scee LODESTONE
esss ENERGY.

Date: 20 May 2010

To: Australian Securities Exchange
Companies Announcement Office
Electronic Lodgment System

Dear Sir
NOTICE OF GENERAL MEETING

Please find attached the following documents which Lodestone Energy Limited
will be mailing to its shareholders in the next week:

o Chairman’s Letter to Shareholders

o the Notice of Meeting and Explanatory Memorandum prepared by the
Company for the purposes of the meeting, which set out the items of
business of the meeting and provide shareholders with additional
information in relation to those items of business;

o an Independent Expert’s Report prepared by WHK Horwarth Corporate
Finance Limited;

o an Independent Mineral Specialist Report prepared by Xstract Mining
Consultants Pty Ltd (which is an annexure to the Independent Expert’'s
Report); and

o a proxy form.

Yours sincerely
Lodestone Energy Limited

&W‘%’a’»@

Leni Stanley
Company Secretary

Level 1 101 Edward Street Brisbane Queensland 4000 « GPO Box 762 Brisbane Queensland 4001 Australia
T +61 7 3229 6606 # F +61 7 3221 6625 # info@lodestonenergy.com.au # www.lodestonenergy.com.au



soee LODESTONE
esss ENERGY.

19 May 2010

Dear Shareholder,

| have pleasure in inviting you to attend an Extraordinary General Meeting of
Lodestone Energy to be held at the Stamford Lounge, Stamford Plaza Brisbane
Hotel, Corner of Edward and Margaret Streets, Brisbane, Queensland on
Tuesday 29 June 2010 at 10.00 am.

Enclosed are:

o the Notice of Meeting and Explanatory Memorandum prepared by the
Company for the purposes of the meeting, which set out the items of
business of the meeting and provide shareholders with additional
information in relation to those items of business;

o an Independent Expert’s Report prepared by WHK Horwarth Corporate
Finance Limited;

o an Independent Mineral Specialist Report prepared by Xstract Mining
Consultants Pty Ltd (which is an annexure to the Independent Expert’'s
Report); and

o a proxy form.

If you are unable to attend the meeting, | encourage you to complete the
enclosed proxy form. Your proxy form should be completed and returned to the
Company’s share registry so that it is received at least 48 hours prior to the time
of the meeting.

| look forward to your attendance at the meeting.

Yours sincerely
Lodestone Energy Limited

Martin Ackland
Chairman

Level 1 101 Edward Street Brisbane Queensland 4000 « GPO Box 762 Brisbane Queensland 4001 Australia
T +61 7 3229 6606 # F +61 7 3221 6625 # info@lodestonenergy.com.au # www.lodestonenergy.com.au
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Lodestone Energy Limited
ACN 075 877 075

Notice of General Meeting
Explanatory Memorandum
and

Proxy Form

Date of Meeting
Tuesday, 29 June 2010

Time of Meeting
10:00AM (Brisbane time)

Place of Meeting

Stamford Lounge, Stamford Plaza Brisbane Hotel
Corner of Edward and Margaret Streets
Brisbane, Queensland



NOTICE OF EXTRAORDINARY GENERAL MEETING

Notice is given that an extraordinary general meeting of Lodestone Energy Limited ACN 075
877 075 (Company) will be held at the Stamford Lounge, Stamford Plaza Brisbane Hotel,
Corner of Edward and Margaret Streets, Brisbane, Queensland on Tuesday, 29 June 2010 and
will commence at 10:00am (Brisbane time) (Meeting).

The Explanatory Memorandum accompanying this Notice provides additional information on the
matters to be considered at the Meeting to enable shareholders to make an informed decision
regarding the Resolutions. The Explanatory Memorandum is intended to be read in conjunction
with, and forms part of, this Notice.

Words that are defined in the Explanatory Memorandum have the same meaning when used in
this Notice, unless the context requires otherwise.

Items of business
1. Approval of issue of Shares pursuant to Share Purchase Agreement

To consider, and if thought fit, to pass the following resolution as an ordinary
resolution:

For the purposes of item 7 of section 611 and Chapter 2E of the Corporations Act,
Listing Rules 10.1 and 10.11 and for all other purposes, the issue of 407,288,211
Shares to Allegro Capital Nominees Pty Ltd ACN 079 844 107 and Orbit Capital Pty
Ltd ACN 092 586 831 pursuant to the Share Purchase Agreement, the terms of
conditions of which are summarised in the Explanatory Memorandum, be approved.

Voting exclusion statement

The Company will disregard any votes cast on Resolution 1 by Greg Baynton, Allegro
and Orbit and any of their associates.

2. Ratification of issue of Placement Shares

To consider, and if thought fit, to pass the following resolution as an ordinary
resolution:

For the purposes of Listing Rule 7.4 and for all other purposes, the issue of
10,000,000 Shares to Square Resources at a price of $0.195 per Share, for the
purposes and otherwise on the terms described in the Explanatory Memorandum, be
ratified.

Voting exclusion statement

The Company will disregard any votes cast on Resolution 2 by:

(a) any person who participated in the issue; and

(b) any of their associates.

However, the Company need not disregard a vote if:

(c) it is cast by a person as a proxy for a person who is entitled to vote, in
accordance with the directions on the Proxy Form; or

(d) it is cast by the person chairing the Meeting as a proxy for a person who is

entitled to vote, in accordance with a direction on the Proxy Form to vote as
their proxy decides.

By order of the Board

Leni Stanley
Company Secretary
19 May 2010



NOTES TO THE NOTICE OF EXTRAORDINARY GENERAL MEETING
Eligibility to vote

A person’s entitlement to vote at the Meeting will be determined by reference to the number of
Shares registered in the name of that person (reflected in the register of members) as at
7:00pm (Sydney time) on Sunday, 27 June 2010.

Proxy votes and corporate representatives

A member who is entitled to attend and cast a vote at the Meeting is entitled to appoint a
proxy. A form of appointment of proxy is enclosed with this Notice.

The proxy need not be a member of the Company. A member who is entitled to cast two or
more votes may appoint two proxies and may specify the proportion or number of votes each
proxy is appointed to exercise. If no such specification is given and two proxies are appointed,
each may exercise half of the votes to which that member is entitled.

All Proxy Forms will need to be lodged with the Company no later than 10:00am (Brisbane
time) on Sunday, 27 June 2010, being 48 hours before commencement of the Meeting. Any
Proxy Form received after that time will not be valid for the Meeting.

If you wish to appoint a proxy and are entitled to do so, then complete the enclosed Proxy
Form in accordance with the instructions on it and return it to the Company’s share registry by
the deadline for lodgement as follows:

= by using the enclosed reply paid envelope;
= by post or fax to the Company’s share registry as follows:

Lodestone Exploration Limited
C/- Link Market Services Limited
Locked Bag A14

Sydney South NSW 1235
Facsimile: (02) 9287 0309;

= by delivery to Link Market Services Limited at Level 12, 680 George Street, Sydney
NSW 2000; or

= online, at www.linkmarketservices.com.au by following the directions on the reverse
of the Proxy Form.

A corporation may elect to appoint a representative in accordance with the Corporations Act
in which case the Company will require written proof of the representative’s appointment,
which must be lodged with the Company no later than 48 hours before commencement of the
Meeting.

If you have any queries on how to cast your votes then please call the Company Secretary,
Leni Stanley, on +61 (0)7 3221 6022 during business hours.
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Yalele EN E RGY www.linkmarketservices.com.au
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[ = By fax: (02) 9287 0309

ABN 20 075 877 075 Lodestone Energy Limited
C/- Link Market Services Limited
Locked Bag A14
Sydney South NSW 1235 Australia

|All enquiries to: Telephone: (02) 8280 7454
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SHAREHOLDER VOTING FORM

I/We being a member(s) of Lodestone Energy Limited and entitled to attend and vote hereby appoint:

STEP 1 APPOINT A PROXY

the Chairman OR if you are NOT appointing the Chairman of the
of the Meeting Meeting as your proxy, please write the name of the
(mark box) person or body corporate (excluding the registered

shareholder) you are appointing as your proxy
or failing the person/body corporate named, or if no person/body corporate is named, the Chairman of the Meeting, as my/our proxy and
to vote for me/us on my/our behalf at the General Meeting of the Company to be held at 10:00am on Tuesday, 29 June 2010, at Stamford
Lounge, Stamford Plaza Brisbane Hotel, Corner of Edward and Margaret Streets, Brisbane, Queensland 4000 and at any adjournment or
postponement of the meeting.

Proxies will only be valid and accepted by the Company if they are signed and received no later than 48 hours before the meeting.
Please read the voting instructions overleaf before marking any boxes with an

STEP 2 VOTING DIRECTIONS

For  Against Abstain®

Resolution 1
Approval of issue of Shares pursuant to
Share Purchase Agreement

Resolution 2
Ratificatinn nt issue of Flacer &nt,

Shares

@ * If you mark the Abstain box for a particular Item, you are directing your proxy not to vote on your behalf on a show of hands or on a
poll and your votes will not be counted in computing the required majority on a poll.

STEP 3 SIGNATURE OF SHAREHOLDERS - THIS MUST BE COMPLETED
Shareholder 1 (Individual) Joint Shareholder 2 (Individual) Joint Shareholder 3 (Individual)
Sole Director and Sole Company Secretary Director/Company Secretary (Delete one) Director

This form should be signed by the shareholder. If a joint holding, either shareholder may sign. If signed by the shareholder’s attorney, the power
of attnrney must have bean praviously notad by tha repistry nr a cartitied copy attached tochis forme IF exzacurad by a company, tha form most
be executed in accordance with the company’s constitution and the Corporations Act 2001 (Cth).

LOD PRX001



HOW TO COMPLETE THIS PROXY FORM

Your Name and Address

This is your name and address as it appears on the company’s
share register. If this information is incorrect, please make the
correction on the form. Shareholders sponsored by a broker
should advise their broker of any changes. Please note: you
cannot change ownership of your shares using this form.

Appointment of a Proxy

If you wish to appoint the Chairman of the Meeting as your
proxy, mark the box in Step 1. If the person you wish to appoint
as your proxy is someone other than the Chairman of the
Meeting please write the name of that person in Step 1. If you
leave this section blank, or your named proxy does not attend
the meeting, the Chairman of the Meeting will be your proxy.
A proxy need not be a shareholder of the company. A proxy
may be an individual or a body corporate.

Votes on Items of Business - Proxy Appointment

You may direct your proxy how to vote by placing a mark in
one of the boxes opposite each item of business. All your shares
will be voted in accordance with such a direction unless you
indicate only a portion of voting rights are to be voted on any
item by inserting the percentage or number of shares you wish
to vote in the appropriate box or boxes. If you do not mark
any of the boxes on the items of business, your proxy may vote
as he or she chooses. If you mark more than one box on an
item your vote on that item will be invalid.

Appointment of a Second Proxy

You are entitled to appoint up to two persons as proxies to
attend the meeting and vote on a poll. If you wish to appoint
a second proxy, an additional Proxy Form may be obtained by
telephoning the company’s share registry or you may copy this
form and return them both together.

To appoint a second proxy you must:

la] en zach of the first Prosy Form and the second Presy Form
state the percentage of your voting rights or number of
shares applicable to that form. If the appointments do not
specify the percentage or number of votes that each proxy
may exercise, each proxy may exercise half your votes.
Fractions of votes will be disregarded.

(b) return both forms together.

Signing Instructions
You must sign this form as follows in the spaces provided:

Individual: where the holding is in one name, the holder must
sign.

Joint Holding: where the holding is in more than one name,
either shareholder may sign.

Power of Attorney: to sign under Power of Attorney, you must
lodge the Power of Attorney with the registry. If you have not
previously lodged this document for notation, please attach a
certificd photooapy of the Fower of Attorney ma this form when
you return it.

Companies: where the company has a Sole Director who is
also the Sole Company Secretary, this form must be signed by
that person. If the company (pursuant to section 204A of the
Corporations Act 2001) does not have a Company Secretary, a
Sole Director can also sign alone. Otherwise this form must be
signed by a Director jointly with either another Director or a
Compary Sccretary. Please indicate the office held by sianing
in the appropriate place.

Corporate Representatives

If a representative of the corporation is to attend the
moeting the appropriate “Cortificate af Appaintmcont of
Carporate Representat™e™ sheuld be produced pror ta
admission in accordance with the Notice of Meeting. A form
af tha certificate may be abtainsd fram the company s shars
registry.

Lodgement of a Proxy Form

This Proxy Form (and any Power of Attorney under which it is signed) must be received at an address given below by 10:00am
on Sunday, 27 June 2010, being not later than 48 hours before the commencement of the meeting. Any Proxy Form received

after that time will not be valid for the scheduled meeting.

Proxy Forms may be lodged using the reply paid envelope or:

E ONLINE) www.linkmarketservices.com.au

Select the ‘Proxy Voting’ option on the top right of the home page. Choose the company you wish to lodge your vote for
from the drop down menu, enter your holding details as shown on this form, and follow the prompts to lodge your vote.
Ta use thz athre ladgemsnt fambty, sha~sholdars will nead thair “Halder [dantifize® (Gecurizyhalder Refarence Mumbsr
[3RM1 or Helder ldentificabion Humbar (HIMT as shown on the front of the prosy forml.

' by mail:

Lodestone Energy Limited

C/- Link Market Services Limited
Locked Bag A14

Sydney South NSW 1235
Australia

& by fax:
(02) 9287 0309
by hand:

delivering it to Link Market Services Limited, Level 12, 680 George Street, Sydney NSW 2000.

If you would like to attend and vote at the General Meeting, please bring this form with you.
This will assist in registering your attendance.




EXPLANATORY MEMORANDUM

This Explanatory Memorandum has been prepared for the information of shareholders in
relation to the business to be conducted at the extraordinary general meeting of Lodestone to
be held at the Stamford Lounge, Stamford Plaza Brisbane Hotel, Corner of Edward and
Margaret Streets, Brisbane, Queensland on Tuesday, 29 June 2010 at 10:00am (Brisbane
time). This Explanatory Memorandum should be read in conjunction with the Notice.

A number of words and terms that are used in this Explanatory Memorandum have defined
meanings, which are set out in the glossary.

Resolution 1 — Approval of issue of Shares pursuant to Share Purchase
Agreement

Introduction

On 22 December 2009 Lodestone entered into the Share Purchase Agreement. The parties
to the Share Purchase Agreement are the Company, Allegro and Orbit. Orbit is wholly owned
by Allegro. Greg Baynton, a Director, and his wife are directors of both Allegro and Orbit. Mr
Baynton and his family own Allegro.

Under the Share Purchase Agreement, Lodestone (or a subsidiary of Lodestone) is entitled,
subject to shareholder approval, to acquire all of the issued shares in Tambo and Moreton
(Transaction). Upon completion of the Transaction, Lodestone will, directly and through its
subsidiaries, own 100% of the coal, coal seam gas and underground coal gasification projects
of Tambo and Moreton. In consideration for the acquisition of Tambo and Moreton,
Lodestone will issue 407,288,211 Shares to Allegro and Orbit (Consideration Shares).

Pursuant to Resolution 1 shareholder approval is sought for the purposes of Chapter 2E and
item 7 of section 611 of the Corporations Act, and Listing Rules 10.1 and 10.11, and for all
other purposes, for the issue of the Consideration Shares to Allegro and Orbit.

Set out in this Explanatory Memorandum is an analysis of the Transaction, including the
potential advantages and disadvantages of it proceeding, an explanation of why shareholder
approval is required, the recommendations of the Directors and certain other information that
the Company is required to disclose for the purposes of the Corporations Act and the Listing
Rules.

In accordance with the requirements of the Listing Rules, the Company engaged WHK
Horwath Corporate Finance Limited as an independent expert to report whether in its opinion
the Transaction is fair and reasonable to those shareholders not associated with the
Transaction. The Independent Expert has concluded that the Transaction is fair and
reasonable to non associated shareholders of Lodestone.

The Independent Expert’s Report, which includes an Independent Mineral Specialist’'s Report
by Xstract Mining Consultants Pty Ltd, accompanies this Explanatory Memorandum.

Why is shareholder approval required?
Chapter 6 of the Corporations Act

Chapter 6 of the Corporations Act generally prohibits a person from acquiring a relevant
interest in shares in an entity if, as a result of the acquisition, that person’s, or someone
else’s, voting power in the company increases from below 20% to more than 20%. An
exception to this prohibition is where the acquisition is approved by shareholders in
accordance with item 7 of section 611 of the Corporations Act.

The issue of the Consideration Shares to Allegro and Orbit will result in Allegro acquiring a
relevant interest in more than 20% of the Company’s Shares. In particular, Allegro will
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acquire a relevant interest in the Consideration Shares to be issued to it and, because it owns
all of the issued shares in Orbit, Allegro will also acquire a relevant interest in the Shares
issued to Orbit.

As Greg Baynton controls both Allegro and Orbit, under the Corporations Act he will have a
relevant interest in any Shares in the Company in which they have a relevant interest. This
means that, as a result of the issue of the Consideration Shares, Greg Baynton will also
acquire a relevant interest in more than 20% of the Company’s Shares.

As a result, the issue of the Consideration Shares to Allegro and Orbit will require the
approval of shareholders under item 7 of section 611 of the Corporations Act.

Chapter 2E Corporations Act

Chapter 2E of the Corporations Act prohibits a company (subject to certain exceptions) from
giving a financial benefit to a related party of the Company, except with the approval of
shareholders. Issuing securities to a related party is an example of giving a financial benefit
under Chapter 2E.

An approval under Chapter 2E is required in the circumstances because, pursuant to the
Share Purchase Agreement, the Company will be issuing securities (in the form of the
Consideration Shares) to Allegro and Orbit who are related parties of the Company because
they are controlled by Greg Baynton, a Director.

Listing Rule 10.1

Listing Rule 10.1 provides that an entity must ensure that neither it, nor any of its child entities,
acquires a substantial asset from a related party of the entity, except with shareholder
approval. A substantial asset is defined in Listing Rule 10.2 as an asset whose value, or the
value of the consideration for it is, 5% or more of the equity interests of the entity in its last
accounts given to ASX.

Both Allegro and Orbit are entities controlled by Greg Baynton, a Director, and are related
parties of the Company for the purposes of Listing Rule 10.1. As noted above, if the
Transaction is approved, Allegro and Orbit will be issued a total of 407,288,211 Shares which,
based on the closing price of Shares on Tuesday, 18 May 2010 of $0.099 (being the trading
day prior to the date of the Notice), will have a market value of $40,321,533. As the equity
interests of the Company for the purposes of Listing Rule 10.1 as at 31 December 2009 were
approximately $4.8 million, the Transaction will result in the 5% limit being exceeded and
shareholder approval is therefore required in order for the Company to be able to proceed with
the Transaction.

Listing Rule 10.11

Listing Rule 10.11 provides that an entity must not issue, or agree to issue, securities to a
related party of the entity without first obtaining shareholder approval. As both Allegro and
Orbit are related parties of the Company, shareholder approval is required under Listing Rule
10.11 before the Consideration Shares can be issued to them.

Summary of the Share Purchase Agreement

Under the Share Purchase Agreement, Lodestone (or a subsidiary of Lodestone) is entitled to
acquire all of the issued shares in Tambo and Moreton from Allegro and Orbit. A description
of Tambo and Moreton and their key assets is set out in the summaries of Moreton and
Tambo below. Shareholders should refer to the Independent Expert's Report and
Independent Mining Specialist's Report for further information regarding each company and
its assets.

Completion of the Share Purchase Agreement, and the Company’s obligation to issue the
Consideration Shares, is subject to Resolution 1 being passed. If shareholder approval is not
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obtained prior to 1 April 2010, then either party may terminate the Share Purchase
Agreement.

If issued, the Consideration Shares will rank equally with those Shares currently on issue.
Under the Listing Rules, all of the Consideration Shares will be subject to mandatory escrow
for a period of 12 months commencing on the date of issue. This means that neither Allegro
nor Orbit will be able to dispose of or otherwise deal with the Consideration Shares issued to
them for the restriction period. Lodestone will apply for quotation of the Consideration Shares
promptly after the restriction period ends.

The Company has agreed that until completion of the Share Purchase Agreement it will not
issue, or agree to issue, any further Shares without the prior written approval of Allegro and
Orbit.

Following the completion of the Transaction, Allegro and Orbit, and any of their related
entities, are prohibited from applying for any coal or petroleum tenements within any area that
is within 100 kilometres of the boundaries of the areas covered by the tenements the subject
of the Tambo Coal Farmin and Tambo Gas Farmin agreements, details of which are
discussed in more detail below and in the Independent Expert’'s Report and Independent
Mining Specialist’'s Report.

Until completion of the Transaction Allegro and Orbit must ensure that Moreton and Tambo
continue to conduct their business in the ordinary course and must procure that neither
company takes certain action such as issuing securities, incurring material obligations,
terminating existing arrangements or otherwise altering their capital structure without the prior
written consent of Lodestone.

Each party to the Share Purchase Agreement has made representations and given
warranties, customary for an agreement of this type.

Overview of Tambo

Tambo is a proprietary company whose shareholders are Orbit and Allegro. Greg Baynton is
the sole director and secretary of Tambo. Tambo was incorporated on 13 June 2008.

Tambo is the registered holder of Authority to Prospect (ATP) 1020, a granted tenement
prospective for gas that covers an area of approximately 7,000 square kilometres that
straddles the Eromanga and Surat basins in Queensland. Tambo has applied in its own
name for seven Exploration Permits for Coal (EPC), some of which partially overlap ATP
1020. Two of these EPCs, EPC 1482 and EPC 1484, have been granted. In addition, Tambo
and Lodestone Coal have jointly applied for a further 20 EPCs located in the Surat and
Eromanga basins. Details of the permits registered, or under application by Tambo (alone
and jointly with Lodestone Coal), are set out in the Independent Expert’s Report.

Tambo has entered into two farmin agreements with the Company and its subsidiaries — the
Tambo Coal Farmin and the Tambo Gas Farmin — both of which were approved by
shareholders at the extraordinary general meeting held on 26 June 20009.

Under the Tambo Gas Farmin, Lodestone CSG, a wholly owned subsidiary of the Company,
may earn up to a 50% interest in ATP 1020 by undertaking exploration activities and incurring
exploration expenditure to the value of $5 million over a four year earning period. Lodestone
CSG is entitled to be transferred a 10% interest in ATP 1020 for each $1 million that it spends
in satisfying this obligation. Lodestone CSG must satisfy the minimum expenditure
obligations for ATP 1020 until such time as it withdraws from the Tambo Gas Farmin. These
obligations currently total approximately $8.25 million over a four year period. A more
detailed summary of the terms of Tambo Gas Farmin is contained in the May 2009 EGM
Notice, which can be found at www.asx.com.au.

Tambo has also entered into the Tambo Coal Farmin pursuant to which Lodestone Coal has
a right to earn up to a 50% interest in the coal tenements applied for by Tambo alone by
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undertaking exploration and incurring exploration expenditure to the value of $5 million over a
four year earning period. Lodestone Coal is entitled to earn a 10% interest in the tenements
for each $1 million that it spends in satisfying its earning obligation. Under the Tambo Coal
Farmin exploration expenditure incurred on those tenements jointly held by Tambo and
Lodestone Coal will be counted towards Lodestone Coal’s earning obligation. A more
detailed summary of the terms of the Tambo Coal Farmin is also set out in the 2009 EGM
Notice (lodged with ASX on 26 May 2009), which can be found at www.asx.com.au.

Other than its interests in ATP 1020, the EPCs held in its own name and jointly with
Lodestone Coal and its interests under the Tambo Gas Farmin and the Tambo Coal Farmin,
Tambo has not otherwise traded.

Overview of Moreton

Moreton is a proprietary company whose sole shareholder is Orbit. Greg Baynton is the sole
director and secretary of the company. Moreton was incorporated on 20 May 2008.

Moreton has been granted three exploration permits for areas prospective for coal (EPC
1299, EPC 1302 and EPC 1313), which are located in the Moreton Basin in South East
Queensland. Moreton and Lodestone also jointly hold an exploration permit for coal (EPC
1524). Details of these permits are set out in the Independent Expert's Report and
Independent Mining Specialist’s Report.

Under the Moreton Farmin between Lodestone, Moreton and Orbit, which was approved by
shareholders on 8 September 2008, Lodestone has a right to earn a 50% interest in those
EPCs registered in the name of Moreton by undertaking exploration, and incurring exploration
expenditure, to the value of $2 million over a period of three years. In consideration for
entering into the Moreton Farmin, Lodestone has issued six million Shares to Orbit and has
an obligation to issue up to a further three million Shares once it has carried out exploration
and incurred exploration expenditure to the value of $1 million. In particular, once this
expenditure threshold has been reached, Lodestone must issue one million Shares for each
EPC that it elects to have an interest in. Further details of the Moreton Farmin are set out in
the notice of meeting and explanatory memorandum lodged by the Company with ASX on 5
August 2008, which is available at www.asx.com.au.

Other than its interest in the EPCs the subject of the Moreton Farmin and those held jointly
with the Company, and its interests under the Moreton Farmin, Moreton has not otherwise
traded.

Reasons for and advantages of the Transaction

If the Transaction proceeds Moreton and Tambo will become wholly owned subsidiaries of the
Company. It is intended that the Moreton Farmin, Tambo Coal Farmin and Tambo Gas
Farmin will then be terminated, which will:

n mean that Lodestone and its subsidiaries will wholly own the entire portfolio of coal,
coal seam gas, underground coal gasification (UCG) and conventional petroleum
tenement rights in which they currently have an interest, or a right to acquire an
interest under the Farmin Agreements. This means that, aside from the royalty
interest payable to a third party (which is discussed further below), any economic
benefits arising from the exploration and development of these tenements will
accrue to the Company alone.

[ mean that the Company will be able to deal with and manage its energy portfolio
without ongoing contractual obligations to project partners, other than those
imposed under the royalty arrangements discussed further below. For example, the
Company will not be required to enter into formal joint venture arrangements with
Tambo or Moreton in relation to the tenements and will have the option of selling,
de-merging or joint-venturing each of its energy projects (subject to limitations
contained in its royalty agreements); and
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n eliminate Lodestone’s ongoing obligations under these agreements (including its
obligation to issue further Shares to Orbit under the Moreton Farmin).

In addition, the Directors believe that upon the Company gaining full control of the Tenements
and its market capitalisation increasing, there is greater potential for the Company to improve
its profile, gain coverage by analysts and attract greater investor interest, which may assist
the Company to enhance shareholder value and raise required capital in the future.

On 27 August 2009 Lodestone and Lodestone Coal entered into a royalty agreement with
Oliver Lennox-King pursuant to which the Company granted a royalty of 2% of the gross
value of Lodestone and Lodestone Coal’s share of the coal sold, used or produced from the
tenements the subject of the Moreton Farmin and Tambo Coal Farmin, tenements acquired
by either entity that are within the areas of influence set out in these farmin agreements and
any other exploration permit, mineral development license, mining lease or coal mining
tenement in which the Company or its related bodies corporate acquires an interest prior to
31 December 2009.

On the same date Lodestone and Lodestone CSG entered into a similar royalty agreement
with Oliver Lennox-King under which Lodestone granted a royalty of 2% of the well head
value Lodestone and Lodestone CSG’s share of petroleum produced from the areas the
subject of the Tambo Gas Farmin, any petroleum tenure or tenement acquired by either entity
that are within the area of influence set out in the Tambo Gas Farmin and any other
tenement, tenure or other authority in which the Company or its related bodies corporate
acquires an interest prior to 31 December 2009.

If the Transaction proceeds, the percentage royalty payable by the Company under the
royalty agreements will be reduced from 2% to 1%. However, although the percentage
royalty rate will be halved, it will be payable on 100% of the revenue derived from the relevant
tenements (rather than a maximum of 50% of the revenue). Accordingly the total dollar
amount of the royalty payable by Lodestone is not expected to change with the increase in
the Company’s interests in the relevant projects to 100%.

Disadvantages of the Transaction

The issue of the Consideration Shares will result in the dilution of existing shareholders.
Based on the current issued capital of the Company of 211,509,529 Shares, and assuming
that other than the Consideration Shares, no other Shares are issued (e.g., on the exercise of
options or performance rights), the percentage of the Company controlled by shareholders
not associated with Greg Baynton will be reduced from 95.7% to 32.7% on completion of the
Transaction.

If the Transaction proceeds, Orbit and Tambo will control 67.3% of Lodestone’s issued share
capital and will have the capacity to appoint a majority of Directors of the Company and to
determine the outcome of ordinary resolutions, and to reject special resolutions, at general
meetings of the Company. In addition, by virtue of their large shareholding, a change in the
control of Lodestone will not be able to occur without the support of Allegro and Orbit. This
means that Allegro and Orbit could block a hostile or other takeover of Lodestone if the terms
of the takeover are not acceptable to them.

The Company has issued a total of 18.5 million performance rights, which entitle the holder to
be issued Shares for no consideration if the applicable performance hurdles are satisfied.
One half of the performance rights issued (Tranche 1 Performance Rights) vest and are
exercisable if the market capitalisation of the Company exceeds $50 million for five or more
consecutive trading days. The remaining half of the performance rights issued vest and are
exercisable if the volume weighted average price of Shares is at least $0.25 for a continuous
period of five trading days. If the Consideration Shares are issued, the Company will have a
total of 618,797,740 Shares on issue (assuming that no other Shares are issued, including
pursuant to the exercise of options or performance rights). Based on the closing price of
Shares of $0.099 on Tuesday, 18 May 2010, being the last day on which Shares were traded
on ASX before the Notice and Explanatory Memorandum were finalised, the capitalisation of
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the Company would therefore be $61,260,976 and the Tranche 1 Performance Rights will
vest and be exercisable.

If the Transaction proceeds Lodestone and its subsidiaries (which will include Tambo and
Morton) will, as the full owners of the tenements registered (or to be registered) in the name
of Moreton and Tambo, be solely responsible for maintaining their good standing, including
paying all rent, applicable security bonds and satisfying minimum expenditure obligations.
The Company estimates that these amounts will total approximately $2 million in the full
financial year ended 30 June 2010. In contrast, under the existing farmin arrangements,
generally speaking Lodestone is only required to pay such amounts in respect of those
tenements that it has elected to retain an interest in (i.e., which it has not excluded from the
relevant farmin).

Information regarding Allegro and Orbit

Allegro and Orbit are private companies controlled by Greg Baynton, a Director. Orbit is a
wholly owned subsidiary of Allegro.

Under the Share Purchase Agreement the Company has agreed to issue the Consideration
Shares to Allegro and Orbit as follows:

] Allegro — 399,142,447 Shares; and
] Orbit — 8,145,764 Shares.

Orbit and Greg Baynton are associates of Allegro in relation to its proposed investment in the
Company. Allegro and Greg Baynton are associates of Orbit in relation to its existing and
proposed investment in the Company.

Currently Orbit is the registered holder of 6,338,589 Shares, Allegro is the registered holder of
2,854,846 Shares and Greg Baynton (as trustee) is the registered holder of 53,333 Shares.
Allegro and Greg Baynton have a relevant interest in the Shares held by Orbit, and Allegro
and Greg Baynton each has a relevant interest in the Shares held by the other. The current
collective voting power of Orbit, Allegro, Greg Baynton and each of their associates in the
Company is 4.4% based on the total number of 211,509,529 Shares on issue.

Upon completion of the Transaction:

[ Orbit will be the registered holder of, and will have a relevant interest in, 14,484,353
Shares (being the aggregate of its current holding of 6,338,589 Shares and the
8,145,764 Consideration Shares to be issued to it);

n Allegro will be the registered holder of 401,997,293 Shares (being the aggregate of
its current holding of 2,854,846 Shares and the 399,142,447 Consideration Shares
to be issued to it) and will have a relevant interest in 416,534,979 Shares;

n Greg Baynton will be the registered holder of 53,333 Shares and will have a relevant
interest in 416,534,979 Shares; and

(] the collective voting power of Orbit, Allegro, Greg Baynton and each of their
associates will increase to 67.3% based on the total number of 618,797,740 Shares
on issue.

Assuming no further issues of Shares by Lodestone, the maximum extent of the increase in
the voting power of Allegro, Orbit, Greg Baynton and their associates that results from the
issue of the Consideration Shares pursuant to Resolution 1 is 62.9% (being from an existing
voting power of 4.4% to 67.3%).
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The effect of the issue of the Consideration Shares if Resolution 1 is approved is summarised
in the following table, which outlines the shareholdings of Allegro, Orbit and Greg Baynton in
the Company and their respective relevant interests pre and post Transaction:

Current If Transaction proceeds
(as at 18 May 2010)* (assumes no further Share issues)
Registered holding Relevant interest Registered holding Relevant interest
Shares % Shares % Shares % Shares %
Allegro® 2,854,846 1.4 9,246,768 4.4 401,997,293 65.0 416,534,979 67.3
Orbit 6,338,589 3.0 6,338,589 3.0 14,484,353 23 14,484,353° 23
(BBreg 3 53,333' <0.03 | 9,246,768 44 53,333' <0.01 | 416,534,979 | 673
aynton

Orbit,
Allegro, Greg
Baynton and 9,246,768 4.4 9,246,768 4.4 416,534,979 67.3 416,534,979 67.3
their
associates®®
Other 202,262,761 95.6 202,262,761 95.6 202,262,761 327 202,262,761 327
shareholders
TOTAL 211,509,529° | 100 211,509,529° 100 618,797,740 100 618,797,740 100
Notes:

1. These Shares are held on trust for Karen Joncour (3,333 Shares) and Gordon and Glenis Baynton (50,000
Shares), the sister and father and mother of Greg Baynton respectively.

2. Allegro is the registered holder of 2 million options to subscribe for Shares at an exercise price of $0.07. These
options expire 10 September 2010 unless exercised beforehand. The closing price of the Company’s Share on ASX
on Tuesday, 18 May 2010, being the trading day prior to the Notice being finalised, was $0.099. As these options
have not yet been exercised, Allegro, Orbit and Greg Baynton do not have a relevant interest in the shares to which
they relate. If these options are exercised, the current relevant interest of Allegro, Orbit and Greg Baynton, and their
collective relevant interests if the Transaction proceeds, will be 5.3% and 67.4% respectively.

3. Greg Baynton is the registered holder of 2 million performance rights, which entitle him to be issued Shares for no
consideration if the applicable performance conditions are satisfied. If these performance rights vest, and ordinary
Shares are issued to Mr Baynton in respect of them, Mr Baynton will be the registered holder of 2,053,333 Shares.
Assuming all other performance rights on issue also vest and are exercised (see the discussion in relation to the
interests of Directors in the Transaction below for further details), a total of 12,500,000 Shares will be issued and the
total issued capital of the Company (assuming no other Share issues) will be 631,297,740 Shares if the Transaction
proceeds. In these circumstances, the relevant interest in Shares of Greg Baynton and Allegro and their associates
will be 66.3% and Orbit will be 2.3%.

4. This is the issued capital of the Company on Tuesday, 18 May 2010, being the trading day prior to the Notice
being finalised. The Company has options and performance rights on issue some of which are presently exercisable,
or will be exercisable, if the Transaction proceeds. See the discussion in relation to the interests of Directors in the
Transaction below for further details.

5. Orbit has agreed, upon the Consideration Shares being released from escrow, to transfer half of the Consideration
Shares issued to it (i.e., 4,072,882 Shares) to Lance Grimstone Investments Pty Ltd, an entity controlled by Lance
Grimstone, a Director. See the discussion in relation to the interests of Directors in the Transaction below for further
details.

Intentions of Allegro and Orbit
As Greg Baynton is currently a Director of the Company, no change to the composition of the

Board is currently intended as a result of the issue of the Consideration Shares to Allegro and
Orbit.
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Greg Baynton, Allegro and Orbit have indicated that they are supportive of the Company’s
current direction. In particular, they have indicated that:

n they do not have any current intention to change the business of the Company;
| they have no current intention to inject further capital into the Company;
[ they do not currently intend that any property be transferred between the Company

and any of them or their associates;
[ they have no current intention to redeploy the fixed assets of the Company;

| they have no current intention to change the Company’s existing financial or
dividend policies; and

] they intend to work with the Company’s Board to review the human resource
requirements and skills base of the Company. However, no decisions have been
made in this regard.

The current intentions of Greg Baynton, Allegro and Orbit set out above are based on the
facts and information regarding the Company and the general business environment that are
known to them as at the date of this Explanatory Memorandum. If circumstances change, or
new information or opportunities become available, the intentions of Greg Baynton, Allegro
and Orbit could also change.

Other information

Under the Share Purchase Agreement, Greg Baynton is entitled to require the Company to
appoint him as a part-time executive Director of the Company on ordinary commercial terms.
However, Mr Baynton has not yet decided whether he will exercise this right.

Timing of the Transaction

If Resolution 1 is passed by shareholders, the Company, Orbit and Allegro are bound to
complete the Transaction within 21 days of the date of the Meeting, i.e., by Tuesday, 20 July
2010. Lodestone anticipates that the Transaction will complete shortly after the date of the
meeting, at which point the Company will issue the Consideration Shares to Allegro and Orbit,
and the Company will become the sole shareholder of Moreton and Tambo.

Independent Expert’s Report

The Company commissioned the Independent Expert to express an opinion as to whether the
Transaction is fair and reasonable to the non-associated shareholders of the Company. In
preparing its report, the Independent Expert engaged Xstract Mining Consultants Pty Ltd to
prepare the Independent Mining Specialists Report. The Independent Expert's Report
(including the Independent Mining Specialist's Report) accompanies this Explanatory
Memorandum.

The Independent Expert has concluded that the transaction is fair and reasonable to
the non-associated shareholders of the Company.

Shareholders are urged to read the Independent Expert’s Report carefully.

Consequences if Resolution 1 is not passed

If Resolution 1 is not passed, the Company will not be bound to complete the Share
Purchase Agreement and will not acquire Tambo and Moreton and will not issue the

Consideration Shares to Allegro and Orbit. The Farmin Agreements will remain on foot.
This means the Company, and its subsidiaries Lodestone Coal and Lodestone CSG, will

Page 8



retain their existing interests in those tenements held jointly with Moreton and Tambo as well
as their right to acquire an interest in those tenements held by Moreton and Tambo under
the Farmin Agreements if they fulfil their farmin obligations. The Directors consider that
there will be no major adverse affect on the Company if the Transaction does not proceed,
although the Company will not realise the benefits of the Transaction, as outlined above.

Directors’ interests in the Transaction

The current directors of the Company are Mr Martin Ackland (Chairman), Mr Graham Baker,
Mr Greg Baynton, Mr Lance Grimstone and Mr Bill Stubbs.

Each of the Directors holds performance rights, as detailed in the table below. As noted in
the summary of the disadvantages of the Transaction earlier in this Explanatory
Memorandum, one half of the performance rights issued by the Company (Tranche 1
Performance Rights) vest and are exercisable if the market capitalisation of the Company
exceeds $50 million for five or more consecutive trading days. If the Consideration Shares
are issued, the Company will have a total of 618,797,740 Shares on issue (assuming that no
other Shares are issued, including pursuant to the exercise of options or performance rights).
At the closing price of Shares of $0.099 on Tuesday, 18 May 2010 (being the last day on
which Shares were traded on ASX before the Notice and Explanatory Memorandum were
finalised), the capitalisation of the Company would be $61,260,976 and the Tranche 1
Performance Rights issued to Directors would vest and be exercisable.

Based on 618,797,740 Shares on issue, the market price of Shares would need to fall below
$0.081, and must not exceed $0.081 for five or more trading days, in order for the
performance condition for the Tranche 1 Performance Rights not to be satisfied.

Name No. of Tranche 1 No. of Shares to be issued
Performance Rights if performance condition is
satisfied
Martin Ackland 1,000,000 1,000,000
Grahame Baker 1,000,000 1,000,000
Greg Baynton 1,000,000 1,000,000
Lance Grimstone 2,000,000 2,000,000
Bill Stubbs 1,000,000 1,000,000
Total 6,000,000 6,000,000

On 3 September 2009, Tambo, Orbit, Allegro and Lance Grimstone Investments Pty Ltd (a
company controlled by Lance Grimstone, a Director) entered into an agreement pursuant to
which Orbit and Allegro agreed that, in consideration of the considerable work undertaken by
Lance Grimstone in validating the geology and prospectivity of the tenements held by Tambo
and identifying other prospective areas for application by Tambo and the Company, Allegro
and Orbit would pay to Lance Grimstone Investments Pty Ltd 1% of the proceeds of any sale
by Orbit and Allegro of their shares in Tambo (plus any applicable GST). The agreement
provides that where the consideration received by Orbit and Allegro is shares in the
purchaser, the consideration payable to Lance Grimstone Investments Pty Ltd will also be
shares in the purchaser. In satisfaction of this obligation Orbit has agreed, upon the
Consideration Shares being released from escrow, to transfer 4,072,882 of the Consideration
Shares issued to it to Lance Grimstone Investments Pty Ltd. Allegro will not transfer any of
the Consideration Shares issued to it. Upon the transfer of these Shares, and assuming that
no performance rights or options issued to Mr Grimstone (or any other person) are exercised,
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Mr Grimstone will have a relevant interest in 8,704,407 Shares, representing approximately
1.4% of the total number of Shares on issue assuming the Transaction proceeds.

Other information

For the purposes of Chapter 2E of the Corporations Act and the Listing Rules, the following
additional information is provided:

] The related parties of the Company to whom a financial benefit will be given if
Resolution 1 is passed are Orbit and Allegro. Orbit and Allegro are related parties
of the Company because they are companies controlled by Greg Baynton, a
Director.

n The financial benefit to be provided to each of Orbit and Allegro if Resolution 1 is
approved is the issue of the Consideration Shares.

| The Consideration Shares will be ordinary fully paid shares in the capital of the
Company, which will rank equally with the existing Shares on issue. As the
Consideration Shares are being issued in consideration of the acquisition by the
Company of Moreton and Tambo, no money will be raised from the issue of the
Consideration Shares.

Directors’ recommendations

Each Director has considered and approved the convening of the meeting and the issue of
the Notice.

Greg Baynton has an interest in Resolution 1 as he controls Allegro and Orbit, and will
acquire a relevant interest in the Consideration Shares if they are issued. Accordingly, Mr
Baynton makes no recommendation in relation to Resolution 1.

Lance Grimstone has an interest in Resolution 1 as he controls Lance Grimstone Investments
Pty Ltd, which will, if Resolution 1 is approved, be entitled to be transferred 4,072,882 of the
Consideration Shares issued to Orbit. Lance Grimstone will have a relevant interest in these
Shares. By virtue of this interest, Mr Grimstone makes no recommendation in relation to
Resolution 1.

