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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 annuat
report for the year ended 31 December 2004 and any public announcements made by First
Australian Resources Limited during the interim reporting period in accordance with the
continuous disclosure requirements of the Carporations Act 2001.




FIRST AUSTRALIAN RESOURCES LTD
DIRECTORS’ REPORT

The directors of First Australian Resources Ltd submit herewith the financial report for the
half-year ended 30 June 2005. In order to comply with the provisions of the Corporations Act
2001, the directors report as follows:

The names bf the directors 6f the company during all of and since the end of the half-year
are:

MrM J Evans
Mr C L. Cavness
Mr W R Grigor

REVIEW OF OPERATIONS

The consolidated profit of the economic entity for the half-year after income tax was $205,193
(Half-year ended 30 June 2004 loss $2,459,939).

During the half year the economic entity conlinued to explore for oil and gas in Australia, the
United States of America and China. A more detailed review of exploration activity is included
in quarterly activity reports lodged with the Australian Stock Exchange.

Sales revenues of $1,347,397 from oil and gas represented a decrease of 1.9% compared to
the previous corresponding six monthly period revenues of $1,374,410. Gas prices averaged
US$7.03 per thousand cubic feet compared to US$5.52 during the corresponding six month
comparative period. Oil prices averaged US$49.16 per barrel compared to US$35.37 in the
corresponding comparative reporting period.

The entity’s direct share of gas sales decreased by 15.3% from 82,000 thousand cubic feet to
69,746 thousand cubic feet while oil sales decreased by 31.3% from 14,608 barrels to 10,038
barrels. Volume changes reflected normal decline associated with production from existing
wells and limited new production following a period of limited exploration in the USA,

During the current half year the entity drilled two wells at Welder Ranch that have been
completed for production and sales commenced from weils drilled at Lake Long and Bay
Courant in prior periods. Small non core interests in three Texas wells were disposed of
during the period for a profit of $171,024 and work-overs were also undertaken on certain
existing wells in the USA.

Given that all wells drilled during the periocl were completed for production there were no

exploration write-offs compared to the prior comparative period which totalled $2,969,068.

This improved exploration performance should translate to increased revenues in the second

half. Whilst robust energy prices are helping the revenue outlook the cost of drilling and
availability of drilling rigs has been an adverse factor.

Looking forward the company will focus on additional drilling activity in the USA where wells
are planned for the Eagle and South Grosse Tete projects. The entity’s objectives are to
expand both reserves and production while at the same time expose shareholders to a
number of high impact drilling opportunities with a strong guif coast bias.

China, Beibu Guif

The company also expects to finalise an oilfield development plan on its 5% joint venture
interest in Beibu Gulf Block 22/12, a 450 square kilometre (175 square mile) area located
approximately 60 kilometres off the southern coast of China, where first production is
anticipated in 2007. Activities during the period have focussed on a feasibility study which is
being conducted by the joint venture and by China National Offshore Oil Company CNOQOC),
which is now nearing completion. If successful, this will lead to the lodging of an oilfield
development plan (ODP) during the third quarter and development of the 12.8 West field
(approximately 10 MMbls of recoverable oil, (.25 MMbls net to FAR).




Investment sentiment for small oil and gas explorers listed on the Australian Stock Exchange
has improved concurrent with strong energy prices. This was reflected in the conversion of
the July 2005 series of options subsequent to the period end that resulted in additional capital
of $$7,950,697 before costs. This capital injection has significantly improved the liquidity of
the entity. Whilst the outlook for the Company has improved significantly, exploration
continues to involve high risk and high rewarcs dependent upon exploration outcomes.

Australian equivalent to international Financial Reporting Standards

This interim financial report is the first interim financial report to be prepared by First
Australian Resources Limited in accordance with AIFRSs. The consolidated entity changed
its accounting policies on 1 January 2005 to comply with AIFRS. The transition to A-IFRS is
accounted for in accordance with Accounting Standard AASB 1 ‘Fir st-time Adoption of
Australian Equivalents to International Financial Reporting Standards’, with 1 January 2004
as the date of transition. An explanation of how the transition from superseded policies under
AGAAP to A-IFRS has affected the consolidated entity's financial position, financial
performance and cash flows is discussed in note 8.

Corporate Governance

During the period there were no changes to Co rporate Governance Practices adopted by the
Board, these being determined to be commensurate with best practice given the Company’s
size, its operations and the industry within which it participates. The Corporate governance
Practice Statement is set out in the 2004 Annual Report.

AUDITOR’S INDEPENDENCE DECLARATION
In order to comply with Section 306 (2) of the Corporations Act 2001, the directors’ report
includes the auditor’s independence declaration on page 5 of the half year financial report.

Signed in accordance with a resolution of the directors made pursuant to Section 306(3) of
the Corporations Act 2001.

On behalf of the Directors

%
=
Mr M J Evans

Director
Perth,13 September 2005.
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Dear Board Members
First Australian Resources 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 First Australian Resources Limited.

As lead audit partner for the review of the financial statements of First Australian Resources
Limited for the half-year ended 30 June 2005, 1 declare that to the best of my knowledge and
belief, there have been ne contraventions of:

(i) the auditor independence requirements of the Corporations Act 2001 in relation
to the review; and

(ii) any applicable code of professional conduct in relation to the review,

Yours sincerely

Delote. Touwd— J2bhwuadtu

DELOITTE TOUCHE TOHMATSU

Leanne Karamfiles
Partner
Chartered Accountant

Member of
Deloitte Touche Tohmatsu

Liability limited by the Accountants’ Scheme,
approved under the Professional Standards Act 1994 (NSW),
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members of First Australian Resources e s !
Ltd

Scope
The financial report and directors' responsibility

" The financial report comprises the balance sheet, income statement, cash flow statement,
statement of recognised income and expense, accompanying notes to the financial statements
and the directors’ declaration for the consolidated entity for the half-year ended 30 June 2005
as set out on pages 8 to 35. The consolidated entity comprises both First Australian
Resources Ltd (the company) and the entities it controlled at the end of the half-year or from
time to time during the half-year.

The directors of the company are responsible for the preparation and true and fair presentation
of the financial report in accordance with the Corporations Act 2001, This includes
responsibility for the maintenance of adequate accounting records and internal controls that
are designed to prevent and detect fraud and error, and for the accounting policies and
accounting estimates inherent in the financial report.

Review Approach

We have performed an independent review of the financial report in order to state whether, on
the basis of the procedures described, anything has come to our attention that would indicate
that the financial report is not presented fairly in accordance with the Corporations Act 2001,
Accounting Standards AASB 134 ‘Interim Financial Reporting’ and AASB 1 “First-time
Adoption of Australian Equivalents to International Financial Reporting Standards™ and other
mandatory professional reporting requirements in Australia, so as to present a view which is
consistent with our understanding of the consolidated entity’s financial position, and
performance as represented by the results of its operations and its cash flows, and in order for
the company to lodge the financial report with the Australian Securities and Investments
Commission.

