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EXECUTIVE CHAIBMAN'S BEPORT

Dear investor,

l'am pleased to report to you that in the last yvear we have achizved gignificant progress on the prajecte which
will ransform NZOG irte a significant erergy producer All thrae of the company's key projects were given the
deveicpment go-ahead diring this 12 month pericd.

The Tui Area develepment decision was made in Novermber 2005 with oif scheduied to flow from this fagi-
tracked development in the first half of 2007 All Kupe jcint verture partrers agreed in June 2006 to proceed
with the Kupe development which will contribute 15% of New Zesland's gas supply once cnstream in 2009,

Al Pike River, NZDE gave the go-ahead for developrent of the export coking coal mings in Septernber 2605
Corstruction and fabrication activities including the appointment of leading internatioral construction
partrers, are now well advanced for 2ach of these projects.

In addition to its key deveiopments, NZEG0 s embarking or: an exploration program simed at further increasing
the cornpany's existing petroleim reserves which, on an oif ecuivalent basis, stand at 13.4 million barrels. Twa
sttractive o apportunities identified within the Tul Area permit, close to existing discoveries, will be drilled in
mid-2007. The same driling rig has also been secured far the Hector prospect, a very interasting exploraticon
prospect Lo the south of the Tu discoveries.

The firancial result for the year ended 30 June 2006 saw NZ0G record a profit of $2.3 million {after minority
interests) on revenues of $7.5 milicn, including & $2.5 milicn accounting gain it respect of NZ8E's shareholding
in Pike Aiver Cosl Limited ard after writing of f exploration costs of $§C.8 milicn. This is & satisfactory result
ghven thet the cornpany has yet to bring ite production prolects on strearm.

Last year's successiul share aption conversion raised $43 million and was pivotal in erabling NZ0G to procesd
with its three developments. & firther $12 million was raised through a smali placement of shares and cptions
in December 2C05 and Pike Hiver Coal Lirmited raised $37 milion directly from two rmajor new investars,

As sigrificant investments wili continue during the 2006/2007 vear debl raisings are also in progress for both
the Kupe and Pike Miver projects The company secured a 38C millien (US$375 million} firancing faciity for Tu in
harch 2005,

The return on investment from these developrnents will commence with Tui in the 2007 Brnancizsl year which wil
zmjoy a high front end revenue stream, with somawhat longer time-frames for Pike River and Kupe which are
both long life assets with production expected over 15-20 years.

In surnmary, NZ00 has taken rmajor steps in the year under review to transform iteell inte a significant erergy
production campany and is positioned for continued strong growlh.

R A Radford
Executive Chairman
12 September 2006
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DPEBATIONS REPORT

M 3BL58 NEOE STAKE 12.5% 0

Tui fast-tracked for development of New Zealand’s first

dedicated offshore oilfield

First Oit: First cil producticn fram the Tui Area oil
Fields iz projected to fiow in the June 2007 guarter.
A combinationr: of irtiagl tigh flow rates and high cil
prices wilt generate strong front end cashflow For
NMZOG. The kigh guality Kapuni sand reservoirs are
sxpecied to yvield approximately 30% of reserves

in the first 12 moanths. On that basis, at a price of
USSEE/Marrel, NZ0G's gross ol sales revenuves from
Tulin the first predection yvear would tota NZ$70
mikicn. NZ0G's share of Tui proved and probahbls ol
reserves s 35 million barrels.

The Tui Area deveicpment encompasses the Tui,
Amokira and Pateke ol pocls discovered by NZDE and
its co-venturers in 2003/2004 The development, in a
waler deplh of 120 metres, invelves four horizontally
drilled and suhsea completed wells, each of which

will be individually tied back to a leased Fioating
Production Storage snd Offloading vesset ["FPSD7}

Construction: The Tui jcint verture partrers made 5
ananimaus decision to Fast-track the developmant
of the Te Area oil fields in November 2005, N20&'s
decision to develop was based on USH40/barrel

and at the date of this repert, oil prices sre in the
region of US$E5/sarrel. The approved joint ventare
construction budget is US$203 million and as it is
recogrised that projects of this nature are subject
ko westher events and othar delays which may
increase final costs, NZ0T will keep this budget figurs
ander review.