Each Director (including Greg Baynton and Lance Grimstone) has an interest in the Share
Purchase Agreement on the basis that, if the Transaction proceeds and the Consideration
Shares are issued, it is likely that the market capitalisation of the Company will exceed $50
million and, as a consequence, the Tranche 1 Performance Rights will be eligible to vest,
which will entitle each Director to be issued Shares for no consideration. Notwithstanding this
interest each Director (other than Greg Baynton and Lance Grimstone) considers that they
should give guidance to shareholders on how they should vote.

For the reasons set out in this Explanatory Memorandum, each Director (other than Greg
Baynton and Lance Grimstone) considers that the Transaction is in the best interests
of the Company and recommends that shareholders vote in favour of Resolution 1.

Resolution 2 — Ratification of issue of Placement Shares

Purpose of Resolution 2

In December 2009, the Company agreed to issue 10 million shares to Square Resources at
an issue price of $0.195 to raise $1.95 million (Placement Shares). Square Resources is an

Australian company associated with Moss Capital Pty Ltd, which invests globally in early-
stage natural resources projects and companies.
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Listing Rule 7.1 imposes a limit on the number of equity securities (e.g., Shares) that the
Company can issue without shareholder approval. In general terms, the Company may not,
without shareholder approval, issue equity securities representing more than 15% of its share
capital in a 12 month period.

Shares that are issued with shareholder approval do not reduce the number of equity
securities that may be issued by the Company under Listing Rule 7.1. Under Listing Rule 7.4,
shareholder approval can be obtained after the Shares are issued if the issue did not breach
the 15% limit in Listing Rule 7.1 when made and the Company’s members subsequently
approve it.

The Placement Shares were issued on 15 December 2009. The issue of the Placement
Shares was within the Company’s 15% limit under Listing Rule 7.1. Under Resolution 2, the
Company seeks shareholder ratification of the issue of the Placement Shares for the
purposes of Listing Rule 7.4.

Other information

The Placement Shares were issued on the same terms as those Shares on issue on the date
of issue of the Placement Shares.

Prior to the issue of the Placement Shares Square Resources did not have a relevant interest
in any Shares. As a result of the issue of the Placement Shares, Square Resources has a
relevant interest in 10 million Shares, representing approximately 4.7% of the Company’s
current issued share capital.

The proceeds from the issue of the Placement Shares will be predominantly used to help
accelerate the exploration program for the Tambo Coal & Gas Project during 2010. In
addition, Square Resources is a strategic energy and resources investor and has expertise in
accelerating coal project developments and experience in exploration management, coal
mine planning and development, project funding and coal marketing. The Company hopes to
benefit from the expertise and connections of Square Resources to develop its energy assets.

Director’s interests and recommendation

None of the Directors has an interest in Resolution 2. The Directors unanimously
recommend that shareholders vote in favour of Resolution 2 as this will allow the
Company to retain the flexibility to issue the maximum number of equity securities permitted
under Listing Rule 7.1 without requiring further shareholder approval. In particular, if
Resolution 2 is not approved, the Company’s capacity to issue additional securities will be
significantly constrained until 15 December 2010, at an important time in the Company’s
development.
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Glossary of terms

In the Notice and Explanatory Memorandum the following words and expressions have the
following meanings:

2009 EGM Notice means the notice of meeting and explanatory memorandum convening the
extraordinary general meeting of shareholders of the Company held on 26 June 2009, lodged
by the Company with ASX on 26 May 2009.

Allegro means Allegro Capital Nominees Pty Ltd ACN 079 844 107.

General Meeting or Meeting means general meeting of the Company to be held on Tuesday,
29 June 2010.

ASIC means the Australian Securities and Investments Commission.

ASX means the ASX Limited ACN 008 624 691 or the market that it operates, as the context
requires.

Board means the board of Directors of the Company.

Company or Lodestone means Lodestone Energy Limited ACN 075 877 075.
Consideration Shares means 407,208,211 Shares.

Corporations Act means the Corporations Act 2001 (Cth).

Directors means the directors of the Company from time to time, and Director means any
one of them.

Explanatory Memorandum means the explanatory memorandum to the notice of meeting
contained in this booklet.

Farmin Agreements means the Moreton Farmin, Tambo Coal Farmin and the Tambo Gas
Farmin.

Independent Expert means WHK Horwath Corporate Finance Limited ACN 001 508 363.
Independent Expert’s Report means the report of the Independent Expert, in Annexure A.

Independent Mineral Specialist’s Report means the valuation report prepared by Xstract
Mining Consultants Pty Ltd, which is Annexure S of the Independent Expert's Report.

Listing Rules means the official listing rules of ASX.
Lodestone Coal means Lodestone Coal Pty Ltd ACN 134 427 919.
Lodestone CSG means Lodestone CSG Pty Limited ACN 134 448 258.

Meeting means the extraordinary general meeting of shareholders of the Company to be held
at the Stamford Lounge, Stamford Plaza Brisbane Hotel, Corner of Edward and Margaret
Streets, Brisbane, Queensland on Tuesday, 29 June 2010 at 10:00am (Brisbane time).

Moreton means Moreton Energy Pty Ltd ACN 131 181 434.

Moreton Farmin means the farmin agreement dated 18 June 2008 between the Company,
Moreton and Orbit.

Notice means the notice of meeting convening the Meeting.
Orbit means Orbit Capital Pty Ltd ACN 092 586 831.
Proxy Form means a proxy form accompanying the Notice.
Resolution means a resolution set out in the Notice.

Share means a fully paid ordinary share in the capital of the Company, the terms of which are
contained in the Company’s constitution.

Share Purchase Agreement means the agreement dated 22 December 2009 between the
Company, Allegro and Orbit pursuant to which the Company has agreed, subject to
Shareholder approval, to acquire all of the issued shares in Moreton and Tambo.
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Square Resources means Square Resources Pty Ltd ACN 139 275 157.

Tambo Coal Farmin means the Tambo Coal Project Farmin Agreement dated 10 December
2008 between the Company, Lodestone Coal and Tambo.

Tambo Gas Farmin means the Tambo Gas Project Farmin Agreement dated 10 December
2008 between the Company, Lodestone CSG and Tambo.

Tambo means Tambo Coal & Gas Pty Ltd ACN 131 603 766.

Transaction means the proposed transaction between Lodestone, Allegro and Orbit pursuant
to which, subject to Resolution 1 being passed, Lodestone will acquire all of the issued shares
in Tambo and Moreton in consideration for the issue of the Consideration Shares.
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WHK Horwath
Corporate Finance

HM:JM
19 May 2010

The Independent Directors
Lodestone Energy Limited
C/- Mr Jeff Jamieson
Chief Executive Officer
GPO Box 762
BRISBANE QLD 4001

Dear Sirs

INDEPENDENT EXPERT'S REPORT - LODESTONE ENERGY LIMITED

WHK Horwath Corporate Finance Limited (WHKCF) has been appointed by the Directors of
Lodestone Energy Limited (LOD / the Company) to prepare an Independent Expert’s Report (IER / the
Report) to express an opinion as to whether a transaction proposed by LOD to purchase, subject to
shareholder approval, 100% of the ordinary equity in Tambo Coal & Gas Pty Ltd (Tambo) and
Moreton Energy Pty Ltd (Moreton), in exchange for 407,288,211 ordinary shares in LOD (the
Proposed Transaction) is fair and reasonable to those LOD shareholders not associated with the
Proposed Transaction. The Report is required for inclusion in the Notice of Meeting and
accompanying Explanatory Memorandum (the Transaction Documents) to be forwarded to LOD
shareholders for their consideration in determining whether to approve the Proposed Transaction.
LOD shareholders will be required to vote on the Proposed Transaction at a general meeting convened
for the purposes of the Corporations Act 2001 (Cth) (the Act) and the listing rules of the Australian
Securities Exchange (the Listing Rules).

This letter (the Letter) is a summary of our analysis and opinion and does not constitute a substitute for
the reading of our entire Report. In the case that a party is to rely on our opinion in any manner, we
recommend that our Report be considered in its entirety. LOD shareholders should read the
Transaction Documents issued by LOD together with our Report prior to deciding whether to approve
the Proposed Transaction.

An individual shareholder’s decision in relation to the Proposed Transaction may be influenced by his
or her particular circumstances. We have considered the Proposed Transaction generally. We have
not considered the effect of the Proposed Transaction on the particular circumstances of individual
LOD shareholders nor have we considered their individual objectives, financial situation or needs.
Due to particular circumstances, individual LOD shareholders may place different emphasis on various
aspects of the Proposed Transaction from the one adopted in this Report. Accordingly, individuals
may reach different conclusions as to whether to approve the Proposed Transaction.

Except for the Report, WHKCEF had no involvement in the preparation of the Transaction Documents,
and as such, WHKCEF, its officers, representatives, employees and agents disclaim all liability (except
for any liability which by law cannot be excluded), for any error, inaccuracy in, or omission from the
information contained in the Transaction Documents other than this Report or any loss or damage
suffered by any person directly or indirectly through relying on this information.
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The Proposed Transaction

On 22 December 2009, LOD entered into an agreement with Allegro Capital Nominees Pty Ltd
(Allegro) and Orbit Capital Pty Ltd (Orbit) to acquire, subject to shareholder approval, all of the shares
in Tambo and Moreton. Orbit is wholly owned by Allegro and both Orbit and Allegro are controlled
by Greg Baynton, a director of LOD.

In consideration for the acquisition of the shares in Tambo and Moreton, LOD has agreed to issue
407,288,211 ordinary shares to Allegro and Orbit'. The consideration provided by LOD will result in
the relevant interests of Mr Baynton and Allegro increasing from 5.0% to approximately 62.7% on a
fully diluted basis, and 4.4% to approximately 67.3% on an undiluted basis, and should the Proposed
Transaction be approved, Mr Baynton, through Allegro and Orbit, will control LOD.

Tambo and Moreton are the counter-parties of both farm-in agreements and joint venture agreements
with LOD, for the exploration and development of Exploration Permits for Coal (EPCs) and an
Authority to Prospect? (ATP) (collectively the Tenements) in relation to the Moreton Coal Project and
Tambo Coal and Gas Projects, as follows:

Table 1: Current ownership structure of the Tenements

Structure Description Tambo Coal and Gas Moreton Coal
Projects Project
(EPCs) (EPCs)
Farm-in Under farm-in agreements LOD has the right to earn 14147 14812 1299
Agreements up to a 50% interest in the following EPCs, subject to 1415% 1482 1302
the fulfilment of exploration expenditure obligations. 14172 1484 1313
These tenements are currently held or are under 2 1
application by Tambo (Tambo Coal and Gas Projects) 1418 1020
and Moreton (Moreton Coal Project).
Joint Venture  The following tenements are held in 50:50 joint 1621, 16322 17762, 1789 1524
Agreements venture agreements between LOD and Tambo 1622%,1633% 1777 1794%

(Tambo Coal and Gas Projects) or Moreton (Moreton 1623, 1644 17842, 1795

Coal Project). 1624% 1697 1786, 1800°
1625%,1719 178821993

Source: LOD
Note 1: Petroleum ATP
Note 2: These EPCs have been applied for but have not yet been granted

If the Proposed Transaction is approved, the farm-in and joint venture agreements will be terminated
and LOD will directly control the Tenements.

A summary of the terms of the Proposed Transaction is set out in the Explanatory Memorandum,
which should be read in full by LOD shareholders.

Purpose of the Report

The Directors of LOD have requested that WHKCF prepare an IER, indicating whether in our opinion
the Proposed Transaction is fair and reasonable to the shareholders of LOD who are entitled to vote on
the Proposed Transaction, pursuant to the requirements of Listing Rule 10.10 and Section 611 of the
Act. Further details of the regulatory requirements for which our IER has been prepared are contained
within Section 2.2 of the Report.

! Orbit has entered into an agreement to transfer 4,072,882 shares to Lance Grimstone Investments Pty Ld, following the Proposed
Transaction. We have not factored this transfer into our analysis.
2 For petroleum, coal seam gas and natural gas.



Evaluation Criteria

In determining whether the Proposed Transaction is fair and reasonable, we have had regard to the
views expressed by ASIC in Regulatory Guide 111: ‘Content of Expert Reports’ (RG 111). This
regulatory guide provides guidance as to what matters an independent expert should consider to assist
security holders to make informed decisions about transactions. Based on RG 111, the Proposed
Transaction will be considered fair if the value of the assets acquired by LOD is equal to or greater
than the fair value of the consideration provided and specifically, whether the Proposed Transaction
includes a Control Premium. As the consideration for the Proposed Transaction is LOD scrip, we have
examined LOD, post transaction, on a notionally consolidated basis. Accordingly in determining the
fairness of the Proposed Transaction, we have compared the value of LOD prior to the Proposed
Transaction on a stand-alone basis (with an assumption of control) to the value of a LOD share post
the Proposed Transaction (on a minority basis).

Our primary consideration in providing our opinion on the reasonableness of the Proposed Transaction
is fairness, in accordance with RG 111.11. Furthermore, we have considered other advantages and
disadvantages to the non-associated shareholders of approving the Proposed Transaction.

Summary of Opinion

WHKCEF are of the opinion that the Proposed Transaction is fair and reasonable to the non-associated
LOD shareholders.

Our opinion should be read in conjunction with the remainder of this letter and our attached detailed
IER which sets out our scope and findings.

Fairness

When considering if a proposed transaction is fair, RG 111 considers such assessments are required to
assess value. In the case of the Proposed Transaction, we have compared the value of a LOD share on
a stand-alone basis (with an assumption of control) with the value of a LOD share post the Proposed
Transaction (on a minority basis). Our assessment of LOD’s value has been made using the Net Assets
approach on a going concern basis®. As the primary assets of Tambo, Moreton and LOD are the
Tenements, we have engaged an independent specialist, being Xstract Mining Consultants Pty Ltd
(Xstract) in accordance with RG 111.99, to prepare a valuation of these assets (the Xstract Report).
Xstract’s Report has been included at Appendix 7 of the Report. An explanation of the methodology
we have applied in our assessment of the Proposed Transaction is detailed in Section 6.1 of the Report.

Valuation Summary

In our opinion, the Proposed Transaction is fair to the non-associated shareholders as the range of our
valuation assessments of LOD on a post Proposed Transaction basis are greater than or equal to our
valuation assessments on a pre Proposed Transaction basis, with the exception of our high value on an
undiluted basis, as follows:

Table 2: Assessed LOD value (pre & post the Proposed Transaction)

Undiluted Share Price ($) 0.03 0.05 0.09 0.09 0.14 0.13
Fully Diluted Share Price ($) 0.03 0.05 0.07 0.08 0.11 0.12

Source: WHKCH Analysis

The detailed valuations of LOD on a pre and post Proposed Transaction basis have been provided at
Sections 6.3 and 6.4 of the Report, respectively.

3 Refer to Appendix 5 for our consideration of applicable valuation methodologies for LOD in the context of the Proposed
Transaction.
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Assessments of Reasonableness

When considering whether a transaction is reasonable, RG 111 considers that if a transaction is
considered to be fair, it will also be considered to be reasonable. Furthermore, in determining whether
the terms of a transaction are reasonable, consideration is given to the qualitative characteristics of a
transaction and whether the advantages of a transaction to the non-associated shareholders outweigh
the disadvantages of the transaction to the non-associated shareholders.

We have identified the following primary advantages and disadvantages to non-associated LOD
shareholders of approving the Proposed Transaction.

Table 3: Summary of Advantages and Disadvantages of the Proposed Transaction

Advantages Disadvantages

. The Proposed Transaction is fair, therefore it is 4 Mr Greg Baynton will have a controlling interest in
reasonable LOD
4 The Proposed Transaction involves scrip, not cash 4 Existing non-associated shareholder interests will be
diluted
4 LOD will obtain direct control over the Tenements
4 Removal of the farm-in agreements

4 LOD will have an improved ability to raise capital

4 The board view of the Proposed Transaction is
favourable

. The non-associated LOD shareholders will retain the
ability to participate in a further control transaction

We note that the abovementioned advantages and disadvantages of the Proposed Transaction have
been considered in more detail at Section 7.2 of the Report.

Conclusion on the Proposed Transaction

On the basis of the factors set out above, in our view, the Proposed Transaction is, in the absence of a
superior proposal, considered to be fair and reasonable to the non-associated LOD shareholders.

An individual shareholder’s decision in relation to the Proposed Transaction may be influenced by his
or her particular circumstances. We have considered the Proposed Transaction generally. We have
not considered the effect of the Proposed Transaction on the particular circumstances of individual
LOD Shareholders nor have we considered their individual objectives, financial situation or needs.
Due to particular circumstances, individual LOD shareholders may place different emphasis on various
aspects of the Proposed Transaction from the one adopted in this Report. Accordingly, individuals
may reach different conclusions as to whether to approve the Proposed Transaction.

Other

WHKCEF holds Australian Financial Services Licence No. 239170, pursuant to Section 913B of the
Corporations Act 2001, and its representatives are qualified to provide this Report. This license
authorises WHKCEF to carry on a financial services business to provide financial product advice for
various classes of financial products including interests in managed investment schemes and securities.
WHKCEF and its representatives have not provided advice to LOD.

In accordance with s648(2) of the Corporations Act we confirm we are not aware of any business
relationship or financial interest of a material nature with either, LOD’s related parties or associates,
that would compromise our impartiality.
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WHKCEF provided a draft copy of the Report to the Directors of LOD for their comments as to factual
accuracy, as opposed to opinions, which are the responsibility of WHKCF alone. Changes made, if
any, to the Report as a result of review by the Directors of LOD have not changed the methodology,
conclusions reached by, or opinion of WHKCF.

It is not intended that the Report be used or relied upon for any purpose other than for our opinion on
whether the Proposed Transaction is fair and reasonable to the non-associated LOD shareholders.
WHKCEF expressly disclaims any liability to any person who relies or purports to rely on this Report
for any other purpose, and to any other party who relies or purports to rely on this Report for any

purpose.

WHKCEF consents to the issuing of the Report in the form and context in which it is to be included in
the Transaction Documents. Neither the whole nor any part of the Report nor any reference thereto
may be included in any other document without the prior written consent of WHKCEF to the form and
context in which it appears.

Yours sincerely

WHK Horwath Corporate Finance Limited
ABN 95 001 508 363
AFSL 239170

WL HomnIne gf[}»“*ﬁ" finrt.

Liability Limited by a scheme approved under Professional Standards Legislation other than for the acts or omissions of financial
services licensees Enc
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1. THE PROPOSED TRANSACTION
1.1. Summary

On 22 December 2009, Lodestone Energy Limited (LOD) entered into an agreement with Allegro
Capital Nominees Pty Ltd (Allegro) and Orbit Capital Pty Ltd (Orbit) to acquire, subject to
shareholder approval, all of the shares in Tambo Coal & Gas Pty Ltd (Tambo) and Moreton Energy
Pty Ltd (Moreton). Orbit is wholly owned by Allegro and both Orbit and Allegro are controlled by Mr
Greg Baynton, a director of LOD.

In consideration for the acquisition of the shares in Tambo and Moreton, LOD has agreed to issue
407,288,211 ordinary shares to Allegro and Orbit. The consideration provided by LOD will result in
the relevant interests of Mr Greg Baynton and Allegro increasing from 5.0% to approximately 62.7%
on a fully diluted basis, and 4.4% to approximately 67.3% on an undiluted basis, and should the
Proposed Transaction be approved, Mr Greg Baynton, through Allegro and Orbit, will control LOD.

Table 4: Shareholdings in LOD pre and post the Proposed Transaction

LOD interest prior to the Issued under LOD interest following the
Proposed Transaction the Proposed Proposed Transaction
Transaction
Ordinary Shares

Allegro 2,854,846 399,142,447 401,997,293
1.3% 98.0% 65.0%
Orbit 6,338,589 8,145,764 14,484,353
3.0% 2.0% 2.3%
[Mr Greg Baynton 53,333! - 53,333
<0.1% - <0.1%
[Total relevant interest of Mr Greg Baynton 9,246,768 407,288,211 416,534,979
and Allegro 44% 100.0% 67.3%
[Total non-associated shareholder interest 202,262,761 - 202,262,761
95.6% - 32.7%
Total Ordinary Equity 211,509,529 407,288,211 618,797,740)
100.0% 100.0% 100.0%

|Add: Options and Performance Rights
IMr Greg Baynton 4,000,000 - 4,000,000
1.5% - 0.6%
[Total relevant interest of Mr Greg Baynton 13,246,768 - 420,534,979
and Allegro 5.0% - 62.7%
Other performance rights and options 48,401,000% - 48,401,000
18.3% - 72%
[Total non-associated shareholder interest 250,663,761 - 250,663,761
95.0% - 37.3%
Total Diluted Equity 263,910,529 - 671,198,740]
100.0% 100.0%

Source: WHKCF analysis

Note 1: These shares are held on trust for Karen Joncour (3,333 shares) and Gordon and Glenis Baynton (50,000 shares), the sister
and father and mother of Greg Baynton respectively.

Note 2: We have not included a further 500,000 performance rights which were granted to Mr Bruce Patrick on 3 March 2010. We
note the inclusion of these performance rights does not alter the dilution calculation percentages.
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Tambo and Moreton are the counter-parties of both farm-in agreements4 and joint venture agreements
with LOD, for the exploration and development of Exploration Permits for Coal (EPCs) and an
Authority to Prospect5 (ATP) (collectively the Tenements) in relation to the Moreton Coal Project and

Tambo Coal and Gas Projects, as follows:

Table 5: Current ownership structure of the Tenements

Structure

Description

Tambo Coal and Gas

Projects

Project

(EPCs)

(EPCs)

Moreton Coal

Farm-in Under farm-in agreements LOD has the right to earn 14147 14812 1299
Agreements up to a 50% interest in the following EPCs, subject to 1415% 1482 1302
the fulfilment of exploration expenditure obligations. 14172 1484 1313
These tenements are currently held or are under 2 1
application by Tambo (Tambo Coal and Gas Projects) 1418 1020
and Moreton (Moreton Coal Project).
Joint Venture The following tenements are held in 50:50 joint 1621, 16322 17762, 1789 1524
Agreements venture agreements between LOD and Tambo 16222 16332 17772 1794%
(Tambo Coal and Gas Projects) or Moreton (Moreton 1623, 1644 17842 1795
Coal Project). 2 2 S
1624, 1697 1786, 1800
1625%,1719 17882 1993
Source: LOD

Note 1: Petroleum ATP
Note 2: These EPCs have been applied for but have not yet been granted

1.2. Terms and Conditions

A summary of the terms of the Proposed Transaction are set out in the accompanying Explanatory
Memorandum (EM) which should be read in full by LOD shareholders.

1.3. Rationale for the Proposed Transaction

The primary rationale for the Proposed Transaction, as set out in the EM, includes but is not limited to
the elimination of LOD’s ongoing farm-in obligations, allowing direct ownership and management of
the relevant coal and petroleum tenements and increasing the market capitalisation of LOD, which it is
hoped will assist in attracting future investment and research coverage.

‘A Jarm-in is an agreement under which a party is entitled to acquire from one or more of the existing tenement holders an interest in
a tenement, and to become a party to the operating agreement(if any) relating to it, for a consideration which will normally consist of
the carrying out of a specified work obligation, known as the earning in obligation.

5 For petroleum, coal seam gas and natural gas.
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2. SCOPE OF OUR REPORT
2.1. Purpose of the Report

WHK Horwath Corporate Finance Limited (WHKCF) has been engaged to prepare an IER to express
an opinion as to whether the Proposed Transaction is fair and reasonable to the non-associated LOD
shareholders.

The IER is provided to LOD shareholders to assist them in making an informed decision on whether to
approve the Proposed Transaction.

An individual shareholder’s decision in relation to the Proposed Transaction may be influenced by his
or her particular circumstances. We have considered the Proposed Transaction generally. We have
not considered the effect of the Proposed Transaction on the particular circumstances of individual
LOD shareholders nor have we considered their individual objectives, financial situation or needs.
Due to particular circumstances, individual LOD shareholders may place different emphasis on various
aspects of the Proposed Transaction from the one adopted in this Report. Accordingly, individuals
may reach different conclusions as to whether to approve the Proposed Transaction.

The IER will be included with the Transaction Documents to be forwarded to the non-associated LOD
shareholders for their consideration in determining whether to approve the Proposed Transaction. The
IER should be read in full together with the Transaction Documents and any other information
provided to the non-associated LOD shareholders to assist them in their decision.

2.2. Regulatory Requirements

In evaluating whether the Proposed Transaction is fair and reasonable to the non-associated LOD
shareholders, we have considered the requirements of the Australian Securities Exchange (ASX)
Listing Rules (the Listing Rules), the Corporations Act 2001 (Cth) (the Act) and relevant Regulatory
Guides issued by the Australian Securities and Investment Commission (ASIC), which provide
guidance on interpretation.

Specifically, this Report is required under ASX Listing Rule 10.10, the details of which are considered
below.

Listing Rule 10 deals with transactions between an entity and persons in a position to influence the
entity, including the acquisition of substantial assets by the listed entity and acquiring securities in the
listed entity. Listing Rule 10.1 requires shareholder approval where an entity acquires a “substantial
asset” from a “related party”.

A substantial asset is defined as an asset for which the value or the consideration for it is 5% or more
of the equity interests of the entity as set out in the latest set of accounts lodged with the ASX. As
LOD will be issuing approximately 60.7% of its outstanding ordinary equity on a fully diluted basis as
consideration for the Proposed Transaction, it will be acquiring a substantial asset. For the purposes of
Listing Rule 10.1, as Allegro and Orbit are controlled by Mr Greg Baynton, a director of LOD, the
Proposed Transaction involves an acquisition from a related party.

Listing Rule 10.10.2 states that a notice of meeting prepared for the purposes of obtaining an approval
under Listing Rule 10.10 must include an independent expert’s report stating whether the acquisition is
fair and reasonable to the non-associated shareholders of the entity.

In addition to the requirement to prepare an IER under ASX Listing Rule 10, Section 606 of the Act,
states that a person must not acquire a relevant interest in the issued shares of a company, if the
transaction causes their voting power, or someone else’s to increase from 20% or below to more than
20%. Item 7 of Section 611 of the Act, permits an acquisition that would otherwise be prohibited
(unless another exception applies), provided the purchase is approved by shareholders in a meeting, at
which the vendor, the proposed purchaser and any associates do not vote. Should the Proposed
Transaction be approved, Mr Greg Baynton’s interest will increase from 4.4% to 67.3% of the
enlarged share capital on an undiluted basis and from 5.0% to approximately 62.7% of the enlarged
share capital on a fully diluted basis.
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In reference to Section 611 of the Act, ASIC Regulatory Guide 74 states that the shareholders of a
company should be provided with an analysis of whether the proposal is fair and reasonable to the
non-associated shareholders. This report is provided to the non-associated shareholders of LOD
pursuant to that requirement.

2.3. Evaluation Criteria

The Corporations Act 2001 (Act) does not define the meaning of “fair and reasonable”. In determining
whether the Proposed Transaction is fair and reasonable, we have had regard to the views expressed by
ASIC in Regulatory Guide 111: ‘Content of Expert Reports’ (RG 111). This regulatory guide provides
guidance as to what matters an independent expert should consider to assist security holders to make
informed decisions about transactions. This regulatory guide suggests that where the transaction is a
control transaction the expert should focus on the substance of the control transaction rather than the
legal mechanism to affect it. RG 111 suggests that where a transaction is a control transaction it should
be analysed on a basis consistent with a takeover bid.

In our opinion, the Proposed Transaction is a control transaction as defined by RG 111 and as such the
Proposed Transaction will be considered fair if the value of the assets acquired by LOD is equal to or
greater than the fair value of the consideration provided and specifically, whether the Proposed
Transaction includes a Control Premium. As the consideration for the Proposed Transaction consists
of LOD scrip, we have examined LOD, post transaction, on a notionally consolidated basis.
Accordingly to determine whether the Proposed Transaction includes a Control Premium, we have
compared the value of LOD prior to the Proposed Transaction on a stand-alone basis (with an
assumption of control) to the value of a LOD share post the Proposed Transaction (on a minority
basis).

A Control Premium represents the amount that a purchaser of a controlling interest in an entity would
be willing to pay in excess of the implied 100% valuation of an entity, calculated from the entity’s
traded (minority) shares. A Minority Interest Discount is the inverse of a Control Premium. It
represents the discount to a control value that would be attributed to a minority interest to account for
the lack of control.

Our primary consideration in providing our opinion on the reasonableness of the Proposed Transaction
is fairness, in accordance with RG 111.11. Furthermore, we have considered other advantages and
disadvantages to the non-associated shareholders of approving the Proposed Transaction.

2.4. Valuation Methodology

Set out in Appendix 5 is a summary of the various valuation methodologies considered by WHKCF in
determining the most appropriate valuation methodology to value LOD.

Our assessment of LOD’s value has been made using the Net Assets approach on a going concern
basis. As the primary assets of Tambo, Moreton and LOD are the Tenements, we have engaged an
independent specialist, being Xstract Mining Consultants Pty Ltd (Xstract) in accordance with RG
111.995, to prepare a valuation of these assets (the Xstract Report), which has been included at
Appendix 7 of the IER.

6 RG 111.99 states “for technical matters beyond the expert’s expertise, an expert should retain a specialist to advise them (e.g. a
geologist to provide an opinion on recoverable ore the subject of mining tenements).
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A number of LOD mineral interests, being the Mount Morgan and Limestone Creek assets, are not
currently being actively explored and have accordingly been valued on a cost basis. This approach has
been used, primarily due to a lack of geological data and/or evidence to support other valuation
methods (i.e. drilling) and exploration programmes are not expected to be conducted in relation to
these assets, in the near future.

2.5. Disclosure of Information

No financial data has been provided to WHKCF for Tambo and Moreton as these entities are private
companies, with limited activity other than the holding of the Tenements and accordingly are not
required to prepare financial statements (audited or otherwise). Mr Greg Baynton has provided either
through warranties in the contract to the Proposed Transaction or through signed declarations,
confirmation of the following:

° Tambo and Moreton do not have liabilities.

° Tambo and Moreton have not conducted any activities other than holding tenement
applications.

° Tambo and Moreton are duly incorporated and validly exist under the law of their place of
incorporation.

° Tambo and Moreton have full corporate power and authority to own their assets and business
and to carry on their businesses as now conducted.

° Tambo and Moreton are not insolvent and no receiver has been appointed over any part of their
assets and no such appointment has been threatened.

° Tambo and Moreton are not in liquidation or official management and no proceedings have
been brought or threatened for the purpose of winding up the Companies or placing them under
official management.

° Whilst Orbit and Allegro have provided the funds for both Tambo and Moreton’s tenement
applications and background work to date, the associated liabilities have been waived.

2.6. Limitation of Usage

This report has been prepared for the express purpose detailed in Section 2.1. No reference to, or
statement of reliance upon, our opinion can be released other than for the purpose disclosed above
without the prior written consent of WHKCEF as to the form and context of that release.

2.7. Limitations and Reliance on Information

The information provided to WHKCF has been evaluated through analysis, inquiry and review for the
purposes of providing this Report. However, WHKCF does not warrant that its inquiries have
identified or verified all of the matters that an audit, extensive examination or due diligence
investigation might disclose as our procedures and enquiries did not include verification work, nor
constitute an audit in accordance with Australian Auditing Standards (AUS), nor a review in
accordance with Auditing Standards on Review Engagements.

This Report is based upon financial and non-financial information provided by LOD and its advisors
and WHKCEF has no reason to believe that any material facts (that a reasonable person would expect to
have had disclosed) have been withheld. Included in this information are the assumptions and
opinions of management which, in some instances, are not capable of external and independent
verification or validation.

WHKCF’s opinion is based on economic, share market, business and trading conditions prevailing at
the date of this Report. These conditions can change significantly over relatively short periods. If they
did change materially, our opinion could vary significantly. Notwithstanding this, there is no
requirement for WHKCEF to update its Report for material that may become available subsequent to its
date.
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To assist in our valuation of the Tenements, Xstract has provided an independent technical specialist
report for use and reliance by WHKCEF in the preparation of the Independent Exert Report. WHKCF
has relied upon the work undertaken by Xstract in forming our valuation assessment. In our opinion,
Xstract has appropriate qualifications, industry experience and competence to conduct its assessments,
consistent with generally accepted industry practise.

To the extent that there are legal issues relating to assets, properties, or business interests or issues
relating to compliance with applicable laws, continuous disclosure rules, regulations, and policies,
WHKCEF:

° Assumes no responsibility and offers no legal opinion or interpretation to any issue; and

° Has generally assumed that matters such as title, compliance with laws and regulations and
contracts in place are in good standing and will remain so and that there are no legal
proceedings, other than as publicly disclosed.

2.8. Indemnities

LOD has agreed to indemnify WHKCEF, its principals, representatives and employees from any action
arising as a result of the misstatement or omission of information or materials supplied by the
Company, its subsidiaries, Directors or employees on which WHKCEF has relied. The extent of the
indemnity from the Company extends only to information or materials provided by it, its subsidiaries,
officers, authorised representatives and/or employees.

This indemnity was confirmed by LOD in completing our Management Representation letter which
was returned to us prior to the release of our Report.

Our report has been prepared with the materials and sources of information set out in Appendix 3.
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3. INDUSTRY OVERVIEW

The following section represents a high-level overview of the Australian Minerals and Energy
Exploration (AMEE) industry and more specifically the Black Coal, Coal Seam Gas (CSG) and
Underground Coal Gasification (UCG) exploration industries. Itis not intended to be a comprehensive
review, as we have engaged an independent specialist, being Xstract, to value the Tenements and have
relied on Xstract’s industry experience and knowledge in this regard.

AMEE Industry

LOD operates in the minerals and energy exploration industry in Australia, as an explorer of economic
resources for the extraction of thermal black coal, CSG and UCG projects. Investment in exploration is
the primary driver of the industry, which is dependant on the following factors:

° Current and expected future prices ° Input costs (labour, fuel and other inputs)
° Mining and processing technologies ° Availability of, and access to, land
° Government policy

In the 12 months to 30 June 2009, expenditure on exploration in the AMEE industry was $6.0 billion,
representing an increase of 10% on expenditure in 2007-08 and in real terms the highest level of
exploration expenditure on record. Despite reaching a record in 2008-09, exploration expenditure grew
at its slowest rate since 2003-04, which was attributed to a sharp decline in the prices of most
commodities as a result of the global economic downturn. Although uncertainty surrounds future
economic growth, and therefore demand for commodities, exploration expenditure is likely to remain
high, reflecting a positive outlook for commodity prices over the medium to longer term.’

Black Coal Exploration

Australia’s black coal® deposits are primarily located in Queensland and New South Wales, which
account for 57.5% and 39.6% of Australia’s total black coal production in 2008-09, respectively. A
large proportion of industry revenue (approximately 80%) is derived from export sales. As an export
industry, the performance of the black coal industry is dependent upon AUD/USD exchange rates, as
black coal prices are set in US dollars, downstream demand for electricity production (thermal coal)
and steel production (coking coal), particularly in the Asian region.’ For the fiscal year ended 31
September 2009, exploration expenditure on coal rose by 27% to approximately $300 million,'® which
was consistent with a rising trend in exploration expenditure over the past decade, as depicted in
Figure 1, below:

Figure 1: Coal Exploration Expenditure in Australia from September 2000 to September 2009
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‘ m Coal Exploration Expenditune‘

Source: ABS Mineral and Exploration in Australia, September 2009

7 ABARE Major development projects — October 2009 listing

8 Consists of coking coal and thermal coal

® IBISWorld: Black Coal M ining in Australia, 28 September 2009
10 ABARE - Major development projects — October 2009 listing
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Australia's exports of thermal coal to key markets in the Asian region are expected to continue to grow
over the next few years. In particular, demand from China and India is expected to increase despite
these countries being the world's largest and third-largest producers of thermal coal, respectively, as
production is absorbed by local demand and imports follow a rising trend."

CSG Exploration

CSG is a naturally occurring gas, mainly consisting of methane, which is infused into a coal seam. It is
extracted from a coal deposit by drilling wells which are connected to a pump to remove water from
the coal seam, which reduces pressure and releases the gas.

Currently in an early stage of development, the CSG industry has the potential to be a major producer
of energy in Australia as in-situ'® resources of CSG in Queensland and New South Wales alone are
estimated to be greater than the total known conventional gas resources in Australia.”® Australia’s coal
seam gas (CSG) production reached approximately 150 petajoules (PJ) during 2008, representing an
increase of approximately 39% from 2007 levels. Queensland’s production represented approximately
89% of Australia’s total production in 2008.

A significant boost was given to the CSG industry in 2000, when the Queensland Government
announced the Cleaner Energy Strategy that required retailers and large electricity users operating in
Queensland to source 13% of electricity from gas-fired generators by 2005 and 15% by 2010. This
requirement may be increased to 18% in the future.

Eight projects for the development of CSG to Liquefied Natural Gas (LNG) plants have been
announced in Gladstone, Queensland. A large proportion of the future LNG production of these
projects will be exported, with a number of major overseas companies acquiring interests in the
projects. Should all eight proposals reach full capacity, they would collectively represent a potential
LNG export market for Queensland in excess of 50 million tonnes per annum and an approximate
consumption of approximately 3,250 PJ of CSG per year.

UCG Exploration

UCG is a clean coal technology in which coal is burnt underground and the resultant gas (Synthetic
Gas or Syngas) is piped to the surface. UCG provides access to coal, ‘stranded’ deep underground,
eliminating the need to mine it and process it through a surface gasification plant. UCG technology has
only recently achieved commercial acceptance in Western countries, despite its long history of
development in the former Soviet Union.

The UCG industry in Australia is in its early stages despite Linc Energy being active in the Surat
Basin, near Chinchilla, for over 10 years with its pilot UCG project. The facility was the first long-
term UCG pilot in the Western world and remains an important R&D centre as Linc Energy looks to
establish its first commercial operation, planned for South Australia. Two other Australian companies,
being Carbon Energy and Cougar Energy, have carried out successful UCG trials, as follows:

° Carbon Energy has been producing Syngas from the UCG process since November 2008 and is
now in the process of building a 5 mega watt (MW) power station.

° Cougar Energy is planning a 400 MW power station. It will be developed in two stages, the first
stage designed to 186 MW. The ignition of the underground gasification process and
commencement of UCG gas pre-production for testing and evaluation occurred on 16 March
2010.

! IBISWorld: Black Coal Mining in Australia, 28 September 2009
2 gn 'in-ground value' or 'in situ value' for exploration data or commonly includes large portions of inferred resources, for which
the economic viability of the project has not been considered.
www.easternstar.com.au
% Fustitute of Civil Engineers —Commercial development of underground coal gasification, 31 March 2008
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4. OVERVIEW OF LODESTONE ENERGY LIMITED
4.1. Introduction

LOD is a Brisbane based energy group, whose primary interests consist of a thermal coal, CSG and
UCG project in the upper Surat/Eromanga Basin (the Tambo Coal and Gas Projects), located in
Queensland and a thermal coal and UCG project in Queensland’s Clarence-Moreton Basin (the
Moreton Coal Project). We have provided further detail on the Moreton Coal Project and Tambo Coal
and Gas Projects in Sections 4.3 and 4.4 of our Report, respectively. LOD’s coal interests concern
Walloon coals, which contain less carbon and more organically bound hydrogen than most thermal
coals.

The nature of the LOD’s activities changed significantly in mid 2008 when the Company moved its
primary focus from mineral exploration to energy exploration. To reflect this change of direction, the
Company changed its name from Lodestone Exploration Limited to Lodestone Energy Limited on 26
June 2009.

An aerial perspective of Moreton Coal Project and Tambo Coal and Gas Projects (collectively The
Projects) is as follows:

Figure 2: The Tambo and Morton Coal and Gas Projects
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4.2. Corporate Structure

LOD is a company incorporated in Australia and listed on the ASX. LOD is the parent entity within
the following corporate group:

Figure 3: LOD Corporate Group

Lodestone Energy

Limited
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—> Tenement
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Source: LOD

Note 1: The individual tenements comprising these projects are either the subject of a farm-in agreement or a 50:50 joint venture, as
detailed in Sections 4.3 and 4.4 respectively.

In respect of the above entities, we note the following:

. Lodestone CSG Pty Limited (LCSG): LCSG is a wholly owned subsidiary of LOD which,
through a farm-in agreement with Tambo, has a right to earn up to a 50% interest in the Tambo
Gas Project (ATP 1020).

. Lodestone Coal Pty Limited (L.C): LC is a wholly owned subsidiary of LOD which is a party
to joint venture agreements and farm-in agreements with Tambo Coal & Gas Pty Limited
(Tambo) in relation to the Tambo Coal Project and Moreton Energy Pty Limited / Orbit Capital
Pty Limited in relation to the Moreton Coal Project.

. Lodestone Minerals Pty Limited (LM): LM currently holds mineral tenements for copper
and gold in Mount Morgan and Limestone Creek, both of which are located in Queensland.
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4.3. The Tambo Coal and Gas Projects
Qverview

The Tambo Coal and Gas Projects cover an area of 21,481 km? between Alpha and Roma in south-
western Queensland. Existing Queensland Government geological records tend to indicate that the
area has limited coal, however geological research performed by LOD suggests the area may be a
north-western extension of the known coal deposits of the Surat Basin, which has been highly
productive for thermal coal and CSG. This hypothesis has been made on the basis of a review of the
established stratigraphy by LOD, which LOD is seeking to confirm by compiling and evaluating
relevant technical data. Should LOD’s hypothesis prove correct, the Tambo Coal and Gas Projects
collectively have the potential to become one of the largest integrated energy projects in Queensland.

LOD has entered two farm-in agreements with Tambo in relation to the Tambo Coal and Gas Projects.
The farm-in agreements give LOD the right to earn up to 50% of ATP 1020, which is a prospect for
CSG, and 50% of seven Exploration Permits for Coal (EPCs) which are prospective for coal. The
tenures of the Tambo Coal and Gas Projects are as follows:

Figure 4: Aerial view of the Tambo Coal and Gas Project tenure

Source: LOD Annual Report 2009

In addition to coal and CSG, LOD lodged Underground Coal Gasification (UCG) interests for a
number of the EPCs under the Tambo Coal Project, as indicated in note 2 to Table 6.