QOur review was conducted in accordance with Australian Auditing Standards applicable to
review engagements. A review is limited primarily to inquiries of the entity’s personnel and
analytical procedures applied to the financial data. These procedures do not provide all the
evidence that would be required in an audit, thus the level of assurance provided is less than
given in an audit. We have not performed an audit and, accordingly, we do not express an
audit opinion.

Member of
Deloitte Touche Tohmatsu

Liability limited by the Accountants’ Scheme,
approved under the Professional Standards Act 1994 (NSW).




Deloitte.

Statement

Based on our review, which is not an audit, we have not become aware of any matter that
makes us believe that the half-year financial report of First Australian Resources Ltd is not in
accordance with:

(a) the Corporations Act 2001, including:

(i)  giving a true and fair view of the consolidated entity’s financial position as at 30
June 2005 and of its performance for the half-year ended on that date; and

(ii)  complying with Accounting Standards AASB 134 ‘Interim Financial Reporting’
and AASB 1 “First-time Adoption of Australian Equivalents to International
Financial Reporting Standards™ and the Corporations Regulations 2001; and

(b) other mandatory professional reporting requirements in Australia.

Telove owele Dlavaivy

DELOITTE TOUCHE TOHMATSU

Leanne Karamfiles
Partner

Chartered Accountants
Perth, 13 September 2005




FIRST AUSTRALIAN RESOURCES LTD
DIRECTORS’ DECLARATION

The directors declare that:

(a) in the directors’ opinion, there are reasonable grounds to believe that the disclosing entity
will be able to pay its debts as and when they become due and payable; and

(b} in the directors’ opinion, the attached financial statements and notes thereto are in
accordance with the Corporations Act 2001, including compliance with accounting standards
and giving a true and fair view of the financial position and performance of the consolidated
entity.

Signed in accordance with a resolution of the directors made pursuant to s.303(5) of the
Corporations Act 2001.

On behalf of the Directors

M.J. Evans
. Director
Perth, 13 September 2005



FIRST AUSTRALIAN RESOURCES LIMITED AND CONTROLLED ENTITIES

CONSOLIDATED INCOME STATEMENT
For the half-year ended 30 June 2005

Half-year
2005 2004
$ $
Revenue from continuing operations 1 347 937 1374410
Other income 212820 271 849
Direct Operating costs (281 355) (305 711)
Depreciation and amortisation expense (581 119) (215 195)
Finance costs - net (20 756) (16 469)
Exploration and evaluation expense (2127) (2 969 068)
General and administrative (462 089) (443 137)
Other expenses (8 118) (156 668)
"Profit (Loss) before income tax » 205193 (2 459 989)
Income tax expense . - -
Profit (Loss) from continuing operations 205193 (2 459 989)
Profit (Loss) for the half-year 205193 (2 459 989)
Profit (Loss) attributable to members of First Australian
Resources Limited 205193 (2 459 989)
Cents Cents
Earnings per share:
Basic profit (loss) per share 0.10 (1.41)
Diluted profit (loss) per share 0.07 (1.41)

The above consolidated income statement should be read in conjunction with the accompanying notes.




FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES

Consolidated balance sheet

As at 30 June 2005

30 June 31 December

2005 2004
$ $

ASSETS
Current assets
Cash and cash equivalents 2297 890 2061794
Receivables 563 185 410 496
Other financial assets 33033 40972
Total current assets 2894108 2513262
Non-current assets '
Other financial assets i - 2274
Property, plant and equipment 783 046 397 095
Qil and gas properties . 5 386 481 4 680 058
Total non-current assets 6 169 527 5079 427
Total assets 9063 635 7 592 689
LIABILITIES
Current Liabilities _
Payables ' 438 770 481 395
Borrowings 16 377 15765
Provisions 51675 19 535
Total current liabilities 506 822 516 695
Non-current liabilities
Borrowings 584 487 581 597
Provisions 4794 36 193
Total non-current liabilities 589 281 617 790
Total liabilities 1096103 1134 485
Net assets 7 967 532 6 458 204
EQUITY
Issued Capital 34 328 901 33222 541
Reserves 202 978 5203
Accumulated losses (26 564 347) (26 769 540)

Total equity 7 967 532 6 458 204

The above consolidated balance sheet should be read in conjunction with the accompanying notes.




FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES

Consolidated statement of recognised income and expense
For the half-year ended 30 June 2005

30 June 30June
2005 2004
$ $

Exchange diffefences on translation of foreign

operations taken to equity 97 791 596 273
“Option reserve increments ‘ 99 984 83 691
Net income (loss) recognised directly in equity 197 775 679 964
Profit (loss) for the period 205193 (2 459 989)
Total recognised income and expense for the period 402 968 (1 780 025)
Attributable to:

Equity holders of the parent 402 968 (1780 025)

Effects of changes in accounting policy:
Equity holders of the parent - -

“The above consolidated statement of recognised income and expense should be read in conjunction
with the accompanying notes.




FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES

Consolidated cash flow statement
For the half-year ended 30 June 2005

30 June 30 June
2005 2004
$ $

Cash flows from operating activities

Receipts from customers (GST inclusive) 1179 859 1142043

Payments to suppliers (GST inclusive) (2 207 291) (1475 415)

Interest paid ‘ (21695) - (15 348)

Net cash used in operating activities (1049 127) (348 720)
- Cash flows froni investing activities

Payments for oil and gas properties (44 140) -

Payments for property, plant and equipment (93 846) (61 861)

Interest received 39765 34 448

Proceeds from sale of oil and gas properties 136 028 260 320

Proceeds from sale of property, plant and equipment 19 008 -

Net cash provided by investing activities 56 815 232 907

Cash flows from investing activiiies

Proceeds from issues of shares and other equity securities 1292 999 1801 460

Payment for share issue costs (77 7786) (62 154)

Net cash provided by financing activities 1215223 1739 306

Net increase in cash and cash equivalents 222 911 1623 493

Cash and cash equivalents at the beginning

of the half-year : 2061 794 1 994 866

Effects of exchange rate changes on cash and cash

equivalents 13185 78 032

Cash and cash equivalents at end of half-year 2 297 890 3696 391

The above consolidated cash flow statement should be read in conjunction with the accompanying
notes.




FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES
Notes to the financial statements
30 June 2005

1. : SUmméry of significant accounting policies

This general purpose financial Report for the interim half year reporting period ended 30 June 2005 has
been prepared in accordance with Accounting Standard AASB 134/nterim 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 31 December 2004 and any public announcements made by First Australian Resources Limited
during the interim reporting penod in accordan(e wth the continuous disclosure requirements of the
Corporations Act 2001.

Basis of preparation of the half-year financial report

The prinéipal accounting policies adopted in the preparation of the financial report are set out below.
These policies have been consistently applied to all the periods presented, unless otherwise stated.

Application of AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting
Standards (AIFRS).

This interim financial report is the first interim financial report to be prepared by First Australian
Resources Limited in accordance with AIFRSs.  Financial statements of First Australian Resources
Limited until 31 December 2004 had been prepared in accordance with previous Australian Generally
Accepted Accounting Principles (AGAAP). AGAAP differs in certain respects from AIFRS.