Construction of subses equipment and conversicn of
the tanker being used for the FPSE has progressed
setisfactorily since the development

decision, and substantially in accordance with

Schamatic of Tui Area Development and Production

scheduled timing. Prosafe Production Sermvices Ply
Ltd has been contracted to boiid, own and operate
Ehe FPS0, under & B year contract. The term contract
value is UB$178 million which the Tui jcint verture can
extend by five ore vear cptions. Prossfe iz a major
global cwner and operator of Foating production and
storage vessels. Driling of the Tui production wells

is to commence i the December 2006 guarier to
synrchronise with the arrival of the FPSE in the March
2007 quarter.

0# Offtake: The project Tacities are designed for
a maximum initial cil flov rate of 5C,000 barrels of
oil per day. Production rates are initially nigh but
have a refatively rapid rise in water production and
associated decling in oil rake. The FPS0 oil storage
capacity will be approximately 800,C00 barreis, to
enabie the efficient use of a range of differently
sized cil tarkers for trarsport Lo market. Mitsai

& Co have been appoirted Lo market T ol The
predominant market for the fdght sweet Tui Ares ol
is expected to be the Asia Pacific region, including
Australian Bast Coast refineries.

Financial: NZ0G successfully arranged a $8C

million {US$37.5 million] finance faciity in March

2006 covering its entire share of the budgeted Tui
developmaent costs and assaciated contract deposits.
Ta provide downside protection against Yailing o
prices, NZ0G has hedged 20% of production reserves.
Lirder those hadges a minirnurm oi price of US$H0/
harret is gearanteed for 897,CCC barrels, while &
maximem price has only been locked in for 224,000
harreis, of US$E6/barrel. OF N20G's Yui reserves, 2.6
million parrels are presently unbedged and accordingly

will achigve market prices.
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Milestone Reached in Progress of Major New Coal Mine

First Coal First producticon of high guality coking coal
From the Pike River cosl mine on the West Coast of
the South lsland s schedoied for the Becember 2007
quarter. Production is scheduled to rise to 1.1 millinn
tannes per arnam in the vear ending December 2009,
Piks River coal has urique properties such as low

ash levels and high fluidity that are highty valued by
international coke and stesl companies,

Cue o strong internationsl demand Forits high
guality coals, 8l preduection from Pike will be exported
internaticnally by ship. The Pike develicpment

invclves construction of 8 tunnel to sccess the coal
deposit, instalation of & cosl siurry pipeine and coal
preparation plant, and establishment of a new coal
transport chain from ming Lo export port.

Financial: Two mgjor new ecuity partners nvested
$37 million directly in Plke River Cogt Limited {"PRCLY]
during the 2006 fingncial year. indian coke makers,
Saurgshtre Fueis Privete Limited and Sujarst NRE
Coke Limited have esch made o suhstantial ecuiby
investment and aisc signad coal purchase contracts
For the life of the Pike River ming, eguivaient to
approximately 550 0090 toennes per annum in total

In addition, NZ03E and existing small sharehclders
invested $23 milion dusing the 2006 financial year Lo
fund development. The nurnber of Pike River shares
acquired by Guarst for its $20 milion investment will
be matched Lo the intial public offer share price, on
the same basis as the $49 midion invested during the
year by NZDE, smail shareholders snd Saurashira.

Curing the year, the PRCL Board approved a revised
mine plan, producticn schedule and construction/
operating cost budget. Higher steel and fue! costs
and & decining NZ dollar cassed the construction
budget b increase to $144 million, which now
includes a $12 milkon provision for contingencies.

OF that budget, $29 miticn had been expended by

30 June 2004, leaving $115 million to spend. In
addition, working capital of 328 million is reguired for
the perind until Fuil predection s reached in the 200G
yvear. OFfsetting the construction cost increases,
the long term hard coking coal price is forecast by
independent expert AME Consulting to be US$74 per
tonne in 2010, anincrease of Z5$8 per bonne on the
price predicted in 2005 by PREL, bet lower than the
current market price.