When all tenements the subject of the Tambo Coal and Gas Projects are granted, LOD will have a total
expenditure commitment over the next five years in excess of approximately $28 million, with an
initial yearly rental of approximately $1 million.
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The Tambo Coal Project Farm-in Agreement and Tenements

LOD has a right to earn a 50% interest in EPCs that are prospective for coal by undertaking
exploration activities, and incurring exploration expenditure, to the value of $5 million over a period of
four years. As at 1 January 2010, LOD had incurred $0.6 million of this expenditure. The farm-in
agreement provides that for each $1 million of exploration expenditure, LOD is entitled to be
transferred a 10% interest in the Tambo Coal Farm-in Tenements (defined in Table 6 below). If LOD
satisfies the exploration commitments over the four year period, LOD and Tambo will enter into an
unincorporated joint venture.

The tenements granted and applied for under the Tambo Coal Project through the farm-in agreement
and joint venture agreements are as follows:

Table 6: The Tambo Coal Project Tenements

The Tambo Coal The Tambo Coal
Farm-in Joint Venture !
EPCs EPCs

Granted 1482 1621 1786 1993

1484 1623 1789

1644 1795
Applied 1414 1622 1697 1788
1415 1624 1719 1794
1417 1625 1776 1800

1418 1632 1777

1481 1633 1784

Source: LOD

Note 1: Held in a 50:50 joint venture arrangement with Tambo & LC
Note 2: Applications for a UCG-specific EPS have been lodged for EPCs 1414, 1415, 1417, 1418, 1481, 1482, 1484, 1622, 1624,
1632, 1633 and 1644.

The Tambo Gas Project Farm-in Agreement

LOD has a right to earn a 50% interest in ATP 1020 which is prospective for CSG by undertaking
exploration activities, and incurring exploration expenditure, to the value of $5 million over a period of
four years. As at 1 January LOD had incurred $1.3 million of this expenditure. The farm-in agreement
provides that for each $1 million that LOD spends satisfying its total earning obligation, it is entitled to
be transferred a 10% interest in ATP 1020. If LOD satisfies the exploration commitments over the
four year period, LOD and Tambo will enter into an unincorporated joint venture.
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4.4. The Moreton Coal Project
Qverview

The Moreton Coal Project consists of four thermal coal prospective EPCs located in Queensland.
Three of these tenements, being EPCs 1299, 1302 and 1313 are subject to the farm-in agreement
(discussed below). A fourth EPC (1524) is held in a 50:50 joint venture arrangement between
Moreton & LC.

LOD’s objectives in respect of the Moreton Coal Project are to prove the existence of economic
deposits and to supply any subsequent thermal coal extractions to export markets from the Port of
Brisbane.

The tenures of the Moreton Coal Project are as follows:

Figure 5: Aerial view of the Moreton Coal Project tenure
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Source: LOD
The Moreton Coal Project Farm-in Agreement

LOD has a right to earn a 50% interest in the three abovementioned farm-in tenements by issuing 9
million fully paid shares and incurring exploration expenditure to the value of $2 million over a period
of three years. To date LOD has issued 6 million shares and incurred $1.2 million of expenditure.
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4.5. Other Mineral Assets

In addition to its core energy interests, LOD holds a number of Authorities to Prospect for Minerals
(EPM’s), which relate primarily to copper and gold prospects. These EPM’s are located in the
Chillagoe Formation, 200 km north-west of Cairns, Queensland (the Limestone Creek Prospect),
which has the potential to be explored for copper and gold and the former Mount Morgan gold and
copper mine, near Rockhampton in Central Queensland (the Mount Morgan Prospect), which has the
potential to be explored for gold, copper and molybdenum.

LOD’s Mount Morgan Prospect tenements are available for farm-outs. Discussions with
representatives of two major mining companies have taken place, however no firm proposals have
been received. LOD has decided to farm-out these prospects because of the scale of the drilling
program that is needed and the risks associated with deep imprecise targets.

As LOD’s focus is to develop its primary energy projects, no drilling has been conducted in relation to
the Limestone Creek and Mount Morgan Prospects, and the operations are dormant. The major
tenements held by LOD, through these prospects, are as follows.

Table 7: Limestone Creek and Mount Morgan Prospect Tenements

Tenement EPM Number Area (km?)
Mount Morgan Tenements

Mount Battery 13794 6
Kenbula 16692 15
Mount Battery North 14078 9
Morganite East 14696 42
New Chum 14619 9
Archer 16843 15
Station 14435 9
North Queensland Tenements

Limestone Creek 11980 15

Source: LOD 2009 Annual Report
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4.6. Funding Arrangements

As a junior energy exploration company, equity funding is a key component of LOD’s operations.
Recent funding arrangements entered into by LOD are detailed below:

The Royalty Agreement and Share Placement

On 5 May 2009, LOD announced that a heads of agreement had been entered into by the Company
with Mr Oliver Lennox-King, a Canadian-based resource investor, to raise a total of $5 million to fund
the initial phase of LOD’s proposed exploration program. The arrangement provided for the
placement of shares to the value of $2 million (the Share Placement) and the sale of a 2% royalty
interest for $3 million (the Royalty Agreement).

Under the Royalty Agreement, the royalty holder is entitled to a 2% royalty on the total gross value of
coal and petroleum (gas) produced from all tenements currently held or obtained prior to 31 December
2009, in the areas of the Moreton Coal Project and the Tambo Coal and Gas Projects. The Royalty
Agreement includes a clause stipulating that should LOD’s interest in the tenements increase to greater
than 50%, the royalty will reduce to 1% of the gross value of total production.

The Share Placement was priced at 10 cents per LOD share, with each share entitling the holder to an
unlisted option in LOD, exercisable at 20 cents and expiring 24 months after the date of the issue as
well as further “piggyback options” at higher exercise prices.

Strategic Placement

On 9 December 2009, LOD announced it had entered into an arrangement to raise $1.95 million
through an issue of 10 million ordinary shares at a price of $0.195 per share to the resource investment
group Square Resources Pty Ltd (the Strategic Placement). The funds raised from the Strategic
Placement are to be used by the Company to accelerate the exploration program for the Tambo Coal
and Gas Projects during 2010.

On 14 December 2009 LOD announced that in addition to the $1.95 million placement announced on
9 December 2009, a second tranche of equity ($5 million) had been negotiated with Square Resources
Pty Ltd, due for settlement on 15 February 2010. In an announcement to the ASX on 1 March 2010,
LOD advised that Square Resources Pty Ltd has decided not to exercise its right to invest in the second
tranche.

Summary of LOD Ordinary Share Capital Issued from 1 July 2008 to 22 December 2009
Table 8: LOD Capital Raisings from 1 July 2008 to 22 December 2009

Date Details Number of Shares Issue Price Total Raised

®) ®)
22 July 2008 Placement 32,916,743 0.03 987,500
25 July 2008 Options exercised 3,835,239 0.05 191,762
22 September 2008 Placement 8,333,332 0.03 250,000
6 October 2008 Placement' 3,000,000 0.02 60,000
29 April 2009 Placement' 3,000,000 0.07 210,000
15 May 2009 Placement” 9,000,000 0.10 900,000
26 June 2009 Placement’ 11,000,000 0.10 1,100,000
9 December 2009 Placement® 10,000,000 0.195 1,950,000
TOTAL 5,649,262

Source: LOD 2009 Arnnual Report

Note 1: Shares issued to Orbit under the Moreton Farm-in Agreement ($Nil consideration)
Note 2: Share Placement with Mr Oliver Lennox-King as defined above

Note 3: Strategic Placement with Square Resources Pty Ltd as defined above
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4.7. Share Capital and Share Price

At 22 December 2009, LOD had 211,509,529 fully paid ordinary shares on issue, each of which had
the same rights to the income and capital of the company and an entitlement to one vote at company
meetings.

LOD also had 34,401,000 unlisted exercisable options on issue as at 22 December 2009, as follows:

° 20,501,000 with an exercise price of 20 cents (501,000 expiring in January 2011 and
20,000,000 expiring in May to June 2011).

° 13,900,000 with an exercise price of 7 cents (10,000,000 expiring in September 2010 and
3,900,000 expiring in April to June 2011).

On 26 June 2009 LOD’s directors and contractors were issued a total of 18,000,000 performance
rights. The performance rights granted carry no dividend or voting rights and expire on 26 June 2019,
but when exercisable, each performance right is convertible into one ordinary share. The exercise
conditions of the performance rights are as follows:

° 9,000,000 performance rights become exercisable if the company’s market capitalisation is $50
million for a period of five or more trading days.

° 9,000,000 performance rights become exercisable if the volume weighted average price of the
company’s shares is at least $0.25 for a continuous period of five trading days.

We have considered the LOD share price and the composition of its share register below.
4.7.1. Share Price Trading History

The graph below illustrates share price trading history of LOD using the daily volume VWAP of the
LOD shares trading on the ASX from 8 December 2008 to the date of the announcement of the
Proposed Transaction on 22 December 2009. We have also plotted on the graph significant
announcements that were made during the period prior to the announcement of the Proposed
Transaction. A short summary of those announcements is provided in Table 9 followed by our
comments.

Figure 6: Daily VWAP and Volume for the period 8 December 2008 to 22 December 2009
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Source: Capital IQ
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Table 9: Significant LOD ASX announcements

Chart Date Announcement
Ref.
1 10-Dec-08 Farm-in to Tambo Coal & Gas Project announced
2 30-Jan-09 Quarterly Activities and Cashflow Report
3 23-Feb-09 Lodgement of LOD’s Half Year Accounts
4 23-Apr-09 Market Update: The Queensland Department of Mines and Energy grants ATP 1020. The

announcement also notes that an Independent Expert has been engaged to opine on the fairness and
reasonableness of the Tambo Coal and Gas Project farm-in agreement.

5 30-Apr-09 Quarterly Activities and Cashflow Report
5-May-09 LOD signs heads of agreement for additional funding

7 26-May-09 Notice of general meeting to shareholders (includes Independent Expert report, mentioned in reference
4 above)

8 26-Jun-09 EGM slide presentation and results and general meeting

9 29-Jul-09 Investor presentation

10 30-Jul-09 Quarterly Activities and Cashflow Report

11 30-Sep-09 Annual report to shareholders

12 23-Oct-09 Quarterly Activities and Cashflow Report

13 3-Dec-09 Update on LOD Tambo Project SCG Drilling
14 9-Dec-09 Strategic Placement

15 14-Dec-09 Update on Strategic Placement — Tranche 2
Source: ASX

We note the following from the table and graph above:

° LOD’s VWAP rose from 1 cent to 2 cents on the announcement of the Tambo Coal and Gas
Project farm-in on 10 December 2008. In January 2009 the VWAP rose to 3 cents, in the
absence of any significant announcements.

° LOD’s VWAP increased from 3 cents to 18 cents during the March to June 2009 period. This
increase appears to have coincided with the following announcements:

o LOD confirming that ATP 1020 had been granted by the Queensland Department of
Mines and Energy, on 23 April 2009.

o The signing of a heads of agreement for additional funding, on 5 May 2009.

o The notice of general meeting to shareholders, which included an Independent Expert
Report, examining the fairness and reasonableness of approving the Tambo Coal and Gas
Project farm-in agreement on 26 May 2009.

o The holding of the general meeting on 26 June 2009 in which the Tambo Coal and Gas
Project farm-in agreement was approved by shareholders.

° Following the announcement of the Proposed Transaction, LOD’s VWAP has been in a
declining trend. The decline may be attributable to the absence of results from LOD’s drilling
programme, since the announcement of the Proposed Transaction, which has been delayed by
poor weather conditions in the area of the Tambo Coal and Gas Projects.
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The table below summarises the VWAP and liquidity of LOD shares over various look back periods

prior to 22 December 2009 for the purposes of this Report.
Table 10: Look Back Periods prior to 22 December 2009

Volume

Volume Traded as % of Current
LOD Shares on Issue

Look Back Period

5 days 0.18
10 days 0.19
1 Month 0.18
6 Months 0.15
1 Year 0.11

(000°s)
1,148
3,626

11,661

73,754

152,338

0.5%
1.8%
5.8%
36.9%
80.0%

Source: Capital IQ

The above table shows that the VWARP over the various look back periods selected has varied between
$0.11 and $0.19. Approximately 80% of the Company’s current stock was traded over the twelve
months prior to 22 December 2009 indicating the LOD stock is reasonably liquid. Furthermore we
note additional liquidity has been demonstrated by the Company’s capital raising activities as noted in

Section 4.6.
4.7.2. Composition of the LOD Share Register

The top shareholders of the Company as at 26 March 2010 were as follows:

Table 11: Top Shareholders of LOD

Shareholder Shareholding
(Ordinary Shares)

Percentage
of Total

(%)

Oliver Lennox-King 16,000,000 7.56%
Wealford Investments Limited 13,500,000 6.38%
Square Resources Pty Ltd 10,000,000 4.73%
Nefco Nominees Pty Ltd 7,849,958 3.71%
John Lachlan McCawley 6,854,198 3.24%
Orbit Capital Pty Ltd'? 6,338,589 3.00%
Lance and Olwyn Grimstone 4,631,525 2.19%
Campbell Marine Pty Ltd 4,523,609 2.14%
Somnus Pty Ltd 3,750,000 1.77%
Springtide Capital Pty Ltd 3,533,257 1.67%
Eastern Porphyry Pty Ltd 3,000,000 1.42%
TBIC Pty Ltd 3,000,000 1.42%
Allegro Capital Nominees Pty Ltd" 2,854,846 1.35%
Total 85,835,982 40.58%
Other 125,673,547 59.42%
Total Shares Issued 211,509,529 100%
Mr Greg Baynton and associates’ 9,246,768 4.37%
Source: LOD

Note 1: Entity associated with Mr Greg Baynton

Note 2: 3,000,000 shares are subject to an escrow arrangement. These shares will be released from escrow on 29 April 2010.
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48. LOD Income Statements

Extracts from the Income Statements of LOD for the financial years ended 30 June 2008, 30 June 2009
and the six month period ended 31 December 2009, are as follows:

Table 12: LOD Income Statements

Financial Year Ended Half Year Ended
30 June 31 December
2008 2009 2009

Revenue from operations 23,986 48,731 36,344
Exploration abandoned (711,967) (394,532) -
Professional services expenses (159,997) (222,647) (163,072)
Corporate overhead expenses (184,222) (252,874 (294,296)
Depreciation expenses (12,340) (13,529) 5,719)
Directors remuneration (136,200) (248,967) (128,982)
Share based payments expense - (475,923) (132,129)
Loss before income tax (1,180,740) (1,559,741) (707,061)
Income tax expense - - -

Loss from operations (1,180,740) (1,559,741) (707,061)
Loss attributable to members of LOD (1,180,740) (1,559,741) (707,061)

Source: LOD 2009 Annual Report and Half Year Report to 31 December 2009
In the case of the Income Statements summarised above, we note the following:

° Revenue from operations: Consists of interest received on LOD’s cash balances. This
revenue is due to the significant cash reserves of the Company, which are required to fund the
capital intensive exploration activities. As LOD is an early-stage explorer, it does not yet
generate any revenues from its exploration operations.

° Exploration abandoned: This represents the write-off of unsuccessful exploration expenditure
incurred by LOD. In the 2009 year, the write-off related to the Mount Morgan Prospect
($270,609), Karinya ($11,487), Botswana ($57,805), Moreton Coal Project ($4,363), Tambo
Coal and Gas Projects ($50,269).

. Professional services expenses: The professional services expenditure includes legal,
accounting and consulting fees.

° Corporate overhead expenses: The corporate overheads expenditure includes rent, insurance,
audit fees, share registry and ASX fees.

° Share based payments: Represents 14,000,000 options and 18,000,000 performance rights
granted to Directors and contractors for $nil consideration.
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4.9. LOD Balance Sheets

Extracts from the Balance Sheets of LOD as at 30 June 2008, 2009 and 31 December 2009, are as
follows:

Table 13: LOD Balance Sheets

As at
31 December
2009
ASSETS
Current Assets
Cash and cash equivalents 586,204 3,355,688 4,990,938
Receivables 20,466 50,818 252,547
Total Current Assets 606,670 3,406,506 5,243,485
Non-Current Assets
Plant and equipment 18,593 11,217 25,382
Exploration expenditure 280,850 856,878 3,123,146
Other 39,180 66,180 90,900
Total Non-Current Assets 338,623 934,275 3,239,428
TOTAL ASSETS 945,293 4,340,781 8,482,913
LIABILITIES
Trade and other payables 87,467 897,068 670,687
Unearned income 3,000,000
TOTAL LIABILITIES 87,467 897,068 3,670,687
NET ASSETS 857,826 3,443,713 4,812,226

Source: LOD 2009 Annual Report and Half Year Report to 31 December 2009
In the case of the Balance Sheets summarised above, we note the following:
° Cash: LOD’s cash reserves are required to fund its capital intensive exploration activities.

° Exploration expenditure: This non-current asset account includes deferred geological,
geophysical, drilling and other expenditure at cost, which has been capitalised by LOD. As at
30 June 2009, this balance was made up of the Limestone Creek Prospect ($112,719), The
Moreton Coal Project ($373,873) and the Tambo Coal and Gas Projects ($370,286). The $1.9
million increase in exploration expenditure to 31 December 2009 largely related to exploration
activities conducted for the Tambo Coal and Gas Projects.

° Trade and other payables: In June 2009 the trade and other payables balance of LOD had
increased significantly due to a royalty deposit held in escrow of approximately $750,000. The
increase of approximately $2.4 million from 30 June 2009 to 31 December 2009 relates to
exploration activities in relation to the Tambo Coal and Gas Projects.

. Deferred tax liability: We note that LOD had a significant level of carried forward income tax
losses as at 30 June 2009 ($7.7 million), for which no deferred tax asset has been recognised as
it is not “virtually certain” that these tax losses will be recouped. Accordingly we have
excluded the value of these tax losses from our valuation.

° Unearned Income: Under the Royalty Agreement, LOD is obligated to pay 2% of sales of coal
and gas produced from the Tenements. In accordance with accounting concepts, a liability of $3
million has been booked although we note that this does not represent an amount payable by
LOD, rather the amount will be recognised as income over the future period that the 2% royalty
becomes due and payable and is recognised as an expense.
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e Contingent Liabilities: As at 31 December 2009, LOD had the following contingent
liabilities:

Table 14: LOD Contingent Liabilities

Contingent Liability Amount
(“000s)
Farm-in Agreements Under the Moreton Farm-In Agreement LOD is committed to issue a $480!
further 3,000,000 shares.
Exploration Commitments Exploration commitments total $15,450,500 on the assumption that each of $15,451
these tenements will be held for its full term.
Total $15,931

Source: LOD Half Year Report to 31 December 2009
Note 1: Calculated as 3,000,000 ordinary shares at 16 cents, being the LOD VWAP as at 31 December 2009

4.10. LOD Cash Flow Statements

The Cash Flow Statements for LOD for the financial years ended 30 June 2008 and 30 June 2009 are
summarised in the table below:

Table 15: LOD Cash Flow Statements

Financial Year Ended Half Year Ended
30 June 31 December

2008 2009 2009

Cash Flows from Operating Activities

Receipts from customers (inclusive of 84,571 42,851 95,288
GST)

Payments to suppliers (inclusive of GST) (475,947) (832,733) (821,423)
Interest received 27,797 49,606 30,097
Net Cash Outflows from Operating (363,579 (740,276) (695,138)
Activities

Cash Flows from Investing Activities

Payments for exploration (662,718) (594,205) (1,817,472)
Payments for plant and equipment - 6,152) (19,884)
Payments/ refunds for security deposits - (27,000) (24,720)
Net Cash Flows Outflows from Investing (662,718) (627,357) (1,862,076)
Activities

Cash Flows from Financing Activities

Proceeds from share issue 510,010 3,429,262 1,957,000
Proceeds from royalty deposit - 750,981 (13,555)
Payment of share issue costs - (43,126) 2,249,019
Net Cash Inflows from Financing 510,010 4,137,117 4,192,464
Activities

Net Increase / (Decrease) in Cash and (516,287) 2,769,484 1,635,250
Cash Equivalents

Cash and cash equivalents at the beginning 1,102,491 586,204 3,355,688
of the financial year

Cash and cash equivalents at the end of 586,204 3,355,688 4,990,938
the financial year

Source: LOD 2009 Annual Report and Half Year Report to 31 December 2009

In respect of the above Cash Flow Statements, we note:

° The net cash outflows from operating activities primarily comprise of the overhead costs of the
business, professional services and director salaries.

° The net cash outflows from investing activities are primarily the exploration costs incurred by
the Company.
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° The cash inflows from financing activities consist of the equity raised by LOD and the
associated costs. The total cash raised by the Company in the 2009 financial year, consisted of
the following transactions:

Table 16: 2009 LOD (Cash) Capital Raisings

Date Details Number of Shares Issue Price Total Raised

(AUD) (AUD)
22 July 2008 Placement 32,916,743 0.03 987,500
25 July 2008 Options exercised 3,835,239 0.05 191,762
22 September 2008 Placement 8,333,332 0.03 250,000
15 May 2009 Placement 9,000,000 0.10 900,000
26 June 2009 Placement 11,000,000 0.10 1,100,000
Total 65,085,314 0.05 3,429,262

Source: LOD 2009 Annual Report
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5. ENTITIES ACQUIRED UNDER THE PROPOSED TRANSACTION

Should the Proposed Transaction be approved, LOD will acquire 100% of the ordinary equity of
Tambo and Moreton. A brief overview of the ownership structures, director(s) and primary activities
of Tambo and Moreton are provided below.

5.1. Tambo Coal & Gas Pty Ltd (Tambo)

Tambo is a proprietary company whose shareholders are Orbit and Allegro. Greg Baynton is the sole
director and secretary of Tambo. Tambo was incorporated on 13 June 2008.

The ordinary equity of Tambo is held as follows:

Description Number of

Ordinary Shares

Orbit Capital Pty Ltd A private investment company (AFS Licence No. 1
230327). 100% of the ordinary equity of Orbit is
held by Allegro Capital Nominees Pty Ltd.

Allegro Capital Nominees Pty Ltd  Trustee company of Mr Greg Baynton’s family trust. 99
100

Tambo is the registered holder of ATP 1020, a tenement prospective for gas that straddles the
Eromanga and Surat basins in Queensland. Tambo has applied in its own name for seven EPCs, some
of which partially overlap ATP 1020. Two of these EPCs, being EPC 1482 and EPC 1484, have been
granted. In addition, Tambo and LC have jointly applied for a further 20 EPCs located in the Surat
and Eromanga basins.

Tambo has entered into two farm-in agreements with LOD and its subsidiaries, being the Tambo Coal
Project Farm-in Agreement and the Tambo Gas Project Farm-in Agreement.

Under the Tambo Gas Project Farm-in Agreement, LCSG, a wholly owned subsidiary of LOD, may
earn up to a 50% interest in ATP 1020 by undertaking exploration activities and incurring exploration
expenditure to the value of $5 million over a four year earning period. Similarly, under the Tambo
Coal Project Farm-in Agreement, LC has a right to earn up to a 50% interest in the coal tenements
applied for by Tambo alone by undertaking exploration and incurring exploration expenditure to the
value of $5 million over a four year earning period.

5.2. Moreton Energy Pty Ltd (Moreton)

Moreton is a proprietary company whose sole shareholder is Orbit. Mr Greg Baynton is the sole
director and secretary of the company. Moreton was incorporated on 20 May 2008.

Moreton has been granted three exploration permits for areas prospective for coal (EPC 1299, EPC
1302 and EPC 1313), which are located in the Moreton Basin in South East Queensland. Moreton and
LOD also jointly hold an exploration permit for coal (EPC 1524). Under the Moreton Coal Project
Farm-in Agreement between LOD, Moreton and Orbit, which was approved by shareholders on 8
September 2008, LOD has a right to earn a 50% interest in those EPCs registered in the name of
Moreton by undertaking exploration, and incurring exploration expenditure, to the value of $2 million
over a period of three years. In consideration for entering into the Moreton Coal Project Farm-in
Agreement, LOD has issued six million shares to Orbit and has an obligation to issue up to a further
three million LOD shares once it has carried out exploration and incurred exploration expenditure of
approximately $1 million. Once this expenditure threshold has been reached, LOD must issue one
million shares for each EPC that it elects to have an interest in. Other than its interest in the EPCs the
subject of the Moreton Coal Project Farm-in Agreement and those held jointly with LOD, Moreton has
not otherwise traded.
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6. VALUATION OF LOD
6.1. Methodology

LOD’s principal assets are its farm-in rights in the Tenements, the subject of the Tambo Coal and Gas
Projects and the Moreton Coal Project (collectively “the Projects”) and its 50% interest in those
Tenements relating to the Projects that have been granted or are under application by the participants
in each joint venture. Should the Proposed Transaction be approved, the farm-in and joint venture
agreements will be terminated and LOD will hold 100% of the Tenements the subject of the Projects
through an acquisition of 100% of the outstanding shares in Tambo and Moreton.

We have determined the most appropriate primary valuation method for the shares in LOD on a pre
and post Proposed Transaction basis, to be an assessment of the fair market value of its underlying net
assets on a going concern basis. We have made this determination as the principal assets held by LOD
are the Tenements which under RG 111 require a specialist’s valuation and the net asset approach
enables us to incorporate a specialist’s valuation of the Tenements.

We have also performed a cross check to our valuation pre the Proposed Transaction based on the
share price of LOD. We have not used the share price of LOD as our primary approach due to the
subjective nature of assessing a share price post the Proposed Transaction, particularly given the
ownership structures of the Tenements. In addition, due to the nature of the assets LOD holds, being
the Tenements, and the requirements of RG 111.99 to engage a specialist, we determined the net asset
approach to be our preferred methodology.

Further valuation methodologies in the context of LOD have been detailed at Appendix 5.
6.2. Xstract’s Specialist report

As the principal assets held by LOD relate to energy exploration licenses, RG 111 requires a specialist
to value the assets. We have engaged Xstract to prepare a valuation of the Tenements in relation to
their potential for coal, CSG and UCG projects. The Xstract Report has been prepared in accordance
with the Australian Institute of Mining & Metallurgy’s Code for the Technical Assessment and
Valuation of Mineral and Petroleum Assets and Securities for Independent Expert Reports (known as
the “ValMin Code”). As the Tenements are still at the exploration and evaluation stages and are yet to
generate revenue, the Tenements do not reach the minimum requirement for, nor have been assessed in
accordance with, the Australian Joint Ore Reserves Committee (JORC) Code. A copy of the Xstract
Report is attached at Appendix 7.

We have assessed and satisfied ourselves as to the Xstract’s professional competency, qualifications
and objectivity regarding LOD and have placed reliance on their report. The valuations ascribed by
Xstract to the Tenements have been adopted in our calculations. A summary of Xstract’s valuation of
the Tenements on a 100% basis is as follows (refer page 2, Table 1-1 of the Xstract Report):

Table 17: Summarised Valuations of the Tenements per Xstract’s Technical Specialist Report (100% basis)

Low High  Preferred Preferred
Value Value Value Value
($000's) (50% basis)
Tambo Coal 28,400 77,400 51,600 25,800
Represented by the following EPCs:
Farm-ins (1414, 1415, 1417, 1418, 1481, 1482, 1484) 4,852 14,380 9,619 4810
Joint Ventures (1621 — 1625, 1632, 1633, 1644, 1697, 1719, 1776, 10,901 40,525 25,720 12,360
1777, 1784, 1786, 1788, 1789, 1794, 1795, 1800, 1993)
UCG Farm-ins (1414, 1415, 1417, 1481, 1482, 1484) 7,350 13,125 9,508 4,754
UCG Joint Ventures (1622, 1624, 1632, 1633, 1644) 5250 9,375 6,792 3,395
Tambo CSG (Represented by ATP 1020) 3,900 5,900 5,300 2,650
Moreton Coal 2,200 10,700 6,400 3200
Represented by the following EPCs:
Farm-ins (1299, 1302, 1313) 2,177 10,505 6,342 3,171
Joint Venture (1524) 30 152 92 46
Total 34,500 94,000 63,300 31,650

Note 1: Includes Rounding
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The above values have been adopted in our valuation analysis of LOD pre and post the Proposed
Transaction, as outlined in Table 18 and Table 21, respectively.

6.3. Valuation of LOD Prior to the Proposed Transaction

We have assessed the value of LOD prior to the Proposed Transaction using a net asset approach on a
going concern basis. We note this approach results in a stand alone control value.

In applying the net assets approach to LOD on a pre transaction basis, we have added 50% of the
Tenement values to the 31 December Balance Sheet of LOD. We have also made a number of
adjustments to the book value of LOD’s assets and liabilities, as demonstrated in Table 18, as follows:

1.

Excluded the exploration expenditure line item, with the exception of the Limestone Creek
Prospect, which has been valued at cost, and added back 50% of the preferred market values
derived for the Tenements from Xstract’s Independent Technical Expert Report to reflect the
50% interest that LOD has in the Tenements through the farm-in and joint venture agreements.

We have applied discounts of 35.0% to the farm-in tenement values, to reflect:

o LOD’s current interest is a right to 50% of the farm-in tenements and LOD currently has
not been issued any shares under the farm-in agreement.

o A funding risk, as LOD does not currently have sufficient liquid assets to carry out the
exploration expenditure commitments stipulated in the farm-in agreements.

o As Xstract’s valuation of the Tenements is on a control basis, we have applied a further
discount to reflect LOD does not fully control the assets.

o LOD is responsible for 100% of the costs as manager of the Projects and LOD’s
overheads, despite only being entitled to a 50% interest in the farm-in tenements.

We have applied discounts of 12.5% to the JV tenement values, to reflect LOD does not fully
control these assets and LOD’s responsibility for 100% of the costs as manager of the Projects
and LOD’s overheads, despite only being entitled to a 50% interest in the joint-venture
tenements.

A liability has been included to reflect the net present value of LOD’s outstanding exploration
commitments which are required under the farm-in agreements in order for LOD to obtain a
50% interest in these tenements. These commitments have been calculated for the Tambo Coal
and Gas Projects, as well as the Moreton Coal Project, based on exploration expenditure
incurred to date, exploration expenditure budgeted for the 2010 calendar year and any
remaining exploration expenditure apportioned equally over calendar years 2011 and 2012. To
obtain the present value of these commitments, we have applied the discount rate applied to the
farm-in agreements, being 35%, as the exploration expenditure cash flows are inherently related
to the assessed risks of the farm-in agreements.
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Table 18: WHKCF Preferred Net Asset Valuation of LOD pre the Proposed Transaction

As at
31 December 2009
Reference Book Value Market Less Market Value
Value Applicable
('000's) Adjustments Discounts

ASSETS

Cash and cash equivalents 4,991 - 4,991
Receivables 253 - 253
Fixed assets 25 - 25
Other 91 - 91
Exploration expenditure 1 3,123 (2,923) 200
Tambo Coal Project (Farm in) 2 4,810 (1,683) 3,126
Tambo Coal Project (Joint Venture) 3 12,860 (1,608) 11,253
Tambo Gas Project (Farm in) 2 2,650 (928) 1,723
Tambo UCG (Farm in) 2 4,754 (1,664) 3,090
Tambo UCG (Joint Venture) 3 3,396 424) 2,971
Moreton Coal Project (Farm in) 2 3,171 1,110) 2,061
Moreton Coal Project (Joint Venture) 3 46 ©) 40
TOTAL ASSETS 8,483 29,824
LIABILITIES

Trade and other payables 3,671 3,671
Farm-in Exploration Commitments 4 7,974 7,974
TOTAL LIABILITIES 3,671 - 11,645
NET ASSETS 4,812 18,179

Source: Half Year Report to 31 December 2009 and WHKCF analysis

NB: Includes rounding

Note 1: Represents the book value of the Limestone Creek Prospect ($200,000) and the Mount Morgan Prospect ($Nil). These
prospects have been valued at cost due to the dormant nature of the assets and the absence of exploration data from which to prepare
a valuation analysis

The market values adopted for the Tenements in the above table have been derived from the preferred
values in Xstract’s Report (refer Table 17). We have also set out in Appendix 6 our low and high
values using the corresponding low and high value from the Xstract Report.

Valuation Conclusion

Based on our valuation analysis, using a net realisable asset approach on a going concern basis, the
implied pre Proposed Transaction share price range on a controlling basis of LOD is as follows:

Table 19: LOD Pre Transaction Share Price Valuation at 31 December 2009

Low Value Mid Value High Value

Market Value of NTA ($000°s) 6,935 18,179 30,084
Shares Issued (000’s) 211,510 211,510 211,510
Undiluted Implied Share Price (Control) ($) 0.03 0.09 0.14
Options and Performance Rights Issued (000’s) 55,401 55,401 55,401
Fully Diluted Implied Share Price (Control) ($) 0.03 0.07 0.11

Source: WHKCF Calculations
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Valuation Crosscheck

The announcement of the Proposed Transaction was made on 22 December 2009. Prior to the
announcement date, LOD shares traded at the following volume weighted average (“VWAP”) prices:

Table 20: LOD VWAP prices prior to 22 December 2009

Look Back Period Volume Volume Traded as % of Current

(‘000°s) LOD Shares on Issue
5 days 0.18 1,148 0.5%
10 days 0.19 3,626 1.8%
1 Month 0.18 11,661 5.8%
6 Months 0.15 73,754 36.9%
1 Year 0.11 152,338 80.0%

Source: Capital IQ

Days are scheduled ASX trading days

LOD’s VWAP prices prior to the announcement of the Proposed Transaction either exceed or are
towards the high value implied from our analysis, which suggests that the market has taken a different
view of the value of LOD, to that which Xstract has taken in the Xstract Report. We note that it is not
uncommon for different interpretations of value to be observed, for assets such as the Tenements, due
to their early stage and speculative nature.

We note that following the announcement of the Proposed Transaction, LOD’s share price has traded
at prices which are similar to the high end of our valuation range.

6.4. Valuation of LOD post the Proposed Transaction

We have assessed the value of LOD post the Proposed Transaction using the net realisable assets on a
going concern basis, which results in a control value. As control will pass to Mr Greg Baynton,
following the Proposed Transaction, we are required to value LOD’s value on a minority basis.
Accordingly we have applied a Minority Interest Discount, to the valuation derived.

We have made the following adjustments to LOD’s balance sheet as at 31 December 2009, in our post
Proposed Transaction analysis:

1. The Tenement values from the Xstract Report have been included on a 100% basis, assuming
the Proposed Transaction is approved, as LOD will have full control of the Tenements.
Accordingly no discounts to reflect the funding risk (farm-ins) or lack of control (farm-ins and
JV’s) have been applied.

2. As the farm-in arrangements will be terminated post the Proposed Transaction, the exploration
commitments required to obtain a 50% interest in the farm-in tenements will no longer be
required and have therefore been excluded from our valuation assessment.
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Table 21: WHKCF Net Asset Valuation of LOD post the Proposed Transaction

As at
31 December 2009
Reference Book Value Market Value Market Value
(000's) Adjustments

ASSETS

Cash and cash equivalents 4,991 - 4,991
Receivables 253 - 253
Fixed assets 25 - 25
Other 91 - 91
Exploration expenditure 3,123 (2,923) 200
Tambo Coal Project (Farm in) 1 9,619 9,619
Tambo Coal Project (Joint Venture) 1 25,720 25,720
Tambo Gas Project (Farm in) 1 5,300 5,300
Tambo UCG (Farm in) 1 9,508 9,508
Tambo UCG (Joint Venture) 1 6,792 6,792
Moreton Coal Project (Farm in) 1 6,342 6,342
Moreton Coal Project (Joint Venture) 1 92 922
TOTAL ASSETS 8,483 68,933
LIABILITIES

Trade and other payables 3,671 3,671
Farm-in Exploration Commitments 2 - -
TOTAL LIABILITIES 3,671 - 3,671
NET ASSETS 4,812 65,262

Source: Half Year Report to 31 December 2009 and WHKCF analysis

NB: Includes rounding

Note 1: Represents the book value of the Limestone Creek Prospect ($200,000) and the Mount Morgan Prospect ($Nil). These
prospects have been valued at cost due to the dormant nature of the assets and the absence of exploration data from which to prepare
a valuation analysis

These market values have been derived from the preferred values from the Xstract Report (refer Table
17). We have also set out in Appendix 6 the low and high values using the respective value range in
the Xstract Report.

Valuation Conclusion

As the net asset approach results in a control value, we have applied a Minority Interest Discount to
reflect the loss of control for non-associated shareholders should the Proposed Transaction be
approved. We have applied a Minority Interest Discount of 15% which approaches the mid-point of
ranges of 10% to 25% which are implied from empirical evidence. We have not applied a high
minority discount as we consider there is potential for a re-rating of the shares given the change in the
ownership of the Projects and increase in the market capitalisation of the Company, which would
offset the Minority Interest Discount.
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Based on our valuation analysis, using a net realisable asset approach on a going concern basis, the

implied post Proposed Transaction share price of LOD is as follows:

Table 22: Valuation Conclusion of LOD Post the Transaction

Low Value Mid Value High Value
Market Value of NTA ($000’s) 36,349 65,262 95,851
Shares Issued (000’s)" 618,798 618,798 618,798
[Undiluted Implied Share Price (Control) ($) 0.06 0.11 0.15|
Less: Minority Interest Discount 15.0% 15.0% 15.0%
[Undiluted Implied Share Price (Minority) ($) 0.05 0.09 0.13
Options and Performance Rights Issued (000’s) 52,401 52,401 52,401
[Fully Diluted Implied Share Price (Control) ($) 0.05 0.10 0.14
Less: Minority Interest Discount 15.0% 15.0% 15.0%
’Fully Diluted Implied Share Price (Minority) ($) 0.05 0.08 0.12

Source: WHKCF Calculations

Note 1: Includes the issue of 407,288,211 ordinary shares in accordance with the Proposed Transaction
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7. EVALUATION OF THE PROPOSED TRANSACTION
7.1. Fairness

For the purpose of assessing whether the Proposed Transaction is fair to the non-associated LOD
shareholders, we have compared the assessed value of LOD shares before the implementation of the
Proposed Transaction with the assessed value of LOD shares post the Proposed Transaction.

If the Proposed Transaction is implemented, Mr Greg Baynton (through Allegro and Orbit) will
immediately hold 62.7% and 67.3% of the enlarged share capital on a fully diluted and undiluted basis,
respectively. As Mr Greg Baynton’s interests will exceed 50%, he will obtain control of LOD and be
able to pass general resolutions and block general and special resolutions, notwithstanding that
currently Mr Greg Baynton currently has an influential position with respect to LOD, being the
counterparty of the farm-in and joint venture agreements for the Tenements, holding 4.4% and 5.0% of
LOD on a fully diluted and undiluted basis, respectively and being a director of LOD.

We have assessed the pre Proposed Transaction value of LOD on a control basis, and the post
Proposed Transaction value of LOD on a minority basis. Our comparison is shown below:

Table 23: Comparison of LOD share value pre and post the Proposed Transaction

Undiluted Share Price ($) 0.03 0.05 0.09 0.09 0.14 0.13
Fully Diluted Share Price ($) 0.03 0.05 0.07 0.08 0.11 0.12

Source: WHKCF Calculations

The above table shows that our assessed value range for post the Proposed Transaction (on a minority
interest basis) is greater than or equal to our assessed value range for pre the Proposed Transaction (on
a control basis), except for the high value range on an undiluted basis. In our opinion, this indicates
that the consideration for the Proposed Transaction includes a Control Premium. We consider the
comparison on a fully diluted basis to be the better comparison given:

° 14 million of the 34.4 million options are exercisable at 7 cents and the recent trading share
price is around 10-11 cents.

° Should the Proposed Transaction be approved the market capitalisation is expected to exceed
$50 million and therefore 9 million of the performance rights will be exercisable.

° The volatility in share price trading evidenced in recent times for LOD and exploration
companies generally may enable the remaining options (20.4 million options are exercisable at
20 cents) and the other 9 million performance rights (exercisable at 25 cents) to be exercised.
Further, the LOD share price has approached 20 cents in December 2009.

Accordingly as our assessed value range post the Proposed Transaction on a fully diluted basis is
greater than our assessed value range pre the Proposed Transaction we consider the Proposed
Transaction to be fair.

7.2. The Proposed Transaction is Reasonable

After comparing the advantages and disadvantages of the Proposed Transaction (as detailed below),
we are of the opinion that the Proposed Transaction is reasonable to the non-associated LOD
shareholders.

Advantages
. The Proposed Transaction is Fair, therefore it is Reasonable

RG 111.11 states that “an offer is ‘reasonable’ if it is fair.” Furthermore, our analysis indicates
the Proposed Transaction includes a Control Premium.

. The Proposed Transaction involves scrip not cash

The consideration for the Proposed Transaction consists of LOD scrip, rather than cash, which
is an advantage for non-associated shareholders as it:
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o Minimises the impact of the Proposed Transaction to LOD’s balance sheet and enables
the Company to retain sufficient liquid assets to fund exploration activities in the short-
term.

o Aligns the objectives of Mr Greg Baynton to those of the Company.
LOD will have direct control over the Tenements

LOD and its subsidiaries will wholly own the entire portfolio of coal, CSG and UCG in which
they currently have an interest, or a right to acquire an interest under the farm-in agreements.
This means that, aside from the Royalty Agreement, any economic benefits arising from the
exploration and development of these tenements will accrue to LOD alone. It also means that
LOD will be able to deal with and manage the energy portfolio without ongoing contractual
obligations to project partners, other than those imposed under the Royalty Agreement. For
example, LOD will not be required to enter into formal joint venture arrangements with Tambo
or Moreton and will have the option of selling, de-merging or joint-venturing the Projects
(subject to limitations contained in the Royalty Agreement).

Removal of the farm-in agreements

Under the current farm-in agreements, LOD has the right to earn up to 50% of the relevant
EPCs held by Tambo and Moreton, subject to outstanding exploration obligations
(approximately $9 million to be expended within the next 3 years). As LOD does not currently
have sufficient funds to meet these exploration commitments in full, there is a risk that should
the Company be unable to raise sufficient equity in the required time-frame, ownership
entitlements may lapse. If the Proposed Transaction is approved, LOD will have direct control
of the EPCs and the risks that funds won’t be available within the required time-frame will be
removed, providing LOD with flexibility in relation to the timing of its exploration programme.
Further LOD will no longer have the obligation to issue 3 million shares to Orbit under the
Moreton Coal Project Farm-in Agreement.