The consolidated entity changed its accounting policies on 1 January 2005 to comply with AIFRS. The
- transition to A-IFRS is accounted for in accordance with Accounting Standard AASB 1 ‘First-time
Adoption of Australian Equivalents to International Financial Reporting Standards’, with 1 January 2004
as the date of transition. An explanation of how the transition from superseded poticies under AGAAP to
A-IFRS has affected the consolidated entity's financiaiposition, financial performance and cash flows is
discussed in note 8.

The accounting policies set out below have been appled in preparing the financial statements for the
half-year ended 30 June 2005, the comparative information presented in these financial statements, and
in the preparation of the opening A-IFRS balance sheet at 1 January 2004 (as disclosed in note 8), the
consolidated entity's date of transition, except for the accounting policies in respect of financial
instruments. The consolidated entity has not restated comparative information for financial instruments
as permitted under the first-time adoption transitional provisions (refer note 1(f). The accounting policies
for financial instruments applicable to the comparative information are consistent with those adopted
and disclosed in the lodged 2004 annual financial report. The impact of changes in these accounting
policies on 1 January 20085, the date of transition for financial instruments, is discussed further in note 8.

Historical cost convention

These financial statements have beenprepared under the historical cost convention, as modified by the
revaluation of available-for-sale financial assets, financial assets and liabilities (including derivative
instruments) at fair value through profit or loss.

. Critical accounting estimates
The preparation of financial statements in conformity with AIFRS requires the use of certain critical
accounting estimates. It also requires managerment to exercise its judgement in the process of applying
the Consolidated Entity's accounting policies. Theareas involving a higher degree of judgement of
complexity, or areas where assumptions and estimaes are significant to the financial statements have
been disclosed in note 2.
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FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES
Notes to the financial statements
.30 June 2005

1. Summary of significant accounting policies (continued)
* (a) Borrowings

Borrowings are recorded initially at fair value, net oftransaction costs. Subsequent to initial recognition,
borrowings are measured at amortised cost with ary difference between the initial recognised amount
and the redemption value being recognised in profit and loss over the period of the borrowing using the
effective interest rate method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer
settlement of the liabitity for at least 12 months afier the balance sheet date.

(b) Borrowing Costs
Borrowing costs are expensed.
(c) Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with financial institutions, other
short-term, highly liquid investments with original maturities of three months or less that are readily
convertible to known amounts of cash and which are subject to an insignificant risk of changes on value,
net of outstanding bank overdrafts. Bank overdraftsare shown within borrowings in current liabilities on
the balance sheet.

Cash flows have been aliocated among operating, irvesting and financing activities which appropriately
classify the consolidated entity’s activities.

(d) Derivative Financial Instruments
The consolidated entity does not preéently hold clerivatives.

{(e) Employee benefits

General

Employee benefit expenses arising in respect of wages and salaries, non-monetary benefits,
annual leave, long service leave, sick leave, other leave entittements and other types of
employee benefits are charged to the income statement in the period in which they are
incurred. Contributions to superannuation fund s by entities within the Group are charged to
the income statement when due. A superannuation scheme is not maintained on behalf of
employees.

Wages and salaries, annual leave and sick leave

Liabilities for wages and salaries, including non-monetary benefits, annual leave and
accumulating sick leave expected to be seitled within 12 months of the reporting date are
recognised in other payables in respect of employ ees’ services up to the reporting date and
are measured at the amounts expected to be paid when the liabilities are settled. Liabilities
for non-accumuiating sick leave are recognised when the leave is taken and measured at the
rates paid or payable.

Long service leave

The liability for long service leave is recognise d 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 poss ible, the estimated future cash outflows.

14




FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES
Notes to the financial statements
30 June 2005

1. Summary of significant accounting policies (continued)
(e) Emp|oyée benefits (continued)
Share based payments

© Whilst Options have been granted by the Company to employees prior to 1 January 2005, this
is not necessarily a recurring event and as such the Company has not yet developed an
Employee Option Plan.

The Consolidated Entity has applied' the raquirements of AASB 1 ‘First-time adoption of
Australian Equivalents to international Financial reporting Standards’ in respect of equity
instruments and share based payments.

Certain options were granted to directors and employees on 17 June 2004. As these options
vested prior to 1 January 2005, no financial impact has been recognised in respect of these
options. Provided the options are exercised prior to their expiry date, the shares are
recognised when the options are exercised and the proceeds received allocated to share
capital.

Shares options granted after 7 November 2002 and vested affer 1 January 2005

There are presently no options held by employees over equity in the Group that falls within
this class. As previously stated the Group dces not have a formalised Employee Share Option
Plan.

(f) Investments and other financial assets

From 1 January 2004 to 31 December 2004

The Group has taken the exemption available under AASB 1 to apply AASB 132 and AASB
139 only from 1 January 2005. The Group has applied previous AGAAP to the comparative
information on financial instruments within the scope of AASB 132 and AASB 139. For further
information on previous AGAAP refer to the annual report for the year ended 31 December
2004.

Under previous AGAAP, interests in listed and unlisted securities, other than subsidiaries and
associates, are brought to account at cost and dividend income is recognised in the income
statement when receivable. Transaction costs are excluded from the carrying amounts.

The directors have determined that there are no significant differences between the
consolidated balance sheet as at 31 December 2004 and 1 January 2005 on the adoption of
the accounting policies specified by AASB 132 and AASB 139 as disclosed below.

Financial assets at fair value through profit or loss

A financial asset is classified in this category if acquired principally for the purpose of selling
in the short tefrm or if so designated by management. The policy of management is to
designate a financial asset as such if there axists the possibility it will be sold in the short term
and the asset is subject to frequent changes in fair value. Financial assets held for trading
purposes are classified as current assets and are stated at fair value, with any resultant gain
or loss recognised in profit or loss.

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Group's management has the positive intention and
ability to hold to maturity.
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FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES
Notes to the financial statements

* 30 June 2005

1. ©  Summary of significant accounting policies (continued)
(f) Investments and other financial assets (continued)

Bills of exchange are recorded at amortised cost using the effective interest method less
impairment, with revenue recognised on an effectiv e yield basis. The effective interest method

" is a method of calculating the amortised cost of a financial asset and of allocating interest

income over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash receipts through the expected life of the financial asset, or, where

appropriate, a shorter period. :

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 of the other
categories. They are included in non-current assets unless management intends to dispose
of the investment within 12 months of the balance sheet date.

Purchases and sales of investments are recognised on trade-date — the date on which the
Group commits to purchase or sell the asset. Inve stments are initially recognised at fair value
plus transaction costs.

Securities held by the consolidated entity are classified as being available-for-sale and are
stated at fair value less impairment. Realised and unrealised gains and losses arising from
changes in fair value are recognised directly in equity in the available-for-sale revaluation
reserve, until the investment is disposed of or is determined to be impaired, at which time the
cumulative gain or loss previously recognised in the available-for-sale revaluation reserve is
included in profit or loss for the period.

The fair values of quoted investments are based on current bid prices. If the market for a
financial asset is not active (and for unlisted securities), the Group establishes fair value by
using valuation techniques. These include reference to the fair values of recent arm’s length
transactions, involving the same instruments or other instruments that are substantially the
same, discounted cash flow analysis, and option pricing models refined to reflect the issuer's
specific circumstances.

