENDED
31 DECEMBER 2009

This interim financial report does not include all the notes of the type normally included in
an annual financial report. Accordingly, this report is to be read in conjunction with the
Annual Report for the period ended 30 June 2009 and any public announcements made by
Key Petroleum Limited during the interim reporting period in accordance with the
continuous disclosure requirements of the Corporations Act 2001.
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KEY PETROLEUM LIMITED
31 DECEMBER 2009
ABN 50 120 580 618

DIRECTORS’ REPORT

Your directors submit their report on the consolidated entity consisting of Key Petroleum Limited
and the entities it controlled at the end of, or during, the half-year ended 31 December 2009.

DIRECTORS

The names of the directors who held office during or since the end of the half-year are:
Edward Ellyard

Kenneth Russell

Dennis Wilkins

Richard O’Shannassy

REVIEW AND RESULTS OF OPERATIONS

A summary of consolidated revenues and results for the half-year by significant segments is set
out below:

2009
Revenues Results
$ $
Australia 73,911 (879,147)
United Kingdom 400,175 (1,316,783)
Tanzania - (1,681,624)
Italy 112 (78,196)
Consolidated entity revenues and loss 474,198 (3,955,750)

During the period under review Key Petroleum Limited moved from being an exploration company
to an oil producer after it acquired Midmar Energy Onshore Limited, a UK company which has
three producing oil wells located in the UK.

The Company realised $400,175 in revenue from its UK assets substantially from oil sales.
Australian revenues were mainly interest income.

The Company has continued exploration work on its prospects in Tanzania and ltaly while
reviewing global opportunities that will provide future growth.

AUDITOR’S INDEPENDENCE DECLARATION
A copy ,of the auditor's independence declaration as required under section 307C of the

Ken Ruésell
Managing Director
Perth, 10 March 2010
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To The Board of Directors

Auditor’s Independence Declaration under Section 307C of the Corporations
Act 2001

This declaration is made in connection with our review of the financial report of Key Petroleum Limited
for the half year ended 31 December 2009 and in accordance with the provisions of the Corporations Act
2001.

We declare that, to the best of our knowledge and belief, there have been:

= no contraventions of the auditor independence requirements of the Corporations Act 2001 in
relation to the review;

= no contraventions of the Code of Professional Conduct of the Institute of Chartered Accountants in

Australia in relation to the review.

Yours faithfully

BENTLEYS RANKO MATIC
Chartered Accountants Director

DATED at PERTH this !U%day of March 2010

Chartered A member of Bentleys, an association of independent accounting firms in Australia.
Accountants The member firms of the Benileys association are affiliated only and not in partnership

NUMBER ONE IN NUMBERS Liability limited by a scheme approved under Professional Standards Legislation

Bentleys

Thinking ahead

Bentleys
Audit & Corporate (WA) Pty Lt
ABN 33 121 222 802

Level 1
12 Kings Park Road
West Perth WA 6005

PO Box 44
West Perth WA 6872

T +61 8 9226 4500
F +61 8 9226 4300

www.bentleys.com.au




KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

FOR THE HALF-YEAR ENDED 31 DECEMBER 2009

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Half-year
2009 2008
$ $
REVENUE FROM CONTINUING OPERATIONS 474,198 790,009
EXPENDITURE
Cost of Goods Sold (207,668)
Depreciation & Amortisation expense (1,122,322) (22,821)
Exploration costs written off (1,681,383) (3,650)
Salaries and employee benefits expense (82,021) (234,974)
Corporate expenditure (730,188) (111,444)
Administration costs (606,317) (209,458)
Share based expense - (50,325)
Share of net loss of associate accounted for using the
equity method (49) (11,320)
Other expenses - -
PROFIT/(LOSS) BEFORE INCOME TAX (3,955,750) 146,017
Income tax benefit / (expense) -
PROFIT/(LOSS) FOR THE HALF-YEAR (3,955,750) 146,017
OTHER COMPREHENSIVE INCOME
Exchange differences on translation of foreign
operations (547,398) 28,238
Other comprehensive income for the period, net of tax (547,398) 28,238
TOTAL COMPREHENSIVE INCOME FOR THE
PERIOD ATTRIBUTABLE TO MEMBERS OF KEY
PETROLEUM LIMITED (4,503,148) 174,255
Basic and diluted earnings per share (cents) (3.27) 0.20