Improved Ability to Raise Capital

If approved, the Proposed Transaction will result in LOD controlling the Moreton Coal Project
and Tambo Coal and Gas Projects. The current ownership split of the Tenements between LOD
and Mr Greg Baynton may deter certain investors from providing capital as there are two parties
involved and Mr Greg Baynton currently controls the Moreton Coal Project and Tambo Coal
and Gas Projects. Should the Proposed Transaction be approved, the ownership and control
risks will be removed which together with an improved profile and wider analyst coverage
should assist LOD’s ability to raise capital.

Board View

WHKCEF notes that the LOD board members (excluding Mr Lance Grimstone and Mr Greg
Baynton who are unable to provide a recommendation due to their interests in the Proposed
Transaction) have recommended the Proposed Transaction to shareholders. The support of the
LOD Board should provide additional comfort to shareholders. We note however that each of
the directors hold performance rights which may be exercisable on the completion of the
Proposed Transaction however despite this they considered that shareholders should be
provided with a recommendation.

Further control transaction

If the Proposed Transaction is successful, non-associated LOD shareholders continue to
potentially benefit from participating in a control or other similar transaction if they remain a
shareholder of LOD, if such a transaction ultimately transpires.
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Disadvantages

73.

Mr Greg Baynton will have a controlling interest in LOD

If the Proposed Transaction is approved, Mr Greg Baynton will effectively control the
Company, with a relevant interest of approximately 62.7% of the LOD’s ordinary equity on a
fully diluted basis. Accordingly he will be able to pass or block general resolutions and block
special resolutions in relation to the Company. Further he could block a hostile or other
takeover of the Company if the terms of the takeover are not acceptable to him.

Dilution of current interest

The current non-associated shareholders will have a lower proportionate interest in LOD
following an approval of the Proposed Transaction and accordingly their equity interests will be
diluted. The non-associated shareholders will reduce from 95.6% to 32.7% on an undiluted
basis. Further, LOD currently has 18 million performance rights on issue, the exercise
conditions of which are as follows:

o One half of the performance rights become exercisable if LOD’s market capitalisation is
$50 million for a period of five or more trading days.

o One half of the performance rights become exercisable if the volume weighted average
price of LOD’s shares is at least $0.25 for a continuous period of five trading days.

Should the Proposed Transaction be approved, based on our assessed value of LOD post the
Proposed Transaction the market capitalisation should exceed $50 million. This would result in
9 million shares being issued which will further dilute the current non-associated shareholders.

Conclusion on the Proposed Transaction

On the basis of the factors set out above, in our view, the Proposed Transaction is, in the absence of a
superior proposal, considered to be fair and reasonable to the non-associated LOD shareholders.

An individual shareholder’s decision in relation to the Proposed Transaction may be influenced by his
or her particular circumstances. We have considered the Proposed Transaction generally. We have
not considered the effect of the Proposed Transaction on the particular circumstances of individual
LOD shareholders nor have we considered their individual objectives, financial situation or needs.
Due to particular circumstances, individual LOD shareholders may place different emphasis on various
aspects of the Proposed Transaction from the one adopted in this Report. Accordingly, individuals
may reach different conclusions as to whether the Proposed Transaction is fair and reasonable.

Yours sincerely

WHK Horwath Corporate Finance Ltd
ABN 95 001 508 363
AFSL 239170

WL HomnIne l‘ff[)w*ﬁ" finmat

Liability Limited by a scheme approved under Professional Standards Legislation other than for the acts or omissions of financial
services licensees

Enc
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APPENDIX 1 — FINANCIAL SERVICES GUIDE

This Financial Services Guide is designed to help retail clients make a decision as to their use of the
relevant general financial product advice, to ensure that we comply with our obligations as a financial
services licensee, and to provide you with information on:

° How we and our associates are paid;

° Any potential conflict of interest we may have; and

° Our internal and external dispute resolution procedures and how you can access them.
Introduction

WHK Horwath Corporate Finance Limited, ABN 95 001 508 363 (“we” or “us” or “ours” as
appropriate) has been engaged to express an opinion as to whether the Transaction is fair and
reasonable to the shareholders LOD not associated with the Proposed Transaction in the form of an
Independent Expert’s Report (the Report) for inclusion in a disclosure or other document in relation to
the issuing of a financial product.

Who is responsible for the financial services provided to me?

WHK Horwath Corporate Finance Limited holds an Australian Financial Services Licence No. 239170
and is responsible for the financial services provided by it and its Authorised Representatives,
including authorising the distribution of this Financial Services Guide.

WHK Horwath Corporate Finance Limited is wholly owned by WHK Pty Ltd and operated as part of
the business advisory and professional accounting practice of WHK Horwath.

General Financial Product Advice

In the Report we provide general financial product advice, not personal financial product advice,
because the advice has been prepared without taking account of your objectives, financial situation or
needs.

‘You should, before acting on the advice, consider the appropriateness of the advice, having regard to
your objectives, financial situation and needs.

If the advice relates to the acquisition, or possible acquisition, of a particular financial product - you
should obtain a Product Disclosure Statement (PDS) relating to the product and consider the PDS
before making any decision about whether to acquire the product.

What kinds of financial services are you authorised to provide to me?

We are authorised to provide advice on, and deal in, the following classes of financial products to
wholesale and retail clients:

° Provide financial product advice for the following classes of financial products:
o Derivatives; and
o Securities.

° Deal in a financial product by:

o Issuing, applying for, acquiring, varying or disposing of a financial product in respect of
the following classes of financial products:

- Derivatives.

o Applying for, acquiring, varying or disposing of a financial product on behalf of another
person in respect of the following classes of products:

— Derivatives; and

- Securities.
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Independent Expert’s Reports

We provide financial product advice by issuing an Independent Expert’s Report in connection with a
financial product of another person or entity. The Report will include a description of the
circumstances of our engagement and identify the person or entity who has engaged us. You will not
have engaged us directly but will be provided with a copy of the Report due to your connection to the
matters in respect of which we have been engaged to report.

Any report we provide is provided on our own behalf as an Australian Financial Services Licensee
authorised to provide the financial product advice contained in the Report.

Do you have any relationships or associations with financial product issuers?

WHK Horwath Corporate Finance Limited and any of its associated entities may at any time provide
professional services including financial services to financial product issuers in the ordinary course of
our business.

How is WHK Horwath Corporate Finance Limited paid to produce an Independent Expert’s
Report?

We have been paid a fee in the vicinity of $155,000 for providing this Independent Expert’s Report.
This fee is paid by the person or entity which engages us to provide the Independent Expert’s Report.
The fee has not affected the opinion we have expressed in this Report.

Except for this fee, neither WHK Horwath Corporate Finance Limited, nor any of its principals,
employees or related entities, receive any pecuniary benefit or other benefit, directly or indirectly, for
or in connection with the provision of the Report.

WHK Horwath Corporate Finance engaged Xstract Mining Consultants Pty Ltd (Xstract) to prepare an
independent mineral specialist report, to assist in the preparation of the Independent Expert Report.
The fee paid to WHK Horwath Corporate Finance Limited includes fees paid to Xstract.

Does WHK Horwath Corporate Finance Limited get paid for referring clients to invest in the
products associated with Independent Expert’s Reporis?

We do not pay commissions or provide any other benefits to any person for referring clients to us in
connection with Independent Expert’s Reports that we are engaged to provide.

We do not receive commissions or any other benefits for referring clients in connection with the
underlying financial product and / or financial service that is the subject of the reports we are engaged
to provide.

Do I pay for the financial services provided?

‘You do not pay us a fee for the production of an Independent Expert’s Report. It is the responsibility
of the person or entity which engaged our services to produce the Report to meet this cost.

Who can | complain to if | have a complaint about the financial services provided?
If you have any complaint about the service provided to you, you should take the following steps.
3. Contact us and tell us about your complaint.

4. If your complaint is not satisfactorily resolved within three business days, please contact the
Complaints Officer, on (07) 3233 3555, or put your complaint in writing and send it to us at:

The Complaints Officer

WHK Horwath Corporate Finance Limited
GPO Box 736

BRISBANE QLD 4001

5. If you still do not get a satisfactory outcome you can contact the Financial Industry Complaints
Service Ltd (FICS) of which WHK Horwath Corporate Finance Limited is a member. FICS can
be contacted on 1300 780 808 or you can write to them at PO Box 579, Collins Street West,
Melbourne Vic 8007.
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The Australian Securities & Investments Commission (ASIC) has a freecall Infoline on 1300 300 630
which you may also use to make a complaint or obtain information about your rights.

If you have any further questions about the financial services WHK Corporate Finance Limited
provides, please contact our office on (07) 3233 3555.
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APPENDIX 2 - QUALIFICATIONS, DECLARATIONS & CONSENTS
Qualifications

WHKCEF provides corporate finance services in relation to mergers and acquisitions, capital raisings,
corporate restructuring and financial matters generally. One of its activities is the preparation of
company and business valuations and the provision of independent advice and expert reports
concerning mergers and acquisitions, takeovers and capital reconstructions.

The executive responsible for preparing this Report on behalf of WHKCF is Ross Patane. Harley
Mitchell was responsible for the management of the engagement.

Ross is a Principal of WHK Horwath, and an authorised representative of WHKCF. He is an
Associate of the Institute of Chartered Accountants and an Affiliate of the Financial Services Institute
of Australia (FINSIA) and holds a Bachelors degree in Business (Accounting) from the Queensland
University of Technology.

Harley Mitchell is a Principal of WHK Horwath. He has over 14 years experience in valuations and is
a Member of the Institute of Chartered Accountants and has been a lecturer for FINSIA and holds a
Bachelors degree in Commerce from the University of Wollongong.

The Brisbane practice of WHK Horwath as it is now known, was established in 1888 and is a firm of
chartered accountants that provides a wide range of professional services including advice to
corporations and businesses generally and including advice on valuations, company acquisitions,
takeovers, and restructures.

WHKCEF is retained to advise companies and organisations on financial matters including valuations of
shares, goodwill and other assets. WHKCF holds Australian Financial Services Licence No0.239170,
pursuant to Section 913B of the Act, and its representatives are qualified to provide this Report. This
licence authorises WHKCF to carry on a financial services business to provide financial product
advice for various classes of financial products including interests in managed investment schemes and
securities. WHKCEF and its representatives have not provided advice to LOD.

Disclaimers

It is not intended that this Report be used or relied upon for any purpose other than the purpose defined
in Section 2.1 of this Report. WHKCEF expressly disclaims any liability to any person who relies or
purports to rely on this Report for any other purpose, and to any other party who relies or purports to
rely on this Report for any purpose.

This Report has been prepared by WHKCF with care and diligence and statements and opinions given
by WHKCEF in the Report are given in good faith and in the belief on reasonable grounds that such
statements and opinions are correct and not misleading. However, no responsibility is accepted by
WHKCEF or any of its officers or employees for errors or omissions however arising in the preparation
of this Report, provided that this shall not absolve WHKCF from liability arising from an opinion
expressed recklessly or in bad faith.
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Declarations

In accordance with s648 (2) of the Corporations Act we confirm we are not aware of any business
relationship or financial interest of a material nature with either, its related parties or associates, that
would compromise our impartiality. In return for the preparation of our report we have received a fee
the receipt of which has not been contingent upon any factor, and its amount calculated with reference
to time spent at normal professional fee rates for work of this type. Accordingly, WHKCF does not
have any pecuniary interests that could reasonably be regarded as being capable of affecting our ability
to give an unbiased opinion. WHKCEF itself independent in terms of Regulatory Guide 112 issued by
ASIC on 30 October 2007.

WHKCEF provided a draft copy of this report to the Directors and management of LOD for their
comments as to its factual accuracy only. The opinions and conclusions reached in this report are the
responsibility of WHKCF alone. Changes made, if any, to this report as a result of review by the
Directors and management of LOD have not changed the methodology, conclusions reached by, or
opinion of WHKCF.

WHKCEF does not have at the date of this Report nor, has had any shareholding in or other relationship
with LOD that could reasonably be regarded as capable of affecting its ability to provide an unbiased
opinion. WHKCF will receive a fee based on time costs of approximately $155,000 (plus GST). This
fee includes the cost of engaging Xstract Mining Consultants Pty Ltd (Xstract) to prepare an
independent mineral specialist report which has been appended to the Report at Appendix 7. This fee
is not contingent upon the success or failure of the Proposed Transaction, and has been calculated with
reference to time spent on the engagement at normal professional fee rates for work of this type.
WHKCEF will receive no other benefit for the preparation of this Report.

Consents

WHKCEF consents to the issuing of this Report in the form and context in which it is to be included in
the Notice of Meeting and Explanatory Memorandum. Neither the whole nor any part of this report
nor any reference thereto may be included in any other document without the prior written consent of
WHKCEF to the form and context in which it appears.
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APPENDIX 3 — SOURCES OF INFORMATION

Our Report has been prepared with the following materials and sources of information:

LOD Annual Report for the year ended 30 June 2009

LOD Half Year Report for the six months ended 31 December 2009

The Xstract Report

LOD website: www.lodestonenergy.com.au

LOD share register (Link Market Services) as at 23 March 2010

Eastern Star Gas Limited website: www.easternstar.com.au

IBISWorld Industry Report: Black Coal Mining in Australia, 28 September 2009
IBISWorld Industry Report: Petroleum Exploration in Australia, 7 July 2009
ABARE: Major Development Projects, October 2009 Listing

Institute of Civil Engineers: Commercial Development of Underground Coal Gasification, 31
March 2008

Access Economics: Business Outlook September 2009

Publicly available information including company announcements and financial information
from Capital 1Q and the ASX, and

Correspondence and discussions with key management of LOD
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APPENDIX 4 - GLOSSARY

Reference Term

Allegro Allegro Capital Nominees Pty Ltd

ASIC Australian Securities & Investment Commission

ASX Australian Securities Exchange

ATP Authority to Prospect

AUD Australian Dollars

AUS Australian Auditing Standards

Control Premium A Control Premium represents the amount that a purchaser of a controlling interest in an
entity would be willing to pay in excess of the implied 100% valuation of an entity,
calculated from the entity’s traded (minority) shares.

CSG Coal Seam Gas

DCF Discounted cash flow

EGM Extraordinary General Meeting

EM Explanatory Memorandum

EPC Energy Permits for Coal

IER Independent Experts Report

LC Lodestone Coal Pty Limited

LCSG Lodestone CSG Pty Limited

Limestone Creek LOD tenements located in Chillagoe Formation, 200 km north-west of Cairns, Queensland

LM Lodestone Minerals Pty Limited

LNG Liquefied Natural Gas

LOD Lodestone Energy Limited

Minority Interest Discount A Minority Interest Discount is the inverse of a Control Premium. It represents the
discount to a control value that would be attributed to a minority interest to account for the
lack of control.

Moreton Moreton Energy Pty Ltd

Mt Metric Tonne

Mw Mega Watt

Mount Morgan LOD tenements located in the former Mount Morgan gold and copper mine, near
Rockhampton in Central Queensland

NOM Notice of Meeting

Orbit Orbit Capital Pty Limited

PJ Petajoule

RG Regulatory Guide issued by ASIC

Tambo Tambo Coal & Gas Pty Ltd

the Act the Corporations Act 2001 (Cth)

the Company Lodestone Energy Limited

the Moreton Coal Project LOD coal project in Queensland’s Clarence-Moreton Basin

the Projects Moreton Coal and Tambo Coal and Gas Projects

the Tambo Coal and Gas Projects | Two farm-in agreements covering a large CSG and coal prospect in the upper Surat Basin

the Transaction Documents

IER, Explanatory Memorandum and Notice of Meeting

ucG Underground Coal Gasification

ValMin Code Valuation of Mineral and Petroleum Assets and Securities for Independent Expert Reports
VWAP Volume weighted average share price

WHKCF WHK Horwath Corporate Finance Limited

Xstract Xstract Mining Consultants Pty Ltd

Page 46




APPENDIX 5 - SUMMARY OF VALUATION METHODS

‘When is Method Used

Explanation

Discounted The Discounted Cash Flow (DCF) method derives the Reasonably accurate Cash flow forecasts were not
Cash value of a business on a controlling basis based on the forecast cash flows N available to apply the DCF
Flow(DCF) future cash flows of the business discounted back to a (min. 5 years). method.
present value at an appropriate discount rate (cost of Earnins or cash flows
capital). The discount rate used will reflect the time 8
. . . are expected to
value of money and the risks associated with the cash fl
flows. uctuate from year to
The DCF method requires: year.. L
Business is in start-up
®  forecasting cash flows over a sufficiently long ot turn around phase.
period (at least 5 years and usually 10 years); . .
. . . . Specific projects that
®  assessing an appropriate discount rate (typically have a finite or infinite
derived using judgement and aids such as the life i.e. mining projects.
Capital Asset Pricing Model (CAPM)); and
*  Estimation of the terminal value (value of the
business into perpetuity) at the end of the period
(typically derived using the capitalisation of
earnings method).
Capitalisation of The Capitalisation of Earnings (CE) is the most The business has a LOD has incurred and is
Earnings commonly used valuation method. It involves the history of profits with a N expected to incur earnings
application of a capitalisation multiple to an estimate of reasonably consistent losses over the next several
the Future Maintainable Eamings (FME) of the trend and that trend is years, as is typically the case
business. The FME must be maintainable by the expected to continue. for an early stage energy
business and must not include one-off gains or losses. The business has an explorer. The application of this
The capitalisation multiple will reflect the risk, time indefinite life methodology requires an entity
value of money and future growth prospects of the ’ to have a history of
business. Cash flow forecasts are profitability.
The appropriate capitalisation multiple is determined not available.
with reference to the observed multiples of entities
whose businesses are comparable to that of the business
being considered and/or comparable transactions.
Capitalisation of This method involves the capitalisation of forecast Valuation is for a The valuation is for a
Dividends future maintainable dividends. The maintainable level minority interest. N controlling interest in LOD,
of dividends is estimated by assessing the expected level Stable business therefore this method is not
of future maintainable eamings and the dividend policy ’ applicable.
of the entity. The appropriate capitalisation rate reflects High payout ratios. Furthermore, LOD has not paid
the investor’s required rate of return. any dividends.
Yield Based This method is primarily used for property assets and Commercial or LOD is not a property business.
involves capitalising forecast distributions by an investment properties N
estimated future maintainable yield. The yield or rate is including retail,
determined based on analysis of comparable entities. industrial and
commercial.
Market Based This method values a company based on the traded Company’s equity is ‘We have used this method as a
prices of its equity on a public market/exchange. The listed on public market/ N cross check to our primary

approach can adopt the prevailing spot rate of the
company’s securities at valuation date or the Volume
Weighted Average Price (VWAP) over a set trading
period i.e. the preceding 30, 60 or 90 trading days to the
valuation date.

exchangeie. ASX.
Securities in the
company are actively
traded on the market/
exchange.

method, being the Asset Based
approach.
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Asset Based

Asset based valuations involve separating the business
into components that can be readily sold, such as
individual business units or items of plant and
equipment, and ascribing a value to each component
based on the amount that could be obtained if sold.

The asset value can be determined on the basis of:

—  Orderly realisation: This method estimates the fair
market value of the net assets and includes an
allowance to represent the reasonable costs
associated with the sale or realisation of the assets
in an orderly manner. Such amounts would include
market commissions and tax charges. This method
does not assume a forced sale, where by the assets
of a business may transfer at a value materially
different to their fair market value.

— Liquidation: This method considers the value of
an entity via the disposal of its asset under forced
sale conditions. The values arrived at will most
likely not represent market value.

— Going Concern: This method estimates the value
of the entity via the fair market value of its assets,
but does not take into account any realisation costs.
The method primarily considers the book value of
assets and incorporates adjustments, if required, to
reflect the market value of the net assets.

The business has been
incurring losses for a
number of consecutive
financial years.

The specific assets
being considered are
surplus to the business
operations of the
business.

The primary methodology we
have applied for our valuation
has been a Net Asset based
approach on a Going Concern
basis. This method has been
utilised on the basis that LOD
is an early stage energy
explorer that is not currently
profitable, nor is expected to be
in the short term. Despite this
lack of profitability, the
Tenements that LOD has a 50%
interest in or a right to a 50%
interest in have a potential
value based on geological
evidence, which Xstract have
analysed and ascribed value to.
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APPENDIX 6 — WHKCF LOW AND HIGH VALUATIONS OF LOD

Low Value — Pre Transaction

('000's)

ASSETS

Cash and cash equivalents
Receivables

Fixed assets

Other

Exploration expenditure

Tambo Coal Project (Farm in)
Tambo Coal Project (Joint Venture)
Tambo Gas Project (Farm in)
Tambo UCG (Farm in)

Tambo UCG (Joint Venture)
Moreton Coal Project (Farm in)
Moreton Coal Project (Joint Venture)
TOTAL ASSETS

LIABILITIES

Trade and other payables

Farm-in Exploration Commitments
TOTAL LIABILITIES

NET ASSETS

Book Value

Market
Value
Adjustments

Less

Applicable

Discounts

4,991 - 4,991
253 - 253
25 - 25

91 - 91
3,123 (2,923) 200
2426 (849) 1577

5451 (681) 4,769

1,950 (683) 1268

3,675 (1,286) 2,389

2,625 (328) 2297

1,089 (381) 708

15 () 13

8,483 18,580
3,671 3,671
7,974 7,974

3,671 - 11,645
4,812 6,935

Low Value — Post Transaction
Book Value

Market Value
Adjustments

('000's)
ASSETS
Cash and cash equivalents
Receivables
Fixed assets
Other
Exploration expenditure
Tambo Coal Project (Farm in)
Tambo Coal Project (Joint Venture)
Tambo Gas Project (Farm in)
Tambo UCG (Farm in)
Tambo UCG (Joint Venture)
Moreton Coal Project (Farm in)
Moreton Coal Project (Joint Venture)
TOTAL ASSETS
LIABILITIES
Trade and other payables
Farm-in Exploration Commitments
TOTAL LIABILITIES
NET ASSETS

Market Value

4,991 - 4,991
253 - 253
25 - 25

91 - 91
3,123 (2,923) 200
4,852 4,852

10,901 10,901

3,900 3,900

7,350 7,350

5,250 5,250

2,177 2,177

30 30

8,483 40,020
3,671 3,671
3,671 - 3,671
4,812 36,349
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High Value — Pre Transaction

Book Value Market Less
Value Applicable
Adjustments Discounts
('000's)
ASSETS
Cash and cash equivalents 4,991 - 4991
Receivables 253 - 253
Fixed assets 25 - 25
Other 91 - 91
Exploration expenditure 3,123 (2,923) 200
Tambo Coal Project (Farm in) 7,190 2,517) 4,674
Tambo Coal Project (Joint Venture) 20,263 (2,533) 17,730
Tambo Gas Project (Farm in) 2,950 (1,033) 1,918
Tambo UCG (Farm in) 6,563 (2,297) 4,266
Tambo UCG (Joint Venture) 4,688 (586) 4,102
Moreton Coal Project (Farm in) 5,253 (1,838) 3,414
Moreton Coal Project (Joint Venture) 76 10) 67
TOTAL ASSETS 8,483 41,729
LIABILITIES
Trade and other payables 3,671 3,671
Farm-in Exploration Commitments 7,974 7,974
TOTAL LIABILITIES 3,671 - 11,645
NET ASSETS 4,812 30,084

High Value — Post Transaction

Book Value Market Value Market Value
Adjustments
('000's)

ASSETS

Cash and cash equivalents 4991 - 4,991
Receivables 253 - 253
Fixed assets 25 - 25
Other 91 - 91
Exploration expenditure 3,123 (2,923) 200
Tambo Coal Project (Farm in) 14,380 14,380
Tambo Coal Project (Joint Venture) 40,525 40,525
Tambo Gas Project (Farm in) 5,900 5,900
Tambo UCG (Farm in) 13,125 13,125
Tambo UCG (Joint Venture) 9,375 9,375
Moreton Coal Project (Farm in) 10,505 10,505
Moreton Coal Project (Joint Venture) 152 152
TOTAL ASSETS 8,483 99,522
LIABILITIES

Trade and other payables 3,671 3,671
Farm-in Exploration Commitments - -
TOTAL LIABILITIES 3,671 - 3,671
NET ASSETS 4,812 95,851
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XS THLAEILT

1 EXECUTIVE SUMMARY

Al e veduest ol WK Towearth Cotpeaae Finanes Timiled (WK™, Mairael bMining Consoliant: Fle i
{"X=lrac1 ) has prepared an Independent Mineral Specialist Report relating to certain coal, underground coal
wasilicaliorn CUCCEY aned coal scam gas UG wseets held by, or subject to farm-in by Lodestone Energy
Fimitesd (Ladestone™) Toesled in Queensland, Australia

Lodestone’s principml aseels considered i this ropaort iqelade inleresds in the Tellsing prnjoeis:

+ The Tambo Craject " Taxrze» Project™ located near the township of Tambo in an interpreted western
extension to the Surat Basin of central Queensland; and

= The Moreton Project ("hcwctom Frevjecl ™) located southwest of Brisbane in the Clarence Moreton Basin of
southeast Queensland.

For the purposes of this report [ .indezsinte™s Tambo Project is divided aong commodity lines intix e ~Tambus
Coa/UCG Projec™ frelatimy 1sv Ihae comprmy™s mlercsls 0 vinios Bxploretion Pomuils o Coal or "EIC™ and
the: ™ Familey GRS Prajeel™ frelaig o he company s inleresls i Aodbarily o Prospeel e Peiraleony or AT

1020).

In addition, Lodestone maintains an interest in two gold-copper projects in central and northern Queensland.
Firr the pumeses o [his mepo, Xelrae! Fas been reguested by Todestsoe i consider he company™= energy (i.e.

coal, UCG and CSG) assets only.

Favdesisne’s tnvsad cxploraion shjeetive i+ 1o identify areas prospective for the discovery of (principally export
e Lalily ) thermal coals, D200 o C807, Toealed i prsesimily o cslablished infrassimeloe, Al o Todestome’s
Queensland tenements are at an early stage of assessment and as yet no JORC Code compliant Coal Resources
have been defined or gas reserves certified.

Tambo Project

Ideslsne’s Tambo Project is an early stage, integrated energy exploration project lying some 110 kilometres
“kmn™1 northeast of Charleville and 680 km west-northwest of Brisbane. Lodestone considers the Tambo
Project offers a unique opportunity for the discovery of a number of large scale thermal coal deposits, with UCG
and/or CSG potential at greater depths, capable of supporting commercialy viable mining operations.
Lawdestsme’s exploralion comecpl is hased onoils moeenl re-interpretation of the Eromanga and Surat Basins
margins, with the company contending that the coal-bearing sequences of the Surat Basin extend further west
than previously mapped. With its project tenements extending over a 300 km strike length to the northwest of
the Surat Basin, Lodestone has carried out photogeol ogical mapping and compiled water bore/petroleum well
and geophysical data prior to commencing targeted drill testing within its granted tenements to test this
hypothesis.

At this stage, no coal or gas resources have been defined witlin | ssdestome s enomenl=. [ lowever, the general
absence of previous coa exploration and the occurrence of coal intercepts within water bores in the project
tenements suggest there is good potential to discover and define a significant coal resource in the Tambo Project.
Frothermiore, e project’s prescdmily e e cslablished gas Gelds and asseciaied inlsstne e ol the Sora Basin
suggests that the project tenements are a so prospective for either UCG or CSG technologies. Whilst the project
i eurrenly comecpltl v gakoe, shondd Taodestome’s Tapohe s Tae prosven comezt, e palenlal reloms [om
either thermal coal, UCG or CSG to the company would be consulerable  Importantly. Lodestznes approach at
Tambo will only be validated through ongoing exploration. Whilst there are no guarantees that future work will
result in the determination of significant coal or gas deposits, Xstract considers that Lodestira™s Turnh Prsject
is of merit and that further exploration is warranted.

Moreton Project

Lawlestone's 2doreton Project 13 located o close prosunciny to Beandesart some B0 kan wo the sonth of Brszane.
The project is supported by its proximity to major population centres, access to existing road and railway
infrastructure, Swanbank power station and potential domestic users in the proposed Bromelton Development
Area
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The former Strathnaver and Stansfield collieries and the Versdale Scrub prospect lie within or immediately
adjacent to the project tenements. Historically, most of the previous exploration within the project area was
focussed on assessing the Veresdale Scrub deposit, a small thermal coal deposit occurring in the northern
portion of EPC 1302. As explained in more detail in section 4.3.4, Lodestone considers that there is potential
for an exploration target of between 15 and 20 Mt of in-situ raw coal within EPC 1302. It is important to
note however that this target remains conceptual in nature and that there has been insufficient exploration to
define a Coal Resource in accordance with the 2004 JORC Code. Furthermore, it remains uncertain if further
exploration will result in the determination of a Coal Resource.

Since farming into the project in 2008, L odestone has set itself an objective of defining sufficient coa to support
a small scale mining operation and hauling to existing coal handling facilities. Drilling of various prospective
targets was undertaken in 2009 with the results largely downgrading the prospectivity of certain parts of the
project, although anumber of targets remain to be adequately assessed.

Summary of Valuation

In forming its opinion of the Fair Market Value of |.oulesiene™s assets, Xstract used several different valuation
methods, namely the geoscientific rating method, comparable transactions, Industry Rules of Thumb, Appraised
Value method and analysis of farm-in agreements. It is important to note that due to the information available
not al methods were used in cyvory s The reandls ol Xetrael’s valdiom as hased on these methods are
presented in Table 1-1 below.

Table 1-1: Valuation Summary — Lodestone Energy Limited

100% Basis Interest to be Acquired

Valuation Valuation
Asset Methodology Range Ba(s:$v:;|ll)ue Range Ba(s :$V;I)ue
(As$ M) (As$ M)
Geoscientific rating $15.8 to $54.9 $35.3 $10.3 to $34.6 $22.5
Transaction Multiples” $60.6 $40.0
Appraised Value $10.0 $7.0
Tambo .
Coal/UCG Farm-in Agreement* $0.9 to $8.9 $4.9 $0.9 to $8.9 $4.9
Project UCG Potential $12.6 to $22.5 $16.3 $10.1 to $16.6 $12.1
Tambo Coal/UCG
Project Preferred $28.4 to $77.4 $51.6 $20.4 to $51.2 $34.6
Range
Rule of Thumb $3.9 to $5.9 $5.3 $3.9 to $5.9 $5.3
Tambo Appraised Value $6.5 $6.5
CSG Farm-in Agreement $0.9 to $8.9 $4.9 $0.9 to $8.9 $4.9
Project 3
Tambo CSG Project
Preferred Range $3.9 to $5.9 $5.3 $3.9 to $5.9 $5.3
Geoscientific rating $0.5 to $2.0 $1.2 $0.5 to $1.9 $1.2
Transaction Multiples $1.4 $1.1
Moreton .
Project Appraised Value $1.4 $1.4
Farm-in Agreement# $0.6 to $4.0 $2.3 $0.6 to $4.0 $2.3
JJA Experts Report# $6.0 $6.0
In-situ Coal Target $1.8 to $8.8 $5.3 $1.8 to $8.8 $5.3
Moreton Project
Preferred Range $2.3to $10.8 $6.5 $2.3to $10.7 $6.5
Total $34.6 to $94.1 $63.4 $26.6 to $67.8 $46.4

" includes UCG potential
*EPCs 1414, 1415, 1417, 1418, 1481, 1482 and 1484 only.
#includesin-situ coal target

In assigning its valuation range and preferred value, Xstract has relied upon the geoscientific rating method (for
the cod properties) and an Industry Rule of Thumb approach (for the Tambo CSG Project), with minor
adjustments to its value range as indicated by other valuation techniques.
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The effective valuation date is 26 February 2010 with all values compiled in Australian dollar ("A$™) terms.
Xstract has been advised by L odestone that subsequent to the effective valuation date of this report, EPCs 1414,
1415, 1417, 1418, 1481, 1622 and 1625 had passed through the Native Title notification period without
objection. These EPCs may now proceed to grant pending lodgment of various financial assurances, Year 1
rental s and acceptance of certain terms and conditions.

2 INTRODUCTION

Lodestone was formed in 1996 as an Australian gold and base metals exploration company with a focus on the
Mount Morgan mining district of central Queensland. The company subsequently listed on the Australian Stock
Exchange (now the Australian Securities Exchange /4 %%1) in March 2003. Since that time, Lodestone has
changed both its name (from Lodestone Exploration Limited) and focus towards exploring and developing coal,
UCG and CSG deposits.

Lodestone’s current projects include:

* The Tambo Project located near the town of Tambo in an interpreted extension to the Surat Basin of centra
Queensland; and

= TheMoreton Project located southwest of Brisbane in the Clarence-Moreton Basin of southeast Queensland.

As noted previously, | .:ndslime™s Tambo Project is divided along commodity lines inist e ~1'amlo Coal/UCG
F'mjucl." [11:Iali11:3 Iy the r.:nmp;my'ﬂ mlcrests i varions EPCSy and the ™ fwmbe (S0 I’mjc:c."" [11::1;“1'115 151 e
cimary s inleresls in AT O, The company s Tambo CSG Project partly overlies and is contiguous with
the western boundary of its Tambo Coal/UCG Project.

In addition, Lodestone maintains an interest in two gold-copper projects in central and northern Queensland.
Firr the pumescs o [his mepo, Xelrae! Fas been reguested by Todestsoe i consider he company™= energy (i.e.

coal, UCG and CSG) assets only.

2.1 Background

In 2008, Lodestone entered a series of farm-in agreements which provided the company with entry into two
energy propertiesin southern Queensland. These agreements are summarised as.

* TheMoreton Agreement - In June 2008, Lodestone entered into an agreement with Moreton Energy Pty
Ltd "logeton Tnergw™) aad Ot Capital Irv Lod Cwbit Capatal ™ te earn a 50% nterest iy three coal
permit applications in the Beaudesert region of the Moreton Basin of southeast Queensland for a staged
consideration totalling 9 million fully paid shares and exploration expenditure of A$2 million over a period
of three years. Thistransaction was approved by L odestone shareholders in September 2008.

+ TheTambo Agreements- In December 2008, Lodestone entered into two separate agreements with Tambo
ol e Cras Pl T (Tamahe el & (5070 1 progressively earn a 50% interest in a number of coal and
CSG tenements in southern-central Queensland. The total consideration for both transactions was A$10
million (A$5 million in exploration expenditure over the coa tenements and A$5 million in exploration
expenditure over the CSG tenement). These transactions were approved by Lodestone shareholders in June
2009.

Since the finalisation of these agreements, Lodestone and its respective joint venture partners have applied for a
number of coal permits contiguous with the tenements outlined in the Morton and Tambo Agreements. These
recent tenement applications are held equally (50:50) between Lodestone and its respective joint venture partner
(i.e., Moreton Energy at the Moreton Project and Tambo Coa & Gas at the Tambo Project).

In December 2009, Lodestone announced that it had entered into an agreement to acquire a 100% interest in
both the Moreton and Tambo Projects. Lodestone has commissioned WHK to provide an independent w».srt ™«
report as to whether the proposed transaction is fair and reasonable to Lodestone shareholders as both Moreton
Energy and Tambo Coal & Gas are entities associated with Lodestone director, Mr Greg Baynton.
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WHK subsequently engaged Xstract to assist in its assessment of the technical merits and the fair market value
of Lodestone™s coa, UCG and CSG assets. Xstract understands that its Mineral Specidist Report will be
appended in its entirety to WHK "= Independent Expert Report to L odestone sharehol ders.

2.2 Terms of Reference

This report has been prepared at the request of WHK, on behalf of Lodestone, to provide an independent opinion
v he Fair markel velue ol The company s eoal, UCG and CSG assets located in Queensland.  Xstract has not
been requested to provide comment on the fairness or reasonableness of any consideration in relation to
Lodestone s sx2cls amed T thorelore nel ollered e opinicn in Tese mallers.

The conclusions expressed in this report are appropriate as at 26 February 2010. The valuation is only
appropriate for this date and may change in time in response to variations in economic, market, legal or politica
factors, in addition to ongoing exploration results. All monetary values outlined in this report are expressed in
AS$, unless otherwise stated.

In the execution of our mandate we have reviewed &l relevant technical and corporate information made
available to us by the management of Lodestone, which we have accepted in good faith as being true, accurate
and complete, having made due enquiry. Lodestone directors have agreed in writing their obligation to provide
Xstract all material information for this purpose.

For the specific purpose of this report, Xstract personnel engaged on this project have not undertaken site visits
to Lodestone™s coal and CSG projects. Visits to the Lodestone offices in Brisbane were made on the 22
December 2009, 22 January 2010 and 23 February 2010 by the principal authors of this report, namely Mr Toby
Prior, Mr Alan Bayrak, Mr David Green and Mr Jeames McKibben. During these visits and associated
discussions, Xstract has reviewed the latest exploration results, geological sections and estimates provided by
Lodestone’s teciuical personnel and e comprany s coasulrants, I8 3Iiung Services Piv Lid (“IEMS™), Colin
Nash and Associates Pty Ltd ("Nash™) and MBA Petroleum Consultants ("h"HA71,

Al Lasdestome’™s request. o TBMS consultant, Mr Toby Prior, has assisted Xstract in its technical review of the
coampany’= Tambo Coal/lUCG Project. Mr Prior has not previously worked on any assignment for Lodestone
and considers himself to be independent for the purposes of this report. Xstract personnel have reviewed the
supporting data and underlying assumptions used by Mr Prior to assist in compiling the coal sections of this
repart and consudsr hat the ntormation proviced represents o balanesd accommnt of the staus of Dodestone’s
projects as at the val uation date.

Xstract is not qualified to express legal opinion and has not sought any independent legal opinion on the
ownership rights and obligations that Lodestone may have pertaining to the respective mineral assets under
licence or any other fiscal or legal agreements that the company may have with any third party. However, we
have macde duse Cﬂilll'il'i._ti-'\ al e Upweensland I'}'L:p.m'l.n'l-cnl il BTimes and ]-.ncrgl',- IR m swder Lo walidate
information provided by Lodestone.

2.3 Competent Person Statement

The information in thisreport that relates to Exploration Targets and Exploration Results within both the Tambo
and Moreton Projects is based on information derived from data provided by the Queensland Department of
Water and Natural Resources, open file reports obtained via the Queensland Department of Mines and Energy
and recent drilling by Lodestone. This information was compiled by, or under the supervision of, Mr Jeff
Jamieson (ARMIT (Min.Eng.), FAussIMM CP(Min)). Mr Jamieson is a coal consultant with over thirty years
experience and is CEO of Lodestone Energy Limited. Mr Jamieson has sufficient coal experience to qualify asa
Competent Person as defined In the 2009 Bdtion of fhe “Avstralasian Code for Repomog of Exploration
Ruosnli=, Mineral Rosonroes and Ohe lResonaes™. Mr Jamieson consents to the inclusion in the report of the
matters based on his information in the form and context in which it appears.

Xstract has reviewed and carried out high level werificatizn of the supporting data as compaled by 2D Jamueson s
and considers the statements made in this report accurately reflects the status of exploration within the
tenements.
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2.4 Reporting Standards

This report has been prepared in accordance with the rules and guidelines issued by such bodies as the
Suiralian Sconrilics and Teesiments Commissicn (ARSI and ASX which pertain to Independent Experts
Reports. Of particular importance to the preparation of publicly disclosed Independent Expert Reports in

Aoushralia zre AR Regdatey Grades 1T iCen lenls ol Esper Weporls) and 112 (hdependenee ol Hxporiz),

In addition, authors of this report are either members of the Australasian Institute of Mining and Metal lurgy
CUA S RANAT L Avsireliac Instinoe o Crecseienbisls (CATGT o the Minera” Indishy Conandian s Ass<oeiaion
CRITUATL As anch they are ohliped to prepare mineral asset valuations in accordance with the reporting
requirements as set out in the 2005 edition of the Code for the Technical Assessment and Vauation of Minera
and PFetrolow Assels and Sceomibies o Independent Fepert Wepsls G ATRIMN Code ™ and the 2004 Fdilion
ol the Aashealasan Cacde e Remsariing of Espioralon Reso b, Binesal Ressorees and Che Reserves (50
Clonde™ )

As this report has been prepared in accordance with the VALMIN Code, value is defined as ~luit marke! salie™
and we have therefore endeavoured to assess what awilling buyer and willing seller might use when preparing a
valuation in the context of an open and arm’s length transaction.

2.5 Data Sources

In developing its technical assumptions for valuation, Xstract has relied upon information provided by
Lodestone and its consultants, as well as information gained from other public sources. Key sources are
outlined in Section 8.

Data for this review was provided by Lodestone™s technical personnel and consultants, JBMS (coal modelling)
Nash (photo-geological interpretation) and MBA (CSG/UCG), aong with other publicly disclosed information.
The material on which this report is based consists of internal and open-file project memorandums, technical
reports and location plans, which were all provided by Lodestone and its consultants.

Xstract notes that it has been provided with commercially sensitive information relating to the interpreted
geologica setting of the Tambo Project by Lodestone. Lodestone has informed Xstract that such information is
confidentia in nature and whilst a high level written overview of this information has been provided in this
report, certain diagrams which outline the location, thickness and depth of the prospective horizons are not to be
included. Whilst this information has been considered by Xstract in forming its valuation opinion, as being
supperive ol Lodestone™s capleaation model, it has heen give Tidle weighl given thal other nlamalion iz
considered more accurate at present (i.e. water bore and petroleum well data). Xstract understands that work
will shortly commence to validate Musl’s interpretation against the historic borehole data.

3 TECHNICAL SUMMARY - LODESTONE'S
PROJECTS

3.1 Introduction

Following a recent restructuring of the company, its management and mineral assets, Lodestone™ key focus is
now directed towards the exploration and development of two energy projects in southern Queensland. Through
a series of farm-in agreements, Lodestone currently holds or is earning a 50% interest in several EPCs and an
ATP in the Surat and Clarence-Moreton Basins (Figure 3-1). ‘I details ool Tandestone™s lenemenls ame prosvided
in Appendix A.

Fadealane’s ncipal assel <0 imleresl in the Tanbo Proeae sebich s oan sy stagze, imegaled cnergy
exploration project located in proximity to the regional township of Tambo and lying some 110 km northeast of
Charleville and 680 km west-northwest of Brisbane. With the project tenements extending over a 300 km strike
length along the western margin of the Surat Basin, Lodestone considers the Tambo Project offers a unique
opportunity for the discovery of a large scale thermal coal deposit and a deeper UCG and/or CSG deposit at
depths capable of supporting a commercially viable mining operation. To this end, Lodestone has commenced
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initial drilling on the Tambo Project, which follows a period of borehole and geophysical data acquisition,
analysis, interpretation, conceptual targeting and reconnaissance investigation following the acquisition of the
project tenements in June 2009.