The Group assesses at each balance date whether there is objective evidence that a financial
asset or group of financial assets is impaired. In the case of equity securities classified as
available-for-sale, a significant or prolonged decline in the fair value of a security below its
cost is considered in determining whether the security is impaired. If any such evidence
exists for available-for-sale financial assets, the cumulative loss —measured as the difference
between the acquisition cost and the current fair value, less any impairment loss on that
financial asset previously recognised in profit and loss — is removed from equity and
recognised in the income statement. Impairment losses recognised in the income statement
on equity instruments are not reversed through the income statement.

Loans and receivables

Loans and receivables are non derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They arise when the Group provides
money, goods or services directly to a debtor with no intention of selling the receivable. They
are included in current assets, except for those with maturities greater than 12 months after
the balance sheet date which are classified as non-current assets. Loan and receivables are
included in receivables in the balance sheet. Trade receivables, loans, and other receivables
are recorded at amortised cost less impairment.

16




FIRST AUSTRALIAN RESOURCES L.TD AND CONTROLLED ENTITIES
Notes to the financial statements
30 June 2005

1. Summary of significant accounting policies (continued)
(g) Fair value estimation

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

Techniques, such as estimated discounted cash flows, are used to determine fair value for
certain financial instruments. The fair value of forward exchange contracts, where applicable,
is determined using forward exchange market rates at the balance sheet date.

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 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.

(h) Financial instruments issued by the company

Debt and equity instruments
Debt and equity instruments including ordinary shares and options are classified as either
liabilities or as equity in accordance with t he substance of the contractual arrangement.

Transaction costs on the issue of equity instruments

. Transaction costs arising on the issue of equity instruments, including new shares and
- options, are recognised directly in equity as a reduction of the proceeds of the equity
instruments to which the costs relate. Transaction costs are the costs that are incurred
directly in connection with the issue of those equity instru ments and which would not have
been incurred had those instruments not been issued.

Interest and dividends

Interest and dividends are classified as expenses or as distributions of pr ofit consistent with
the balance sheet classification of the related debt or equity instruments or component parts
of compound instruments. The consolidated entity does not presently pay dividends.

(i) Foreign currency translation

Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates (“the
functional currency™).

The consolidated financial statements are presented in Australian dollars, which is First
‘Australian Resources Limited's functional and presentation currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exch ange gains and losses resulting
from the settlement of such transactions and from the translation at year-end exchange rates
of monetary assets and liabilities denominated in foreign curr encies are recognised in the
income statement.



FIRST AUSTRALIAN .RESOURCES LTD AND CONTROLLED ENTITIES
Notes to the financial statements
‘ 30 June 2005

1. Summary of significant accounting policies (continued)
(i) Foreign currency translation (continued)

Group companies and foreign operations

The results and financial position of all the Giroup entities (none of which has the currency of
a hyperinflationary economy) that have a functional currency different from the presentation
currency are translated into the presentation currency as follows:

¢ Assets and liabilities for each balance sheet presented are translated at the closing
rate at the date of that balance sheet.
¢ Income and expenses for each income statement are translated at average
exchange rates (unless this is not a reasonable approximation of the cumulative
effect of the rates prevailing on the transaction dates, in which case income and
. expenses are translated at the dates of the transactions); and
¢ All resulting exchange differences are recognised as a separate component of equity.

On consolidation, exchange differences arising from the translation of any net investment in
foreign entities, and of borrowings and other currency instruments designated as hedges of
such investments, are taken to shareholders’ equity. When a foreign operation is sold or
borrowings repaid a proportionate share of such exchange differences are recognised in the
income statement as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign' ehtity' on or after the
date of transition to A-IFRS are treated as assets and liabilities of the foreign entity and
translated at exchange rates prev ailing at the: reporting date.

(j) Goods and services tax

Revenues, expenses and assets are recognised net of the amount of goods and services tax
(GST), except:

(i) where the amount of GST incurred is riot recoverable from the taxation authority, it is
recognised as part of the cost of acquisition of an asset or as part of an item of expense; or
(i) for receivables and payables which are recognised inclusive of GST.

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

Cash flows are included in the cash flow statement on a gross basis. The GST component of
cash flows arising from investing and financing activities which is recoverable from, or
payable to, the taxation authority is classified as operating cash flows.

(k) Acquisition of assets and goodwill

The purchase method of accounting is used to account for all acquisitions of assets (including
business combinations) regardless of whether equity instruments or other assets are
acquired. Cost is measured as the fair value of the assets given, shares issued or liabilities
incurred or assumed at the date of exchange plus costs directly attributable to the acquisition.
Where equity instruments are issued in an acquisi tion, the value of the instruments is their
published market price as at the date of exchange unless, in rare circumstances, it can be
demonstrated that the published price at the date of exchange is an unreliable measure of fair
value. Transaction costs arising on the issuz of equity instruments are recognised directly in
equity.




FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES
Notes to the financial statements
30 June 2005

1. Summary of significant accounting policies (continued)
(k) Acquisition of assets and goodwill (continued)

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business
combination are measured initially at their fair values at the acquisition date, irrespective of
~ the extent of any minority interest.  The excess of the cost of acquisition over the fair value of
the Consolidated Entity's share of the identifiable net assets acquired is recorded as goodwill
and not amortised, but tested for impairment annually and whenever there is an indication
that the goodwill may be impaired. Any impairment is recognised immediately in profit or loss
and is not subsequently reversed. If the cost of acquisition is less than the fair value of the
business combination, the difference is recognised directly in the income statement.

Where settlement of any part of cash consideration is deferred, the amounts payable in the
future are discounted to their present value as at the date of exchange. The discount rate
used is the entity’s incremental borrowing rate, being the rate at which a similar borrowing
could be obtained from an independent financier under comparable terms and conditions.

() Exploration and evaluation costs

Exploration and evaluation costs are accumulated in respect of each “area of interest’ or
geographical segment in accordance with AASB 6 ‘Exploration For and Evaluation of Mineral
resources’ and are disclosed as a separate class of assets. Costs are either expensed as
incurred or partially or fully capitalised as an exploration and evaluation asset provided
exploration titles are current and at least one of the following conditions are satisfied:

(i) the exploration and evaluation expenditur es are expected to be recouped through
development and exploitation of the area of interest or by future sale; and

(ii) exploration and evaluation activities in the area of interest have not at the reporting
date reached a stage which permits a reasonable assessment of the existence or
otherwise of economically recoverable rese rves, and active and significant operations
in, or in relation to, the area of interest are continuing

Exploration and evaluation assets are classified between tangible and intangible and are
assessed for impairment when facts and circumstances suggest the carrying amount may
_ exceed recoverable amount. Impairment losses are recognised in the income statement.

Expenditures relating to development of oil and gas leases are shown separately and not
included in exploration and evaluation assets.

(m) impairment of Assets

Assets that are subject to amortisation are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s fair value less costs to sell and value in
use. In assessing 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. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there are separately identifiable
cash flows (cash generating units). Impairment losses are recognised in the income
statement.




" FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES
Notes to the financial statements
30 June 2005

1. Summary of significant accounting policies (continued)
(m) Impairment of assets (continued)

If the recoverable amount of an asset (or cash-gen erating unit) is estimated to be less than its
- carrying amount, the carrying amount of the asset (cash-generating unit) is reduced to its
recoverable amount. An impairment loss is recognised in profit or loss immediately, uniess
the relevant asset is carried at falr value, in which case the lmpa|rment loss is treated as a
revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-
generating unit) is increased to the revised estimate of its recoverable amount, but only to the
extent that the increased carrying amount doe s not exceed the carrying amount that would
have been determined had no impairment loss been recognised for the asset (cash-
generating unit) in prior years. A reversal of an im pairment loss is recognised in profit or loss
immediately, unless the relevant asset is carried at fair value, in WhICh case the reversal of
the impairment loss is treated as a revaluation increase.

{n) Income tax

Current tax
Current tax is calculated by reference to the amount of income taxes payable or recoverable
in respect of the taxable profit or tax loss for the period. It is calculated using tax rates and tax
laws that have been enacted or substantively enacted by reporting date. Current tax for
current and prior periods is recognised as a liability (or asset) to the extent that it is unpaid (or
refundable).

Deferred tax

Deferred tax is accounted for using the comprehensive balance sheet liability method in
respect of temporary differences arising from differences between the carrying amount of
assets and liabilities in the financial statements and the corresponding tax base of those
items.

In principle, deferred tax liabilities are recognised for all taxable temporary differences.
Deferred tax assets are recognised to the extent that it is probable that sufficient taxable
amounts will be available against which deductible temporary differences or unused tax
losses and tax offsets can be utilised. However, deferred tax assets and liabilities are not
recognised if the temporary differences giving rise to them arise from the initial recognition of
assets and liabilities (other than as a result of a business combination) which affects neither
taxable income nor accounting profit. Furthermore, a deferred tax liability is not recognised in
relation to taxable temporary differences arising from goodwill.

Deferred tax liabilities are recognised for taxable temporary differences arising on
investments in subsidiaries, and joint ventures except where the consolidated entity is able to
control the reversal of the temporary differences and it is probable that the temporary
differences will not reverse in the foreseeable future.

Deferred tax assets arising from deductible temporary differences associated with these
investments and interests are only recognised to the extent that it is probable that there will
be sufficient taxable profits against which to utilise the benefits of the temporary differences
and they are expected to reverse in the foreseeable future.
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Notes to the financial statements
30 June 2005

1. Summary of significant accounting policies (continued)
(n) Income tax (continued)

Deferred tax assets and liabilities are measurzd at the tax rates that are expected to apply to
the period(s) when the asset and liability giving ri se to them are realised or settled, based on
tax rates (and tax laws) that have been enacted or substantively enacted by reporting date.
The measurement of deferred tax liabilities and assets reflects the tax consequences that
would follow from the manner in which the cons olidated entity expects, at the reporting date,
to recover or settle the carrying amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the
same taxation authority and the company/consoli dated entity intends to settle its current tax
assets and liabilities on a net basis.

Current and deferred tax for the period

Current and deferred tax is recognised as an expense or income in the income statement,
except when it relates to items credited or debited directly to equity, in which case the
deferred tax is also recognised directly in equity, or where it arises from the initial accounting
for a business combination, in which case it is taken into account in the determination of
goodwill or excess. ‘

Tax consolidation

The company and all its wholly-owned Australian resident entities are part of a tax
consolidated group under Australian taxation law. First Australian Resources Limited is the
head entity in the tax-consalidated group. Entities within the tax-consolidated group have
entered into a tax funding arrangement and a tax-sharing agreement with the head entity.
Under the terms of the tax funding arrangement, First Australian Resources Limited and each
of the entities in the tax-cons olidated group has agreed to pay a tax equivalent payment to or
from the head entity, based on the current tax liability or curr ent tax asset of the entity.

(o) Joint ventures

Jointly controlled assets and operations

Interests in jointly controlled assets and operations are reported in the financial statements by
including the consolidated entity’s share of assets employed in the joint ventures, the share of
liabilities incurred in relation to the joint vent ures and the share of any expenses incurred in
relation to the joint ventures in their respectivi classification categories.

Jointly controlied entities

The interest in a joint venture partnership is accounted for in the consolidated financial
statements using the equity method and is carried at cost by the parent entity. Under the
equity method, the share of the profits or losses of the partnership is recognised in the income
_statement, and the share of movements in raserves is recognised in reserves in the balance
sheet.

Profits or losses on transactions establishing a joint venture partnership and transactions with
the joint venture are eliminated to the extent of the Group's ownership interest until such time
as they are realised by the joint venture partnership on consumption or sale, unless they
relate to an unrealised loss that provides evi dence of the impairment of an asset transferred.

(p) Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially
all the risks and rewards of ownership to the lessee. All other leases are classified as
operating leases.
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1. Summary of significant accounting policies (continued)
(p) Leases (céntinued)

Consolidated entity as lessee

Assets held under finance leases are initially reco gnised at their fair value or, if lower, at
amounts equal to the present value of the mini mum lease payments, each determined at the
inception of the lease. The corresponding liability to the lessor is included in the balance
sheet as a finance lease obligation.

Lease payments are apportioned between finance charges and reduction of the lease
obligation so as to achieve a constant rate of interest on the remaining balance of the liability.
Finance charges are charged directly against income in accordance with the consolidated
entity’s general policy on borrowing costs. Refer to note 1(b).

Finance leased assets are amortised on a straight line basis over the estimated useful life of
the asset. Operating lease payments are recognised as an expense on a straight-line basis
over the lease term, except where another systematic basis is more representative of the time
pattern in which economic benefits from the leased asset are consumed.

" Lease incentives
In the event that lease incentives are received to enter into operating leases, such incentives
are recognised as a liability. The aggregate benefits of incentives are recognised as a
reduction of rental expense on a straight-line basis, except where another systematic basis is
maore representative of the time pattern in which economic benefits from the leased asset are
consumed.

(q) Non-current assets held for sale

Non-current assets (and disposal groups) classified as held for sale are measured at the
lower of carrying amount and fair value less costs to sell. Non-current assets and disposal
groups are classified as held for sale if their carrying amount will be recovered through a sale
transaction rather than through continuing usie. This condition is regarded as met only when
the sale is highly probable and the asset (or disposal group) is available for immediate sale in
its present condition. The sale of the asset (or disposal group) is expected to be completed
within one year from the date of classification .

(r) Payables

Trade payables and other accounts payable are recognised when the consolidated entity
becomes obliged to make future payments resulting from the purchase of goods and services.
The amounts are unsecured and usually paid within 30 days of recognition.

(s) Principles of Consolidation

The consolidated financial statements are prepared by combining the financial statements of
all the entities that comprise the consolidated entity, being the company (the parent entity)
-and its subsidiaries as defined in Accounting Standard AASB 127 ‘Con solidated and Separate
Financial Statements’. Consistent accounting policies are employed in the preparation and
presentation of the consolidated financial statements.