The above consolidated statement of comprehensive income should be read in conjunction with the

accompanying notes.
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2009

CURRENT ASSETS

Cash and cash equivalents
Trade and other receivables
TOTAL CURRENT ASSETS

NON-CURRENT ASSETS

Receivables

Investments accounted for using the equity method
Plant and equipment

Petroleum permits and capitalised exploration costs
Intangible assets

TOTAL NON-CURRENT ASSSETS

TOTAL ASSETS

CURRENT LIABILITIES
Trade and other payables
TOTAL CURRENT LIABILITIES

NON CURRENT LIABILITIES
Abandonment Provision
TOTAL NON CURRENT LIABILITIES

TOTAL LIABILITIES
NET ASSETS

EQUITY

Issued capital
Reserves
Accumulated losses

TOTAL EQUITY

31-Dec 30-Jun
2009 2009
$ $

4,370,063 5,594,855
385,331 150,336
4,755,394 5,745,191
66,233 65,046
503,413 503,462
155,949 134,342
6,283,815 4,587,866
2,891 2,891
7,012,300 5,293,607
11,767,694 11,038,798
208,973 181,819
208,973 181,819
569,533 -

569,533 -
778,506 181,819
10,989,188 10,856,979
24,504,056 19,868,699
(358,711) 188,687
(13,156,157) (9,200,407)
10,989,188 10,856,979

The above consolidated statement of financial position should be read in conjunction with the accompanying

notes.
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

BALANCE AT 1 JULY
2008

Total comprehensive
income for the period

Employee share options
BALANCE AT 31
DECEMBER 2008

BALANCE AT 1 JULY
2009

Total comprehensive
income for the period
Shares issued during the
period

Share issue transaction
costs

BALANCE AT 31
DECEMBER 2009

FOR THE HALF YEAR ENDED 31 DECEMBER 2009

Foreign
Currency
Contributed Options Translation Accumulated
Equity Reserve Reserve Losses Total
$ $ $ $ $

19,868,699 226,232 (11,343) (6,063,452) 14,020,136
- - 28,238 146,017 174,255
- 50,325 - - 50,325
19,868,699 276,557 16,895 (5,917,435) 14,244,716
19,868,699 276,557 (87,870) (9,200,407) 10,856,979
- - (547,398) (3,955,750) (4,503,148)
4,749,307 - - - 4,749,307
(113,950) - - - (113,950)
24,504,056 276,557 (635,268) (13,156,157) 10,989,188

The above consolidated statement of changes in equity should be read in conjunction with the accompanying

notes.
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE HALF-YEAR ENDED 31 DECEMBER 2009

Half-year
Note 2009 2008
$ $
CASH FLOWS FROM OPERATING
ACTIVITIES
Receipts from customers 460,771
Payments to suppliers and employees (1,650,920) (608,902)
Expenditure on mining interests (512,154) (1,490,505)
Interest received 62,341 194,354
Net cash (outflow) from operating (1,905,053)
activities (1,639,962)
CASH FLOWS FROM INVESTING
ACTIVITIES
Payments for purchases of subsidiaries, net
of cash acquired (202,384) -
Payments for plant and equipment (6,079) (48,297)
Net cash (outflow) from investing
activities (208,463) (48,297)
CASH FLOWS FROM FINANCING
ACTIVITIES
Proceeds from issue of ordinary shares and
options 4,635,357 -
Repayment of borrowings/project acquisition 4 (4,001,662) -
Net cash inflow from financing activities 633,695 -
Net decrease in cash and cash equivalents (1,214,730) (1,953,350)
Cash and cash equivalents at the beginning
of the half-year 5,594,855 8,777,786
Effect of exchange rate movement on cash
held in foreign currencies (10,062) 549,188
CASH AND CASH EQUIVALENTS AT THE
END OF THE HALF-YEAR 4,370,063 7,373,624