The Moreton Project is located in close proximity to Beaudesert some 80 km to the south of Brisbane. The
former Strathnaver and Stansfield collieries and the Versdale Scrub coal deposit lie within or immediately
adjacent to the project tenements. The project is also supported by its proximity to major population centres,
access to existing road and railway infrastructure, Swanbank power station and potential domestic users in the
proposed Bromelton Development Area. Since farming into the project in 2008, Lodestone has set itself an
objective of defining sufficient coal to support a small scale mining operation and hauling to existing coal
handling facilities. Drilling of various prospective targets was undertaken in 2009.

Landeatanes Trvvacd exploralion elhijective s o idenlily areias prospective i the diseoccery ol (areipally oo
quality) thermal coals, UCG or CSG, located in proximity to established infrastructure. The Morton and Tambo
Project tenements are at an early stage of assessment and as yet no JORC Code compliant Coal Resources have
been defined or gas reserves certified.

Under section TR0 of the VALMIN Code. the properties he'd by Lodesone are classifiad as either ~axploration
arcas”™ of “indvimcod explralion oreas™ which are inherenlly tisky in natioe.

Figure 3-1: Location of Lodextane’s Interests in Southern Queensland
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3.1.1 Overlapping Tenure in Queensland

Queensland legislation currently alows for the grant of coa tenements (including UCG) under the
Mineral Resources Act 1989 (“FILA™ s andd [ The graml ol L2507 wenemenls unider the Petroleum and
Gas (Production and Safety) Act 2004 (“T'&G 7% wth respect to the same parcel of land, TICG 13
administered under the MRA.
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The administration of CSG and UCG under different legislative regimes has created an issue involving
overlapping tenure.

To address this issue, the Queendand Government released the Underground Coal Gasification Policy
on 18 February 2009. The salient points of this policy include:

+ Except for those areas covered by three pilot plant projects held by Linc Energy, Carbon Energy
and Cougar Energy, where UCG and CSG tenements are currently overlapping, the policy states
that preference will be given to the holder of the CSG tenure

= No further UCG pilot plants will be allowed (subject to Ministerial discretion)

+ For UCG tenements without overlapping petroleum tenure (as at the date of the Policy); or areas
that become free of existing petroleum tenure in future; or where the UCG tenure holder has the
consent of the CSG tenure holder (if any), the UCG tenure holder will have the right to apply for

the prant ol a specilicd mineral explovtior pemmil” ZETS)

+ Holdersof coal exploration tenure, either granted or subsequently granted in relation to applications
lodged on or before the date of the Policy, and which are not subject to overlapping petroleum
tenure, will be eligible to nominate an interest in future UCG activity by making an application for
an EPS within 12 months of this policy. Within four years of this nomination (and depending on
the outcome of the consideration of the Government report on the UCG pilot phase), apply for a
Mineral Development Licence alowing for UCG activity, or relinquish the relevant EPS with
respect to UCG

+ Anindustry committee is to consider a regime for the grant of future UCG and CSG tenures. The
future regime may provide for no CSG tenure to be granted where there is an existing UCG tenure
and no UCG tenure where there is existing CSG tenure. It may also provide for the grant of future
EPSs through a competitive process, potentially similar to the present process for the grant of CSG
tenure; and

= The policy requires a report on the outcomes of the pilot projects to be prepared by the
Environmental Protection Agency and a State Government appointed scientific expert panel
between December 2010 and December 2011, with the findings of the report to be presented to
Cabinet in 2011/2012. From that report, the State Government will evaluate the viability of the
UCG industry in Queensland. UCG activities may be constrained or prohibited if adverse findings
on the UCG technology are reported.

Accordingly there is no guarantee that further development of UCG will be permitted where there is
presently overlapping CSG tenure. There also exists arisk under the policy that future UCG activities
will be congtrained or prohibited which may have a materia effect on the future financial position and
performance of Lodestone.

[eulesiane’s ATP 1020 covers an area of approximately 2,000 square Lilameicrs (~km®™) over the
Tambo Coal/UCG Project tenements providing for an integrated assessment of the coal, UCG and CSG
prospectivity of this area. In addition, Lodestone holds EPCs covering an area of some 12,000 km? at
Tambo which are not overlain by other third-party held petroleum licences.

At the Moreton Project, only some 50 km? ool lundeslome™s KIPCs 1307 and 1574 are covered Ty pre-
existing petroleum tenure. EPC1313 is totally unencumbered.

3.2 Tambo Coal/UCG Project

Lodestone™ current interest Earning 50% from Tambo Coal & Gas/ 50:50 joint venture interest

Combined area (km?) 21,481

Location 110 km north of Charleville and extending over a 300 km strike length from
65 km northwest of Romato 75 km north of Tambo

Nearest Port Gladstone / Brisbane
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Project status Early stage exploration
Recent activities Photogeologica interpretation, compilation of historical data, seismic data

reprocessing and drilling

The Tambo Coal/UCG Project covers an area of 21,481 km’ between Alpha and Roma in southwestern
Queensland (Figure 3-2). It adjoins EPCs held by other companies to the north and southeast. There are no coal
mines or gas production areas within the project area but extensive resources of both commodities have been
defined to the southeast and north.

3.2.1 Access and Infrastructure

Sealed roads provide access from Brisbane to Charleville in the south of the project area, and to Alpha
in the north. A rail line extends along the southern boundary to the port of Brisbane, whilst another line
to the north provides access to the port at Gladstone.

EPCs 1784 and 1786 lie approximately 10 km north of the Ballera to Wullumbilla gas pipeline, whilst
EPC 1719 liesimmediately east of Blackall and adjoins the Gilmore - Blackall/Barcaldine gas pipeline.

3.2.2 Tenure Considerations

The Tambo Coal/UCG Project comprises 27 EPC applications, of which 7 have been granted to date
(Figure 3-2). Only EPCs 1414, 1415, 1417, 1418, 1481, 1482 and 1484 are the subject of the Tambo
Coal farm-in agreement, whilst the remaining EPCs are held in a 50:50 joint venture with Tambo Coal
& Gas. Details of the Tambo Coal farm-in agreement are outlined in Section 2.1.

The original farm-in portfolio of seven coa tenements, and the petroleum tenement, ATP 1020 (refer to
Appendix A) were omiginally applicd e in the e o Galile Coal Poe Tl CGalilee™, (alilos has
since registered a name change with ASIC and is now known as Tambo Coa & Gas Pty Ltd.

The status of the Tambo Coa/UCG Project tenements as at 26 February 2010 is provided in
Appendix A. When all tenements are granted L odestone will have a total expenditure commitment over
the next five yearsin excess of A$28 million, with an initial yearly rental of A$1 million.
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Figure 3-2: Location of Ladestone's Tambo Project
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3.2.3 Geology

Regional Geology

The Tambo Coal/UCG Project is located within the southeast Eromanga Basin and western Surat Basin.
Both the Eromanga and Surat Basins are components of the Great Artesian Basin which is a Jurassic-
Cretaceous intra-cratonic basin that covers 1.7 million km® of Eastern Australia. These basins
unconformably overlay the Permian Bowen and Gunnedah Basins.

Stratigraphy

The regional geology of the Surat Basin has been described in detail by Exon (1976, 1979) and Zillman
(1979). The Eromanga and Surat Basins contain sediments of fluvia and fluvial-lacustrine origin
deposited during the late Triassic to the early Cretaceous, followed by fluvia sedimentation in the
early-middle Cretaceous. A number of sedimentation cycles have been recognised in both basins which
are considered to be tectonic-eustatic cycles, related to varying tectonic activity in the active volcanic
arc which existed to the eastern margin of these intra-cratonic basins. The thickest sedimentation
occurred in the slowly subsiding Taroom Trough with up to 2,500 meire: (™11 of sedimentary rocks
deposited.

The Jurassic and Cretaceous stratigraphy of the Eromanga and Surat Basins is shown in Figure 3-3.
The Early Jurassic was dominated by deposition of fluvial sands and silts forming the Precipice and
Hutton Sandstones with the intermediate Evergreen Formation. This was followed in the Middle
Jurassic by the generally finer grained sediments from a lower fluviatile-deltaic environment of the
Injune Creek Group. In the Late Jurassic to Early Cretaceous a more fluviatile environment was again
established. Since the Late Jurassic the Surat and Eromanga Basins have been stable with a marine
transgression in the Early Cretaceous which withdrew in the Late Cretaceous. Weathering of the land
surface during the Tertiary created a deep weathering profile which was largely stripped from the
northern areas of these basins by subsequent erosion.
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Figure 3-3: Stratigraphy of the Eromanga and Surat Basins
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The Injune Creek Group in the northeastern Surat Basin was originally subdivided into eleven
lithostratigraphic units, of which six are within the Walloon Coal Measures. With regards to coal, the
most significant formations are the upper Juandah Coal Measures which is separated from the lower
Taroom Coa Measures by the Tangalooma Sandstone. The underlying Durabilla Formation is
variously identified separately or included in the fluviatile Eurombah Formation by different authors in
different parts of the Surat Basin.

The Walloon Coal Measures conformably overlie the Hutton Sandstone and are unconformably overlain
by the Springbok Sandstone. They consist of a fluvial-lacustrine succession dominated by sandstone,
siltstone, mudstone, limestone, ironstone, and coal in a series of fining upward cycles. Sediments were
deposited in a fine-grained meander belt river system. Constant channel switching produced a complex
depositional environment resulting in coa intervals of variable thickness with numerous clastic
partings. In the central and eastern Surat Basin there are numerous coa deposits in the Walloon Coal
M easures which form suitable accumulations for mining or gas extraction.

Above the Walloon Coa Measures there is a sedimentary succession containing sandstones, siltstones,
mudstones and thin banded coal seams. Coal has been recorded in the Westbourne, Orallo, and Bungil
Formations, aswell as at the top of the Hooray Sandstone and in the Winton Formation.

Structure

The Surat Basin is bounded to the east by the Kumbarilla Ridge, to the southeast by the New England
Fold Belt, to the southwest by the Central West Folded Belt, and to the north by the Permo-Triassic
Bowen Basin. The basin is centred on the north-south trending axis of the Mimosa Syncline. The
subcrop of the Surat Basin extends in a generally east-southeast to west-northwest line from east of
Chinchilla to west of Mitchell where it converges with the more northerly trending Eromanga Basin.
The boundary of the two basins is considered to be the north-south trending Nebine Ridge. The strata
of the Surat Basin dip gently to the southwest and south whilst the Eromanga strata have a more
southwesterly direction. Major faulting within the basin predominantly mirrors basinal boundary faults
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of the underlying Bowen Basin. There is substantial folding across the basin, which is due to
compaction and draping, as well as some rejuvenation of older pre-Jurassic structures and faults. The
north-south trending Burunga  Leichhardt Fault zone interrupts the eastern limb of the basin.

Coal Measures

Across the Surat Basin there have been several coa seam groups identified and correlated within the
Walloon Coal Measures. The Juandah Coal Measures generally contains five groups of coal seams. In
descending stratigraphic order these are the Kogan, Macalister (Upper and Lower), Wambo, lona and
Argyle seam groups. Within the Taroom Coa M easures three groups are recognised, being the Auburn,
Bulwer, and Condamine.

Whilst coal seam groups can be identified over many kilometres it is not generally possible to easily
correlate individual seams over significant distances. These seams are highly variable in thickness and
are known to thin and split over hundreds of meters. Similarly, these seams and plies can rapidly
coalesce and form relatively thick coal intervals with minimal clastic partings. At Wandoan, these
concentrations of seams have formed deposits up to 15 m thick but with limited (2 to 5 km) extent.
Between depocentres, the seams may still exist but are thin and separated by various thicknesses of
lithic sediments.

Lenticular coal seams, up to 5 m thick, occurring within a broader (24 m) package of coal,
carbonaceous shale, siltstone and minor sandstone, have also been reported at shallow depths in the
early Cretaceous Winton Formation of the Eromanga Basin.

Quality

All of the known coal resources in the Surat Basin are low rank sub-bituminous to bituminous and are
of thermal quality. They are generally of moderate ash, high volatile, moderate energy but provide
excellent combustion and burn-out characteristics with minimal slagging and fouling problems, and low
levels of trace elements and atmospheric pollutants. They are also perhydrous and are potentially suited
to gasification or liquefaction to produce liquid fuels. Coals of the Walloon Coal Measures aso contain
(up to 30 %) more organically-bound hydrogen than most other thermal coals which results in lower
combustion emissions of carbon dioxide (kg per MWh sent-out).

The coal resources in the Eromanga Basin are low rank, high ash, low volatile and poor specific energy.
Both Surat and Eromanga coals show improved quality characteristics after washing.

Tambo Project

Geology

The Tambo Project covers a strike length of more than 300 km over the western extent of the Surat
Basin and the southeastern Eromanga Basin. Whilst these basins are defined by the structural basement
high of the Nebine Ridge they contain sediments of the same age and origin. The mid to late Jurassic
Injune Creek Group is recognised in each basin but different formation names have been assigned to its
components. In particular the coal bearing Walloon Coal Measures of the Surat Basin are equated with
the Birkhead Formation of the Eromanga Basin.

The relationship of the lithostratigraphic cycles across the Eromanga, Surat, and more easterly
Clarence-Moreton Basins was recognised and discussed by Green & McKellar (1996). They identified
that the differing rates of subsidence and sediment accumulation in each basin resulted in thicker and
finer-grained sequences in the Surat and Clarence-Moreton Basins. However this interpreted thinning
of the coal-bearing stratigraphy may be an artefact of previous geological mapping in the region which
mismatched thestratigraphic units in the Eromanga Basin with those of the Surat Basin.

The stratigraphy of each basin was defined during the 1960s by the Bureau of Mineral Resources (now
Geoscience Australia) using separate geological teams to map the Eromanga and Surat Basins at
1:250,000 scale. The boundary between the areas of responsibility of two teams seems to coincide with
the boundary between the Surat Basin and the Eromanga Basin. Consequently different stratigraphic
units have been distinguished for each basin and the gap between these two data sets was arbitrarily
divided. The published stratigraphy has generally continued to be used by oil and gas explorersin the
Eromanga Basin and by coal and CSG explorers in the Surat Basin. Whilst extensive exploration for
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shalow coal resources in the Walloon Coal Measures has enhanced the understanding of the
stratigraphy in the Surat Basin, the Jurassic sediments of the Eromanga Basin have been largely ignored
for their coal potential.

A review of the established stratigraphy by Lodestone has led to its proposition that there has been a
mismatch of the stratigraphy west of Roma and across the Nebine Ridge, and that the Eromanga Basin
in the Tambo area is actually a western extension of the Surat Basin. Lodestone has questioned the
relationship between the mapped stratigraphic units and suggests that the Injune Creek Group may be
thicker in the Eromanga Basin than previously understood. That is, the unit previously mapped as the
Westbourne Formation west of Roma contains coal seams and may be a latera equivalent of the
Juandah Coa Measures, and that the Birkhead Formation represents the lower Taroom Coal Measures.

Lodestone has sought to confirm this interpretation by compiling and evaluating al available technical
data and has proceeded with surface and sub-surface exploration to gain further evidence.

3.2.4 History

Xstract notes that previously much of the current Tambo Project area had Restricted Area status (as part
of RA 55) and hence the area was not available for coa exploration.

A summary of previous exploration of the area by private companies was provided by Muir and
Barrenger ¢ “Muir i, 2009, which isincluded below. These historic and current EPCs can be located on
the AR S ineractive mosouree and lenure mans W) delahase which s availahle smline
(http://dme.qgld.gov.au/mines.tenure_maps.cfm) and are shown in Figure 3-4.

ERPLC 259 "Merivale’

Fov e e DOk, B0 230 Wevivale  convared s e to e weetl aed eost of EPUAS 123 o 1624
Exploration was conducted over a period of about 4 years. A total of 10 non-cored holes were drilled,
with all but one geophysically logged. Some thin and banded coal seams were located, and two small
historic (sic) coal resources were defined (Munya, and Ninderra resources) for an aggregate 35 Mt in-
situ.

EPC 263 "Forest Vale’

Fhe tbonst Made aven, BICY 205 was exmdoved Beleflv fuode weestepameast poet oF e Sueor Bosin
between 1979 and 1980/81, and coincides with an area immediately to the north of and adjacent to
EPCAs 1623 and 1624. Exploration conducted within EPC 263 in the late 1970s and early 1980s
included the completion of 6 drill holes, all of which intersected minor shallow coal seams between 40
and 80 m depth. These were interpreted as being within the upper Juandah Coal Measures. Seam
thicknesses were typically between 0.5 and 1.5 m.

EFC 314 "Redford’

Between 1980 and 741, 'Rl Eepdorcaticen oPaeitic Cocd Poe Lol kel difte to the CRedfand aeen, Dhis
isthe only historical coal exploration tenement which has any overlap (partial or whole) with any of the
current Tambo application areas. Pacific Coal conducted an initial 6 months of scout mapping and
ground truthing in an effort to target its exploration effort and ultimately drilled 31 rotary holes,
including 8 partially cored holes. Seven (7) holes intersected minor coal seams, up to a maximum
thickness of 0.7 m.

Fovdvs fimal copent, Pocific Ol stotes 00 was hoseht tar some thisiening of e coad ovizens i e
Birkhead Formation might occur to the northwest, away from the Nebine Ridge. However, the
constraint imposed by the southern boundary of the Central Queensland Coal Reserve Area 55D
prevented application for potentially more prospective ground in the region of the Chesterton Syncline
aed arhor spuctiil aver o the sorthivest (Hewitt, 1981).  Although their tenement area was very
large, the drilling campaign completed by Pacific covered only a very small percentage of the tenement
area.
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EPC 385 "Westgrove’

The Operator of EPC 385 quoted the existence of coal known from previous work in the central-western
part of the tenement (EPC 263 Merivale) as being potentially significant and greater than 1 m in
thickness, at depths between 50 to 100 m. However, the Operator conducted no additional exploration
and relinquished the area as non-prospective for commercial-scale coal resources at that time (Alder,
1982).

ERPC 1017 *‘Bymount’
This tenement is currently held by Cockatoo Coal and remains current. As such no new data is
available.

The area forms part of the Injune coal project mentioned below and contains cumulative coal thickness
in excess of 4 m.

EPC 1018 ‘Tnjune’

This tenement held by Cockatoo Coal remains current and no new data pertaining to recent work is yet
available. The area is more or less coincident with an earlier tenement EPC259 (see above) dating
from the 1970s, and contains the previously-identified Munya and Ninderra inferred resources. The
R ORI PR LT shiivesd ©o the DR fae his area and acck an Sopen file as foe 12 saih-blocks
that were relinquished, within which no additional work was completed.

EPC 114% "Blackall’

Thisis a current exploration area held by East Energy Resources Limited. The area was the subject of
an extensive exploration drilling program in 2008 resulting in an increase in, estimated in ground coal
target of 500 to 550 Mt. " firngaatficred siguificant, rond seams lave Deen discovanad ar ciese as T277
e below grend fevel ™ (Towr Bierey Resvonrees, 2005

Xstract notes that more recent exploration and evaluation of this tenement has defined a JORC Code
compliant Inferred Resource of 1.2 billion tonnes of raw thermal coal of which 776 Mt occurs within a
10:1 cumulative vertical overburden ratio. A medium ash product can be produced from an average
7 m cumulative seam thickness with average yields of 82.6 % at F1.60 density.

EPC 1192

Thisisa current exploration area held by Argos (Qld) Pty Ltd. The area was granted in January 2008.
Ssowr rupecrr foremead, tere e ax Bet an apen fls T compaene peperes aveaflnkle wdth which o aesess
exploration results, potential, or the geology of the area. The tenement coincides with the known
location of the Hendon Park and Cornwall inferred coal resource areas, which lie close to the western
boundary of EPC 1192 and adjacent to EPCA 1623.

In the very few GSQ-drilled stratigraphic bores in the region, some coal has been reliably recorded and
it is mostly thin. These were fully-cored holes (from surface), and provide high quality, reliable and
accurate descriptions of the sections penetrated, and are also geophysicaly logged. Coal intersections
and relevant stratigraphy has also been identified by MBA (2009) for the following GSQ and petroleum
boreholes:

+ GSQ Augathella 3 - Several thin coal intercepts at about 600 m.

+ GSQ Augathella 1 - Rare, thin coa seams up to a maximum of 0.45 m thickness are recorded
within the Birkhead Formation.

= AOP Balfour 1 - Coa occurrences were recorded in the Birkhead Formation, with the thickest coa
plies being approximately 3 m at depths between 615 and 745 m. An interval of coal 9 to 10 m
thick was found at 871 to 880 m depth, supposedly within the Evergreen Formation. Lodestone has
questioned the stratigraphic assignment in this hole.

+ Donnybrook 1 - Includes about 10 m of cod in the Walloon Coa Measures section.
+ Don Juan 1 - Includes about 15 m of cod in the Walloon Coa M easures section.
+ Valettal- Coal was recorded in the Birkhead Formation.
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Figure 3-4: Historic EPCs Located within Proximity to Ledestone's Tambo Project Tenements
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3.2.5 Evaluation by Lodestone

Lodestone contends that the stratigraphic units of the Eromanga and Surat Basins are the same and that
the coal bearing Surat Basin units extend further to the west into the shallow section of the Eromanga
Basin. The company suggests that some units of the Injune Creek Group have been incorrectly
identified and may indicate a thicker sequence of the Walloon Coa Measures in this western area than
previously understood. Thisis due to the presence of coa seams within the Westbourne Formation, as
well as the Birkhead Formation, which has led to its proposal that these may represent equivalents of
the Juandah and Taroom Coa Measures respectively and that significant thicknesses of coal-rich
sediments may exist. Lodestone has also identified the Winton Formation in the uppermost section of
the Eromanga Basin (and in the vicinity of Blackall) to be prospective for shallow coa deposits.

To investigate this hypothesis, Lodestone has acquired all available water bore data for the area, as well
as any GSQ stratigraphic borehole data and open file drilling results from the area. Given the various
data sources, this borehole data is of varying age, quaity and reliability and has been reformatted where
possible into a digital database for evaluation. All borehole collar elevations have been adjusted to a
single datum assuming that the location is correct. Thisisbased on Shuttle Radar Topography Mission
L*SRTM™ dig tal elevation madel 1"DEM ™) data with an accuracy of +/- 10 m. Stratigraphic units have
been identified and labelled with both the historicaly defined stratigraphic unit and [.sdesicne’s
reinterpreted unit. Coal seams have been identified and labelled to enable evaluation of the depth,
thickness and extent of any potential resources. This database was then provided to JBBMS for further
evaluation and modelling.
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Photogeological Study

A 1:100,000 scale photogeological study was initially conducted over an area of 11,700 km? between
Tambo and Augathella by Nash. The objective of the study was to investigate the local stratigraphy and
shruelure o e Frormaegs Sl Basins with o e o prandiding daa Tee " oodestan 2™ s omggoing coal and
CSG exploration in the region. The study was carried out using three dirnensicnal 17307 stereoscopic
images prepared from detailed satellite imagery and topographic data.

This slndy was anhscgquently estended e cover Tambe’s leerents G the soheasd and aver e
junction with the known Surat Basin stratigraphy (Figure 3-5). Mush’s inicmselaticn provides definition
of the poorly-exposed Mesozoic strata in the study area and has clearly identified discernable
stratigraphic units continuing from the Surat Basin into the Eromanga Basin. Nash has identified some
significant errors in the published geology over the study area which chalenges the previous
i deratanding ol Mae simehwes] con bl < by scdimentalion nthe are, ash's moaapclalion inchsdes o
major facies change across the Claraville lineament (a north-south trending structure between Roma and
Mitchell) marked by a substantial sandstone dominated package to the west, and some significant
unconformities. This transitional upper Surat Basin sequence displays strong lateral changes in
thickness and continuity and is interpreted to thin to the west over the Nebine Antiform. Available
borehole data suggests that coal measures do exist within this package and potentially represent an
tppect mdih Coal Mesoe equence. This immprelnien suppecls Lodesline™s conlontion that the
coal bearing strata in the study area may be the lateral equivalent of the Walloon Coa Measures and
may be thicker than previously understood.

Data Review

To demonstrate its concept, Lodcslinre:= cial modelling consultant, JBMS, was asked to produce a
geological model of the Tambo project area in September 2009. Data was supplied by Lodestone and
consisted of borehole collar and lithology information for 2,400 boreholes. All boreholes were
evaluated with some being removed from the database following validation and data modelling.

The majority of borehole information comes from water bores with the remainder being oil and gas and
GSQ boreholes. The water bores date back to the early 1900s. The exact locations of the boreholes are
considered unreliable and cannot be verified but should generally be in the correct property. None of
these boreholes have any downhole geophysical information and the lithology was generally recorded
by the driller. The oil and gas boreholes were during the 1960s while the GSQ boreholes were
completed in the mid 1980s. The GSQ boreholes are almost fully cored and have been geophysically
logged for gamma, spontaneous potential, resistivity and sonic. All borehole locations are shown on
Figure 3-6. Xstract notes that whilst Figure 3-6 shows the presence of numerous holes throughout the
Tambo area, the majority of these are water bores which are shallow in nature and of poor reliability. In
general, the reliable holes are relatively few and widely spaced.

Most of the boreholes contain a simple description of the lithology for each interval in the borehole.
Some boreholes have substantia intervals of interbedded sediments which cannot be reliably
distinguished into their component units. In some cases the recorded coal intervals are very thick and
most likely represent an interbedded sequence of coal, carbonaceous mudstone and labile partings.
There are a small number of boreholes where the lithology hasn't been noted although the formations
have been labelled. The origin for determination of these formation names is unknown.

The labelling of each formation and the conversion from the original Eromanga Basin formation
nomenclature to the eguivalent Surat Basin nomenclature within each borehole was accepted and
modelled by JBMS as received from Lodestone. Both the original and dternate stratigraphic
nomenclature was recorded in each borehole.

Coal horizons within the Taroom and Juandah Coal Measures were identified and labelled where
recorded. These were assessed to determine the total thickness of coal for these boreholes and the depth
of occurrence. This evaluation also enabled assessment of total waste thickness and strip ratios for each
borehole. However there has been no assessment of the potential coal resources within the Tambo
Project. All borehole locations are shown on Figures 3-7 and 3-8 with indications of the cumulative
coal thicknesses within each of the Juandah and Taroom Coa Measures.
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Stratigraphic formations were interpolated into each borehole and structura models created from the
Hutton Sandstone through to the Springbok Sandstone, and including the potential coal-bearing Taroom
and Juandah Coa Measures. Topography was modelled using borehole collars. The possible outcrop
of the top of each coa measure sequence was determined and these lines are shown with 100 m and
200 m depth to roof contours on Figure 3-8. There has been no evaluation undertaken to determine the
base of weathering.

From the dataset supplied, 331 boreholes were used to create the structural model. Of these, 134
boreholes intersected the Juandah Coa Measures with 32 recording intersections of coal. The Taroom
Coal Measures were intersected in 117 boreholes with 20 recording intersections of coal. The details of
borehole numbers and coal intersections are provided in Table 3-1. Cross sections of the modelled
stratigraphy are provided as Figure 3-10 with their locations shown in Figure 3-6.

The model used data available as at 18 September 2009. New borehole information is available but was
unable to be reviewed and included in the interpretation by JBMS due to time congraints. The new
borehole data identifies some additional coal intersectionsin the northern tenements.

Additional data was provided for the Blackall tenements (EPCA 1719 and EPC 1993) which contain
probable Winton Formation sediments including coa seams. These boreholes have been examined and
those with coal identified on Figure 3-9.
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Figure 3-10: Schematic Cross Sections
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3.2.6 Exploration Potential

Coal Resource Potential

The Walloon Coa Measures of the Surat Basin contain numerous and widespread commercia coa
resources, ranging in size and scale from small (i.e. less than 30 Mt at the Bymount deposit) to very
large (i.e. more than 1 billion tonnes at Wandoan). 1.oxdeshme’s abjeetivg is ko locale larpe-scale coal
resources, together with accompanying CSG fields whose early revenues are sufficient to justify and
support the development of an eventual 20 to 30 million tonnes per annum ("I} export mining
[ IeCAS RTTRT )

To fulfil this objective, it would be necessary to locate Measured and Indicated Coal Resources of at
least 0.5 billion tonnes. This resource would be an aggregate of multiple deposits of smaller tonnage in
sillicien ly el provimily o he developed lgcthor asa projeet™. Support for this concept is provided
by the pooject™s proximity to Dos Coerey Resources Lunised s Blackall Praject, where the comypany
recently reported an Inferred Resource of 1.2 billion tonnes of raw thermal coal.

ASceording Lo Taxle 7 ool Chweensland®s Depariment o ~aloral Resoworees and W nes publicalion
“Cheensland Ceals 20037, the Walloon Coa Measures of the Surat Basin are estimated to host more
than 4 billion tonnes of in-situ raw thermal coa at shallow depths (Mutton, 2003). In 2006, the
Queensland Department of Tourism, Regional Development and Industry released a presentation titled
“ealing Regional Ecomamic Developrent by Yalie Adding Baothe Soel Bnerpe Lesorces Prosdanes™
which estimated the remaining thermal coal resources within the Surat Basin at 6.3 billion tonnes.

All of the known resources are thermal quality with the rank indicating that coking quality coal will not
occur in the Surat Basin. Coal production from within the Walloon Coa Measures in the Surat Basin
dates from at least as early as 1914. Current mining operations are at Wilkie Creek and Kogan Creek
with operations around Wandoan planned to commence in 2011, and others planned once the Surat
Basin Rail link from Wandoan to Gladstone is completed. All existing mining operations are surface,
open-cut mines, and it is unlikely that underground longwall-style operations will be developed in the
Surat Basin in the near future due to the abundance of shallow resources and the genera lack of
continuous thick seams.

The known coal deposits in the Surat Basin display highly variable seam thicknesses with areas of
coalescence and splitting. Whilst most parts of the Surat Basin contain some coal seamsiit is only in
limited areas that the seams thicken and coalesce sufficiently to form an economic resource. These
‘dgl'untunlrcx' e F-C'I'Il’.‘.‘l':'l":_»‘ Tews them > Lo o dismeler and subshmlial |:~c:p]m'ul_im1 % getal tred 15 Tocate
and define them.

There are a number (250) of boreholes in the Tambo Project which have been interpreted to intersect
either coa -bearing sequence of the Walloon Coa Measures. Additional boreholes located adjacent to
Lodestone’ tenements support the concept that the Walloon Coal Measures continue into the Tambo
project area. Whilst previous drilling within the Tambo Project has reportedly intersected up to 30 m of
coal, these intercepts are likely to comprise interbedded coal, carbonaceous sedimentary units and
clastic partings. This indicates that there is some potential for identifying area of thicker coalesced coa
seams within the Tambo Project area.

In general, however, most of the boreholes in the Tambo Project which have identified coa seams have
composite coa thicknesses of less than 5 m and are generally more than 5 km apart. Of the 101 coal
seam intersections (49 JCM, 52 TCM) there are 52 (32 JCM, 20 TCM) which occur within the
tenements currently held or applied for by Lodestone. A number of these intercepts are at depths of less
than 100 m and thus have the potential to be developed by open pit mining whilst deeper seams may
support aCSG or UCG resource.

At this stage, no cod russmes Tt een ddentilicd withi Lesdeslome™s enements and the data used to
formulate the conceptua coal distribution is considered by Xstract to have alow reliability. However,
the general absence of previous coal exploration and the occurrence of coa intercepts within water
bores, including some substantia (i.e. greater than 10 m) intervals in isolated boreholes, in the project
tenements suggest there is good potential to discover and define a significant coal resource in the
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Tambe Proeel 15 any Sdepocenite” 39 deilicd wilh 2 eomposie seam thickness of more than 5 m
over a5 km area then a resource of 150 Mt could be defined i1 =uch & “depessenlie”. If a number of
such “depacenlie=" were located, then a substantial coal inventory is likely to result. By comparison of
the size of the Tambo Project area with the Surat Basin there is the potential to identify numerous
depocentres and consequently define a resource of similar size (Figure 3-11). This will require
substantial drilling and evaluation. After first verifying the presence of coal seams and the continuity of
the Walloon Coa Measuresinto the Tambo tenements, I .suilestsne™s focus will need to be on identifying
shallow, thick or coalesced seams with potential for economic extraction in order to define a cod
resource.

Figure 3-11: Comparison of the Total Area of the Tambo Project Relative to the Defined Surat Basin

™ o |
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Source: Lodestone

UCG Resource Potential

As noted in Section 3.2., holders of coal exploration tenure (i.e. EPCs) within Queensland must
nominate an interest in future UCG activity prior to the 18 February 2010. Lodestone has advised
Xstract that applications for a UCG-specific EPS have been lodged for EPCs 1414, 1415, 1417, 1418,
1481, 1482, 1484, 1622, 1624, 1632, 1633 and 1644.

Most coas can be developed for UCG, but it has particularly strong attraction for cods that are
unsuitable for conventional mining, either because of quality considerations, thickness or depth of
burial. Key determinantsfor a suitable UCG project include:

= The coa seam should ideally be between 200 and 600 m depth and preferably deeper than 300 m.
Seams at depths exceeding 600 m are likely to have low permeability (<1 millidarcy) thereby
reducing gas flows and productivity.

+ Coal seam thickness should be greater than 5 m, although a number of operations have successfully
exploited thinner seams (i.e. Linc Energy uses a 3 m thickness criteria to develop UCG). Seam
thickness determines the cost and efficiency of the burn.

+ Ash contents below 60% with low ash contents being the most suitable.
+ Coal quality (cdorific value)
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Coal continuity. Minimum structural disturbance of the coal seams and coa seams need to be
continuous. Faulting or intrusions can block flow or permit gas |leakage.

The permeability of coal. Permeable zones may provide a conduit for groundwater into the
gasification area. Permeability is controlled by the coal seam depth, stress regime and degree or
coal fracturing (or cleating). In general, coal permeabilities increase with maturation, coal rank and
vitrinite content.

Rock units above and below the coal must not be active aguifers (to avoid potential pollution of the
water supply and interference with the gasification process).

The UCG prospectivity of an area depends on a number of factors. There is no standard evaluation
procedure considering all effective parameters in UCG resource assessments. The difficulty of the
evaluation derives from the complexity of the coal and geological setting in which there are many
unknown variables. These variablesinclude:

Quantitative-Volumetric Quantitative-Recovery Gualitative-Volumetric/iRecovery
« Depth of coal seam « Farmeability « Geological structure

= Thickness - CH, content + Degree of stress

+ Density » C0O; content « 3wellingcharacteristics

« Specific Energy +Ash content + Groundwater regime

» Continuality » Moisture + Steep ofthe coalseam

» Degree of Coalification

* Maceral composition

Bearing the constraints listed above in mind, Xstract reviewed Lodestones Tambo Project tenements
for their potential to host coals suitable for UCG. Waterbore and petroleum well information was used
to assess the thickness and depth of the coal seams within the Tambo Project area. Whilst numerous
coal intercepts are recorded within this dataset, some limitations were apparent including:

The distribution of data across the tenements is not consistent and hence the information available
was not sufficient to evaluate the cod distribution and thickness reliably.

Coal seam thicknesses may vary over short distances. Local variations in coal thickness will not be
captured due to the sparse data and its distribution.

Deep petroleum wells typically bypassed shallow coal seams and limited detail documentation of
these coalsis evident within well completion reports.

Due to the limited data, Xstract has had to make a number of assumptionsin order to estimate the UCG
potential of Lodestime:™s ™ iy lememien s, Malracls kew assurmplioes o

Of the total area currently held by Lodestone, between 10% and 30% is available for UCG
development given the depth of the coa seams, uncertainty associated with coal seam continuity,
likely presence of faulting and gas contamination effects associated with any unforeseen igneous
intrusions (Figure 3-12).

Prospective coal seams are restricted to depths between 100 and 600 m below surface and are based
on geological interpretation from data provided by L odestone.

Minimum coal thickness of 2 m.

Based on previous studies, the Waloon Coal Measures are not considered to be hydraulically
connected to water bearing aquifers. Leakage from overlying and underlying aquifersis considered
negligible due to the presence of fine grained sediments.

The cods of the Juandah and Taroom Coal Measures have ash contents of 28% and 31.3%
respectively.

The coals of the Juandah and Taroom Coa Measures have vitrinite contents higher than 70%.
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Figure 3-12: Depth to the Top of the Walloon Coal Measures
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Based on the avail able water bore and petroleum well data within a 10 km radius of ATP 1020, in-situ
energy values were estimated. To decrease the level of uncertainty and include variationsin coa seam
characteristics, Xstract adopted a probabilistic approach for its UCG assessment.

Deep Permian coals in ATP 1020 were not assessed as they were considered by Xstract to be too deep
to be prospective for UCG and except where there is overlap with EPCs the current legislation in place
in Queensland, an ATP does not provide the rights to UCG. The results of Xsract's review ale

presented in Table 3-2.

Table 3-2: Estimated In-situ Energy within Lodestone's Nominated UCG and Other Non-overlap
Tenements

No nl:if‘(;ted EPC AR EEE T P90 I(E:;u)mate P50 I(E:;u)mate P10 I(E:;u)mate
Yes 1414 Low prospectivity - - -
Yes 1415 Walloon and Permian 9,881.39 17,981.12 30,993.99
Yes 1417 Low prospectivity - - -
Yes 1418 Walloon and Permian 7,817.49 21,015.22 42,753.79
Yes 1481 Low prospectivity - - -
Yes 1482 Walloon and Permian 16,062.55 41,625.64 92,455.11
Yes 1484 Low prospectivity - - -
Yes 1622 Low prospectivity - - -
Yes 1624 Low prospectivity - - -
Yes 1632 Low prospectivity - - -
Yes 1633 Low prospectivity - - -
Yes 1644 Walloon and Permian 8,271.00 27,708.89 58,272.58
No 1794 Walloon and Permian 13,235.62 47,576.89 97,125.81
Total 55,268.05 155,907.76 321,601.28

*Xstract has only valued those tenements where L odestone has nominated UCG.

Thi lenn ~Low prospectivily™in Teble 3-2 implies the UCG content is considered to be immaterial to value and therefore has not

been assessed.

P1109_WHK_Lodestone_20100517_Final.doc

Page 27



s

Proposed Exploration

Lodestone has planned a programme of drilling over the Tambo Coal/UCG Project to locate and define
coa resources and assess the UCG potential. An initial plan of approximately 120 sites have been
located and split into a high priority group and a secondary list. These priority sites are generally in the
same location as historical water bores to confirm the presence of coal seams whilst others will seek to
confirm the modelled stratigraphy and extend the understanding of coa seam distribution. It is
estimated that this drilling programme will take place over the next two years and will require 20,000 m
of drilling a a cost of approximately A$7 million. The total budget of A$41 million for the granted
EPCs has been divided over the 5 year term of the EPC tenure and allows for concept and prefeasibility
studiesin Years 3to 5.

An initial programme of 14 boreholes with a total budget of A$400,000 will be drilled to prove
I.nidesteme’s concept in the EPCs which have been granted to date. Eight of these boreholes will bein
EPC 1623 with the other six split across the other EPCs. These boreholes are intended to continue to
500 to 600 ™ deplh e to mlerscel e Tl Sendaene which i< considensd ae the “hasomen)” to the
coal measures. Samples of both coal and adjacent strata will be collected to determine coal quality and
Iy eenlarm e age el thee st Thiis will seck ey cor [ Legdeslome ™= comtenton that the Dwma=sice strata
in the Tambo area represent a western extension to the Surat Basin.

Preliminary activities to enable field work have been completed in some areas and drilling has
commenced. These preliminary activities have included cultural heritage agreements and surveys,
meetings with landholders and local community groups, appointment of drilling and geological
contractors as well as personnel to manage safety, health, and environmental (‘"SHE™) requirements.

Planning of future drilling programmes will be dependent on the granting of EPC applications,
suitability of location of proposed sites, and availability of drilling and field service providers at the
time.

Old seismic line data has been acquired and is being reprocessed to enable better interpretation of the

upper 300 m which was ignored by the origina explorers who were looking for deeper oil and gas
resources.

3.3 Tambo CSG Project

lndestone™s current interest Earning 50% from Tambo Coal & Gas

Combined area (km?) 6,622

Location Situated over the township of Tambo

Target CSG associated with the Walloon Coa Measures
Project status Early stage exploration

Recent activities Data compilation

3.3.1 Access and Infrastructure

The Tambo CSG Project comprises a single granted ATP 1020 swhicl averlaps some ol the company "=
coal tenements along its eastern margin (Figure 3-13). The status of ATP 1020 as at 26 February 2010
is provided in Appendix A. The township of Tambo liesin the northwestern corner of the tenement.

ATP 1020 lies approximately 120 km north of the Ballera to Wullumbilla gas pipeline and 80 km to the
east of the Gilmore - Blackall/Barcaldine gas pipeline. ATP 1020 lies to the west of the established
CSG fields of the Surat Basin and to the east of the Adavale Basin gas fields (Figure 3-14). For details
regarding other available infrastructure to the project, refer to Section 3.2.1.
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3.3.2 Tenure Considerations

ATP 1020 is the subject of the Tambo Gas earn-in agreement, details of which are outlined in Section
2.1.

Exploration within ATP 1020 is excluded from a number of small reserves surrounding Tambo and
along the main highway. Details of the status ol A'1'1F 1024 s proscnted iv Appendis AL Losdeslone™s
total expenditure commitment over the next four years for ATP 1020 is A$12.25 million.

Xstract understands that there are currently no Native Title issues associated with ATP 1020.

3.3.3 Geology

The regional geology of this area which is interpreted by Lodestone to be a western extension to the
Surat Basin is discussed in Section 3.2.3.

The Middle Jurassic-aged Walloon Coa Measures are the predominant source for CSG production
within the Surat Basin. Within the Walloon Coa Measures, the Juandah Coa Measures are typically
the most prospective stratigraphic horizon for CSG. The Juandah Coa Measures comprise five groups
of coa seams. In descending stratigraphic order these are the Kogan, Macalister, Wambo, lona and
Argyle Seams.

Elsewhere within the Surat Basin, gas contents for the Walloon Coal Measures range from 1.15to 13.17
eultic melres per mme (me/t7) (dry and ash free (“daf™)) and average 5.18 m%t (daf). However, there
is considerable variation in the gas content within individual seams and across the northern Surat Basin.
In general, there is a linear increase in gas content with increasing depth. However, there are some
exceptions which do not follow this trend. These exceptions are likely to reflect the associated
geologica structure of the host coal seams and the presence of intrusions. Typically, coals shallower
than 250 m depth have an average gas content of 3.5 m?/t, as above this depth the pressure is likely to be
insufficient to constrain the escape of gas from the coal.