The consolidated financial statements incorporate the assets and liabilities of all subsidiaries
of First Australian Resources Limited (“company” or “parent entity”) as at the reporting date
and the results of all the subsidiaries for the half-year then ended. First Australian Resources
Limited and its subsidiaries together are referred to as the Group or the consolidated entity.
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Notes to the financial statements
30 June 2005

Summary of significant accounting policies {(continued)
(s) Principles of Consolidation (continued)

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

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

The purchase method of accounting is used to account for the acquisition of subsidiaries

which are business combinations by the Group (refer to Note 1(k)).

Intercompany transactions, balances and unrealised gains on transactions between Group
companies are eliminated. Unrealised losses are also eliminated unless the transaction
provides evidence of the impairment of the asset transferred. Accounting policies of
subsidiaries have been changed where necessary to ensure consistency with the policies
adopted by the Group.

(t) Property, plant and equipment

Plant and equipment, leasehold improvements and equipment under finance lease are stated
at cost less accumulated depreciation and impairm ent. Cost includes expenditure that is
directly attributable to the acquisition of the item . In the event that seftlement of all or part of

- the purchase consideration is deferred, cost is determined by discounting the amounts
payable in the future to their present value as at the date of acquisition. 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 income statement during the financial period in which they
are incurred.

All tangible assets have limited useful lives and are depreciated/amortised using the straight
line method over their estimated useful lives, taking into account estimated residual values,
with the exception of carried forward development expenditure in the production phase which

- is amortised on a units of production method based on the ratio of actual production to
remaining proved reserves (1P) as estimated by independent petroleum engineers, and
finance lease assets which are amortised over the term of the relevant lease, or where it is
likely the consolidated entity will obtain ownership of the asset, the life of the asset.

Depreciation is calculated on a straight line basis so as to write off the net cost or other
revalued amount of each asset over its expected useful life to its estimated residual value, as
follows:

- Vehicles 22.5%

- Furniture, fittings and equipment 20%

- Telephones 30%

- Computer equipment 40%

- Plant and well equipment Based on units of production
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30 June 2005

Summary of significant accounting policies (continued)
(t) Property, plant and equipment (continued)

Leasehold improvements are depreciated over the period of the lease or estimated useful life,
whichever is the shorter, using the straight lina method.

The estimated useful lives, residual values and depreciation method is reviewed at the end of
each annual reporting period and adjusted if appropriate.

Gains and losses on disposals are determined by comparing proceeds with carrying amount.
These are included in the income statement. When revalued assets are sold, it is Group
policy to transfer the amounts included in other re serves in respect of those assets to retained
earnings.

(u) Provisions

Provisions are recognised when the consolidated entity has a present obligation, the future
sacrifice of economic benefits is probable, and the amount of the provision can be measured
reliably. Provisions are not recognised for future operating losses.

The amount recognised as a provision is the best estimate of the consideration required to
settle the present obligation at reporting date, taking into account the risks and uncertainties
surrounding the obligation. Where a provision is measured using the cashflows estimated to
settle the present obligation, its carrying amount is the present value of those cashflows.
When some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, the receivable is reco gnised as an asset if it is virtually certain
that recovery will be received and the amount of the receivable can be measured reliably.

An onerous contract is considered to exist w here the consolidated entity has a contract under
which the unavoidable cost of meeting the contractual obligations exceed the economic
benefits estimated to be received. Present obligations arising under onerous contracts are
recognised as a provision to the extent that the present obligation exceeds the economic
benefits estimated to be received.

The consolidated entity recognises any obligations for removal and restoration that are
incurred during a particular period as a consequence of having undertaken exploration and
evaluation activity. Restoration and abandonment obligations are reviewed annually taking
into account estimates by independent petroleum engineers.

(v) Revenue recognition

Sale of oil and gas and related products.

Revenue from the sale of oil and gas and related products is recognised when the
consolidated entity has transferred to the buyer the significant risks and rewards of ownership
and can be measured reliably. In the case of oil this usually occurs at the time of lifting.

Royalties
Royalty revenue is recognised on an accrual basis in accordance with the substance of the
relevant agreement.

Dividend and interest revenue
Dividend revenue is recognised on a receivable basis. Interest revenue is recognised on a
time proportionate basis that takes into account the effective yield on the financial asset.
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Summary of significant accounting polici'es (continued)
(w) Share-based payments to suppliers

Equity-settled share-based payments granted after 7 November 2002 that were unvested as
of 1 January 2005, are measured at fair value at the date of grant. Fair value is measured by
use of a binomial model. The expected life used in the model has been adjusted, based on
management’s best estimate, for the effects of non-transferability, exercise restrictions, and
behavioural considerations.

The fair value determined at the grant date: of the equi.ty-settled'share-based payments is
expensed on a straight-line basis over the vesting period, based on the consolidated entity’s
estimate of shares that will eventually vest.

For cash-settled share-based payments, a liability equal to the portion of the goods or
services received is recognised at the current fair value determined at each reporting date.

(x) Segment reporting

A business segment is a group of assets and operations engaged in providing products or
services that are subject to risks and returns that are different to those of other business

' segments. A geographical segment is engaged in providing products or services within a
particular economic environment and is subject to risks and returns that are different from
those of segments operating in other economic environments.

(y) Trade receivables

Trade receivables are recognised initially at fair value. Collectibility of trade receivables is
reviewed on an ongoing basis. Debts which are known to be uncollectible are written off. An
allowance for doubtful receivables is established when there is objective evidence that the
Group will not be able to collect all amounts due according to the original terms of
receivables. The amount of the allowance is the difference between the asset's carrying
amount and the present value of estimated future cash flows, discounted at the effective
interest rate. The movement of the allowance is recognised in the income statement.

(z) Earnings per share

Basic earnings per share

Basic earnings per share is calculated by dividing the profit 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 half-year, adjusted for
bonus elements in ordinary shares issued during the half-year.

Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per
share to take into account the after income 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.
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Notes to the financial statements
30 June 2005 '

2, Unusual Transactions included in Loss for the half-year

Half-year
2005 2004
3 $

Loss for the half-year before income tax includes the
following items that are unusual because of their nature,
size or incidence:

Expenses
Exploration expenditure written off - 2 969 068

3 Oil and gas properties

In accordance with disclosures under AASB 6 (Exploration for and Evaluation of Mineral
Resources), exploration and evaluation assets shall be shown separately from developed
assets  and classified as tangible or intangible. Intangible assets are broadly assets that
cannot be evaluated by physical inspection and in clude tenement acquisition costs, geological
and geophysical costs, certain exploratory drilling costs and operator overhead.

30 June 31 Dec
2005 2004
$ $

Producing properties 4104 347 2794 807
Non Producing properties
Exploration and evaluation expenditure:
Intangible 1282134 1885 251

5 386 481 4 680 058

4, Equity securities issued

The following share and option placements were madeduring the half-year to raise working capitat for
the Company.

An allotment of 15,200,000 shares at 8.5 cents per share together with 7,600,000 free July 2005
Options on 21 March 2005 raising $1,292,000 before issue expenses.