The above consolidated statement of cash flows should be read in conjunction with the accompanying notes.
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED
31 DECEMBER 2009

NOTE 1: BASIS OF PREPARATION OF THE HALF-YEAR FINANCIAL REPORT

This general purpose financial report for the interim half-year reporting period ended 31 December
2009 has been prepared in accordance with Accounting Standard AASB 134 Interim Financial
Reporting and the Corporations Act 2001.

This interim financial report does not include all the notes of the type normally included in an
annual financial report. Accordingly, this report is to be read in conjunction with the annual report
for the year ended 30 June 2009 and any public announcements made by Key Petroleum Limited
during the interim period in accordance with the continuous disclosure requirements of the
Corporations Act 2001.

The accounting policies adopted are consistent with those of the previous financial year and
corresponding interim reporting period, except as set out below.

Changes in Accounting Policy

Key Petroleum Limited had to change some of its accounting policies as the result of new or
revised accounting standards which become operative for the annual reporting period commencing
on 1 July 2009.

The affected policies and standards are:

e Presentation of financial statements — revised AASB 101 Presentation of Financial Statements.

e Principles of consolidation — revised AASB 127 Consolidated and Separate Financial
Statements and changes made by AASB 2008-7 Amendments to Australian Accounting
Standards — Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate.

e Business combinations — revised AASB 3 Business Combinations.

e Segments — new AASB 8 Operating Segments.

Presentation of financial statements

AASB 101 (revised) prescribes the contents and structure of the financial statements. Changes

reflected in this financial report include:

e The replacement of Income Statement with Statement of Comprehensive Income. Items of
income and expense not recognised in profit or loss are now disclosed as components of ‘other
comprehensive income’. In this regard, such items are no longer reflected as equity movements
in the Statement of Changes in Equity;

e The adoption of the single statement approach to the presentation of the Statement of
Comprehensive Income; and

e Other financial statements are renamed in accordance with the Standard.

Principles of consolidation

AASB 127 (revised) requires the effects of all transactions with non-controlling interests to be
recorded in equity if there is no change in control and these transactions will no longer result in
goodwill or gains and losses. This is different to the Group’s previous accounting policy where
transactions with minority interests were treated as transactions with parties external to the Group.

The standard also specifies the accounting when control is lost. Any remaining interest in the entity
must now be remeasured to fair value and a gain or loss is recognised in profit or loss. This is
consistent with the Group’s previous accounting policy if significant influence is not retained.

The Group in future will allocate losses to the non-controlling interest in its subsidiaries even if the
accumulated losses should exceed the non-controlling interest in the subsidiary’s equity. Under the
previous policy, excess losses were allocated to the parent entity.
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED
31 DECEMBER 2009 (continued)

NOTE 1: BASIS OF PREPARATION OF THE INTERIM FINANCIAL REPORT (continued)

Lastly, dividends received from investments in subsidiaries, jointly controlled entities or associates
after 1 July 2009 are recognised as revenue even if they are paid out of pre-acquisition profits.
However, the investment may need to be tested for impairment as a result of the dividend
payment. Under the Group’s previous policy, these dividends would have been deducted from the
cost of the investment.

The changes were implemented prospectively from 1 July 2009. There has been no impact on the
current period as there are no non-controlling interests within the Group. There have also been no
transactions whereby an interest in an entity is retained after the loss of control of that entity and
no dividends paid out of pre-acquisition profits.

Business combinations

AASB 3 (revised) continues to apply the acquisition method to business combinations, but with
some significant changes.

All payments to purchase a business are now recorded at fair value at the acquisition date, with
contingent payments classified as debt and subsequently remeasured through the income
statement. Under the Group’s previous policy, contingent payments were only recognised when
the payments were probable and could be measured reliably and were accounted for as an
adjustment to the cost of acquisition.