Within the Juandah Coa Measures, the Macalister Upper and Macalister Lower seam groups tend to
have, on average, a lower saturation value (61%) than the lower coal seam groups (i.e. Nangram,
Wambo, lona and Argyle which have a have an average saturation of 92.6%).

Furthermore, the Kogan and Macalister seams have a higher gas adsorption capacity than the Wambo,
lonaand Argyle seams.

Permeability of the Walloon Coal Measures across the northeastern Surat Basin ranges from less than
1 millidarew (*mD™) to greater than 500 mD. In general, the Walloon Coal Measures show a good
range of permeability for commercially viable CSG developments.

The lower part of Walloon Coal Measures is known as Taroom Coal Measures. In general, the Taroom
Coa Measures located elsewhere within the Surat Basin have a gas content of 6 to 7 m*/t and an ash
yield of 30 to 33%. These measures also have a higher ash content than the Juandah Coal Measures.

In addition to the coal seams of the Jurassic Walloon Coal Measures, a number of deep petroleum wells
sited for conventional gas plays on anticlinal features within and adjacent to ATP 1020, reportedly
intersected deep Permian coa seams at downhole depths ranging from 1,300 to 1,500 m (Bafour-1,
Westbourne-1 and Barwinock-1). Furthermore, to the north of ATP 1020, Permian coals of the
Bandanna (or Ranga) Formation crop out and dip to the south beneath the permit. Importantly,
Permian-aged coals are the primary target for CSG exploration in the Galilee Basin (i.e. to the north of
ATP 1020).

Importantly, the only gas data available is from the Barwinock-1 petroleum well, which shows that the
deep Permian coals have an associated gas anomaly. Such an anomaly is less evident in the Jurassic
Wallon Coa Measures. Furthermore, Barwinock-1 indicates that the Toolebuc Shales possess a gas
anomaly. Elsewhere within the Surat Basin the Toolebuc Shales are being assessed for their shale gas
potential.
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Figure 3-13: Location of ATP 1020 Relative to Ladestone’s Tambo Coal/UCG Project Tenements
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Coals within the Permian sequence are typically strong seismic reflectors, a characteristic which is
evident in the area surrounding ATP 1020. This reflector provides evidence of coa however it does not
provide information relating to coa thickness or quality. The only available data relating to the gas
potential of these Permian coalsin proximity to ATP 1020 is from deep petroleum wells. Gas data from
Barwinock-1 (located to the west of ATP 1020) indicates that there is no significant methane
concentration within the Walloon Coal Measures but appreciable gas contents are evident in the
Permian coals (Figures 3-15, 3-16 and 3-17).

Gas content values range from 2 to over 6 m3t (raw) in the Galilee Basin (located to the north of ATP
1020) but it may even be higher in thermally mature areas. Xstract notes that many of these holes
within the Galilee Basin were sited for conventional gas accumulated in sedimentary traps over Permian
anticlinal features, not for CSG plays within synclinal, basin structures. Petroleum exploration wells
show that potential gas pay zone thicknesses in Permian zone range from 5to 10 min ATP 1020.

Figure 3-15: Permian Sequence in Balfour-1
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Figure 3-16: Permian Sequence in Barwinock-1 (high methane contents)
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Figure 3-17: Permian Sequence in Westbourne-1
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3.3.4 History

The exploration history of the Tambo Project areais discussed in Section 3.2.4.

3.3.5 Gas-In-Place Estimation

Xstract notes that CSG exploration is not sufficiently advanced within ATP 1020 to accurately estimate
the Ty welwmes ol ges conlained wit1in the wnomenl™s coal scamrs. Estimates of gas and coa
resources depend directly on net-coa thickness, gas content, coal density, and ash yield, and indirectly
on coal rank, structure, hydrogeology, and topography. However, much of the previous water bore,
petroleum and GSQ drilling conducted over and adjacent to the property did not assess these
parameters.

At Ledestens's request, and for the purposes of this evaluation only, Xstract has endeavoured to
estimate the potential gas-in-place ¢“GIF*Y within AT 1020 using e available lechnical dua eilal
being mindful of constraints listed above. In order to do so, Xstract divided the project into a rough
polygonal area and then applied CSG depth limits to outline prospective areas. Clean cod thickness
and gas content values were then assigned to each polygon, and the coal and CSG contents within each
polygon were estimated. Assumed gas content values for each grid were applied using the range of
values evident elsewhere within the Surat Basin. X=imucl’s GIP estimates are based on polygonal
resource estimation techniques using the borehol e and petrophysical database provided by Lodestone.

Assumptions used by Xstract in its GIP estimate include:
+ Only coa seams below 250 m depth were used to delineate prospective aress.

+ Between 40% and 60% of the tenement contains coal seams below 250 m depth. Due to the lack of
historic drilling data, the largest uncertainty is the extent of the coals and their distribution across
ATP 1020.

+ Coal thicknesses range between 2 m and 15 m.

+ Coal thickness was based on a density cut-off level as evident in the Barwinoch-1 petroleum well
(i.e. one well only) and other geologica reports. The paucity of density logs from previous
petroleum wells in the area means thickness assessments are difficult for ATP 1020.

+ Gas contents range between 3 and 8 m*/t. As noted previously, there is no direct gas measurement
data for the coals within ATP 1020. Gas contents for the Walloon Coals typically range from 1.15
to 13.17 m/t (daf) and average 5.18 m/t.

The resn s ol Xarae s deenministic and prohabilistie anadysis is presenled in Table 3-3 and Figure 3-
18.

Table 3-3: In-situ Energy Probability Table for Jurassic and Permian Coals in ATP 1020

P90 P50 P10
Coal Measure Estimate Estimate Estimate

(P3) (P3) (PJ)
Walloon Coal Measures 2,345 4,636 7,944
Permian Coals 1,971 3,094 4,794
Total 4,316 7,730 12,738

N.B. Thein-situ energy ascribed to the Walloon Coal Measures includes data from AOP Balfour 1
which intersected athick coal interval supposedly within the Evergreen Formation

iz mmpesrtanl o msale that e lenm "Prospeeiive Resowrees™ 15 sed when deserbiag pokenlio vommmes
expected from early stage exploration projects such as ATP 1020, since they contain undiscovered
(recoverable and unrecoverable) volumes of gas. Low (10™ percentile - P10), best (50" percentile -
P50) and high (90" percentile - P90) estimates of recoverable gas were made using probabilistic
methods and a recovery factor of 45% applied to indicate the range of likely Prospective Resource
outcomes.

P1109_ WHK_Lodestone_20100517_Final.doc

Page 34



L

K

XS TRAL

Once discovered, these Prospective Resources must progress through a project based framework to
determine the likely project economics and recoverable volumes. This framework is designed to
progress these Prospective Resource estimates from Low (¥P10”), Best ("P50™) and High (“P90”)
estimatesto 1C, 2C and 3C Contingent Resources for potential developmental planning and sales.

Figure 3-18: In-situ Energy Frequency Distributions for Jurassic and Permian Coals in ATP 1020
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3.3.6

Reserves are defined by Petroleum [Rosenmee Sumagement Seslem (“PRMSE™) as those quantities of
petroleum anticipated to be commercially recoverable by: application of development projects to known
accumulations; from a given date forward; and, under defined conditions. Reserves must satisfy four
criteria in that they must be discovered, recoverable, commercial, and remaining (as of the evaluation
date) based on the development project(s) applied. This means Reserves must be determined in
conjunction with a specified commercialisation strategy (e.g., eminent contract/development, spot sales,
third-party infrastructure project, etc.). From there, Reserves may be sub-classified based on project
maturity and/or characterised by development and production status (PRMS).

Exploration Potential

In assessing the CSG potentia of ATP 1020, X stract notes the following:

= The project is located in proximity to gas distribution infrastructure and markets, as well lying
approximately 200 km west-northwest of the Lacerta and Don Juan gasfields (refer Figure 3-14)

¢ Tecent pluwo boerpretation of the area by Lodestons's consaltants sngeests that the coal bearing
stratigraphy of the Surat Basin continues westwards at shallow depths

+ Large concession blocks of land are available for devel opment
+ Numerous companies are looking for joint venture partners

+ Possible use of open hole completions with under-reaming {ximilar kv Ao bierme™s Tiplem (ras
Field)

= The presence of coal has been identified in many water bores and petroleum wells throughout the
area, with most coals occurring at depths capable of supporting CSG resources

+ Thereislimited information about the extent and continuity of the coal seams present within ATP
1020 and what information is available suggests there is significant variationsin coal thickness

* Anecdota evidence suggests that gas was observed in a number of wells but the source and content
of these gases remains unknown

+ Based on historical deep drilling in adjacent areas, additional gassy, deep Permian aged coal seams
(>1,400 m) may occur within ATP 1020

* Thereiscurrently no gas content and saturation measurement data available within ATP 1020

+ Similar, due to the lack of previous drilling the gas quality and gas composition remains unknown.
If impurities such as CO, are associated with methane, the CSG quality and market value for the
gas (and hence project value) will decrease
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+ The paucity of technical data means there is considerable risk associated with the continuity of the
cod seams

= The thickness of coal within ATP 1020 will have a materia impact on project economics going
forward. If the coal thickness is not uniformly distributed, this will affect the commercia
prospectivity of the coal seams

= Water quality and water disposal options are unknown and will require a water management plan

Whilsl [odesiones AT 020 Ties relatively elese Gappresamately 200 Tan o he seesny o e on Jaan
and Lacerta gas fields, there are a number of factors which may influence the CSG potential of the area
and these may change over relatively short distances. Coal geometry, development, buria history, gas

generation potential and gas capture characteristics may be significantly different to the established gas
fields and needs to be assessed by future exploration programmes.

Future assessments of the CSG potential of ATP 1020 are likely to require the following as a minimum:

+ Detailed geology and geophysical surveys to gain a greater understanding of the coal thickness,
quality and extent of coals within the tenement, as well as to establish the CSG potentia of the area,
coal and reservoir characteristics for production and the likely recovery of gas

= Develop a conceptual geological model and structural interpretation for the prospective area based
on well data, geophysical surveying and future drilling results.

+ Concerted exploration and pilot drilling programmes

= Definition of the composition and content of the CSG within the coals and evaluate the CH, and
CO, distribution patterns

= Evaluation of potential for gas production.

3.4 Moreton Project

Lodestone™ current interest Earning 50% from Moreton Energy / 50:50 joint venture with Moreton
Energy (EPC 1524 only)

Combined area (km?) 453

Location East, west and south of Beaudesert, 80 km south of Brisbane

Nearest Port Brisbane

Target Therma Coal and UCG

Project status Early to advanced stage exploration

Recent activities Exploration drilling

3.4.1 Access and Infrastructure
Moreton Project comprises four EPCs located to the east, west and south of the town of Beaudesert, in

cloge prosdmily by southeast Uhneensland’s majer populadon contres o Basbone, Gold Coast and
Ipswich (Figure 3-19). The southern tenements (EPCs 1313 and 1524) straddle the Queensland — New
South Wales border.

The project tenements are well serviced by existing and proposed infrastructure including:

* Major seded roads such as the Beaudesert  Beenleigh, Beaudesert-Boonah and Boonah
Rathdowney Roads, as well as the Mount Lindsay Highway. Sealed and unsealed local roads and
property tracks provide access within the project tenements

= the North Coadt interstate and Beaudesert branch railway lines, which connects the project to the
Port of Brishane (some 80 km distant)

+ the Swanbank power station
= the proposed Lions Way gas pipeline extending over 145 km from Casino (NSW) to Ipswich
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+ the proposed Logan River Dam site, and

+ the proposed Bromelton Devel opment Area.

Tributaries to the Logan and Albert Rivers cut across the project tenements and generally drain
northwards. The northern tenements are characterised by generally flat, open grazing land adjacent to
residential populations and industrial estate zones. In contrast the southern tenements contain
undulating to mountainous terrain capped by basalt and sandstone surrounding the Lamington National
Park.

Figure 3-19: Location of Lodestone’s Moreton Coal/UCG Project Tenements
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3.4.2 Tenure Considerations

The four EPCs comprising the Moreton Project can be broadly divided into two areas; a northern area
and southern area (Figure 3-19). The northern tenements (EPCs 1299 and 1302) are not contiguous and
cover the townships of Bromelton and Beaudesert (in part — Figure 3-20). The southern tenements
(EPC 1313 and 1524) form a coherent package aong the Border and McPherson Ranges, Lamington
National Park and the Queendand-New South Wales border. The status of the Moreton Project
tenements is provided in Appendix A. [adesine’s izl expendiime eormmimaenl Tar Te oanson
Project tenements is A$1.82 million over three years.
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Only EPCs 1299, 1302 and 1313 are the subject of the earn-in agreement with Moreton Energy, whilst
EPC 1524 is held in a 50:50 joint venture with Moreton Energy. Details of the Moreton earn-in
agreement are outlined in Section 2.1.

In regards to existing restrictions over the current tenure, Xstract notes the following:

Three registered cultural heritage sites exist within the central portions of EPC 1299 and the
intrastate railway cuts north-south through the project. The tenement is further restricted to the east
by the proposed Logan River Dam. Given the project covers arelatively small area, thereislimited
space available should future devel opment be warranted.

Of particular importance to the future development of EPC 1302 is the location of existing and
proposed residential estates on the eastern fringe and to the north of Beaudesert (Figure 3-19). On-
going exploration activities are likely to be impeded by land access and landowner compensation
claims. In the event that exploration outlines an economically viable coa deposit, Lodestone is
likely to encounter significant opposition to mine development.

EPC 1313 is located adjacent to environmentaly sensitive areas surrounding the Lamington
National Park and in the foothills to the Border and McPherson Ranges and the headwaters of the
Albert River. There are a number of exclusion zones within the current tenement, particularly in
the far west and far east of the tenement areain proximity to the designated national park.

Significant portions of the western, southern and east margins of EPC 1524 are designed as
exclusion zones, and would require special permitsto conduct exploration.

Figure 3-20: Locaticn of Lodestone’s EPCs 1299 and 1202 Relative to the Beaudesert and Bromelton

Residential Area
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3.4.3 Geology

The regional geology of the Beaudesert area is dominated by sedimentary and volcanic units of the
Clarence-Moreton Basin. The Clarence-Moreton Basin is an arcuate, intracratonic basin stretching over
a 400 km length and up to 120 km wide within northeastern New South Wales and southern
Queensland. The Clarence-Moreton Basin is depositionally contiguous with the Surat Basin to the west
and overliesthe Ipswich Basin. Tertiary-aged intrusive bodies of the Mt Warning Complex separate the
Queensland — New South Wales portions of the Moreton Basin.
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The Clarence-Moreton Basin comprises relatively undisturbed volcanic and sedimentary rocks of
Triassic and Jurassic age. The Basin is divided into two north trending sub-basins by the South
Moreton Anticline/Richmond horst. To the west of the anticline is the Laidley Sub-basin, whilst the
Logan Sub-basin lies to the east. Table 3-4 presents the genera stratigraphy of the Moreton Project
comprising in descending order.

Table 3-4: Generalised Stratigraphy of the Clarence - Moreton Basin in the Beaudesert Area

Age Stratigraphic Unit
Quaternary Alluvium

Lami Volcani
Tertiary amington Volcanics

Beaudesert Beds

Walloon Coal Measure
Bundamba Group comprising

Jurassic Marburg Formation
Wodgaroo Sub-group
. Ipswich Coal Measures
Triassic

Chillingham Volcanics
Carboniferous Mt Barney Beds
Devonian Neranleigh Fernvale Beds

Of particular importance to Lodestone are the Middle Jurassic fluvatile Walloon Coal Measures. The
Walloon Coal Measures comprise a 1,000 m thick sequence of sandstones, siltstones, shales,
carbonaceous mudstones and coal seams. The seams occur as locally thick, banded intervals, in which
lenticular beds of carbonaceous shale, mudstone, siltstone and sandstone of varying thickness separate
the individual coal bands. The Walloon Coa Measures have been divided into two coal bearing
sequences, the lower and the upper measures, which consist of abundant thinly banded coa plies
separated by up to 100 m of clastic sediments. These measures have been historically mined by
underground methods at various locations since the 1870s.

Characteristics of the Walloon Coal Measures in the Clarence- Moreton Basin include:

+ Thinindividual seams, grouped in placesinto thick seam intervals, of limited | ateral extent.
= Composed of predominantly bright (high vitrinite content) macerals.

+ Banded with tuffaceous claystone partings.

+ Low in sulphur content.

+ The Walloon Coals are mined for both local power station use and for export of good quality
thermal coa. The cod is selectively mined, and for the export market the run of mine coa is
washed to deliver alow ash product.

The sedimentary sequence of the Beaudesert area has been faulted and extensively folded about the
South Moreton Anticline and the Logan River Syncline which are sub-parallel and have a general north-
south orientation. The South Moreton Anticline extends southwards for approximately 60 km from
Ipswich to Rathdowney.

EPC 1302 and 1299 are interpreted to lie along opposing limbs of the Logan River Syncline, as
sediments dip shallowly to the south-southwest in EPC 1302 and steeply to the east in EPC 1299. The
Logan River Syncline is interpreted to be an asymmetric fold with a relatively steep (+20°) western
limb and a much shallower dipping eastern limb (5°). Whilst no faults have been mapped within the
Logan River Syncline, the limited outcrop makes assessment difficult. Faults with displacements of up
to 30 m were reportedly encountered during previous drilling campaigns from within | .adusione s
project tenements.

Volcanic activity was extensive during the Tertiary and has resulted in numerous igneous intrusions
along the eastern limb of the Logan River Syncline and basaltic plateaux capping the Walloon Coal
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Measures within EPC 1313 and EPC 1524. These basalts thicken southwards, inhibiting exploration
and potentially lowering the overall quality and cindering the coals within parts of these tenements.

Local Geology

Previous exploration and mining activities within the area have focussed on the historic Strathnaver
(immediately south of EPC 1299) and Stansfield (EPC 1302) Collieries, as well as the Veresda e Scrub
coal deposit (EPC 1302).

The Strathnaver Colliery comprised underground mining activities focused on a 1.4 m thick seam
accessed by two tunnels.

The Stansfield Colliery reportedly worked a 1.2 m thick seam which was accessed from a 10 m long
adit.

In the early 1990s, New Hope Colleries (now New Hope Coal Australia — “Mew [lape™: completed
extensive drilling at EPC 1302 including eight partially cored boreholes to assess the Veresdale Scrub
coal deposit, which is located some 8 km northeast of Beaudesert. New Hope reported that the coals
encountered were geologicaly consistent with other Walloon Coa sequences, comprising humerous
thin seams of high volatile, high raw ash and low total sulphur coals. These seams continualy split and
dip moderately to the south-southwest within EPC 1302. New Hope interpreted a number of faults
existed across the deposit as aresult of some correlation difficulties between boreholes. New Hope aso
noted that the shallower sequences contained relatively high clay contents and that coa qualities varied
over relatively short distances.

Subsequent drilling by Pacific Coal at the southern end of EPC 1302 suggests that the Walloon Coal's
thin and deteriorate to the south of the Veresdale Scrub deposit. Pacific Coal interpreted the coals
intersected within EPC 1302 were from the lower coal-bearing unit, with the coal-bearing sequence
considered to be laterally discontinuous. The coals intersected by Pacific Coal were characterised by
high hydrogen content, high volatile matter, high reactive macerals content, high ash fusion
temperatures, low sulphur and low Hardgrove Grindability Index.

3.4.4 Coal Quality
Based on a 15% ash product, the average quality results as provided by New Hope were:

Total Sulphur: 0.6%

Yield: 65.4%

Inherent moisture: 5.2%

Specific Energy: 6,540 kilocalorieg/kilogram (or 27.21 MJ/Kkg)

3.4.5 History
Provisns min g aclisvitics within Lodestime”™ currenl prosjec) enenen s aposears 1o have boor reshicted
to the historic Strathnaver and Stansfield Callieries, adjacent to EPC 1299 and within EPC 1302
respectively. The Stansfield Colliery operated around the turn of the 20™ century until 1910 when the

tunnel reportedly collapsed, whilst the Strathnaver Colliery operated between 1932 and the outbreak of
the Second World War.

Drilling by the GSQ aong the northern limit of EPC 1299 intersected the axis of the Logan River
Syncline and recorded 705 m of Walloon Coal Measures.

Himce that e, the area covered be Lodesiene”s coment wenement= have been the subject of intermittent
exploration, with the major programmes being undertaken by New Hope between 1978 and 1992 and
by Pacific Coa in early 1980s. Activities completed during these exploration phases included
interpretation of aerial photography and Landsat imagery, reconnaissance geologica mapping, grab
sampling, auger, open hole and core drilling, downhole geophysical logging and coa quality testwork
(Figure 3-21).
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Figure 3-21: Historic Borehole Locations in the Beaudesert Area
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Source: Lodestone

EPC 1299

Within EPC1299, New Hope completed a number of holes, reportedly intersecting a 3.5 m thick banded
seam to the north and east of the Strathnaver Calliery. This seam dips gently to the west. Pacific Coa
drilled asingle hole (BDO1R) to atotal depth of 166 m along the southern boundary of EPC 1299. This
hole intersected 2.2 m of coal and mudstone (estimated to contain 65% coal) at a downhole depth of
12.1 m and 8.8 m coal and mudstone (estimated to contain 40% coal) at a downhole depth of 52.2 m.
Outside of these areas, the tenement was largely unexplored.

EPC 1302

Meww TTaze explored the acrea surrounding and coverss »¥ Lowdestens’s 20 1302 berween 1578 and
1983 under AP221. A total of eighty six (86) holes were completed targeting two unnamed seams
within the Walloon Coal Measures. Some of these holes were geophysically logged and eight (8) holes
were partialy cored. The 86 holes were drilled in various series - 1200, 1900, 2200, and 6000. The
geological model was based entirely on 6000 series holes as these holes were logged from chips,
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geophysically logged, and the hole locations surveyed. This work resulted in the definition of a small
in-situ coa deposit (which remains to be reported in accordance to the 2004 JORC Code) at depths of
12 m to 100 m below surface. Approximately 60% of the reported in-situ tonnage is estimated to lie
withiv [adesione’™s ERC 13020 RBubscanent gquality lesting seas undertaken s characterise the coals

present within EPC 1302.

Pacific Coal drilled two holes at the southern end of EPC1302 in 1982. One hole (BRO7R) intersected a
1 m thick coaly horizon (estimated to contain 67% coal) a 98 m downhole depth; the other hole
(BDO8R) intersected 3.4 m of coa and mudstone (estimated to contain 47% coal) a 151 m downhole
depth and 3.5 m of coal and mudstone (estimated to contain 37% coal) at 161 m downhole depth.

No drilling has been reported over the Stansfield Colliery, sinceits closure in 1910.

EPC 1313

Despite a number of coal occurrences being reported within EPC 1313, only cursory exploration
appears to have been undertaken over the area. The most significant occurrence was reported in the
Powell Duffryn report (1949) and comprises a 2 m thick outcrop of coal at the headwaters of the Albert
River. Other occurrences include significant outcropping coal seams in the cliffs and banks of the
Albert River, Widgee Creek and Christmas Creek.

Whilst the area was held by New Hope until 1979, no reported exploration was conducted on the
current lease area. No further exploration was undertaken over EPC1313 after it was relinquished by
New Hope.

EPC 1524

New Hope explored the area covered by EPC 1524 between 1978 and 1983, reportedly locating
numerous coal outcrops within the rugged terrain, of which some were subsequently assessed by
drilling and a resistivity survey. Whilst numerous coal horizons were encountered during the drilling
programme, virtually all seams were intruded by mafic sills or heat affected.

The resistivity survey conducted indicated potential for small coal-bearing areas. No further
explarancen was condusted ever 1ae ares untl Ladestone s mecent dulling progeaaume.

3.4.6 Lodestone’s Exploration Activities

Upon entering into the Moreton farm-in agreement, Lodestone commenced a review of al available
regional borehole data, seismic surveys, aerial magnetic surveys, and remote sensing imagery. This
review outlined several potential exploration targets and exploration strategies within the project
tenements, as well as significant structural and possible igneous features.

Since that time, Lodestone has completed a total of 48 open boreholes and two core holes designed to
test the coal seams within its Moreton Coal /UCG Project tenements.

EPC 1299

A total of 12 open holes (1,901.12 m) and one core hole were completed within EPC 1299 during 2009.
Two holes located along the western tenement margin intersected Marburg Sandstone, a basement unit
to the coal seams within the Walloon Coal Measures. Intersections in the central portion of EPC 1299
reportedly comprise thin (mostly <1 m) and interbanded coals lying at depths of greater than 100 m. A
thicker coal intersection was encountered at a downhole depth of 25to 32 m in BR0OO7, however the coa
was partly oxidised and high in ash. Step out drilling intersected the coal horizon at shallow depth. The
coal reportedly comprises carbonaceous material and is steeply dipping between holes suggesting a high
degree of structural complexity.

EPC 1302

Lodestone completed eighteen (18) open holes for 3,209.2 m and one core hole within EPC 1302 during
2009. Drilling was conducted along existing roads to facilitate access and was designed to test three
distinct areas; northern, central and southern. The northern area was known to host shallow coal
associated with the Veresdale Scrub deposit. The central area was targeted to assess the lateral
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continuity of the known coal seams southwards. Based on earlier exploration programmes, the southern
areawas also known to host the Walloon Coa Measures.

Drilling conducted at the southern end of the tenement intersected multiple, narrow (< 1 m thick) coa
seams with many terminating in the Walloon Coa Measures, whilst intervals of Marburg Sandstone
were recorded aong the eastern margin of the EPC. Upon progressing northwards, four of the five
holes completed by Lodestone encountered a substantial mafic intrusive sill which appears to have
replaced and/or thermally degraded the cods of the central area. The fifth hole in the central area
intersected the underlying Marburg Sandstone.

Recent drilling by Lodestone was restricted to assessing the potential for shallow coal associated with
the Walloon Coal Measures and did not assess the presence, continuity or thickness of deeper coal
seams as reported by other third parties to the west of EPC 1302. Drilling in the northern area and
along the southern extension to the Veresdale Scrub deposit intersected two seams within the Walloon
Coal Measures. Lodestone also completed an intermediate hole between the northernmost and central
drill lines to test the southern limit of the Veresdale Scrub deposit. This hole intersected the Walloon
Coal Measures at the top of the hole before entering a mafic sill a 100 m downhole depth. This
suggests that there is limited opportunity to expand the currently defined coal tonnagesin this direction.

Lodestone collected severa cores to verify the accuracy of the original coa testwork undertaken by
New Hope. The results of thisanalysis are still pending.

EPC 1313

A total of nine (9) open holes for 1,041 m were drilled by Lodestone within EPC 1313 during 2009. In
the north, several holes encountered intervals of loose and fractured basalt which caused several casing
collapse events, with five holes failing to penetrate the basalt. In the south, a window in the basalt
afforded direct access to the outcropping Walloon Coal Measures. Hole AR8 was the only haole to
intersect coal and encountered several one metre intervals at downhole depths of 55 m, 73 m, 108 m and
a 20 m coa and carbonaceous siltstone interval at 143 m. This hole was carried out in proximity to
exposed coal (within aroad cutting) and on atopographic high ridge system.

EPC 1524

Lodestone completed a total of nine (9) open holes for 1,239 m within EPC 1524 during 2009. All
holes intersected the Marburg Sandstone, without encountering the Walloon Coal Measures. Lodestone
interprets that upwarping associated with the South Moreton Anticline and Tertiary intrusives linked to
the Mount Warning Complex has resulted in the erosion of the Walloon Coals prior to the emplacement
of thick Tertiary basalt cover.

3.4.7 Exploration Potential

Exploration to date by Lodestone has demonstrated that the project area is unlikely to contain large
tonnages of coa with the targeted coal quality. Two coa seams are present within EPC 1302, however
the plies tend to be thin with significant amounts of interburden material present, thus reducing the
potential for an economic coal deposit.

The Veresdale Scrub deposit represents the best target going forward, however its future development is
likely to be impacted by adjacent residentia areas and the potential to negotiate access to the northern
half of the deposit.

The tenements appear to be intruded by a number of igneous bodies and capped by Tertiary basalt
cover. This has resulted in the Walloon Coal Measures being locally heat affected or replaced by
intrusives. Elsewhere the continuity of the coal bearing sequence has been disrupted by structurally
complex zones associated with the South Moreton Anticline and Logan River Syncline.

Gased on Lodestone™ s 2009 explaration progragume . Xaract understands thar Ladestone plans to

= Conduct afollow-up drilling programme comprising two to three holes to establish the relationship
between the carbonaceous intercept encountered in the southern portion of EPC 1299 and the seams
worked in the Strathnaven Colliery.
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+ Undertake further drilling to assess the extensions of the V eresdale Scrub deposit.

+ Undertake further investigation of the coal intersection encountered within borehole AR8 and carry
out targeted drilling along topographic highs in the south of EPC 1313 to test for preserved
remnants of the Walloon Coal M easures sequence.

Based on its review of the Moreton Project tenements nominated for future UCG development (EPCs
1302, 1313 and 1524), Xstract notes the following:

o [odesiene™s recert dalling campaign tested shallow coal seams associated with extensions to the
Veresdae Scrub deposit and other regiona targets. In general, this drilling programme was
shallow in nature (i.e. ranging from 138 to 222 m total depth) and outlined:

- Thelatera extent of the coal seams within the Moreton tenements

- The presence of multiple thin seams (mostly < 1m thickness)

- Thestructural complexity of the areawith numerous faults and igneous intrusions present
- TheProject tenements lie in proximity to the axisto the Logan Anticline

- Tertiary basalt cover haslocally cindered the coal and impedes drilling assessment.

- Seam continuity remains untested to the west.

+ Boreholes along the southern margin of EPC 1302 were mainly terminated within the Walloon Coal
Measures, with al holes reportedly intersecting multiple coal occurrences of seams lessthan 1 min
thickness at various depths.

= The deformed nature and presence of multiple faults and igneous intrusions suggests the potential
for UCG associated with shallow coa seams may be limited.

+ However, the potential for deeper coa measures, as encountered in CSG wells located to the west
and auside of Lideslone’s EPC1302 (refer next points), remain to be assessed by future
exploration programmes. The most important considerations going forward will be the presence,
continuity and structural complexity of these deeper seams within EPC1302.

+ Portions of the Moreton Project (including the southern part of EPC 1302) are covered by Arrow
[mergy s AT 4P, Importantly, the coal potential down-dip of the Veresdale Scrub deposit in
[asibestamns™= EPCTM2 i5 nol cnenmbered by Amoas AT G448

+ Two CSG boreholes located approximately 1 ki wesr of Lodestone™s ERCLI02 and within ATT
644P intersected multiple coal seams of variable thickness, including several thick seams (3 to 8 m)
at depths ranging from 150 to 581 m below surface. The intersected seams are reportedly high ash
(40 to +50%), high mineral content (55 to 75%) and comprise generally banded, dull or stony coals
to carbonaceous shales and associated CSG. Several seams may have been affected by heating
from igneous intrusions. Seismic data suggests these coals occur on an anticlina structure,
however the extent and impact of faulting on the coal's has not been evaluated to date, albeit that a
significant fault was encountered at 581 m depth.

+ Under the current legislative regime in Queensland, the development of CSG within a granted ATP
has priority over any UCG contained within overlapped portions of the Moreton Project.

+ Carbon Energy holds an adjacent tenement to the south of EPC 1302 and is reportedly targeting
multiple coal seams encountered at depth by previous drilling campaigns. The targeted seams
occur at depths greater than generaly tested by Lodestone in its recent drilling programmes at
Moreton (i.e. >140 m total depth).

+ Whilst the coa resource requirements for a small UCG power plant are not particularly onerous,
within the broader Clarence-Moreton Basin, only limited (small) areas offer UCG potentia and
thus it is likely to necessitate considerable detailed geological and geophysical works as well as
further focussed drilling to effectively delineate such areas.

Given there is alack of meaningful data, Xstract has elected not to assign a value to the UCG potential
of l.anduliane™s Moreton Project at thistime.
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4 PROJECT VALUATIONS

4.1 Valuation Considerations

The VALMIN Code classifies mineral (including coa) assets according to the maturity of the asset (Table 4-1).

Table 4-1: Mineral Asset Classification (VALMIN, 2005)

Mineralisation may or may not have been defined, but where a Mineral

Exploration areas Resource has not been identified

Considerable exploration has been undertaken and specific targets
Advanced exploration identified. Sufficient work has been completed on at least one prospect to
areas provide a good geological understanding and encouragement that further
work is likely to result in the determination of a Mineral Resource.

Mineral Resources and/or Ore Reserves have been identified and their
extent estimated. A positive development decision has not been made.
This includes properties where a development decision has been negative
and properties are either on care and maintenance or held on retention
titles.

Committed to production but not yet commissioned or not initially
operating at design levels.

Pre-development
projects

Development projects

Mineral properties, in particular mines and processing plants, which have

Operating mines been fully commissioned and are in production.

The VALMIN Code defines value as the Fair Market Value of a minera asset. The Fair Market Value is the
amount of money (or the cash equivalent of some other consideration) for which the minera asset should change
Fanda o the Walwalion Thle helbaeen o willing Tvever and a swilling seller inoan om’s length tamsaclion. Hach
party is assumed to have acted knowledgeably, prudently and without compulsion. In essence, the fair market
value of the mineral asset comprises:

¢ LThe underlyving or “Technical Value® which iz a1 aseament ol @ mineral ssse’s Diome coonemie banelil
under a set of assumptions, excluding any premium or discount for market, strategic or other considerations.

= The market component which is a premium relating to market, strategic or other considerations which
depending on circumstances at the VValuation Date, can be either positive, negative or zero.

In assessing the value of the various tenements held by Lodestone, Xstract has considered both the Technicd
Value and the Fair Market Value of these mineral assets. 1t is imporiant. s ek e Xatract”s valualior is Tasaed
on the assets held by, or subject to farm-in by Lodestone, not the corporate entity itself. Asaresult any positive
o negralive mplicalions arizing mom Ladestione®™s cotperate shuchne hawve nol been Lakeen il aceconl in this
valuation.

4.2 Valuation Approach

Xslrael™s appraach has heon laoese @ sum of parts valuation which relies upon the following key assets and
valuation methodol ogies:

+ The Tambo and Moreton Coal/UCG Projects primarily using the Geoscientific Rating Method with support
from transaction multiples, the Appraised Value Method and Farm-in Commitment Analysis.

¢+ The Tambo CSG Project primarily using an Industry Rule of Thumb approach based on CSG companies
and recent market transactions considered to have similarities to the project. Supporting evidence from the
Appraised Vaue Method and Farm-in Commitment Analysis has also been considered by Xstract.

Further details regarding the valuation methods used by X stract and the assumptions regarding these methods as
applied to the valuation of Lodestone™s exploration interests in presented in Appendices C and D.
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4.3 Valuation of Lodestone’s Assets

4.3.1 Tambo Project

Geoscientific Rating Method
Xstract has used the Geoscientific Rating approach as its primary valuation method to determine the
Fair Market Value of a 100% interest in the Tambo Project (Table 4-2).

T 3etrae! s opindom, e madae! vale of Lodeslonc™= in.erest in Lthe coal exploration potentia of the
Tambo Project tenements as outlined using the geoscientific rating method lies in the range of
A$15.8 million and A$54.9 million with a preferred value of A$35.3 million.

Taking into account the current equity interests in the project tenements, the value of the interest to be
acquired by Lodestone is outlined in Table 4-3.

Comparable Transactions
Xstract has also undertaken a comparison with values implied by recent market transactions involving
coal and UCG exploration projects in Australia. Where possible these transactions have been
restricted to Queensland, however given the paucity of UCG transactions, Xstract has also considered
recent transactions in other States in forming its valuation opinion. Whilst limited, the transactions
identified are outlined in Table 4-4.

Xstract notes the following in relation to the transactions outlined above:

*= There have been very few recent transactions involving early stage coal exploration projects, with
most transactions involving projects with defined resources/reserves or operating mines

= Similarly, thereis also a paucity of recent early stage UCG transactions

= Severd offers for early stage exploration properties were subsequently withdrawn. However,
Xstract considers these offers to be instructive in determining the price likely to be paid by the
market and hence has included these.

* The Stanmore and Gullewa transactions involved the acquisition of the corporate entity, not just
the underlying asset, and therefore may include consideration of other items such as cash,
equipment, inventories, etc.

= The Cougar Energy transaction with Eneabba Gas includes a supply contract and hence is likely
to be at multiples higher than would be expected for the tenements on a stand-al one basis

s« The Dragon Energy and Gullewa transactions in September 2009 involved tenements that
predominantly remained in application.

*+ With the exception of the Liberty transaction, none of the other transactions involve tenement
ek sl cormparalle <iec b Dodesione s Temba Prjoel.,

Xstract™s ‘“'”'l.'!':"'“ ol e e cel Fransaction:  ndicaies thel the i|'|1p]ir:.1 alne ol am -_'iJT]:',' ERIfX cod
and UCG exploration project generally ranges between A$1,000 to A$5,000/km?. Tenements which
remain to be granted are likely to trade at a discount to these implied values. In contrast more
advanced or strategically located coa exploration projects may have considerably higher implied
values.

On this basis and given e Tunthe Prjoel’s rerele Tocaron and Tack ol proeviews ecals 706G
exploration, Xstract has elected to assign a value of A$2,500/km? t Ladestone's GI'C applications
and A$3,0000km® t Lowdestans™s granted TI'Cs offering potential for conventional coal deposits
within the Tambo Project (Table 4-5). For tenements also offering potentia for UCG (over and above
the conventional coal), Xstract has elected to assign a value of A$3,500/km? t Ladestone's GG
applications and A$4,000/km?” t> Ledestone s granted TFCs.
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Table 4-3: Tambo Project Value of Interest to be Acquired by Lodestone using the Geoscientific Rating

Approach
Tenement Ir:')e;eeSt L:;" H‘i\gh B:;e
acquired

EPC 1414~ 100% 478,000 1,610,000 1,044,000
EPC 1415~ 100% 1,432,000 5,366,000 3,400,000
EPC 1417~ 100% $473,000 $1,180,000 $826,000
EPC 1418~ 100% $525,000 $1,180,000 $853,000
EPC 1481~ 100% $525,000 $1,180,000 $853,000
EPC 1482 100% $894,000 $2,684,000 $1,790,000
EPC 1484 100% $525,000 $1,180,000 $853,000
EPC 1621 50% $113,000 $503,000 $308,000
EPC 16227 50% $236,000 $886,000 $561,000
EPC 1623 50% $671,000 $2,982,000 $1,827,000
EPC 16247 50% $715,000 $1,987,000 $1,351,000
EPC 1625" 50% $251,000 $644,000 $448,000
EPC 16327 50% $263,000 $1,476,000 $870,000
EPC 1633~ 50% 65,000 260,000 163,000
EPC 1644 50% 186,000 560,000 374,000
EPC 1697/ 50% 6,000 109,000 58,000
EPC 17197 50% 193,000 894,000 544,000
EPC 1776" 50% 358,000 1,610,000 984,000
EPC 1777~ 50% 176,000 442,000 310,000
EPC 1784/ 50% 119,000 397,000 258,000
EPC 1786 50% 423,000 1,412,000 918,000
EPC 1788~ 50% 358,000 796,000 577,000
EPC 1789 50% 447,000 2,237,000 1,343,000
EPC 1794/ 50% 356,000 792,000 575,000
EPC 1795 50% 299,000 1,118,000 708,000
EPC 1800/~ 50% 60,000 179,000 120,000
EPC 1993 50% 156,000 978,000 567,000
Total $10,303,000 $34,642,000 $22,483,000

~ applications discounted by 20% to account for uncertainties in timing and conditions of grant
*- includes a market factor of 50% (refer to Appendix D)

10% premium applied to underlined tenements which are overlapped by ATP 1020
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Table 4-4: Recent Transactions Involving Coal and UCG Exploration Projects
Implied .
Project Value on I"':a‘::::d
Date Parties Interest Consideration Area 100% (A$/
(km?2) basis )
(A$ M)
Coal Projects
Surat/Clarence Stanmore Coal Acquiring
~ Moreton, e CometCoal&  100%in  A%830,00 cash g, $2.65 $3,800
Bowen (QLD) Coke Comet
Surat/Clarence Gullewa
- Moreton, Sep . Acquiring
S, LEE 2009 Mineral & Coal 100% in MCI 6.85 M shares 2,268 $0.50 $275
Investments
(QLD)
Tiaro Coal .
Surat, Bowen May Acquiring
(QLD)# 2009 Bundaberg 50% A$2.2 M 954 $4.40 $4,600
Coal
Clarence AE i
May Resources Acquiring
Moreton 2009 Bundaberg 50% A$1.5 M 2,706 $3.00 $1,100
Sk Coal
) AMCI A$25 in
A'pl_rl‘)a' Galilee 250e0p8 Bandanna  Earning 50%  exploration 2,631 $50.00 $19,000
(QLD) Energy expenditure
Surat, Bowen, Wavenet, . A$3 M cash +
Mulgildie, SN Ansett At A$1 M in 590 $8.00 $13,560
Ipswich (QLD)# Resources ° exploration
Feb Cockatoo Coal Acquiring
Surat (QLD) 2008 Aquila Coal 100% A$3 M cash 816 $3.00 $3,700
A$2.5 M in
Dec Enterprise exploration
Bowen (QLD) 2007 Energy Earning 25% expenditure 642 $16.0 $24,900
Bandanna and A$1.5 M in
shares
UCG Projects
A$1.5M
R | expenditure, a
Taralgon” Oct Ressgfces L ROy Hhas
cliellele < Earning 70%  and repayment 154 (excluding $23,200
(VIC) 2009 Greenpower .
of $1 M in royalty)
Energy .
previous
expenditure
) A$110,000 in
Yalungah and Sep Earning e
Agnes~ (VIC) 2009 Syngas initial 25% eixp‘zg;?tt:’rg 792 $0.44 $5,600
Mirboo (VIC) zsoeopg G“Eigpr’g;"er Sell 100% $2.8 M 700 $2.80 $4,000
Dragon A$3.5 M in
surat/Clarence Sep Energy . exploration
- Moreton, Earning 85% ) 5,626 $4.12 $730
Bowen (QLD) 2009 Altera expenditure
Resources over 3 years
Aug R(Ia_ls?)irrtcyes A5750:0000in
) o .
Surat (QLD) 2009 Clean Global Earning 60% expenditure 154 $1.25 $8,100
over 3 years
Energy
. Aug Cougar Energy Acquiring
Kingaroy (QLD) 2009 Cockatoo Coal 49% 15 M shares 114 $2.88 $25,200
Surat/Clarence Revised
— Moreton, Apr Liberty terms for 9 M shares +
Denison Trough 2009 Resources 100% A$300,000 04000 LB e
(QLD) acquisition
Apr Cougar Energy Acquiring
*
Sargon (WA)*# 2009 Eneabba Gas 100% 30 M shares 1,000 $15.0 $15,000
Ma Cougar Energy Acauirin A$250,000 in
Kingaroy (QLD) 200y7 Metallica gl% 9 exploration 114 $0.25 $4,300
Minerals expenditure

# - Withdrawn

A~ - Underground coal to liquids (UCTL) transaction
* - includes supply contract
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Table 4-5: Tambo Project Value# based on Transaction Multiples
GeE Assigned Implied Value Interest ‘II:tI:fe::
Permit Status (km?) value , 100% basis to be to be
(A$/km?) (A$ M) acquired acquired
EPC 1414 Application 924 $2,500 2,310,000 100 2,310,000
EPC 1415 Application 924 $3,500 3,234,000 100 3,234,000
EPC 1417 Application 924 $2,500 2,310,000 100 2,310,000
EPC 14184 Application 924 $3,000 2,772,000 100 2,772,000
EPC 1481 Application 924 $2,500 2,310,000 100 2,310,000
EPC 1482 Granted 924 $4,000 3,696,000 100 3,696,000
EPC 1484 Granted 924 $3,000 2,772,000 100 2,772,000
EPC 1621 Granted 231 $3,000 693,000 50 346,500
EPC 1622 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1623 Granted 924 $3,000 2,772,000 50 1,386,000
EPC 1624 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1625 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1632 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1633 Application 499 $2,500 1,247,500 50 623,750
EPC 1644 Granted 385 $4,000 1,540,000 50 770,000
EPC 1697 Application 484 $2,500 1,210,000 50 605,000
EPC 1719 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1776 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1777 Application 761 $2,500 1,902,500 50 951,250
EPC 1784 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1786 Granted 875 $3,000 2,625,000 50 1,312,500
EPC 1788 Application 924 $2,500 2,310,000 50 1,155,000
EPC 1789 Granted 924 $3,500 3,234,000 50 1,617,000
EPC 1794/ Application 921 $3,000 2,763,000 50 1,381,500
EPC 1795 Granted 924 $3,000 2,772,000 50 1,386,000
EPC 1800 Application 154 $2,500 385,000 50 192,500
EPC 1993 Granted 539 $3,000 1,617,000 50 808,500
Total 21,481 $60,645,000 $40,024,500

# inclusive of UCG potential

~EPC considered prospective for UCG but not currently nominated by Lodestone for future UCG development and as such has
been discourted in Xetract's evaluation.

