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DIRECTORS’ REPORT
Your directors submit the financial report of Australian Oil Company Limited and its controlled entities (“the
Consolidated Entity or Group”) for the half-year ended 31 December 2010.
Directors
The names of directors who held office during or since the end of the half-year:
Andrew Childs(Chairman)
Grant Jagelman

Peter Cockcroft
lan Tchacos

Principal Activities
The principal activity of the Group is the exploration for cil and gas in Australia and overseas.
Review of Operations

The consolidated loss after tax of the Group for the period was $538,444 (2009: loss $219,428).
Huasna Oil Project, California USA

Australian Oil Company holds a 35% interest in and is joint manager of Excelaron LLC, the owner of the oil
leases at Mankins Ranch which is located approximately 20 mile east of Arroya Grande in California.

United Hunter Oil and Gas Corp, a TSX listed Canadian based corporation, holds the remaining 65%
interest in Excelaron LLC.

An Environmental Impact Report (EIR) was lodged on 29 July 2009 with the County of San Luis Obispo for
a Conditional Use Permit to install up to 12 wells on approx 260 acres together with the production facilities
for up to 1000 barrels of oil per day.

In addition the joint venture has approximately 1200 acres of leased mineral rights adjacent to the project
area which is the subject of the Permit Application.

We expect the draft Environmental Impact Report will be released by the County in April and following this
a detailed review by all parties will be carried out over a 45 day period as a precursor to the Permit
application being determined by the boards of Commissioners and Supervisors of the County of San Luis
Obispo.

Porter Ranch, California USA

The Directors of Australian Oil Company Ltd (AOC) are pleased to advise the acquisition of oil exploration
leases known as the Porter Ranch comprising 4068 acres adjacent to the highly prolific Santa Maria Basin
(850 million bbls produced up to 2008) and south east of the company's Mankins Ranch Project.

The Porter Ranch leases are held by Alamo Creek Oil LLC (Alamo) a Californian incorporated company,
45% owned and jointly operated by AOC and 45% by it's Mankins Ranch partner United Hunter Qil and
Gas Corp (UHO) and 10% owned by CALOG LLC ( a wholly owned subsidiary of AOC). The leases were
briefly explored in the 1980's by Philips Petroleum Company (PPC) who drilled one well and completed
extensive roadworks and well pads for 2 well sites prior to abandoning due to depressed oil prices. There
has been no subsequent exploration since that time. Assuming that PPC located these 2 well sites on valid
structures it is possible that 2 exploration wells could be drilled as soon as approvals are granted by the
County.

PPC drilled the only well on the Porter Ranch in 1984 which tested oil from 3 separate zones before
encountering drilling problems and being plugged and abandoned. Alamo is currently evaluating the
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economics of re-drilling this well.

Adjacent wells have tested oil ranging from light (30 API) to heavy (15-18API), some with associated gas
and numerous surface oil seeps. Within the leased area there are currently 2 anticlinal structures which
have only been tested at their extremities.

The forward work program includes acquiring all historical well and seismic data prior to the possible
acquisition of new seismic data over the anticlines. Based on this information up to 3 exploration wells may
be drilled. In addition Alamo Creek Oil is in advanced negotiations to lease an additional adjacent 4,982
acres from other members of the Porter family.

The Huasna Basin contains thick sequences of oil prone Monterey Formation and is considered one of the
most under explored basins onshore California.

Hood - Franklin Gas Project, Sacramento, California USA (75%)

Due diligence has been completed and a US $100,000 prospect fee was paid on 22 November 2010 to
finalise this transaction.

SACGASCO LLC, which is a wholly owned subsidiary of AOC, is the operator of this project.

Planning is under way for the reentry of the cased and suspended Whitney # F-1 gas well. The spud date
will be after the current rainy season in late April or May of this year

The Hood-Franklin Gas Field (HFGF) is located 12 miles south of the Californian Capitol of Sacramento.
The HFGF comprises the Whitney #1 gas production well and the cased and suspended Whitney #F-1 well
situated on 640 acres.

The Whitney #F-1 well was drilled to a depth of 10,562 feet (3,220 metres) and encountered over 350 feet
(107 metres) of significant gas shows. Due to severe drilling difficulties wire line logs and flow testing were
unable to be carried out.

AQOC will earn it's interest in the HFGF by funding a sidetrack and completion of the Whitney #F-1 well
which is currently budgeted to cost circa US $1million.