Construction: The new equity raised during the year
afiowed raine sccess and construction works ta
comrmence in October 2G05. Ten kilometres of access
road and seven bridges have bean constructed. Final
design on the coal slurry pipetine was completed and
the pipeline is currently being milled in dapan. Wark on
the 2.3 kilometre tunngl by internationally experienced
centractor, MeConnel Gowell commenced in
Septermber 2006 and installation of power supply

ko the ming and seiection af minng egquipment is
snderway.

Transport: A iong term fransport contrach was
execuied in December 20085 by PRIL and the

West Cnast Cosl Company ["WELCC] & conscrtiurm
comprising Port Taranaki Limited, TRL Group Limited,
Wendell Group and Jehsens International. The
contract is conditional on the parties conciuding the
firarcing arrargemsants. WELCC will make a schstantial
imvestment in port and shipping Yactities under an

18 year contract with an annual delivery and expord
capabilty considerably in excess of the average 1.0
million tonnes expected From bhe Pike mine.

Coal will be trucked from the Pike ming to the
Greymouth port and shipped by bwo purpose buit
coastal ships Lo Pord Taranaki. From Port Taranaki,
coal will be shipped in Panarnax size vessels carrying
lonsds of up to 65,000 tennes Lo export rmarkets in
Agig, India, Sceth America and Earope.
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Kupe Gas to Supply 15% of New Zealand's Current Annual Demand

Development Decision: NZTE gave the green light

bo the significant Kupe prgject in Jung 2008, thereby
completing & “trifects” of development decisions
during a 12 menth pericd.

The Kupe development, in @ water depth of 32 metres,
invelves an offshore unmanned platform, three initial
production wells, a 30 kilometre pipelice for transport
of gas and condensate to shore ard & new onshore
prodiction station.

The unanimous decision by NZ0OG ard #s co-
ventirers to proceed with developrment of Kups was
made after a great deal of work on technical ard
sngineering design, assessrment, consultation and
contract negotistion. The work included design of
& rew onstore production station to process gas
fFrom offshore; commuenity consulkation o chiain
rMeCessary resnuTcE Consents; an uowards revision
of total project reserves of gas, ol and LPG to 388
petgioules eqguivalent; a contractor aliance project
delivery strategy: and renegotiation of a gas supply
cortract.

The irvestment decision was based on a construction
budget of $380 mElion [KZ0G share $147 mikion],
which includes a substantial allowance Yor
cortingencies such as weather downtime during
affshare installation activitizs. A key element: for
NZOG was a renegotiated gas supply conirack with
Genesis Energy, executed in Jung 2CGCE. Higher gas
prices, coupied with higher condensate and LPG
prices and incressed reserves have, to a sshstantial
axtent alfset increased project capital costs,

Financial: N2CG is presently negotisting bank project
Funding for the bulk of its Kups investment, which
will be outlaid aver approximately bwo and haif yesrs.
Genesis Energy, which has contracted to purchase
NZOG's share of proved ard prebable gas reserves
under a long-term centract, wilf alsc orovide NZOG
with o to $20m Funding support.

Construction: Construction management of the
pragect will be throcugh an alliance arrargement
with the major cantractar Technip, whereby g
single gwner/contractor team wil manage ali major
elements of the development, other than drilling

of the production weils. This slliznce approsch is
censidered internationally ko be the optimal way

to achigve tha effective snd efficient execution of
this type of project as it operates on a risk/reward
share basis and aligns interests of the project
ovener and construction contrackor. Construction
warks inciuding wellhead fabrication are under

way and drilling of the three Kupe preduction

wells is scheduled far mid-2CG07. ENSCO Dceanics
International has been cantracted for the driling
uging a nawly built jack-up rig, the ENSCED 107

First Production: Kupe producticn is on schedule
to commence no later than the First half of 2009,
detivering around 24 petajoules par anrum of sales
gas - approximately 15% of New Zealand’s current
annual dermand. Kupe will also produce a light oi
[condensate] and LPG, commencing at 1.9 milion
harreis per annum and S6,6CG0C tonnes {765,000 barrels
of cil eguivaient] per annum, respectively. NZ0OG's
share of Kupe proved and probsble reserves is 9.9
millinn barrels of oil eguivalent. At potential spal
prices of US$65/barrel the value of NZ03 s gross
liguids salzs revenue in the first vear of producticn
would be NZE3Bmilkan.