Note: EPC 1789 is also considered prospective for UCG however is covered by a third party held petroleum tenure which under
Queensland Government policy grants priority over the contained gas to CSG purposes (i.e. the overlying ATP). As such, the
U5 potzntial has nat Eeen considersd in ®etract's avaluation.

Appraised Value

In considering the value of the exploration potential of the Tambo Project, Xstract has aso considered
the previous expenditure completed on the tenements. We regard the Tambo Project as a very early
stage exploration project however there is sufficient information available from petroleum exploration,
GSQ stratigraphic drilling and water boring during the 1970s through 1990s, with several millions of
dollars spent. Whilst these activities were not targeted at assessing the coal potential of the area, they
have identified the presence of coa and aided in an understanding of the sub-surface distribution of the
coal bearing sequences albeit at a very wide scale.

Lodestone has advised Xstract that it has not currently outlined a forward programme for the Tambo
Project, pending the grant of numerous tenements and initial target generation work. As such, Xstract
has used Losidusione s expendilue commilments for 2010 as its basis of assessment, as without meeting
these requirements the tenements may have to be relinquished. Expenditure commitments for 2011
onwards were not included on the basis that these expenditures are contingent on the results of the 2010
exploration programme. Xstract considers the proposed 2010 expenditures to be redlistic within the
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context of the work completed to date and the targets identified. Total estimated expenditure on the
Tambo Project is summarised in Table 4-6.

The future assessment of the Tambo Project includes provisions for early stage exploration and
advanced studies such as open hole and core drilling to test the identified coal seams, as well as define
and support the estimation of Coa Resources prepared in accordance to the JORC Code and associated
test work. Based on the available information, Xstract considers that Lodestone has given adequate
consideration to the conceptual nature of the targets identified in the various tenements.

Farm in Commitment Analysis

As outlined in Section 2.1, Lodestone entered into a farm-in agreement with Tambo Coal & Gasin
December 2009 in relation to seven EPCs (EPCAs 1414, 1415, 1417, 1418, 1481 and EPCs 1482 and
1484) covering a combined area of 6,468 km? in the Tambo area. Under the terms of the Tambo Coal
Agreement, Lodestone will be entitled to a 50% interest in these tenements by incurring A$5 million in
staged exploration expenditure over four years (i.e. for each A$1 million in expenditure, Lodestone is
entitled to a 10% interest).

The total expenditure commitment of A$5 million to earn a 50% interest in these seven tenements
implies a notional vaue of A$100,000 per 1% as at the transaction date. Consequently the implied
value of a 100% equity interest in the seven Tambo tenementsis A$10 million as at the transaction date.

However, this view does not take into account:
+ thetime vaue of money; or

= the probability that Lodestone will ultimately incur the required expenditures to earn a 50% interest.

Discounting the required four year exploration expenditures at an interest rate of 5% (representing the
current cash interest rate) provides an adjusted implied value of A$8.86 million on a 100% equity basis
as at the transaction date, assuming the earn-in is successfully completed.

Based on an analysis of recent transaction data, Xstract has aso determined the implied value of these
tenements estimated using the probabilities of a generic joint venture progressing through to completion
at different years (Year 1 to 4) to be 80% (Y1), 40% (Y 2), 50% (Y 3) and 60% (Y 4), thereby providing a
cumulative probability of 9.6%. These probabilities reflect that the overall successrate of joint ventures
progressing to completion is low, with alarge number of joint ventures being withdrawn in the first year
and greater numbers progressing thereafter. On this basis, the risk adjusted implied value of the seven
Tambo tenements is estimated by Xstract at A$851,000.

However, it could be argued that Ladestans s recent agreement to acquire a 100% interest in these and
other tenements (which are the subject of this valuation), indicate that L odestone was willing to incur all
expenditures required to earn the 50% interest as originally set out in the Tambo agreements. As such,
the maximum value of the seven Tambo tenements would then be represented by the unadjusted implied
value (i.e. A$8.86 million).

On this basis, Xstract considers the value of the seven earn-in tenements at Tambo lies in the range
A%$0.85 to A$8.86 million with a preferred value A$4.85 million, representing the mid-point of the
range.

4.3.2 UCG Potential

Introduction

UCG isarelatively new industry in Australia however similar projects have been successfully executed
in the former Soviet Union, and proposed in the US and Europe. Currently only two countries have
operational UCG sites (South Africa and Uzbekistan), while the remaining projects are in feasibility and
development phases.
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UCG is the gasification of coa in-situ, which results in a more efficient extraction of energy compared
to coal mining and CSG. It is both an extraction process (like coal mining) and a conversion process
(gasification) which produces a synthetic gas or syngas for use in power generation, chemical feedstock,
fertilizers, diesdl, jet fuels and hydrogen. The gasification of coalsis not a new technology having been
widely used up until the 1960s. The technique offers may benefits over traditional methods of
extraction including:

* Lower capital and operating costs than conventional mining or CSG methods
= May beused to extract energy from stranded or lower quality coals

» Limited or no mining and/or transport for processing

* Minimal personnel

» Enhanced energy recovery from the coal resource

* Minimal surface footprint and associated reduction in environmental degradation of the surrounding
area

» Theresidue (ash) remainsin-situ with no disposal issues

s Providing capture and sequestration are used, the process has low CO, emissions

There are two different approaches to producing UCG. The first method relies on vertical wells and
reverse combustion to develop interna pathwaysin the coal. This process has been successfully applied
by Linc Energy at Chinchilla

The second method uses horizontal in-seam boreholes with a moveable injection point known as a CRIP
(controlled retraction injection point) and generally uses oxygen, oxygen and steam or enriched air for
gasification. This method has been trialled by Carbon Energy at Bloodwood Creek as it provides
greater control of the gasification reactions, aswell as optimising syngas production.

Under the UCG extraction method up to 75% of the inherent energy with the coal seam can be extracted
compared to only 5% using the CSG method which uses the free methane gas contained within the
seam. Company value however, is typically driven less by the amount for resources held and more by
the choice and implementation of technology to generate energy. Therefore, once a company is able to
demonstrate it can economically extract the useable energy contained within its defined resources using
its preferred technology, there is likely to be a significant uplift in the asset and company va uation.
Additionally, value is driven by how well the company capitalises its resources through planned capital
works, with electricity generation incurring the lowest capital requirements relative to other commercial
applications of UCG syngas.

The Australian UCG sector is currently dominated by Linc Energy, with Carbon Energy and Cougar
Energy also being significant players. Other smaller companies in the sector include Rey Resources,
Liberty Resources, Clean Globa Energy and Metrocoal. Until recently, Linc was considered the leader
in the sector, however setbacks in its planned Chinchilla coa-to-liquids project have reflected
negatively on the company and the UCG sector as a whole. Cougar Energy and Carbon Energy have
both made significant progress developing the Kingaroy and Bloodwood Creek projects respectively
and are competing with Linc in their timelines to first production. None of the aforementioned
companies have production or earnings, so comparisons based on discounted cashflows or enterprise
values/production multiples are not possible, nor relevant.

In-situ Energy

UCG is an emerging industry and the benchmarking or rule of thumb comparables have not yet been
fully established. Furthermore, whilst many companies present the total tonnages outlined in resources,
it is often more relevant to discuss the comaned cneree i pelaowle PRI or gicagoe (R oms
when discussing UCG applications.

Trorder T walue the D0 potential of Todestome™s nominaled evements seithin he 'Tembe Projeal,
Xstract has firstly considered the likely in-situ energy able to be exploited within these tenements (refer
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to Section 3.3.6). A peer comparison with other UCG focussed companies was then conducted with the
enterprise value and amount of implied energy taken into account (refer to Table 4-7).

Table 4-7: Comparable UCG Companies

Company Share price En‘tlearlzreise JORC Coal Implied A($3/P(§J
(25/02/10) A$ M Resource (Mt) Reserves (PJ)*

Linc Energy $1.55 728 7,800 78,000 0.009
Carbon Energy $0.55 322 1,042.8# 0.31
Cougar Energy $0.10 97 414 4,140 0.02

Rey Resources $0.16 43 511 5,110 0.008
Liberty Resources $0.10 14 3,200 32,000 0.0004
Clean Global Energy $0.14 12 300 - 500~ 3,000 - 5,000 0.0024 - 0.004
Metrocoal $0.21 13 58 580 0.02

*assuming 20PJ/tonne and 50% recoverable
# certified 3P Reserves
~exploration target

It is interesting to note that as UCG companies and properties currently trade at a discount to those in
the CSG industry (refer Appendix E), reflecting market sentiment to the emerging UCG technology in
Australia and the government s restrictive pasliey sm the secier. The realisatian ol e Tambe Projec) s
UCG potential is subject to the following factors:

+ Successful exploration to define appropriate coal measures within the project and the associated
conversion of these into certified reserves/resources

+ The UCG policy of the Queensland Government, which precludes further site development at this
stage

+ The successful development of UCG technologiesin Australia

Based on its analysis of the companies outlined in Table 4-8, Xstract does not consider any to be truly
comparable to Lodestone, with al being either largely reliant upon the UCG potential aone or
significantly more advanced in their evauation and development of the UCG potential and
marketability of their respective projects. However, whilst Clean Global Energy has entered into
various commercial agreements and developed its UCG marketing concept, the status of its projectsis
the mosr consistent with Lodestone’s s Toth aompames need to define a JORC Code compliant Coal
Resource or certified reserves capable of supporting a UCG operation.

In forming its opinion, Xstract has also considered recent market transactions involving UCG properties
(Table 4-8).

Table 4-8: Selected Recent UCG Transactions

Purchase
. . . Coal Resource / price on .
. Implied Val
Project Transaction Details Type Reserve 100% basis plied Value
(AUS)
In September 2009, Linc  Energy Exploration $0.0008/t or
completed its acquisition of a 100% p $0.00008/G]
. R . K UCG target of 7 to 8 $6.055 M
interest in the Powder River Basin Bt (non-JORC) (based on 7.5 Bt
tenements for a consideration of US$5 M. target)
In June 2009, Linc Energy ceased
negotiations with Xinwen Mining Group Inferred $1.76/t or
Emerald* regarding a proposed acquisition of a UCG Resource of 852 $1.5 Bn $0-176/GJ
140% inbarasl in Linc's Cireiakl bernenenl Mt .
for $1.5 Billion.
Historical target
In October 2008, Linc Energy finalised the of 900 Mt $0.115/t or
acquisition of a 100% interest in SAPEX UCG, oil 65,000 km? in $104 M $0.011/GJ of
Limited for approximately $104 M. Arckaringa and historical resource

St Vincent Basins
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Purchase price

Project Transaction Details Coal Type R:source / on 100% basis Implied Value
eserve
(AUS)
Inferred Coal $1.70/t
In June 2008, Metex shareholders ::ﬁzz;ﬁ;i;ig $8$582058C¥/F2J()0r
Carbon f”"p'w"q bt saiistiben Wl Egs Sl UCG, CTL contain 2,000 PJ $170.5 M contained
Energy interest in Carbon Energy for $2.4 M cash .
and 103.5 M ($0.80) shares with 1,000 PJ $170,500/PJ (or
: : . potentially $0.17/GJ)
recoverable) recoverable
In June 2008, Blackham Resources
exercised an option to acquire a 100% Inferred $500,000
Zanthus interest in the Zanthus lignite project for Resource of 164 (excluding $0.003/t or
$100,000 cash, $400,000 in shares. A Mt contingent $0.0003/GJ]
further contingent payment of $200,000 is payments)

payable upon a decision to mine,

In order to undertake a valuation of the UCG potential of the nominated Tambo tenements on a $GJ
basis, Xstract has assumed approximately 42,000 to 224,500 PJ may be derived from gasification of
coal seams (refer to Table 3-2). Note that only tenements which have been nominated by L odestone for
UCET have been inelided in Xshaet™s evaluation.  Based on the aforementioned and given the pre-
s shilis o Losdestore™s Tambo Project, Xetmel comaiders the markel s lileely e pay i e range

A$0.0001/GJ to A$0.0003/GJ for the inherent UCG potential of these tenements.

Based on these factors. Xamract™s eaimate of the value of the UCG potential at the Tambo Project,
derived using A$/GJis outlined in Table 4-9.

Table 4-9: Tambo UCG Project Value based on A$/GJ

100% Basis Interest to be acquired

- Low High Preferred Low High Preferred
Units
value value value value value value
UCG estimate* PJ 42,000 224,500 108,300 33,800 166,200 80,600
Selected GIP
ratio rangen A$/G] 0.0003 0.0001 0.00015 0.0003 0.0001 0.00015
Value A$ M 12.61 22.45 16.25 10.13 16.62 12.10
Total A$ M 12.61 22.45 16.25 10.13 16.62 12.10
*based oOn _cdestcne=s  nominabed UCC tenements only and  dws  ecloding EFCs 141%  and 1744

Based on a conversion ratio of one PJ equals one million GJ.

~ GIP ratio applied on a resource confidence basis, hence higher confidence (P90) is given a higher value metric than
lower confidence (P10)

Conclusion

In assessing the value of the Tambo Project, Xstract is of the opinion that whilst theoretical in nature,
the Surat Basin concept as proposed by Lodestone has merit. Initial exploration works are underway to
confirm Loedestene’s hvpochews. Walidahion and assessment of coal watersections as reported within
boreholes, petroleum wells and GSQ stratigraphic holes is of immediate priority. A medium term
objective (within the next 2 to 3 years) isto focus on areas offering potential for substantial thickness of
coal capable of supporting a Coal Resource. To this end, Lodestone has proposed a concerted
assessment programme designed to rapidly assess the coal potential of the Tambo area.

The Tambo Project as it currently stands is a conceptual exploration play and as such is inherently high
riale. Shorld Lodestome’s Sural Besin T po hesds pronos correel | the rewards likely to flow to Lodestone
would be considerable. However, at this stage the hypothesis represents merely a vaid exploration
concept which requires further testing and validation through on-going exploration over the next 2 to 3
years. Until the concept is proven successful, the Tambo Project is likely to be discounted by the
market due to the many uncertainties associated with thistype of project.

In assessing the current market for the Tambo Project, Xstract has relied upon the geoscientific rating
approach, with further support provided by recent transaction multiples, the appraised value method and
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analysiz ol “adesons™ Gnmi-in apreenenl. X=imel™s opinion of the fair market value for the Tambo
Project is outlined in Table 4-10.

Table 4-10: Summary of Tambo Coal/UCG Project Value

100% Basis Interest to be Acquired
Asset Methodology Valuation Range Base Value Valuation Range Base Value
(As M) (As M) (As M) (As M)
Geoscientific rating $15.8 to $54.9 $35.3 $10.3 to $34.6 $22.5
Tambo Transaction Multiples” $60.6 $40.0
Coal Appraised Value $10.0 $7.0
Farm-in Agreement* $0.9 to $8.9 $4.9 $0.9 to $8.9 $4.9
ILDJOCt(éntial $12.6 to $22.5 $16.3 $10.1 to $16.6 $12.1
X=tract's prefeired range $28.4 to $77.4 $51.6 $20.4 to $51.2 $34.6

A~ includes UCG potential
*EPCs 1414, 1415, 1417, 1418, 1481, 1482 and 1484 only.

4.3.3 Tambo CSG Project

Rule of Thumb

In assessing the value of the Tambo CSG Project, Xstract has considered the potentia upside value
attributable to ATP 1020 using the Industry Rule of Thumb methodology. This method ascribes avalue
to CSG assets on an A$/GJ derived from comparable ASX-listed CSG production and exploration
companies and recent market transactions.

With regards to the comparable companies outlined in Appendix E and their relative Enterprise Value
I"EV™ito GIP and Reserve ratios, Xstract notes the following:

+ the average GIP ratio for the comparable companies is A$0.024 per GJ. Many of these companies,
however, already have certified reservesin addition to GIP estimates.

= of the comparable companies outlined in Appendix E, Blue Energy, Comet Ridge, Exoma Energy,
Icon Energy and Red Sky Energy have no 3P and/or 2P certified reserves. With the exception of
Icon Energy, these companies have GIP ratios of between A$0.0005 per GJ and A$0.004 per GJ.
Teon Toergv's OIF rans ks A¥0019/GJ. These GIP ratios are significantly lower than those of the
other comparable companies that are producing CSG, which range between A$0.01 per GJ and
A$0.063 per GJ

+ Blue Energy, Icon Energy and Red Sky Energy have tenements in the Surat Basin area, which are
cliwe 1o Lodestvie™s ATE 7020 Red Sky Frergy s sive, lenement Toeaticn and lacs ol eenilicd 217
reseTves Tiake L, in Kaltacl’s view, the most comparable company to Lodestone.

+ Xstract considers these multiples provide, at best, a high ceiling price achievable for certified
reserves, because these comparable companies aso have significant certified and uncertified
contingent resources not reflected in the implied multiples.

With regards to the comparabl e transactions outlined in Appendix E, Xstract notes the following:

= information on GIP for the transactions identified is generally not available within the public
domain and accordingly only 2P and 3P Reserve ratios are detailed in Appendix E

= 2P Reserve ratios for the transactions outlined in Appendix E range from A$0.40 per GJto A$2.85
per GJ, whilst for 3P Reserves the values range from A$0.07 per GJto A$0.70 per GJ

+ all of the above transactions involve assets substantially larger and further developed than those of
Lodestone

= thereisa paucity of recent, early stage CSG transactions. However Xstract notes two transactions
T [Red Sky Frerge Limiled U Red Sl rinvedeing ey slage CSG projectsin the Surat Basin:

- InJuly 2009, Red Sky entered an agreement to acquire a 100% interest in Cydonia Resources

Pl Lad (50 domia™, o coripeny which has e sede meht eocom e Lo FOO%, an AT 848 andd
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904 (total area 1,700 km? and potential gas-in-place resources of 8 trillion cubic feet (*“L '1"™) or
8,400 pzlajsaule< “PJF) in the Surat Basin of Queensland. As consideration for Cydonia, Red
Sky issued 150 million shares (deemed issue price A$0.0035/share) and 150 million options
(deemed issue price A$0.00L/option). The implied value on a 100% basis is A$675,000 or

A$400/km’ or A$0.00008/GJ.
- In October 2009, Red Sky entered into a further agreement to acquire a 100% interest in Surat
Ruosnmess Py Lid cSen Resowees™) which holds & 100% in three permit areas covering

approximately 23,000 km? (and potential gas-in-place resources of 25 TCF or 26,250 PJ) in the
Surat Basin of northern NSW. As consideration for Surat Resources, Red Sky issued 80
million shares (deemed issue price A$0.038/share). The implied value on a 100% basis is
A$3,040,000 or A$130/km” or A$0.00012/GJ.

In addition, a recent transaction involving large, early stage exploration acreages in =l s
Galilee Basin provides further guidance:

+ In March 2009, Exoma Energy Limited announced that it was acquiring a 100% interest in five
contiguous ATPs covering a total area of 26,840 km?® (and potential gas-in-place of 35 TCF or
AEFS0 T in Oueenslaad’s Gelilee Dasin, As, corsideration T Tese enerments, Caooma isaned
114 million shares (deemed issue price A$0.05/share), 114 million attached options and 114 million
performance shares. The implied value on a 100% basis is A$5,700,000 (excluding options and
performance shares which remain contingent on future outcomes) or A$1,350/km® or
A$0.00015/GJ.

On this basis, Xstract considers that the transactions outlined in Appendix E do not provide
comparable information as hey are sizoilicantly nore advanced than Lodeswone’s Tamboa CSG
Project. However the status of the projects which form part of the Red Sky and Exoma
transactions are considered by Xstract to be more comparable.

To fucther agsist i he valugion of Todestone’s Tamby CSG Project, Xstract has also considered a
broad industry rule of thumb used for valuing CSG reserves and resources in the absence of project
specific data (Table 4-11).

Table 4-11: Broad Industry Rule-of-Thumb Metrics

Certified Value

Reserve / Resource category Classification Status (A$/GJ)
Proved Reserves 1P Developed 0.80
Proved and Probable Reserves 2P Developed 0.45
Proved and Probable Reserves 2P Undeveloped 0.30
Proved + Probable Reserves + 3p Unclevalenes 0.10
Possible Resources P ’
Contingent Resources Undeveloped 0.01
Prospective Resources Undeveloped 0.001

As at the date of this report, Lodestone has not obtained the necessary data from its drilling activities to
estimate Tambo's petenuial GIF'. In order to undertake a valuation of Tambo on a $/GJ basis, Xstract
has assumed GIP for Tambo could be in the range from 2,300 to 7,900 PJ for the Jurassic aged Wallon
Coal Measures and 2,000 to 4,800 PJ for the deeper Permian Coals. Accordingly, Xstract has selected
GIP ratios ranging from A$0.0005 to $0.001 per A$/GJ to apply to the Jurassic Walloon Coals within
ATP 1020.

We have made this selection on the basis the following:

+ the fact that the Waloon Coal Measures have demonstrated CSG productive capacity el sewhere
within the Surat Basin and to the east of the Tambo CSG Project

+ Tambo is targeting the Jurassic aged Walloon Coa Measures within an interpreted western
extension to the Surat Basin. To date, this region of the Surat Basin has not been developed for
CSG
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+ Lodestone has indicated that it has no current plans for the development of ATP 1020 and the
development of the tenement will likely not occur for some time pending the outcome of
preliminary exploration activities (i.e. concerted drilling, certification)

= Limited testing of the deeper Permian coals has occurred previously in proximity to the Tambo
CSG Project

+ ATP 1020 lies approximately 120 km north of the Ballera to Wullumbilla pipeline and 80 km east
of the Gilmore-Blackall pipeline, whilst most of the CSG assets of the observed comparable
companies and transactions are located | ess than 30 km to existing gas pipeline infrastructure

#  Loacconml fow the azsocialed Asks will Nelracel's estimae o GIFD piven thal here s vere Timibed
data and that gas has not been encountered within ATP 1020 to date. Furthermore no gas
measurements have been collected from the surrounding areato the project

= to reflect an appropriate risk factor to apply to Tambo given that it is still in the appraisal phase and
contains no certified reserves.

For the Permian coals, Xstract has applied a slight discount (in the range A$0.0004 to A$0.0008/GJ) to
reflect the higher exploration and production costs associated with the increased depth of these coal
measures

Based on these factors, Xstract™= estimate of the value of ATP 1020, derived using A$/GJis outlined in

Table 4-12.
Table 4-12: Tambo CSG Project Value based on A$/GJ]
Units Low High Preferred

Walloon Coal Measures PJ 2,300 7,900 4,600
Selected GIP ratio range” A$/G] 0.001 0.0005 0.00075
Value A$ M 2.3 4.0 3.5
Deeper Permian Coal Measures 4] 2,000 4,800 3,100
Selected GIP ratio range” A$/G] 0.0008 0.0004 0.0006
Value A$ M 1.6 2.0 1.9
Total A$ M 3.9 5.9 5.3

Based on a conversion ratio of one PJ equals 1 million GJ.

~ GIP ratio applied on a resource confidence basis, hence higher confidence (P90) is given a higher metric that
lower confidence (P10)

N.B. The in-situ energy ascribed to the Walloon Coal Measures includes data from AOP Balfour 1 which intersected a
thick coal interval supposedly within the Evergreen Formation

Appraised Value

Xstract regards the Tambo CSG Project as a very early stage exploration project but with some
indication of potential CSG volumes associated with buried coa seams as determined by information
derived from petroleum exploration, GSQ stratigraphic drilling and water boring during the 1970s
through 1990s. It is estimated that severa millions of dollars was spent during this period in the
surrounding Tambo region. Whilst these activities were not targeted at assessing the CSG potential of
the area, they have identified the presence of coal and aided in an understanding of the sub-surface
distribution of the coal bearing sequences albeit at a very wide scale.

In considering the value of the exploration potential of the Tambo CSG Project, Xstract has also
considered [ .oilestone™s previous and budgeted expenditure on ATP 1020. Lodestone has advised
Xstract that it has not currently budgeted aforward programme for the Tambo CSG Project, pending the
results of initial target generutism wirtk amd drilling. As such, Xazel 7as wsed Lodestone™s expendilnme
commitments for 2010 as its basis of assessment, as without meeting these requirements ATP 1020 may
have to be relinquished. Expenditure commitments for 2011 onwards were not included on the basis
that these expenditures are likely to be contingent on the results of the 2010 exploration programme.
Xstract considers the proposed 2010 expenditures to be realistic within the context of the work
completed to date and the targets identified. Total expenditure on the Tambo CSG Project is
summarised in Table 4-13.
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Table 4-13: Tambo CSG Project Value based on the Appraised Value Method

. i Implied
. Expenditure Expenldlture Total PEM Value on_ Reaiiten value of
Permit to 1 Jan Commitment 100% Basis -
2010 (A$) (A$) (A$) factor (A$) Interest Acquired
Interest (A$)
ATP 1020 1,270,012 2,000,000 $3,270,000 2 $6,540,000 100% $6,540,000

Farm in Commitment Analysis
Where a sdle or earn-in agreement has recently occurred, it is considered by many to be a robust
measure of the fair market value of the subject property.

In the case o AT 10200 Leslestome™s Tam-in agreement with Tambo Coal & Gas in December 2009
(as outlined in Section 2.1) has debatably set the value. Under the terms of the December 2009
Agreement, Lodestone could earn a 50% interest in ATP 1020 by incurring A$5 million in staged
exploration expenditure over four years (i.e. for each A$1 million in expenditure, Lodestone is entitled
to a 10% interest). Given that Lodestone has now committed itself to acquiring a 100% interest in ATP
1020 (the transaction which is the subject of this report), it is difficult to argue that the company was
unlikely to meet its expenditure commitments to earn the initial 50% interest as set out in the December
2009 Agreement.

iy thus kasis, Dodestone s total expendinre comoutment of A3 million o sarn o 30%0 interasc (o A TT
1020 as set out in the December 2009 Agreement implies a value of A$10 million on a 100% equity
basis. Following the reasoning set out in Section 4.4.1 Farm in Commitment Analysis, further
adjustments have been made to account for the time value of money and the probability that Lodestone
were likely to successfully complete the transaction.

Following these adjustments, Xstract considers the value of ATP 1020 lies in the range A$0.85 to
A$8.86 million with a preferred value A$4.85 million, representing the mid-point of the range. This
preferred value is consistent with those derived using the Rule of Thumb and Appraised V aue methods.

Conclusion
As with the Tambo Coal/UCG Prgject, the Tambo CSG Project is also a conceptual exploration play
and reoires Furher <hudies leoswess e validite ol “odesone™s hypethesizs, Whilsl coal scams

comparable to the Walloon Coal Measures are interpreted to occur at shallow depths within the current
ATP, these were not tested for their inherent gas properties. As such there is very little information
available upon which to base an estimate of the likely GIP within the tenement. Based on very little
supporting data, Xstract has used both probabilistic and deterministic modelling to evaluate the CSG
potential of the property, however this estimate is only as good as the data upon which it relies. As
such, this estimate should be treated with caution.

Shientled Fendesteme™s Sural Hazsin hopethosis prevee conmeel ard g be sabsegquently ool ned svifhin AT
1020, the rewards likely to flow to Lodestone would be considerable. However, at this stage the
hypothesis represents merely a valid exploration concept which requires further testing and validation
through on-going exploration over the next 2 to 3 years. Until the concept is proven valid, the Tambo
CSG Project is likely to be discounted by the market due to the many uncertainties associated with this
type of project.

In determining the current value of ATP 1020, Xstract has relied upon the an Industry Rule of Thumb
approach, with further support provided by the Appraised Vaue method and analysis of Lodestonm:™s
farm-in agreemenr. Xstract's opinion of the fair market value of the Tambo CSG Project is outlined in
Table 4-14.
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Table 4-14: Summary - Tambo CSG Project Value
100% basis Interest to be acquired
Asset Methodology Valuation Range  Base Value Vz:::;u:n Base Value
(A$ M) (A$ M) (A% M) (A$ M)
Industry Rule of
$3.9 to $5.9 $5.3 $3.9 to $5.9 $5.3
Tambo Thumb
CSG Appraised Value $6.5 $6.5
Farm-in Agreement $0.9 to $8.9 $4.9 $0.9 to $8.9 $4.9
Xztract's preferred range $3.9 to $5.9 $5.3 $3.9 to $5.3 $5.3

4.3.4 Moreton Project

In-situ Coal Tonnages

Lodestone considers that there is potential for an exploration target of between 15 and 20 Mt of in-situ
raw coal within EPC 1302. Thisview is based on boreholes completed in the 1980s which occur within
a 250 m by 500 m gridded radius, and used by New Hope Corporation to define their in-situ tonnage at
Veresdae Scrub. However seam correlations remain uncertain due to perceived splitting and structural
complexity, which is not an uncommon situation within the Walloon Coal Measures. The majority of
the coal associated with this exploration target lies above 100 m depth.

It is important to note that this target remains conceptual in nature and that there has been insufficient
exploration to define a Coal Resource in accordance with the 2004 JORC Code. Furthermore, it
remains uncertain if further exploration will result in the determination of a Coal Resource.

Having reviewed the available technical data, melidivg the rowalis [Tom Lodestioe®s 2000 delling
programme, Xstract is of the opinion that there is a substantial tonnage of thermal quality coal available
at relatively high strip ratios and the definition of this resource, whilst not yet at a 2004 JORC Code
compliant stage, is relatively well-defined and close to satisfying the requirements. Furthermore, recent
drilling by Lodestone did not adequately assess the western down-dip extents to the Veresdale Scrub
deposit, potentially offering some upside to the defined coa seams. As such, Xstract has considered a
conceptual thermal coa inventory of 17.5 Mt (mid-point of the exploration target range) for its
assessment of the likely value to be attributed by the market to this exploration target.

However, in doing so Xstract also considers there is a risk to this deposit ultimately being developed
given its proximity to existing and proposed residential development, the deposit is relatively restricted
to the south, the northern portion of the deposit is held by a third party, the likely costs to evauate and
convert the defined tonnages to a JORC Code compliant Coal Reserve in preparation for mining and
expected restrictions/time delays associated with permitting and gaining approval for such a mining
operation. As aresult of these uncertainties, Xstract has elected to apply value of between A$0.10 to
A$0.50/t to its conceptual in-situ coal inventory (Table 4-15).

Table 4-15: Value of the Veresdale Scrub Conceptual Target
based on A$/t In-Situ Coal Multiples

Conceptual Target Value

Deposit Tonnage (A$ M)
(Mt) Low High Base
Veresdale Scrub 17.5 1.8 $8.8 $5.3

(EPC1302)

This vauation range is based on coal prices as at February 2010. If buyers have a positive view about
coal prices returning to 2008 levels, they may well place a higher value on this deposit. If however they
have a view that priceswill return to historical averages, then they would possibly value this deposit at a
lower level.
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Xstract notes that should Lodestone negotiate access to the northern portion of the Veresdale Scrub
deposit, this may also result in a reasonable increase in value due to a likely improvement in the project
economics, as well as providing further options for development, including those at a distance to
proposed residential areas.

In 2008 and as part of the Independent Experts Report into the Moreton Energy Farm-in Agreement,
Jeff Januesen & Associates (7JJAT assigned avalue of A$6 million to the in-situ coal at the Veresdale
Scrub deposit based on A$0.75 per in-situ coal tonne. JJA considered approximately 8 Mt of coa was
likely to be extracted from EPC 1302.

Having accounted for the Veresdale Scrub deposit, Xstract s approach is to exclude it from further
consideration using the Geoscientific Rating and Comparable Transaction Multiples Approaches and
notes that it has assessed only the remaining exploration potential associated with the Moreton Project
using these methods. *saracl’s Farm-in Agreement Analysis is inclusive of the Veresdale Scrub
deposit.

Geoscientific Rating Method

For the valuation of the exploration potential of the Moreton Project, Xstract has used the Geoscientific
Rating approach as its primary valuation method to determine the Fair Market Value of the interest to
be acquired by Lodestone in the Moreton Project (Table 4-16).

M Maracl = oprinian, the marleel salne ol o TOO% interest in he explomatiom pocenial al” e Sorsion
Project as outlined using the geoscientific rating method lies in the range of A$0.51 million and A$1.96
million with a preferred value of A$1.23 million.

Takimg inte acconnl, Dadestone™s coment inlere in e pesjeel cnemen s, he vaoe o e inlores) i Tae

acquired by Lodestone is outlined in Table 4-17.

Comparable Transactions

Using the multiples outlined in the Tambo Coal/lUCG Project comparable transactions section (i.e.
A$3,000/km? for granted early stage coa tenements) provides the following implied value for the
Moreton Project tenements (Table 4-18).
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Appraised Value

In considering the value of the exploration potential of the Moreton Project, Xstract has aso considered
the previous expenditure completed on the tenements principally associated with the Veresdale Scrub
deposits and in proximity to the historic collieries.

In considering the value of the exploration potential of the Moreton Project, Xstract has also considered
lsdesisne’s previous expenditure completed on the tenements, as well as the budgeted expenditure
going forward. Lodestone has advised Xstract that it has not currently designed a follow-up exploration
procrarims o the Moncker Poject. Faeed on disewssions wilh Lodestone’™s lechmical pomssmme .,
Xstract has estimated the likely cost to gain the appropriate permits, access, grid, survey and drill test
the remaining targets. Table 4-19 summarises past and planned future exploration expenditure as
discussed with Lodestonein A.

Table 4-19: Moreton Project Value based on the Appraised Value Method

] Implied
permit  CLcdnwe  Proposed  Total  PEM  Valie  Acquired  Valueof
2010 (A$) (A$) (A$) Factor (A$)* Interest Acquired
Interest*
EPC 1299 $250,515 $30,000 $280,515 0.50 $140,300 100% $140,300
EPC 1302 $284,604 $80,000 $364,604 2.5 $911,500 100% $911,500
EPC 1313 $344,711 $90,000 $434,711 0.75 $326,000 100% $326,000
EPC 1524 $273,980 = $273,980 0.25 $68,500 50% $34,250
$1,153,810 $200,000 $1,353,810 $1,446,300 $1,412,050
*- rounded

Farm in Commitment Analysis

As outlined in Section 2.1, Lodestone entered into a farm-in agreement with Moreton Energy in June
2009 in relation to three EPCs covering a combined area of 280 km? in the Beaudesert area. Under the
terms of the Moreton Agreement, Lodestone may earn a 50% interest in these tenements by incurring
A$2 million in exploration expenditure over three years and issuing nine million fully paid ordinary
shares in three tranches. Based on Lodestone™s shate price at the time of the transacion. the
Independent Exert, JJA, estimated the value of the deal at A$2.3 million.

To date, atotal of six million shares have been issued in two tranches of three million shares, the first
dated 6 October 2008 (escrowed until 6 October 2009) and the second dated 29 April 2009 (escrowed
until 29 April 2010). All shares were issued for A$Nil consideration. The fina tranche of up to three
million shares will be issued after Lodestone has spent an initial A$1 million on exploration of the
permits. Xstract understands that this milestone has now been reached and the shares are to be issued in
the near future.

11475 estimated consideration of A$2.3 million to earn a 50% interest in these three EPCs implies a
notional value of A$4.6 million on a 100% equity bass. Following the reasoning set out in Section
4.4.1 Farm in Commitment Analysis, further adjustments have been made to account for the time value
of money and the probability that Lodestone was likely to successfully earn a 50% interest.

As such, Xstract considers the value of the three Moreton tenements the subject of the Moreton
Agreement lies in the range A$0.64 million to A$4.03 million with a preferred value A$2.34 million,
representing the mid-point of the range. This preferred value is consistent with those derived using the
Geoscientific Rating, Transaction Multiples and Appraised Value methods.

Conclusion

In assessing the value of the Moreton Project, Xstract is of the opinion that recent exploration by
Lodestone has largely downgraded the potential of the project, overall. Recent work has shown that the
coal seams evident within the project have poor continuity as a result of structural complexity (folding
and faulting), igneous intrusion and/or erosion. Furthermore, laterally extensive thicknesses of basalt
cover the prospective Walloon Coal Measures over much of the southern tenements inhibiting cost-
effective exploration. The widespread presence of intrusive rocks throughout the area has locally

]
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cindered or replaced the coal seams, thereby reducing the likely available tonnages within the
tenements. Where present the coal seams of the area tend to comprise multiple narrow bands within
abundant sediment (clay) partings.

The Veresdale Scrub deposit represents the most prospective target within the current project area,
however despite the deposit remaining open downdip to the west, recent drilling indicates its southern
extent is limited by an intrusive sill.

Lodestone recently withdrew an EPC application located immediately east of EPC1302, based on its
2005 drilling which encennrersd the SWJarkbure Sandstone along BIC 130275 eastern margin.

Based on a lack of meaningful data, Xstract has elected not to assign a value to the UCG potential of

[anlesisnne™s Borcisn Projoct al Thiz .

Xstract has relied upon the valuation determined under the geoscientific rating approach, with further
support provided by recent transaction multiples, the appraised value method and analysis of
[olestsres’s lim-in agreement. Xsimael’s prelomad valie Tor e Moreton Project tenements is outlined
in Table 4-21. As evident in Table 4-20 the majority of value associated with the Moreton Project
resides with the V eresdale Scrub deposit.

Table 4-20: Summary — Moreton Project Value

100% basis Interest to be acquired
Asset Methodology Valuation Base Value Valuation Base Value
Range (A$ M) Range (A$ M)
(As M) (As M)
Geoscientific rating $0.5 to $2.0 $1.2 $0.5 to $1.9 $1.2
Transaction Multiples $1.4 $1.1
I\C/Ig;aton Appraised Value $1.4 $1.4
Farm-in Agreement” $0.6 to $4.0 $2.3 $0.6 to $4.0 $2.3
JJA Experts Report” $6.0 $6.0
In-situ Coal target $1.8 to $8.8 $5.3 $1.8 to $8.8 $5.3
BSSEENET D (EOE BRG] $2.3 to $10.8 $6.5 $2.3 to0 $10.7 $6.5

A~ includes in-situ coal target

5 OTHER CONSIDERATIONS

After forming its opinion on the value of the tenements based on various vauation methods, Xstract has also
considered in this section other matters relevant to Lodestone™s cxplamalicn asscls that may influence or provide
additional evidence for the value of the exploration projects. Our consideration of these itemsis as follows.

5.1 Royalty Agreement

In August 2009, Lodestone announced that it had finalised the sale of a 2% royalty interest in respect of
Fandealane’s share ol sale ol conal and gos prodneed fromeall enerments held or aequited pror s 31 Deeomber

2009. The total consideration for this royalty interest is A$3 million.

5.2 Other Experts Reports

The VALMIN Code requires that an Independent Vauation report should refer to other recent valuations or
Expert Reports undertaken on the mineral properties being assessed. Xstract notes that both the Tambo and
Moreton Projects have recently been assessed by independent experts as outlined below:

+ |n May 2009, MBA prepared an Independent Experts Report on the Tambo Coal and Gas Projects which
ver conlzined wihin Todoslone’s Notice of General Meeting dated 26 May 2009. Xstract notes that
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BIRA s repom, wisessed whother Lodessome’s propescd Inmsactions wih Tambo Coal & Cras oseere “Tair and
reascnahle” Tl did nel place o valie on he enernen s ader consider om,

¢ In Inly 2008 TTA prepased a “Taoir and Reasonabls” repors relaticg to the Moveron Project wiuch was
coataned wirthin Lodestone’s Moetice of Exmraardinary Giensral Meeting aonouncement datad 5 Angust
2008. In thisreport, JJA assigned avalue of A$6 million to the in-situ coa comprising the Veresdale Scrub
deposit within EPC 1302, based on A$0.75 per in-situ coal tonne. Under the terms of the proposed
agreement, half of this value (A$3 million) would accrue to Lodestone, which was more than the total
consideration (&ctimated by JIA at A$2.3 M ring Lodesteome™s share prce al the time of the |.TiJ'I'I:\'¢'3L7.i['?I'I)
payable for the three EPCs. Aw uw el [14 decmed the iramsction i amd measonalle™. Xstract has
crridered LA T vihiiom in Seetion 4.4.5.