The current operator of the HFGF estimates potential flow rates of 3 to 6mmcf per day and 8 to 15Bcf of
possible recoverable reserves from a successfully completed Whitney #F-l well. Assuming commercial flow
rates from Whitney #F-l the Joint Venture plans to drill at least another 4 production wells which are
estimated to have similar flow rates and reserves.

The HFGF currently has an existing gas sales contract in place and is selling gas into the local grid.

We are currently in farmout discussions regarding the funding of this well.

PEL 182
Onshore Petroleum Exploration — Cooper Basin South Australia 5 to 12.5% interest

AOC's 12.5% interest is subject to a farmout to Dome Petroleum. The terms of the farmout have been met
by Dome however at this time the assignment of the Dome interest has not been registered with PIRSA.

Preliminary agreement has been reached with Strategic Energy Resources Ltd to sell our remaining 5%
interest and the documentation is awaiting execution.

EP 435
Onshore Exmouth Sub Basin Western Australia — 17% working interest
There has been no change in the activities in this permit. The joint venture will review the proposed work
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program following the drilling of the bee-Eater well in an adjacent permit on an overlapping structure. -

Timor Oil Ltd

Onshore East Timor

A joint study and application agreement was entered into with another party on the 16 December 2009.
The purpose of the agreement is to conduct a joint evaluation funded by the other party. Under the
provisions of this agreement all the terms remain confidential.

At this time there is no legislation in place in East Timor regarding onshore oil exploration.

Going Concern

The financial statements are presented on a going concern basis. The directors are not aware of any
uncertainties which would cast doubt on the consolidated entity’s ability to continue as a going concern.

Dividends

No dividends were paid during the period.

Subsequent Events

On 4 February 2011 Californian Oil and Gas Limited was incorporated as an unlisted Australian public
company. It is owned 100% by Australian Qil Company Limited. Subsequently California Qil and Gas
Limited incorporated a wholly owned subsidiary in California called CALOG LLC. CALOG LLC was formed
to exploit the Group's interest in other California based projects through its shareholding in Sacgasco LLC
and Alamo Creek Qil LLC.

Alamo Creek Qil LLC (a California incorporated company) was formed to exploit the Group’s interest in the
Porter Ranch project. Australian Qil Company Limited owns a 55% interest in Alamo Creek Qil LLC
through its other subsidiaries.

There are no other events subsequent to the balance date which require disclosure.

Options

Australian Oil Company Limited has on issue 30,015,625 options to purchase ordinary shares in the
Company at 20 cents per ordinary share. 26,015,625 of these are listed and expire 31 December 2011.
4,000,000 are unlisted and expire 31 December 2012. At the date of this report no options have been
exercised.

Auditor’s Declaration

The lead auditor’s independence declaration under section 307C of the Corporations Act 2001 is set out
on page 3 for the half-year ended 31 December 2010.

This report is signed in accordance with a resolution of the Board of Directors

Grant' Jagelman Director
Dated this’@" day of March 2011
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Auditor’s Independence Declaration to the Directors of Australian Oil
Company Limited

In relation lo our review of the financial repart of Australian il Company Limited for the half-year ended
31 December 2010, to the best of my knowledge and belief, there have been no contraventions of the
auditor independence requirements of the Corporations Act 2001 or any applicable code of professional
conduct.

é@&/ﬂ

Ernst & Young
—

Scoft Jarre
Partner
9 March 2011

L ahility Ilmitesl by & scheme approved
under Professional Standards Legislation
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME FOR THE
HALF-YEAR ENDED 31 DECEMBER 2010

Interest revenue
Profit on sale of shares

Management fees from associate

Share of (loss)/profit of associate
Administration expenses

Share based payment

Exploration expenditure written off
Loss for period before tax

Income tax expense

Loss for period after tax

Other comprehensive income

Investment revaluation reserve

Foreign currency translation reserve

Notes

12

Income tax on items of comprehensive income

Other comprehensive income, net of tax

Total comprehensive income for the period

Loss for the period is attributable to:
Owners of the parent

Non-controlling interest

Total comprehensive income for the period is attributable to:

Owners of the parent

Non-controlling interest

Basic loss per share

Diluted loss per share

31 December

31 December

2010 2009

$ $
25,712 15,244
5,878 17,360
49,593 85,967
(156,360) (72,609)
(298,563) (262,017)
(132,348) -
(32,356) (3,373)
(538,444) (219,428)
(538,444) (219,428)
6,046 15,155
- (16,447)
6,046 (1,292)
(532,398) (220,720)
(537,107) (218,200)
(1,337) (1,228)
(538,444) (219,428)
(531,061) (219,428)
(1,337) (1,228)
(532,398) (220,720)
(1.04c) (0.42c)
(1.04c) (0.42c)

The accompanying notes form part of these financial statements.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2010

ASSETS

CURRENT ASSETS

Cash and cash equivalents
Trade and other receivables
Financial assets

TOTAL CURRENT ASSETS

NON-CURRENT ASSETS
Exploration permits

Plant and equipment

TOTAL NON-CURRENT ASSETS

TOTAL ASSETS

LIABILITIES

CURRENT LIABILITIES

Trade and other payables
TOTAL CURRENT LIABILITIES

TOTAL LIABILITIES
NET ASSETS
EQUITY

Issued capital
Accumulated losses
Reserves

Minority equity interest

TOTAL EQUITY

Notes

12

31 December 30 June
2010 2010

$ $
763,350 1,259,740
57,178 79,490
16,323 10,277
836,851 1,349,507
104,206 -
2,180 2,535
106,386 2,535
943,237 1,352,04
79,000 87,754
79,000 87,754
79,000 87,754
864,237 1,264,288
6,492,159 6,492,159
(5,744,594) (5,207,486)
132,567 (5,827)
(15,895) (14,558)
864,237 1,264,288

The accompanying notes form part of these financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE HALF-YEAR ENDED 31 DECEMBER 2010

For the half-year ended 31 December
2009

Balance at 1 July 2009
Loss for the period
Other comprehensive income

Total comprehensive income for the period

Transactions with owners in their capacity
as owners

Share Issue (Net of costs)
Balance at 31 December 2009

For the half-year ended 31 December
2010

Balance at 1 July 2010
Loss for the period
Other comprehensive income

Total comprehensive income for the period

Transactions with owners in their capacity
as owners:

Share based payments
Balance at 31 December 2010

Non
Share Retained Controlling
Capital Losses Reserves Interest Total
$ $ $ $ $

6,215,159 (4,683,821) 29,399 (10,752) 1,549,985
- (218,200) - (1,228) (219,428)
- - (1,292) - (1,292)
- (218,200) (1,292) (1,228) (220,720)
277,000 - - - 277,000
6,492,159 (4,902,021) 28,107 (11,980) 1,606,265
6,492,159 (5,207,487) (5,827) (14,558) 1,264,287
- (537,107) - (1,337) (538,444)
- - 6,046 - 6,046
- (537,107) 6,046 (1,337) (532,398)
- - 132,348 - 132,348
6,492,159 (5,744,594) 132,567 (15,895) 864,237

The accompanying notes form part of these financial statements.
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CONSOLIDATED CASH FLOW STATEMENT FOR THE HALF-YEAR ENDED 31 DECEMBER 2010

Notes 31 December 31 December

2010 2009
$ $

CASH FLOWS FROM OPERATING ACTIVITIES

Payments to suppliers and employees (311,342) (315,271)
Exploration expenditure 12 (32,356) (3,373)
Management fees received 49,593 -
Interest received 25,712 15,244
Net cash used in operating activities (268,393) (303,400)
CASH FLOWS FROM INVESTING ACTIVITIES

Payment for property plant & equipment - (1,591)
Payment for exploration permit 12 (104,206) -
Payments for investments (204,383) (257,500)
Proceeds from sale of investments 53,901 72,930
Net cash used in investing activities (254,688) (186,161)
CASH FLOWS FROM FINANCING ACTIVITIES

Share issue proceeds - 277,000
Loan to associate = (169,014)
Repayment from associate 26,691 -
Net cash from financing activities 26,691 107,986
Net decrease in cash held (496,390) (381,575)
Cash at 1 July 1,259,740 1,123,074
Cash at 31 December 763,350 741 :495-)

The accompanying notes form part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE
HALF-YEAR ENDED 31 DECEMBER 2010

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

(a) Basis of preparation

The half-year consolidated financial statements are a general purpose financial report prepared in
accordance with the requirements of the Corporations Act 2001, Accounting Standard AASB 134: Interim
Financial Reporting and other mandatory professional reporting requirements.