The Xupe project involves constrioction of key long
life agsets which have characteristics akin to an
infrastructural project given their 16 to 20 year
liFe span.

Expioration Upside: The Kupe permit includes several
discoveries rmade in the late 1$80°s and early 1990°'s
[Toru-1, Kupe Soath-4 and Kupe South-5) as well

a5 a series of prospects, which are agjacent to

the central field ares [Leith and Genty prospects],
which represent add-on apportanities to the Kupe
develnpment. There is aisc potentiat For additiona
gas within the northwest block of the central field
areg itaelf, which will be determinzd ance the initisl
praduction wel inte that block is driged.
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EAPLORATION ACTIVITIES
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Tui Satellite Exploration Prospects Being Drilled

The Tieke and Taranui prospects are located approximately 7 kiicmetres southesst and 18 kilornetres northeast
of Tui respectively. These Kaponi F-sand reservoir targets are sirnilar to those discovered in the Tail Area oi
Fieids and have potential in the event of discovery, of the crder of 5-2C milion barrele of cil sach Their proximity
to bhe Tui development would provide an oppartunity to quickly bring to preduction anry discoveries made. Tieke-1
and Taranui-1 are scheduled to be driled after the Tai developraent weils in the second guarter of 2007,

Further prospecks (G and Kahu) exkibit simiiar subtle ciosures st the Kaponi F-sand level as Tieke and Taranui
and provide additionsl potential upside in the Tui miring permit ares.

| PEP 3B483 NZOU stake 18.9% WZG steke 12.5%

Exploring a Potential New Oif Fairway with Substantial Upside

The HMector-1 exploration well will test & dip-ciosad structure at the Kapuni-C ievel {as mapped an the 3D seismic
survey of 2006] that has potential recoverable ol of 50-80 milien barrels. In sddition to substantia upside at
this prospect, a discovery at Hector wauid trigger further drifling activity in this permit because 1 would prove

& new of migration fairway within the Taranaki Basin Several follow-up drillng targets, such as Hecteor Scuth,
have already been identified in the PEP 38483 permit. During the past year a portion of the Former PEP 3B4EC
sxploration permit containing the Hactor South prospect was merged wikh PEP 38483

HMectar-1 will be drilied using the Ocean Patriot serni-submersible drill rig as part of the offshore Taranakd
drillbng carnpaign. The driling windaw for Heckar-1 will be defined later this year, with the exact timirg sublect to
Finglisation of the Tui developmenrt installation echedale, which takes precedence. NZOG has a 18 8% interest in
the PEP 38453 permit and holds 12 5% in the Heckoar Souzh sub-block extensicn area.

mﬁ? va Mertor and Haﬁ't{?r South Pr{?ﬂf}@f}'%ﬁ E L e !

Maari Field,
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New Seismic Survey Completed

Tha Felix/Opito - Updip srea is located alt the northern end of the Kapuni Srecn ancient beach sands gystem, which was baried
in the bocene era 40 million years ago. These sandstones have Formed highly proiific, oroven hydrocarbon reservoirs eisewhzare
in the Taranaki Basin, as avidenced by the offshore Maui, Pohckera and Tui fields.

NZOG is cperator of FEP 38728 and commpleted & refraction seismic survey in early 2006, to further defing the potentisl of
Lhe Feix and Opito-Updio structurss Processing and integration of the seismic date together with the well information
obtained from the Opite-1well drilled in 20C2 provids strong evidence far prospective trapping structures in the permit.