Acquisition-related costs are expensed as incurred. Previously, they were recognised as part of the
cost of acquisition and therefore included in goodwill.

Non-controlling interests in an acquiree are now recognised either at fair value or at the non-
controlling interest’s proportionate share of the acquiree’s net assets. This decision is made on an
acquisition-by-acquisition basis. Under the previous policy, the non-controlling interest was always
recognised at its share of the acquiree’s net assets.

If the Group recognises acquired deferred tax assets after the initial acquisition accounting there
will no longer be any adjustment to goodwill. As a consequence, the recognition of the deferred tax
asset will increase the Group’s net profit after tax.

The changes were implemented prospectively from 1 July 2009 and affected the accounting for the
acquisition of Midmar Energy Onshore Limited disclosed in note 4. Acquisition related costs of
$448,786 were recognised in the statement of comprehensive income. There were no previously
acquired deferred tax assets recognised in the six months to 31 December 2009.

Segment reporting

The Group has applied AASB 8 Operating Segments from 1 July 2009. AASB 8 requires a
‘management approach’ under which segment information is presented on the same basis as that
used for internal reporting purposes. There has been no change to the reportable segments
required to meet the new standard.

Operating segments are reported in a manner that is consistent with the internal reporting provided
to the chief operating decision maker. The chief operating decision maker has been identified as
the full Board of Directors.

Page 10



KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED
31 DECEMBER 2009 (continued)
NOTE 2: OPERATING SEGMENTS
Segment Information
Identification of reportable segments

The group has identified its operating segments based on the internal reports that are reviewed
and used by the Board of Directors in assessing performance and determining the allocation of
resources

The Group is managed primarily on the basis of geographic location of assets given that the type
of work done in each location is of a similar nature. Operating segments are therefore determined
on this basis.

Types of activites by segment
United Kingdom

The United Kingdom segment produces oil for sale and conducts exploration on the company’s
licenses.

Tanzania

The Tanzanian segment is engaged in exploration for oil and gas in the company’s interests in
Tanzania

Italy

The Italian segment is engaged in exploration for oil and gas in the company’s interests in Italy.
Basis for accounting for purposes of reporting by operating segments

Accounting policies adopted

Unless stated otherwise, all amounts reported to the Board of Directors as the chief decision maker
with respect to operating segments are determined in accordance with accounting policies that are
consistent to those adopted in the annual financial statements of the Group.

Intersegment transactions

An internally determined transfer price is set for all inter-entity sales. This price is re-set annually
and is based on what would be realised in the event the sale was made to an external party at
arm’s-length.  All such transactions are eliminated on consolidation for the Groups financial
statements.

Inter-segment loans payable and receivable are intitially recognised at the consideration received
net of transaction costs. If inter-segment loans receivable and payable are not on commercial
terms, these are not adjusted to fair value based on market interest rates. This policy represents a
departure from that applied to the statutory financial statements.

Segment assets

Where an asset is used across multiple segments, the asset is allocated to the segment that
receives the majority of economic value from the asset. In the majority of instances, segment
assets are clearly identifiable on the basis of their nature and physical location.

Segment liabilities

Liabilities are allocated to segments where there is direct nexus between the incurrence of the
liability and the operations of the segment. Borrowings and tax liabilities are generally considered
to relate to the Group as a whole and are not allocated. Segment liabilities include trade and other
payables and certain direct borrowings.
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED
31 DECEMBER 2009 (continued)

NOTE 2: OPERATING SEGMENTS (continued)

Comparative information

This is the first reporting period in which AASB 8:
Comparitive information has been stated to conform to the requirements of the Standard.