- Costs associated with the capitd raising amounted to $89,404.

An allotment of 2,000,000 consultant's options exrcisable at 10 cents expiring 30 June 2008 was
made on 20 June 2005.

During the period 14,275 July 2005 Options were converted to ordinary shares at an exercise price of 7
cents raising $1,000.
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Notes to the financial statements
30 June 2005

5. Contingent liabilities and contingent assets

The company has g‘uara'nteed a loan facility granted toa controlied entity. At balance date the amount
guaranteed totalled $571,836. This facility is also secured by a mortgage agreement covering certain
but not all of the proved producing wells of First Australian Resources, Inc.

The company has entered into an agreement in which it has provided a guarantee of $17,000 for Sanori
Developments Pty Ltd in respect ofthe rent for the premises. This guarantee is supported by a deposit
of $26,618 with Westpac Bank.

A deed of indemnity has been entered into between the company and the wholly owned controlied
Australian entities to meet each others liabilities in the event of a winding up.

There are no contingent liabilities arising from service contracts with executives

6. Subsequent events

Subsequent to the end of the financial period, a total of $7,950,697, less expenses estimated to be
approximately $400,000, was raised by the issue of 113,581,386 shares at 7 cents per share. This
capital raising related to the underwritten exercisz of the 31 July 2005 option series.
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FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES

Notes to the financial statements

30 June 2005

8. Explanation of transition to Australian equivalents to IFRSs

(1) Reconciliation of equity reported under previous Australian Generally Accepted Accounting
_Principles (AGAAP) to equity under Australian equivalents to IFRSs (AIFRS)

(a) At the date of transition to AIFRS: 1 January 2004

ASSETS

Current assets

Cash and cash equivalents
Receivables

Other financial assets

Total current assets
Non-current assets

Receivables
Other financial assets

Property, plant and equipment

Oil and gas properties
Total non-current assets
Total assets
LIABILITIES

Current Liabilities
Payables

Borrowings

Provisions

Total current iiabilities

Non-current liabilities
Provisions

Total non-current liabilities
Total liabilities

Net assets

EQUITY

Issued Capital

Reserves

Accumulated losses

Parent entity interest

Total equity

Notes

Effect of
Previous transition to
AGAAP AIFRS AIFRS
$ $ $
2021 484 (26 618) 1994 866
276 520 276 520
180 647 26618 207 265
2 478 651 2 478 651
456 456
1285 2370 3655
254 487 (20 705) 233782
7 843 896 (1886 318) 5957 578
8 100 124 (1904 653) 6 195 471
10578 775 (1904 653) 8674122
203 437 203437
607 353 607 353
3185 3185
813975 813975
32 886 32 886
32 886 32 886
846 861 846 861
9731914 (1904 653) 7 827 261
31333 803 31333803
(1 548 193) 1679 075 130 882
(20 053 696) (3 583 728) (23 637 424)
9731914 (1 904 653) 7 827 261
9731914 (1 904 653) 7 827 261




FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES

Notes to the financial statements

30 June 2005

8. Explanation of transition to Australian equi\ialents to IFRSs (continued)

(b) At the end of the last half-year reporting period under AGAAP: 30 June 2004

ASSETS

Current assets

Cash and cash equivalents
Receivables

Other financial assets

Total current assets

Non-current assets
Other financial assets

Property, plant and equipment

Qil and gas properties
Total non-current assets
Total assets
LIABILITIES
Current Liabilities
Payables
Borrowings
Provisions
Total current liabilities
Non-current liabilities
Borrowings
Provisions

~ Total non-current liabilities
Total liabilities
Net assets
EQUITY
Issued capital
Reserves

Accumulated losses

Parent entity interest

Total equity

Effect of
Previous transition to
Notes "AGAAP AIFRS AIFRS
$ $ $

f) 3723009 (26 618) 3696 391
444 377 444 377
) 701204 26618 727 822
4 868 590 4 868 590
1285 2 540 3825
(b) (ii) 460434 (22 190) 438 244
(b) (ii) 5942 805 (1749 517) 4 193 288
6 404 524 (1769 167) 4635 357
11273114 (1769 167) 9503 947
937 218 937 218
654 017 654 017
10 842 10 842
1602 077 1602077
17 797 17 797
36 046 36 046
53 843 53 843
1655920 1655 920
9617 194 (1769 167) 7 848 027
33 134 593 33 134 593
(a) (i) (1003 715) 1 814 561 810 846
(d) (22 513 684) (3 583 728) (26 097 412)
9617 194 (1769 167) 7 848 027
9617 194 (1769 167) 7 848 027
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FIRST AUSTRALIAN RESOURCES LTD AND CONTROLLED ENTITIES

Notes to the financial statements

30 June 2005

8. Explanation of transition to Austratlian equivalents to IFRSs (continued)

(c) At the end of the last reporting period under previous AGAAP: 31 December 2004

ASSETS

Current assets

Cash and cash equivalents
Receivables

Other financial assets

Total current assets

Non-current assets
Other financial assets

Property, plant and equipment

Qil and gas properties
Total non-current assets
Total assets
LIABILITIES

Current Liabilities
Payables

Borrowings

Provisions

Total current liabilities
Non-current liabilities
Borrowings

Provisions

Total non-current liabilities
Total liabilities

Net assets

EQUITY

Issued capital

Reserves

Accumulated losses

Parent entity interest o

Total equity .

Notes

(b) (iii)
(b) (iii)

(a) (iii)
d)

—_

Effect of
Previous transition to
AGAAP AIFRS AIFRS
$ $ $
2088 412 (26 618) 2061794
410 496 410 496
14 354 26618 40972
2513282 25132862
- 2274 2274
416 957 (19 862) 397 095
6 545 031 (1864 973) 4 680 058
6 961988 (1882 561) 5079 427
9 475 250 (1882 561) 7592 689
481 395 481 395
15 765 157865
19535 19535
516 695 516 695
581 597 581 597
36193 36 193
617 790 617 790
1134 485 1134485
8 340 765 (1882 561) 6 458 204
33 222 541 33 222 541
{1695 964) 1701167 5203
(23 185812) (3583728) (26 769 540)
8 340 765 (1882 561) 6458 204
8 340 765 (1882561) 6458 204
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8. Explanation of transition to Australian equivalents to IFRSs (continued)

(2) Reconciliation of loss under previous AGAAP to loss under Australian equivalents to IFRSs

(AIFRS)