During August 2008 NZOG completed & coastal "transition zone” seismic survey to Lie the existing onshore ard affshore
seismic data sels tegether, and to further delineate the Felix and Opito-Lodip structures, including the identification

of possible driling locations. The decision on whether to drill an expioration well on the Felix or Spito-Updip stractures is
expected to be made in the first hal¥ of 2007 folowing evalugtion of this new seismic data.

[ REPEEABA NION stake 100U .

NZDG relinguished the West Kupe permit [FEP3B4B4) during the year This decisicn was made a3 the company was urabie to
obtain a tims extensicon for driling and after Factering in the ralatively high risks asscciated with the Talapa prospect, and
macr intreases in fig costs.

[E 7 AR
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CORPORATE 6 ADMINISTRATION

Share Placement: A small private placement of 13.3 million shares was made in Gecember 2005 raising $12
milcn to advance NZCG's cil ard gas projects. The issue amounted to approximately B% of the company's
issued sharss,

Pan Pacific Petroleum Shares: The company subscribed for additioral Pan Pacific Petroleum NL shares in &
Cecember 2005 rights issue at a cost of $3.2 milkon, taking its holding in Pan Pacific ta 10.1%. The additional
investment was made to increase the company's exposure to the Tut Area oit ¥izlds and asscoiated prospzcts.
The market value of the Par Pacific helding was $8.4 milicn at 30 June 2008,

Bonus Dption Issue: NZ25's free 1:2 honus option issue to shareholders was compieted during December 2005
and resulted in the issue of 107 080 236 options. These options have traded in the range of 8 Lo 18 cents.

FINANCIAL

The company announced a surplus of $2.3 migion [after minority interests] for the year ended 30 sune 2008
[2005 deficit $2.6 million]. The surplus was made after writing of f explaration costs of $C.8 milicn. The result
alzo includes a $2.5 millian accourting gain in respect of NZ0OG's sharshoiding in PRCL as a rasult of PHCL
issuirg revw shares Lo & third party.

Tobal revenues For the 2006 year of $7.5 million (2005 $6.6 migior] include interest incorme of $2.3 mitdion [2005
$0.5 million]) and & Fareign exchange gain of $2.7 milion [2005 ioss $0.4 mikion]. An carealised gain of $4.2 milkon
in the value of the company's investment in Pan Pacific was not accounted forin the 2006 Finsncisl rescil.

Curing the year ended 30 June 2008, NZOG group invested $43 miticn in its three development grojects: Kupe
gas/cil, Tui oil ard Piks Fiver coal At 30 June 2008 NZTE keld cash of $41.7 million {including $11.3 rmillian held
by FRCLY
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Chairmari

Ray Meyer obtained his

BE from the University of
Mew Zeaisnd [Canterbury]
and his PhD from the
Univergity of Manchester.
4 Distinguished Feliow

of the ingtitution of
Professional Engineers
Mew Faaiznd, his carear
includes senior positions

in Canada gnd Chair of
Mechanicel Engineering
and Oean of Engingaring at
the dniversity of Auckland.
He was a director of ECNZ,
Auckland UniServices

Ltd, Transpower and
Watercare Services

Ltd and is currentiy a
director of Weilington
Drive Technoiogies Ltd Ray
ioined the NZOG board in
2008 as Geputy Chairman.
He aiso heads the board's
audit and remuneration
committass.

CGriginally from Auckland,
Paul Foley is a senior
corporate/commercial
lavwyer based in Waliington,
where he is a pertner

in Minter Elizon Rudd
Watts. Paul scte for sted
companies operating in
tha petrolaum exploration
and minerals fields. He
became a dirsector of
MZOGE in 2000.

Steve Bawson is originally
from YWeilington and has
an M5 in geophysics
from Auckland University
Hig career started in
petroleum geophysics,
later followad by
managerial positions with

Flatcher Energy in trading,

logistics and sugply. Stave
ig General Manager Mew
Business Oevelopmant
for Mighty River Power
Limited. He joined the
board of NZGGE in 2008

Executive Chairman and
Chief Executive

Tony Radferd, CA{NZ has
spent maost of his career
in petroleum snd mining
companies, including senior
financial positions in the
steel, mingrals and oil and
gas industries. Tony is a
founding director of Mew
Zesland Gil & Gas.