Itis recommended that this half-year financial report be read in conjunction with the annual financial report
for the year ended 30 June 2010 and any public announcements made by Australian Qil Company Limited
("AOC") and its controlled entities during the half-year in accordance with continuous disclosure
requirements arising under the Corporations Act 2001.

In this half-year financial report the accounting palicies applied are consistent with those applied in the 30
June 2010 Annual Report.

The half-year report does not include full disclosures of the type narmally included in an annual financial
report and therefore cannot be expected to provide as full an understanding of the financial performance,
financial position and cash flows of the consolidated entity as the full financial report.

(b) Significant accounting policies

The half-year consolidated financial statements have been prepared using the same accounting policies
as used in the annual financial statements for the year ended 30 June 2010 except as noted below.

(c) Changes in accounting standards

No new standards or interpretations have been issued (either effective or not yet effective) which are
considered to have a material impact on the financial statements or performance of the Company.

(d) Basis of consolidation
A controlled entity is any entity controlled by Australian Oil Company Limited whereby Australian Qil

Company Limited has the power to control the financial and operating policies of an entity so as to obtain
benefits from its activities.

All inter-company balances and transactions between entities in the economic entity, including any
unrealised profits or losses, have been eliminated on consolidation. Accounting policies of subsidiaries
have been changed where necessary to ensure consistencies with those policies applied by the parent
entity.

Where controlled entities have entered or left the economic entity during the year, their operating results
have been included/excluded from the date control was obtained or until the date control ceased.

Non controlling interests in the equity and results of the entities that are controlled are shown as a
separate item in the consolidated financial report.

NOTE 2: CONTROLLED ENTITIES

The parent entity has 3 subsidiaries which were incorporated on 17 May 2005. The parent entity owns
100% of Australian Oil Company No 2 Pty Ltd, 100% of Australian Oil Company No 3 Pty Ltd and 100% of
Australian Oil Company Investments Pty Ltd. Each company has 1 issued ordinary share of $1 each,
which is owned by Australian Qil Company.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE
HALF-YEAR ENDED 31 DECEMBER 2010

AOC has an option to acquire 52.9% of the issued shares of Timor Qil Limited. Timor Qil is consolidated
within AOC (despite AOC not holding any ordinary shares in Timor Qil) as AOC has the power to govern
the financial and operating policies of the entity. AOC and Timor Qil Limited have 2 common directors.
At 31 December 2010 Australian Qil Investments Pty Ltd owned 100% of the capital of Sacgasco LLC, a
California corporation which was incorporated on 20 December 2010. Sacgasco was incorporated to
exploit the Company’s interest in the Hood-Franklin Gas Project.

NOTE 3: INVESTMENTS IN ASSOCIATES

As at 31 December 2010 the parent entity holds 35% of the ordinary shares of Excelaron LLC
(incorporated in the USA).

NOTE 4: SEGMENT INFORMATION

The Consolidated Entity has identified it's operating segments based on the internal reports that are
reviewed and used by the Managing Director (the Consolidated Entity’s chief operating decision maker) in
assessing performance and in determining the allocation of resources. The operating segments identified
by management are based on each individual exploration tenement which are:

- Excelaron — California (Assaciate)

- PEL 182 - South Australia

- EP 435 —Western Australia

- Onshore East Timor

- Sacgasco - California

- Alamo Creek Qil - California

The Consolidated Entity operates entirely in the industry of exploration for oil and gas. Financial
information of the operating segments is reported to the Managing Director on a monthly basis. The key
financial measure of segment result is the costs capitalised to each exploration tenement during the period.
As the main operations of the company at this time are carried on by way of the farm out of the Huasna Qil
Project to Excelaron, an associate of the Consolidated Entity. Management fees have been received from
the associate of $49,593 (2009: $85,967) and share of losses from associate have been received of
$156,360 (2009: $72,609). AOC have no capitalised costs relating to each of their explorations tenements
during the year other than Sacgasco (refer to Note 12). No segment assets are currently being disclosed
per segment.

No segment revenues or results are disclosed for the other segments as each exploration tenement is not
at a stage where revenues have been earned.

Expenses included in the statement of comprehensive income which have not been capitalised to
operating segments are unallocated as they are not considered part of the core operations of any segment.
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