(@ Reconciliation of loss for the half-year ended 30 June 2004

Revenue

Other income
Direct Operating costs

Depreciation and amortisation expense

Finance costs — net

Exploration and evaluation expense

General and administrative
Other expenses

Loss before income tax

Income tax expense

. Loss from continuing operations

Loss attributable to members of First
Australian Resources Limited

(b) Reconciliation of loss for the year ended 31 December 2004

Revenue

Other income
Direct Operating costs

Depreciation and amortisation expense

Finance costs — net

Exploration and evajuation expense

General and administrative
Other expenses -

Loss before income tax

Income tax expense

Loss from continuing operations

Loss attributable to members of First
Australian Resources Limited

Effect of
Previous transition to
Notes AGAAP AIFRS AIFRS
$ $ $
1 646 259 1646 259
(e) 122 839 (142 010 (26 171)
(305 711) (305 711)
(215 195) (215 195)
(16 469) (16 469)
(2 969 068) (2 969 068)
(443 137) (443 137)
(e) (279 507) 149 010 (130 497)
{2 459 989) (2 459 989)
(2 459 989) {2 459 989)
(2 459 989) (2 459 989)
Effect of
Previous transition to
Notes AGAAP AIFRS AIFRS
$ $ $
2465719 2465719
(e) 328 783 (184 216) 144 567
(580 080) (580 060)
(1172 755) (1172 755)
(35 642) (35 642)
(3052 933) (3 052 933)
(861 946) (861 946)
(e) (223 282) 184 216 (39 066)
(3132 116) (3132116)
3132 116) (3132116)
(3132116) (3132116)
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8. Explanation of transition to Australian equivalents to IFRSs (continued)

(3) Reconciliation of cash flow statement for the year ended 31 December 2004

The adoption of AIFRSs has resulted in adjustments to the cash flow statement, details of which are set
out below at item 4 (f) of Notes to the reconciliations.

(4) Notes to the reconciliations

(a) Foreign currency translation reserve: curnulative translation differences

The group has elected to apply the exemption in AASB 1First Time Adoption of Australian Equivalents
to International Financial Reporting Standards. The cumulative translation differences for all foreign
operations represented in the foreign currency translation reserve are deemed to be zero at the balance
date of transition to AIFRSs. The effect is:

(i) At 1 January 2004

For the Group the balance of $1,679,075 debit in the foreign currency transiation reserve is set to zero.
Retained earnings have been decreased by this amount.

(ii) At 30 June 2004

For the Group the balance of $1,679,075 debit in the foreign currency translation reserve is set to zero.
Retained earnings have been decreased by this amount. See also (b) (ii).

(fif) At 31 December 2004

For the Group the balance of $1,679,075 debit in the foreign currency translation reserve is set to zero.
Retained earnings have been decreased by this amount. See also (b) (ii).

(iv) For the half-year ended 30 June 2004
There is no effect on the Group.
(v) For the year ended 31 December 2004

There is no effect on the Group.

(b) Transition adjustments {o oil and gas properties and well equipment

Under previous AGAAP non current assets wera written down to recoverable amount when the assets
carrying amount exceeded the recoverable amount. The consolidated entity had previously considered
discounted cash flows, although not mandated, when determining recoverable amount.

-Under AIFRS (AASB136) both current and non current assets are tested for impairment. On adoption of
AIFRS a further impairment of certain assets has been recognised, thereby increasing opening
accumulated losses and the carrying amount of those assets.

Consistent with AIFRS (AASB6) the consotidated entity has made adjustments to expense the costs of
unsuccessful drilling included in exploration and evaluation expenditure,

(i) At 1 January 2004

Property plant and equipment was reduced by $20,075 and accumulated losses increased by the same
amount representing impairment of certain well equipment. Qil and gas properties were reduced by
$1,615,446 and $268,502 for impairment and adjustments for certain exploration costs and currency
realignment respectively and accumulated losses increased by those same amounts. Qil and gas
properties were reduced by a further $2,370 being a re-classification to other financial assets.
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8. Explanation of transition to Australian equivalents to IFRSs (continued)

(b) Impairment (continued)

(i) At 30 June 2004

Property plant and equipment was reduced by $22,190 and oil and gas properties were reduced by $1,
746,977 representing impairment of certain well equipment and oil & gas expenditure at 1 January 2004,
The difference between the value as at 1 January 2004 and 30 June 2004 is due to foreign exchange
movements and has been adjusted against the foreign currency translation reserve. Qil and gas
properties were reduced by a further $2,540 being a re-classification to other financial assets.

(iii) At 31 December 2004

Property plant and equipment was reduced by $19,862 and oil and gas properties were reduced by

$1,853,763 representing impairment of certain well equipment and oil & gas expenditure at 1 January
2004. The difference between the value as at 1 January 2004 and 30 June 2004 is due to foreign

exchange movements and has been adjusted against the foreign currency translation reserve. Oil and -

gas properties were reduced by a further $2,274 being a re-classification to other financial assets.
(iv) For the half-year ended 30 June 2004

There is no effect on the Group.

(v) For the year ended 31 December 2004

There is no effect on the Group.

(c) Share-baéed payments

The Consolidated Entity has applied the requirements of AASB 1 ‘First-time adoption of
Australian Equivalents to international Financial reporting Standards’ in respect of equity
instruments and share based payments. '

Certain options were granted to directors and employees on 17 June 2004. As these options

.vested prior to 1 January 2005, accordingly no financial impact has been recognised in
respect of these options. Provided the options are exercised prior to their expiry date, the
shares are recognised when the options are exer cised and the proceeds received allocated to
share capital

(i) At 1 January 2004, there isno effect on the group

(i) At 30 June 2004, there is no effect on the group

(iii) At 31 December 2004, there is no effect on the group

(iv) For the half-year ended 30 June 2004, there is no effect on the group

(v) For the year ended 31 December 2004 there is no effect on the group
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8. ° Explanation of transition to Australian equivalents to IFRSs (continued)
(d) Rétained Earnings

The effect on retained earnings of thechanges set out above are as follows:

Notes 1-Jan-04 30-Jun-04 31-Dec-04
$ $ $

Foreign currency translation reserve (@) 1679075 1679075 1679075
Impairment (b) 1636 151 1636 151 1636 151
Currency effect on oil and gas property 268 502 268 502 268 502
Totalladjustment _ 3583728 3583728 3583728
Attributable to:
Equity hoiders of the parent 3583728 3583728 3583728

(e) Revenue

Under previous AGAAP, the consolidated entity recognised the gain or loss on disposal of property,
plant and equipment on a ‘gross’ basis by recognising the proceeds from sale as revenue, and the
carrying amount of the property, plant and equipment disposed as an expense. Under A-IFRS, the gain
or loss on disposal is recognised on a ‘net’ basis, and is classified as income, rather than revenue.
Accordingly, the ‘gross’ amounts have been reclassified within the income statement for A-IFRS
reporting purposes.

(f) Cash and Cash equivalents

Under previous AGAAP the consolidated entity classified cash on deposit as cash. Under A-IFRS

where the term of the cash deposit is not readily conertible to cash or has a longer maturity term, the -

cash deposit is classified “other financial assets”.

The effect is that at each balance date, namely, 1 January 2004 and 31 December 2004 an amount of
$26,618 has been re-classified from “cash and cash equialents” to “other financial assets”. There has
been no effect on retained earnings for this change.

(g) Taxation

The consolidated entity has recognised additional deerred tax liabilities on adoption of AASB 112. It has

also recognised previously unrecognised tax losses tothe extent that it is probable that there will be

sufficient taxable profits available such that these losses may be utilised. The recognised deferred tax

assets and deferred tax liabilities have been offset aspermitted by AASB 112. To the extent that the
- recovery of other tax losses is not probable they hawe not been recognised in the financial statements.
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