David Scoffham icined the
foard of NZ0G in 2003,
David took up residence

in New Zeaisnd foliowing
over 30 years international
exparience in the oi
industry This inciuded
exparience in Egypt, Gebon,
Omar: and Venezugla with
Shell, and in axploration
management with UK
ingependant Enterprize
il PLC. He playsd 8 maior
rola in severs! important
cilfield discoveries in MW
Eurape, which resultad in
the major expansion of
Enterpriza O David is a
graduate of Christ Charch
Oxford [MA Physics) and
lmperial Coliege, London
[MSc Geophysics]




- O donathan Salo

“Senior IManager Geclogy -

-~ Jonathan Saio joined -
- NZOGE in January EDDB
~-@g Senior Manager, -
.. Geclogy. Or Salo has .
" el years patroipurm
industry experiencea - -
“.in the USA, Africa,” .
"~ Middla East, Asia, " -.

“and Australia Heis - o
.eredited by profassional
. Drganisations with the -~
.. dizszgvery of five billien - -
" harrels of oif equivalent. -

“Jonathan has QUMEroUS

" professional and
industry awards -
Cfincluding expioration
@wards), anda PhD
-in Petroleum Geclogy
. fromthe. JI’UUBPSIt\/ of |
.'-_'Ade alde RUIEE I

- Hedan Wackay
__Denerai Cc}uneal

'_Helen Mackayjeined P
C NZOG iR Juy 2008 a5
“General Counsel. Helen .
" was praviously in legal
- snd commencial rolas |-
- with Vacton NGC and -~
" ECNZ and has practised .
" ss.an in-houze lawyar ..
~in New Zealand and - -~
"England. She has an 118 -
"and BCA from Victori
University of Weillington.

Halen is glso Vice-

‘Pragident (Wallington}
. of the Corporate -

- Lawyers ASSDClatlon cn° -
'New Zealand . '

- Gordon Ward
-General Manager

... Gordon Ward has 29
“. years experience in
- the resource sector. |
- with NZOG. He was -

appointed NZOGs .-

‘General Managerin

'2004. Gordon has had -
particular respensibitity -

- larga muiti-naticnais

- for the Pike Aiver Coal - -
inclading the former . - -

project. Gordon holds - -
“ Mew Zealand Dairy -~
. Board and Fonterrs, -
- Loea~Cola and more

-'m Bachelor of Busingss |
Studies from Massey -

- University {Palmerston -
", ‘North] and ebtained his - =
" Chartered Accountant, -

gualification whilst a

... menior auditor with -
e : CBDPBI’S 5 Lybr‘and e :
- . [now Price Waterhouse,
" Coopers) He was
~ - appointed o the Pike -
- River Bt}ard in Juiy
- EUDB

.. Andrew Ghewart ;
- Manager Accounting
~and- Cmmp& ance -

'-Andr“ew Stewartjmned. -
| MZ0E in April 2004,
_Andrew has 20 years |
" business experience
with various financial . .
_institutions in New L
" Zealand, UK, Ireland -~
and-Australia as welias -
" completed bis PhO in
- Hecphysics at Victoria -
Univarsity of Welington. .
Ammediately priorto -
= foining NZ0G, he worked -
" with an international -
" consultancyona
- range of exploration— - o
. ~and production ol and S
gasz projects wn:hm
~Australasia. o

recantly Aolis-Royee. -

Andrew holds MBA,
. BCAand CANZ} .
qualifications. "

: .._ﬁr“ Stefan Kletfrosan ':'
- Manager Geophysics

Stefan kieﬁ“mann

s dningd MZOGE IR
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L MOTES TO THE EINANCIAL STATEMENTS
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WOTES TO THE FINANCIAL STATEMENTS
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