0] Segment performance
United
Kingdom Tanzania Italy Total
Six months ended 31.12.2009 $ $ $ $
Revenue
External sales 400,175 - - 400,175
Inter-segment sales - - - -
Interest revenue - - 112 112
Total Segment Revenue
400,175 - 112 400,287
Reconciliation of segment revenue
to group revenue
Intersegment elimination
Total group revenue
400,175 - 112 400,287
Segment net profit before tax
(208,954) (241) (78,196) (287,390)
Reconciliation of segment result to
group profit/(loss) before tax
Amounts not included in the
segment result but reviewed by the
Board:
Depreciation and amortisation (1,104,119) - - (1,104,119)
Impairment of capitalised
exploration costs - (1,695,896) - (1,695,896)
Equity accounted profits of
associates and JVs (49)
Interest revenue 73,911
Administration charges (340,637)
Corporate charges (536,854)
Unallocated Items:
Depreciation and amortisation (18,204)
Other
(46,512)
Net profit before tax from
continuing operations
(3,955,750)

Operating Segments has been adopted.

Page 12



KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED
31 DECEMBER 2009 (continued)

NOTE 2: OPERATING SEGMENTS (continued)

(i) Segment performance

Six months ended 31.12.2008

Revenue
External sales

Inter-segment sales
Interest revenue
Total Segment Revenue

Reconciliation of segment revenue to
group revenue
Intersegment elimination

Total group revenue

Segment net profit before tax

Reconciliation of segment result to
group profit/(loss) before tax

Amounts not included in the segment
result but reviewed by the Board:
Depreciation and amortisation

Impairment of capitalised
exploration costs

Equity accounted profits of
associates and JVs
Interest revenue

Administration charges
Corporate charges

Unallocated Items:
Depreciation and amortisation
Other

Net profit before tax from continuing
operations

United
Kingdom Tanzania Italy Total
$ $ $ $
- 265 300 564
) 265 300 564
) 265 300 564
(26,435) 9,179 17,257)
(11,320)
240,256
(462,230)
(111,444)
(22,821)
238,798
(146,017)
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED
31 DECEMBER 2009 (continued)

NOTE 2: OPERATING SEGMENTS (continued)

(i) Segment assets

United
Kingdom Tanzania Italy Total
31.12.2009
Segment assets 3,637,025 3,038,484 355,180 7,030,689
Segment asset increases for the
period:
Capital expenditure 126,054 - 19,198 145,252
Acquisitions 4,202,268 - - 4,202,268
4,328,322 - 19,198 4,347,520
Reconciliation of segment assets to
group assets
Inter-segment eliminations ) ) ) )
Unallocated assets:
Corporate assets 4,233,592
Equity accounted associates and
joint ventures 503,413
Total group assets from continuing
operations 11,767,694
(i) Segment assets
30.06.2009
Segment assets - 4,414,237 349,370 4,763,607
Segment asset increases for the period:
Capital expenditure - - 52,541 52,541
Acquisitions - - - - -
) - 52,541 52,541
Reconciliation of segment assets to
group assets
Inter-segment eliminations ) ) ) )
Unallocated assets:
Corporate assets 5,771,729
Equity accounted associates and joint 503.462
ventures '
Total group assets from continuing 1.038.798
operations T
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KEY PETROLEUM LIMITED

31 DECEMBER 2009
ABN 50 120 580 618

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED
31 DECEMBER 2009 (continued)

NOTE 2: OPERATING SEGMENTS (continued)

(iii)  Segment liabilities
United

Kingdom Tanzania Italy Total
31.12.2009

Segment liabilities 5,000,457 451,857 656,069 6,108,382
Reconciliation of segment liabilities
to group liabilities

Intersegment elimination - - - (5,411,411)

Unallocated liabilities
Corporate liabilities 81,534

Total Liabilities from continuing
operations 778,506

(iii)  Segment liabilities

30.06.2009
Segment liabilities 450,944 586,369 1,037,313

Reconciliation of segment liabilities
to group liabilities

Intersegment elimination (1,024,943)
Unallocated liabilities

Corporate liabilities 169,449

Total Liabilities from continuing

: 181,819
operations

(iv) Major customers

The Group has one customer in the United Kingdom segment which accounts for 99.97% of
external revenue.
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