6 SUMMARY OF VALUATION

In this report, Xstract has applied a number of valuation methods, including geoscientific rating, industry rules
of thumb, market transactions, appraised vaues and farm-in agreement analysis in determining the base, high
and low values aftilutalde o Lodestone s ¢oal cnd 50 properties. On the basis of this approach, Xstract has
estimated the market value of Lodestone’ vinal a1l CSG assets as at 26 February 2010. sl s opinion ol the
fair market value of these assets is summarised in Table 6-1.

Table 6-1: Valuation Summary - Lodestone Energy Limited

100% Basis Interest to be Acquired
Valuation Valuation
Asset Methodology Range Ba(s:$val)ue Range Ba(s:$V;I)ue
(As$ M) (As$ M)
Geoscientific rating $15.8 to $54.9 $35.3 $10.3 to $34.6 $22.5
Transaction Multiples” $60.6 $40.0
Appraised Value $10.0 $7.0
Tambo .
Coal/UCG Farm-in Agreement* $0.9 to $8.9 $4.9 $0.9 to $8.9 $4.9
Project UCG Potential $12.6 to $22.5 $16.3 $10.1 to $16.6 $12.1
Tambo Coal/UCG
Project Preferred $28.4 to $77.4 $51.6 $20.4 to $51.2 $34.6
Range
Rule of Thumb $3.9 to $5.9 $5.3 $3.9 to $5.9 $5.3
Tambo Appraised Value $6.5 $6.5
ESG " Farm-in Agreement $0.9 to $8.9 $4.9 $0.9 to $8.9 $4.9
rojec .
Tambo CSG Project
Preferred Range $3.9 to $5.9 $5.3 $3.9 to $5.9 $5.3
Geoscientific rating $0.5 to $2.0 $1.2 $0.5 to $1.9 $1.2
Transaction Multiples $1.4 $1.1
Moreton .
Project Appraised Value $1.4 $1.4
Farm-in Agreement# $0.6 to $4.0 $2.3 $0.6 to $4.0 $2.3
JJA Experts Report# $6.0 $6.0
In-situ Coal Target $1.8 to $8.8 $5.3 $1.8 to $8.8 $5.3
Moreton Project
Preferred Range $2.3to $10.8 $6.5 $2.3to $10.7 $6.5
Total $34.6 to $94.1 $63.4 $26.6 to $67.8 $46.4

A~ includes UCG potential
*EPCs 1414, 1415, 1417, 1418, 1481, 1482 and 1484 only.
# includes in-situ coal target
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7 DECLARATIONS

7.1 Independence

Xstract is a privately owned and operated mining and resource industry consultancy providing independent,
strategic and tactical advice and persondised professional services to exploration and mining companies,
engineering firms, financial institutions and investors. We operate through our offices in Brisbane and Perth.
Our corporate services include technica audits, project reviews, vauations, independent expert reports, project
management plans and corporate advice.

Xstract personnel have extensive experience in the preparation of independent valuations for a variety of
commoditiesincluding coal, CSG, gold, base metal, platinum, diamonds and iron.

This report has been prepared independently and in accordance with the VALMIN and JORC Codes. The
authors do not hold any interest in Lodestone, Moreton Energy, Tambo Coal & Gas, WHK Howarth, their
related parties, or in any of the mineral properties or interested parties, which are the subject of thisreport. Fees
for the preparation of this repxt are Perg charged ot Xswact's standard retes, wlilst espenses are being
reimbursed at cost. M=lrmel’s Wil costs Tor the propsratien ol Ung report ace 4583500, Payment of fees and
expensesisin no way contingent upon the conclusions drawn in this report.

7.2 Qualifications

Toby Prior (Senior Geologist — JB Mining Services Pty Ltd)

Toby has worked in the coa exploration and mining industry since 1995. Toby's role as Senior Geologist at
JBMS involves geological, coa quality and resource modelling and reporting. Toby has had experience with
numerous deposits throughout Australia and overseas and is an expert in Vulcan 3D modelling. Previous clients
include Xstrata Coal QLD Pty Ltd, BMA Coal Pty Ltd and Sonoma Coal. He is a Competent Person for
reporting Coal Resources. Toby has a BAppSc (Geology) and is a member of the AussiMM and the AIG
(MAIG).

David Green (Associate Consultant — Coal Geology)

David has over 26 years of mining industry experience, and his career has spanned from exploration to mining
geology positions in a number of senior coal geologist roles and locations throughout Australia. His role as
Director and Principal Consultant Geologist of G.E.M.S (1997 - Present) involves managing a geological based
team of consultants with disciplines in coal exploration management, resource evaluation and
database/information technology for a variety of companies. He and his team have worked recently with
Macarthur Coal, Millmerran Power Partners, Bowen Central Coal, and Xstrata Coal Qld/MIM, and in the past
for JIBMS, QGS, Energy Minerals, Allied Queensland Coalfields, CSIRO, and Shell Coal. He is a Competent
Person for reporting Coal Resources and has assessed geological data for resource audits, feasibility studies, and
due diligences. David holds a BSc Honours (Geology), and is a member of the AusIMM and the Geological
Society of Australia.

Alan Bayrak (Associate Consultant — Coal Seam Gas and Basin Analysis)

Alan is a multi-disciplinary exploration geologist with over 16 years of local and international exploration
experience in oil-gas and coal areas in various geographical territories, including Queensland, New South
Wales, Otway Basin, Irish Midlands, Thrace Basin, Weskam Blick Sea and Chopalhianz Alun"s expericnes
includes district exploration, target development, reserve assessments and CSG acreage management, Gas-in-
Place (GIP) estimations (deterministic and probabilistic) and technical evaluation of the CSG prospects,
qualitative and quantitative analyses of sedimentary basins, analysis of existing geological data, generation of
exploration targets and producing technical reports, technical analysis of coals and coal petrography,
management of CSG exploration drilling programs, quantitative assessment of the CSG prospects, including
desorption, gas composition, adsorption, saturation, coal tests, permeability and reservoir properties. Alan holds
a BSc (Geological Engineering), MSc (Petroleum Geology) and a PhD (Exploration Geology).
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Jeames M cKibben (GM — Corpor ate Services and Principal Consultant)

During his more than 16 years experience in the mining and mineral industry, Jeames has served in a diverse
ez ol eles ineluding comorals comanlian L, progeel manager, selogizl ancd amidvs Teames” mosl reecnl mole
was as the Divisional ‘x-"l:n'uagm' [or Snonaden I‘-l-'1i111'|'|4:,T |'I'Ill|1:='|l'll..' Commd s Plj,' [0l ('.mlmmlr_: MoV IseE
Division. He has a strong record in project due diligence, independent technical review, valuation, deposit
evaluation and the promotion of best practice strategies in the workplace. As a corporate consultant he
specialises in valuations and Mineral Expert Reports for equity transactions and Independent Technical Reports
in support of project finance. He has assisted numerous mineral companies, financial and legal ingtitutions in
securing regulatory approvals for 1POs and other secondary filings on the following international exchanges:
ASX, Alternative Investment Market, London Stock Exchange, Johannesburg Securities Exchange and Toronto
Stock Exchange. Other mandates include technical due diligence in support of information memoranda,
divestments, acquisitions and mergers, Pre-Faasibi'ily Stdic< and independen. Compelent Person=" Heporls.
Jeames has a MBA and a BSc (First Class Honours), and is a member of the AIG and a CP (Geo) with the
AusIMM.

Mark Noppe (Managing Director and Principal Consultant)

Since graduating as a geologist in 1983, Mark worked in South Africa for Anglo American Corporation (1984-
1997), and in Western Australia and Queensland for Snowden Mining Industry Consultants (1997-2008) and
Mining Associates (2008-2009) in exploration, mining geology, practical geostatistics applications, resource
estimation, grade control, mine reconciliation and professional training and mentoring. Mark has been in
consulting since 1995 and his technical experience covers a wide range of commodities, geological and mining
settings, including coal, gold, nickel laterite and sulphide, aluvial, eluvia and hard rock diamonds, base metals
and industrial minerals. He has previously held positions as Chairman of the Southern Queensland branch of the
AusiIMM, and the Geostatistical Association of Austraasia. Mark has a BSc (Geology; Chemistry), MSc
(Exploration Geology), post-graduate Diploma (Terrain Evaluation), is a Member of the AusiMM and a CP
(Geo) with the AusiMM.
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APPENDIX B - Markets and Prices

Criven Thal Doedesiene™s mineral asscls are 3T esploration projeets which e oanlilaly G be developed i Twe near
to medium term, the longer term price outlook is of particular relevance to this report. Xstract has reviewed the
coal and CSG market outlook in a number of publications from independent industry researchers and industry
analysts. Based on these reports, Xstract considers the following to be important in outlining its outlook for
prices and hence property values going forward.

Thermal Coal
Historic thermal coal prices (ex Newcastle) are presented in Figure 1.

Figure 1: Newcastle Historic Thermal Coal Price July 2002 to November 2009
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Coal price forecasts rose in December 2009 principally in response to improving demand fundamentals in the
Asia/Pacific region and continued constraints on Australian export availability. After trading in the low US$60/t
range for the majority of March/April 2009, spot thermal coal prices (free-on-board ("FOB™) Newcastle) rose to
the low US$70/t range, broadly in line with the Australia/Japan benchmark of US$70/t for 2009/10. Spot
thermal coal prices rose sharply recently, with globaCOAL reporting a spot physica deal for March 2010
delivery of US$95/t (FOB Newcastle), a US$15/t increase over the pre-Christmas price.

Most analysts are forecasting a typical contract price for 2010/11 of between US$70 and US$85/t. Wood
Mackenziz"s entloek for longer term thermal pricesis presented in Figure 2.
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Figure 2: Newcastle Low Sulphur, High Energy Thermal Coal Price, Marginal Cost of Supply and Volume
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Natural Gas
Australian natural gas prices have historically been low and relatively stable by international standards, due

mainly lothe coome™s ahomdim | T cosleoal sentees and the sas eseards Tong lerm supply eomirace)s

There isalarge difference in prices in the domestic market compared to the wholesale market and to gas sold to
industrial and large commercial customers. The wholesale and industrial/commercial customers are billed in
gigajoule units as compared to megajoule units for the domestic customer. Wholesale and bulk tariffs charged
to industrial/commercial customers in Eastern Australia ranged from around A$3.00 to A$5.50/GJin 2009. Gas
sold to large entities is mostly under confidential long-term take or pay contracts and as such there is little
comprehensive price information. Indicative prices between 2005 and 2009 are presented in Figure 3.
Historically, contracts have lasted for up to 30 years, but more recently contacts have been shortened to 10 to15
years.

Figure 3: Indicative Wholesale Natural Gas Prices
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Going forward, rising demand for natural gas as a fuel for electricity generation combined with the proposed
Catom Polhion Relelon Scheme, gigpgest Dal Ausiralin®s gas merkels are likely o g stromaly. As a
result prices are expected to continuerising (Figure 4).
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Figure 4: Forecast Gas Prices to 2025
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The future price for CSG in Queensland will be primarily influenced by the existing domestic gas " Jsm i<
market and the opportunity to supply gasto LNG plants.

In addition to the positive outlook for CSG going forward, there have been a number of mergers, takeovers and
purchases of CSG companies over the recent past where these assets have transacted a historically high levels.

During 2008 and 2009 in excess of A$20 hillion was invested in purchasing interests in the CSG and LNG
sector in Queensland and New South Wales. It is important to note however, that the majority of these
transactions involved company with projects containing defined 2P and 3P Reserves or in production. The
average of al reported transactions for 2P Reserves was A$2.46/GJ while that for 3P Reserves was A$0.95/GJ.

Market Factor

M anriving st a Fair Barkel Walue B Lodestene™s coal tenements, Xstract has considered the current market for
coal exploration properties in Australia. Xstract is of the opinion that it is appropriate to apply a market
premium of 50% to the Technical Value ol the explomaiom paler Hal ol Lodestone’s coal explaralion enemenls
as determined using the Geoscientific rating method given the elevated prices achieved for export thermal, PCI
and coking coals throughout 2009 and therefore the market for coal exploration propertiesin Australia.
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APPENDIX C - Valuation Methodologies

In the case of early to advanced stage exploration projects such as those held by Lodestone, the mineralised
potential is contingent on future exploration success and thus is considered higher risk compared to projects
where Coal Resources or Coal Reserves have been estimated. The valuation of these exploration areas therefore
is dependent, to alarge extent, on the informed, professiona opinion of the valuer.

Xstract has considered the following methodologies in forming its opinion of the Fair Market Value of
[aonleslsme s lenemenls.

Geoscientific Rating

The Geoscientific rating (or Kilburn approach) is an attempt by the valuer to quantify the various technica
aspects of a property through the use of multipliers which are applied to a base (or intrinsic) value. This
intrinsie valne is ke as e hase acquisiton sosl (CBACTY which represents = average eosl o identify,
apply Ter amad retain o base il e ol a0

To arrive a a vaue for each property, the valuer considers four key attributes which either enhance or
downgrade the BAC of each property. The technical factors considered are:

+ Off-property factor nearby properties contain physical indications of favourable mining conditions such as
old workings and/or mines.

+ On-property factor — the property being assessed hosts favourable mining indications such as historic
workings or mines. Importantly any mineralisation capable of supporting a JORC Code compliant
Mineral/Coa Resource estimate will be assessed using other valuation methods.

+ Anomay factor — assesses the degree of exploration completed over the property and the number of
resultant coals seams identified.

+ Geological factor — assesses the area covered by and degree of exposure of favourable rock types and/or
structures (if thisisrelated to the mineralisation style being assessed) within the property.

These attributes are given incremental, fractional or integer ratings to arrive at a series of multiplier factors.
These multipliers are then applied sequentialy to the BAC to estimate the Technical Vaue of each mineral
property. Thisisthen adjusted for local market conditions to determine the Fair Market Value of the project as
at the effective valuation date.

Of importance to the assessment of coal and other industrial mineral properties, the geoscientific rating approach
should extend to incorporate additional multipliers for location and marketability. To account for these factors,
Xstract has included two additional multipliers (and adjusted the other factors to ensure consistency with values
derived using the conventional geoscientific rating method) in its assessment of Lodestin s el propertics,
which are:

+ Quality factor — assesses the rank and degree of impurities contained by coal seams located within the
property.

= Location/infrastructure factor  assesses the location of the coal deposit relative to its target market and the
presence of infrastructure suppeting aceess sy thoso markels. Xsiracl’s multipliers or ratings and the criteria
for coal projects are summarised in Table 2. In applving he geescienlilic ramg method o @adeslone's
properties, Xstract has a so assumed the following:
- BAC for EPCsin Queensland: A$478/km?
- Market Factor for coal properties: 50% premium
- 20% discount for tenements in application
— 1% preminn applicd where Ledeshme™s =20 are overlappasd be ATTE 020

Xstract considers that the current market is likely to pay a 50% premium to the Technical Value given recent
transactions involving coa resource projects and the positive outlook for coa prices going forward which are
likely to impact on the value of coal exploration properties.
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In the case of outright tenement applications (i.e. where there is no pre-existing or related title), Xstract has
elected only to value these applications where it is satisfied that there is no cause to doubt their eventual
granting. Furthermore, whilst tenements remain in application, the applicant is unable to conduct any
exploration activities to assess the underlying potential of the area. As such, Xstract considers it appropriate to
apply a 20% discount to any tenements in application due to the uncertainty in the likelihood, timing and
conditions of grant.

Whore Todesione™s F1 s are anerlappad in o pant by the compansy ™ A7 TO20, Xalraet has Sleeted o apply o
10% premium to reflect the additional value of security of access to the conventional coa, UCG and CSG (and
potentially conventional petroleum, should they so elect) rights.

i his basis, Naroers estimale of e Technica Valie ind Fair Sinlaen Valoe ol e esplomiion inlereds o he
acquired by Lodestone is outlined in the following sections. The determination of the BACs used by Xstract is
outlined in Appendix D.

Xstract is philosophically attracted to the geoscientific rating approach as it makes an attempt to implement a
system that is both systematic and defendable. Whilst it does require a subjective assessment of the various
multipliers, it a'so demands a degree of detached rigor to account for the key factors that can be reasonably
considered to impact on the exploration potential of a property. There is a body of theory that can be used to
support that judgement. However, it isimportant to note that application of the method should be undertaken by
¢ Laliliced valiers and sopperied b other ealiation melhssds ofhenadse There con be a ewdoner oo "ealue by
i herE" apprsch.

Appraised Value (Multiples of Exploration Expenditure)

The appraised value method (also known as the multiple of exploration expenditure method "L ) relies on
the premise that a highly prospective tenement, and hence tenements of greater value, will generally encourage a
higher level of exploration expenditure. The method is based upon the following assumptions:

+ aprojectisat least worth what the owner has previously spent and/or has committed to spending in future

+ a project initially has nominal value which increases with positive exploration results from increasing
exploration expenditure. Conversely, where exploration results are consistently negative, exploration
expenditure will decrease along with the value.

Evaluating the results of an exploration programme and their relevance to the appraisal processes involves the
assessment of the geologica environment of the property and its exploration potential, the exploration
procedures used and their applicability to the target style of mineralisation, the overall scope of work completed
or planned, the effectiveness of the programme and the depth and experience of the management team involved
in the target selection and assessment.

Asaresult of thisevaluation process the valuer must determine whether the exploration efforts have or are likely
to enhance or diminish the value of the property. The value of the property may be determined from the sum of
past effective exploration expenditure plus any committed exploration going forward (collectively known as the
Expenditure Base). Only those expenditures deemed relevant to the overal value of the property should be
assessed during the valuation process. A premium or discount is then applied to the relevant Expenditure Base
through the application of a market factir- (kmman as 1le Frospeclivily Fnhancement bAulliplic: or “PEA)
(Table 4-3).

Thus the Appraised Value can be expressed as:
Appraised Value = (Effective Expenditure + Warranted Expenditure) x PEM

In deriving a PEM to be applied to the historical expenditure, the valuer must be cognisant of:
= the quality of the historical exploration data
= whether the exploration costs are reported in nominal or real dollar terms

= thered inflation or deflation in information costs (e.g. the cost of geophysical surveying has decreased over
the last 20 years)

P1109_WHK_Lodestone_20100517_Final.doc Appendix C - Page 2
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+ the likely cost to replace such data if the project was deprived of this information (i.e. the deprival
approach).

Table 2: Typical PEMs Applied using MEE

Typical Adjustment Factors

0.5-0.9 Previous exploration indicates that the area has limited potential

Existing data (historical and/or current) is sufficient to warrant further

L= i exploration. Further work is expected to define targets of interest.

Have direct evidence of one or more interesting targets. Further work is

1.5-19  yarranted.

20-24 The prospect has one or more targets with significant drill hole intersections

Exploration is well advanced and limited infill drilling is likely to define a Mineral

25-29
Resource.

A Mineral Resource has been defined but a pre-feasibility study has not yet

5.0 been completed.

The principal shortcomings of this method are that there is no constant base from which to commence the
valuation, as there is with the base cost used in the Geoscience Rating Method (refer above), and, secondly,
there is no systematic approach taken in arriving at the PEM. A judgment is required, therefore, at both the start
and end of the valuation. An estimate of unit costs for various stages of exploration (e.g. acquisition, office
studies, regional mapping and geochemistry, geophysics, trenching and drilling) could be used as an estimate, as
acheck on actual, stated expenditure.

Farm-in Commitment Analysis

In order o determine the value of a poeperty the valner mav consider the terms of an arm's length ransaction fiar
a farm-in option or agreement by a third party to earn an equity interest in the property. The terms of such
agreements typically consist of aseries of optional expenditure commitments over a number of years.

The farm-in participants usually earn an equity interest in a project by paying al of the exploration expenditures
during the earn-in period. Normally all expenditure commitments must be met in order to earn the equity
interest. However, such farm-in commitments are not binding as there are usualy rights to withdraw or in some
cases there may be staged expenditure requirements earning an escalating equity interest.

A review of the terms of the agreement, aswell asthe geological potential of the property must be made in order
to determine the value of the farm-in commitment and to assess the probability that some or &l of the
expenditure commitments will be met, particularly in an earn-in-situation. In these cases a discount factor
reflecting the estimated probability that the expenditures will be incurred may be applied.

Industry Rule of Thumb

For its valuation of Lodestire™s Tarnlis (RO Project (A7TH 10240 Xstract has adopted an Industry Rule of
Thumb approach. This approach was used due to the lack of detailed gas exploration data available for ATP
1020, which remains in a conceptua to early stage of assessment. This meant that production volumes and
project cash flows could not be accurately forecast and hence a discounted cash flow approach could not be used
to value this asset.

Hehrael s mdustme Bule ol Thamb apprsach = esigmed 1o procide an indication ol the range of values that the
market attributes to comparable companies or is willing to pay for similar assets against which the subject
property can be assessed. The range istypically fairly large for exploration assets, reflecting the spread of value
drivers such as quality, development status, prospectivity, proximity to infrastructure, synergy with other assets
and timeframes to development. For exploration projects without defined Reserves (as is the case for
Lodestone), thisis generally carried out on the Tasis ool a dellar value per ricajoule (~A$/GT ).

In selecting an appropriate A$/GJ benchmark to apply to Tambo, Xstract has considered the following:

+ implied A$/GJ multiples for comparable ASX listed CSG exploration and production companies and recent
CSG transactions as presented in Appendix D and Appendix E.
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+ recent Independent Experts Reports relating to companies which hold CSG assets at a similar stage of
development

Whilst Xstract recognises that the A$/GJ basis provides weak evidence of the fair market value for the reasons
outlined below, there are limited aternatives to estimating the value of Tambo in this instance.

+ the calculation is typically based on Proved + Probable {“Z1""i and Proved + Probable + Possible {3}
reserves and therefore ignores any potential upside in contingent resources and/or GIP estimates which are
not consistently disclosed. Whilst difficult, we have estimated an implied A$/GJ multiple for Lodestone on
apotential GIP basis

+ the Rule of Thumb assumes the tenements held by the subject company and those subject to the comparable
transactions are at the same stage of development

= the Rule of Thumb assumes that the tenements held by L odestone have the same CSG prospectivity asthose
outlined in the comparabl e transactions presented, which is often difficult to establish

+ assumesthe CSG assets have asimilar risk profile, such as Native Title or accessto land

= assumes the tenements held by the comparable company or subject to comparable transactions have
identical gas pricing and similar operating and capital cost structures to that at Tambo

= transactions considered using the rule of thumb may include provisions for additional factors such as
arrangement of debt financing, marketing rights, contingent payments and future royalties. Therefore the
price disclosed as paid for an asset may not necessarily equate to the value of the tenement as there may be
other circumstances or conditions that may have influenced the price paid.

+ the Rule of Thumb ignores the size and commercial/technical capability of the company which owns or
operates the tenements and its ability to develop the tenements; in particular its ability to participate in the
LNG development opportunity in the current market.

In the context of the limitations of A$/GJ Rule of Thumb measures, we note that Lodestone is an emerging
company in CSG with relatively limited work carried out to date on its Tambo Project.
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APPENDIX D - Base Acquisition Costs

Exploration Permits in Queensland

Whilst the geoscientific method is applicable within all States of Australia, it is important to note that due to
differing Application sl Rerention Costs | “AIRC™ (amongst others) between states, the BAC will change on a
State by State basis.

Components of the BAC are the Identification Costs ¢“1¢. %1 and 11 ARC.

For Queensland, Xstract has used data provided by the DiE"+ IRTM system to determine that the average
exploration permit {including Ll coal “=" wad minerals “142K7) is 155 km? in area and average tenure is
three years. The average IC costs incurred in identifying ground to be covered by a Queensland exploration
permit were assessed by Xstract to be A$10,000. The average ARC costs of applying for and holding a
Queensland exploration permit have been estimated as Application Fee (including lodging caveats and
assigning) A$135, Rental A$132/sub-block (or A$20,500 for an average exploration licence of 155 km?),
Administration costs, minimum A$5,000, Security costs A$2,500, Heritage expenditure A$1,000; Rehabilitation
A$5,000 and Expenditure commitment A$30,000 (in Queensland there is no minimum exploration expenditure
per unit of area, however an explorer must submit a budgeted exploration programme against which they are
assessed. Xstract considers the amount outlined to be reasonable). The BAC for a Queensland exploration
permit is therefore estimated at A$478/km? or A$1,430/sub-block of around 3 km?

P1109_ WHK_Lodestone_20100517_Final.doc Appendix D - Page 1
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17 May 2010

Attention: Mr Kyle Wright

Senior Lawyer

Emerging, Mining and Resources

Australian Securities and Investments Commission
20/240 Queen Street

Brisbane QLD 4000

Dear Mr Wright
re: Responseto ASIC commentsregarding Mineral Specialist Report

The purpose of this document is to provide additional information regarding the analysis
undertaken by Xstract in its Mineral Specialist Report on Lodestone Energy Limited in response
to comments received from the Australian Securities and Investments Commission. Please find
Malrae ! s respanse o Tined Telow

a. Additional disclosure in relation to the status of each application
at Tambo, whether there are any competing applications or
objections, the likelihood of the applications being granted or
refused, and the basis for the expert's view that a 20% discount
is appropriate and examples of comparable valuations applying a
similar discount.

Lodestone has a number of exploration tenement applications at Tambo, with all the Moreton
tenements previously granted.

Lodestone™s explovatior cencepr at Tambe g based o2 the pramise hat the ¢oal-bearing Surat
Basin continues further west that previously interpreted. Whilst a number of Exploration Permits
for Coal ("FIPC™) had boeon hislericadly explioned i the surmonmding arca o Dedeslone’s current
tenement area, there were no pre-existing EPCs (either granted or in application) in force when
Tambo Coal & Gas Pty "1 {*Tarmhar Coal & (7ax™1 made its initial application for EPCs 1414,
1415, 1417, 1418, 1481, 1482 and 1484 nor when the remaining tenements were applied for under
joint venture (50% Tambo Coal & Gas/ 50% Lodestone).

Having made due inquiries of the relevant authorities, Xstract understands that as at the effective
valialiaon date There were noo compeling applicalions ot registerad ohjeclions lo Dondeslone’s
renements ot the company’s Tambo Pryec Xsmwact has vndamaken its own indeserdent
verification of the status of the tenements including inquiries against the Queendand Department
or " himerals and Encere CTOAEST Inleractive Resonres and Temre baps seshem and discissions
with representatives from the DME. Furthermore, we understand that the reguisite tenements
have been (or are in the process of being) advertised. Thus far, al gpplications have passed
through the advertisement period without any objections being lodged. The current status of the
tenements is outlined in the following table.

XstractGroup.com

Xstract - Excellence from the outset

Level 20, 333 Ann Street (PO Box 10312 Adelaide Street), Brisbane QLD 4000
P: (07) 3221 2366 F: (07) 3221 2235 Xstract Mining Consultants Pty Ltd ABN 62 129 791 279
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Based on the available information, Xstract fully expects that all tenements will be granted (in due
course) and that it is merely administrative procedure slowing down the grant of title to
Lowlestone’'s respective tenement azplications.  Having sought clarification of such from
Lodestone, Xstract was provided with the following from Greg Baynton (Lodestone director -
conflicted party) on 30 April 2010:

=

“] also wish to confirm that there have been no objections to any
Tambo Project EPCA in the past or currently and that | do not
anticipate any objections to the grant of any remaining EPCs from my
discussions and correspondence with the Department.

All native title affected EPCAs have now been advertised and have
completed the objection period with no objections.

From my discussions with the Department, the granting of any
remaining EPCs for the Tambo project would now be a process matter
within the Department.”

Mr Bayton has consented to the inclusion of this statement in this report.

Xstract notes that during the term of this assignment (a period of over 4 months from December
2009), severa tenements have been granted to Lodestone including EPC 1481, 1788, 1789, 1795
1993, 1481 and 1625, whilst tenements EPC 1414, 1415, 1417, 1418 and 1622 have been offered
by the DME and accepted by Lodestone, but as yet the Company is still to receive the final grant
documentation.

Furthermore, Xstract notes that Lodestone has actively engaged in discussions with
representatives of the DME in relation to its Tambo EPC applications. Specifically, Lodestone
lias songhe the DRC s view oo the potential for conflict bebween exploration and devalopment
objectives, timelines and commercial drivers for EPC (or ATP) tenures with overlapping ATP
tenure (or EPC as the case may be). Xstract has been provided with an email stating that DME
Teprescnlalives congider Tadesisons’s spproach sy mamaging AP, ERFC eemeemiional caal) and
UCO mmomes under one ownership stnichuws o be “ooiqne™ aad  provides for sipnificant
advantages for the Tambo project.

As such, Xstract considered it appropriate to value the Tambo EPC applications on the
understanding that there appeared to be no maor impediments to grant and it was merely a
processing issue within the DME until they were granted. In keeping with section 70 of the
VALMIN Code, Xstract considers it appropriate to only value tenement applications where it is
satisfied that there is no cause to doubt their eventua granting and where there is no pre-existing
or related title. In valuing tenement applications, Xstract has applied a (subjective) discount of
20% to account for the uncertainty associated with the likely timing of grant and to reflect that
exploration activities are unable to commence until these tenements are granted.

Xstract notes that many valuers have applied similar discounts (typically ranging between 10%
and 40%) to tenement applications and cite previous vauations of early stage exploration
properties completed by Snowden (dating back to the early 2000s), Agricola Mining Consultants
(dating back to at least 2002), Al Maynard (similarly to mid-2000s,) Optiro (since 2008) and
Xstract (since 2009). By comparable valuations Xstract notes that it is referring to projects at a
similar stage of development. Under the D20 of the VALMIN Code these tenements would be
classilicd a “Explaraliom Arccas™ O made s e Boveen Fnerge valualion prepared Tazt yens by
Xstract, which was reviewed by ASIC under instructions from the Australian Takeovers Panel.
This valuation report was accepted by ASIC on behaf of the Takeovers Panel.
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b. Additional information regarding the derivation of the estimates
in table 3-2.

There are four key aspects to eval uate prospectivity of the underground coal gasification potential,
namely:

*  depth of the coal seams

s effective recoverable area of the coal seams
# thickness of the coa

= ash content / coa seam density

s coal quality (specific energy vaue)

CRE (tonne) = A * d * h (where A=area, d=coa density, h=seam height/thickness)
In-situ Energy (PJ) = CRE * Specific Energy value

A four stage process was used by Xstract to determine the UCG GIP estimate for the Tambo
project tenements. This comprised:

1. determining the structural continuity of the coal seams which occur within the targeted depth
zone (>250m);

2. identifing the variations in the thickness of the coal seams;

determining the confidence of the estimate based on both structura continuity and thickness
variations, and

4. assigning geochemical and coal seam characteristics to the targeted coal seams based on
published characteristics of the Wallon Coa Measures and deep Permian coals.

Assumptions

All assumptions are based on a coa seam correlation methodology and analogue coa seams
evident in adjacent areas of the Surat and/or Clarence Moreton Basins (see below). Coal depth,
seam thickness and coal quality data are especialy important for determining the UCG potential
of an area.

Due to the lack of any test results from within |.ndezicine’™s project area Xstract considered an
analogue using the general characteristics of the Walloon Coal Measures within the Surat Basin
(Table 2). Xstract then applied an average gas content value to the targeted coal seam dependent
upon its depth below surface using the depth-gas content graph (Figure 1).

Xstract applied the same concept to assess the deep Permian coal seams based on a Galilee Basin
analogue (refer Figure 2).

P1109_AppendixG_20100517_Final.docx Page 5 of 23
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Table 2: Published properties of key coal seams of the Surat Basin (From Coal Petrology and coal
seam gas contents of the Wallooon subgroup = Surat Basin ¢kd,” International Journal of Coal
Geology, Vol70, Issues 1-3, April 2007, p209 to 222)

Wolsturs &sh wolatle Fleed Eelative
{5 {5 Matter Carbon  Denshy
[ i)
Wallnon Subgroup
Juandah Goal Measures 4.9 280 S6.0 Al 1.51
Tarzom Coal Measures 5.4 1.3 4.7 Z0.T 1.53
®ocan £.3 272 33 241 - .Bx
Wacaister Upper 0.0 T B A0 RIS
Wach laler Lower = | a2 2 hE
Marigi s 4.8 7.8 3o S04 - 5D
Wambo E.D 31.8 364 574 - BB
cna 41 s i AN T 4R
Argyle .8 26.5 3549 34 " 48
Tegaluome Sardsiie 3.6 30.G 10 240.3 a7
Aubum =B 3c.B 323 =D.B - EE
Anbwirr sd sng 555 s © R2
Candamine i .a EE | =+

Figure 1: Gas content vs depth for coal seams of the Surat Basin (From Coal Petrology and coal
seam gas contents of the Wallooon subgroup = Surat Basin ¢kd,” International Journal of Coal
Geology, Vol70, Issues 1-3, April 2007, p209 to 222

30l 0 b
yridp DAF
—
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Figure 2: Gas content vs depth for coal seams of the Galilee Basin (From Galilee Energy,
Rodney Creek-8 well ASX Announcement)
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JB Mining generated a series of maps based on all available waterbore and petroleum well datain
Fadeaione’s detabase. Xstracel then weed These maps o sstimete Uhe depth e e lsapood” e eoal
seams within Lodestone s renements.  In order to reduce potemrial sirors regarding the likely
extent and depth of the coa seams, Xstract considered as many data points as possible from
Fandeaione’s kenemenl arca, and in parbenlae G ATTE 10270 A1 dala peinls nsed For estinalions
either lie within the tenement or a 10 km buffer zone surrounding ATP1020. Of particular
importance were the petroleum wells outlined in Table 3.

Table 3: Patroleum Wealk considersed by Xstract in it analyziz of the Tambe project’s UCG

potential
Inside of ATP 1020
Valetta-1 Petroleum well-Coal was recorded in the Birkhead Formation
Balfour-1 Petroleum well-Coal was recorded in Birkhead and Evergreen Formations
Westbourne-1 Petroleum well-thin coal bands and carbonaceous mudstones for Jurassic. Coal seams were recorded
for deep Permian section.
3338 Thick coal seams intercepted
4035 Thin coal seam intercepted
50898 2m coal seam was recorded
Outside of ATP 1020 but within 10 km radius
Berwinock-1 About 10 km west of ATP 1020 (petroleum well-WCM and deep Permian coals intercepted)
Augathella-1 About 10 km south of ATP 1020 (petroleum well-thin coal seams intercepted)

Figures 3 and 4 below present the available water bore and petroleum well data (purple diamonds)
present within a 10 km radius of ATP 1020. Figure 3 presents the interpreted depth to the top of
the targeted coa seam, whilst Figure 4 shows the interpreted thickness of the targeted coal seam.
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Figure 3: Interpreted depth to the top of the targeted coal seam — ATP 1020
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Figure 4: Interpreted thickness of the targeted coal seam - ATP 1020

Al
7300000

7250000

T
00000

T
450000

T
S00000

T
S900o00

T
&00000

1
630000

Thkkress i)

Jooo
2300
2500
2400
2200
2000
1300
— 1600
1400
— 1200
— 1000
— =00
— 600
—+00
200
—ooo
—'-200

The lateral extent and distribution of the coal seams throughout the project tenements remains to
be adequately assessed with only limited water bore, petroleum well and airphotograph
interpretation maps currently available. In particular, the large tenement size combined with low
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petroleum well data distribution makes it difficult to accurately predict and rationally optimise the
likely area offering potential for UCG. As such Xstract has assumed that between 10% and 30%
of the rotal aren avallable wituo Lodestane’s Tambo tenements is prospective for UCG. Thisin
part reflects the distribution from the photogeol ogy interpretation (based on the surface expression
of such seams) as well as taking into account the depth of the down-dip extents to these coal
seams, as well as an assessment of likely environmental and geologica factors, including
permeability and coal quality.

Coal Depths

Coal seams interpreted to occur at depths of between 100 and 600 m have been targeted for UCG
potential. The historic water bore and petroleum well data set provided by Lodestone has been
used to assist in these interpretations.

Coal Thickness

According to the available data coal thickness varies in a broad range as demonstrated in Figure 4
above. As ageneral observation, coa seams with thicknesses of greater than 2 m offer the best
potential for UCG. Xstract has assumed a minimum coal thickness of 2 m for prospective seams
within Lodestone™s Lmetuems  This assumption remains to be assessed through ongoing
exploration, but certainly is not an unreasonable assumption based on corresponding coal seams
within the Surat Basin including those referred to in Table 2 above.

Moweas Toped thel Tedestone™s Arilling prgoamme which was Being comdueled a1 the e ol the
preparation of the: valualicrt reparl wesild T alle Lo assist in rel ning ®arae! s concepiu” medel
However significant delays were reportedly encountered by the programme and no meaningful
data was avail able against which to benchmark our assumptions.

Specific Energy

No specific energy values ware availabls fiur the interpretad seams wittun Zodesons's Tenemeants.
Xstract has therefore assumed a specific energy value of between 14 and 20 MJkg with an
average of 16 MJkg in its estimations based on target analogues within the surrounding area.
Again it was intended that this assumption would be refined with measured data once Lodestone
obtained coal quality data from its drilling program.

In addition to its deterministic-volumetric estimations, Xstract also used a probabilistic estimation
to account for some of the risks associated with its technical assumptions. Using Monte Carlo
simulation and including variations in coal thickness, area and specific energy, the following table
of results and distributions were obtained. A uniform distribution was used for both the minimum
and maximum values in Xalracls probalilizlie maode’, a5 T ushated below
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c. Summary of the key points in relation to the probabilistic
approach used to estimate the Tambo UCG potential, which give a
reasonable basis for the assessment of quantities of coal and gas
underpinning the analyses, including examples of comparable
valuations where this methodology has been used in this way.

Aoowlaed m Maract s valialion ropocl 1706 3= gl 8 vere carle stage of assessment and
development in Australia and as such there are few, if any, valuations in the public domain, and
none which currently use the probabilistic method as outlined by Xstract.

Having said this it is important to note that the probabilistic methodology used by Xstract is
widely employed within the cil and gas industry as cvident in the recenl valiwation of Globad s’
West African petroleum assets by IHS Global Ltd (see attachment).

In relation to the UCG prospectivity of an area, this depends on a number of factors as outlined
below. There is no standard evaluation procedure considering all effective parameters in UCG
resource assessments. The difficulty of the evaluation derives from the complexity of the coal and
geologica setting in which there are many unknown variables. These variablesinclude:

Quantitative-Volumetric Variables
+ Depth of coal seam

* Thickness

* Density

=  Specific Energy

s Continuity of Seams

P1109_AppendixG_20100517_Final.docx Page 13 of 23



-

Quantitative-Recovery Variables
+ Permeability

* CH, content

s CO, content

s Ash content

= Moisture

s Degreeof Codlification

= Maceral composition

Qualitative-Volumetric/Recovery Variables
* Geological structure

s Degreeof stress

s Swelling characteristics

There are five key aspects to evaluate the prospectivity for UCG within an area. These include:
#  depth of the coal seams

s effective recoverable area of the coal seams

s thickness of the coa

#  ash content/density

s coal quality (specific energy vaue)

The Deterministic-V olumetric Coal Resource Estimation is then calculated as follows:

CRE (tonne) = A * d * h (where A=area, d=coa density, h=seam height/thickness)
In-situ Energy (PJ) = CRE * Specific Energy value

This standard deterministic-volumetric estimation methodology is used widely in the oil and gas
industry. This method is considered appropriate where there are little or no variations in the
relevant parameters which obviously does not hold true in redity as this is a natural system. As
such there are inherent variations in the parameters, which means that typically average values are
used in the preparation of the target estimations.

UCG Estimation isintimately associated with risk analysis. In order to account for the uncertainty
in the data and adequately capture the associated variations, a more flexible and convenient
methodology is required. We consider that the probabilistic method is the preferred method for
UCG assessment.

In assessing the UCG potential, Xstract has used both a deterministic-volumetric estimation in the
first case and then used a probabilistic method to incorporate variations in its chosen parameters to
account for the risk of various uncertainties.

There is no standard methodology for UCG assessment and target/resource estimation. UCG
estimation is a new area in Australia and mostly uses a coal resource estimation methodology for
volumetric assessments. Most of the valuations to date are based on in-situ coa volume and
Specific Energy Vaue which givesin-situ energy in terms of petgjoules. Xstract consider the best
way to assess the UCG potentia of an areais to include al uncertainties so as to account for the
risk and gain a better understanding from the distributions of estimated values rather than using
and reporting only single average values.

Facamples ol valuations in which probahilizne meadel ing haz heen nsed el ade XKastmel s salwnien
of Bowen Energy, SIRK= valuation of Lodestar Minerals Ltd, Cpliver’s walialism sal” Tiriversal
[demamies amd Wel=ier s viluwniom of Xheme Redonme s,
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d. Further information regarding the derivation of the estimates set
out in Table 3-3 of the Mineral Specialist’s Report,

Xstract reviewed the data available from historic water bore and petroleum wells drilled in the
surrounding area ( zec comnten 5 st e 7 ounder De headie e T Area™ and Table 3 and Fignme 3 oon
Page 8 and Figure 4 on Page 9 of this document) to assess the seam thickness, gas content, ash
content, moisture content, and density of the cod in its assessment of the CSG potential of the
Tambo area.  These parameters were used by Xstract to estimate the conceptua gas-in place
L*GIP1 range within the relevant tenements. The following equation was used to estimate the
GIP within the areas defined by L odestone Energy as the offering potential for CSG;

GIP = h* A* GC* (1-Ash%) * (1-Moisture%) * d

h = Net Coal Thickness (m)
A = Area (km?)
GC = Gas Content, DAF (m>/t)
d = Coal Density (g/cm?)

Asfor UCG, afour stage process was used by Xstract to determine its CSG GIP estimate. This
comprised:

1. determining the structural continuity of the coal seams which occur within the targeted depth
Zone;

identifying the variationsin the thickness of the coal seams;

3. determining the confidence of the estimate based on both structural continuity and thickness
variations; and

4. assigning analogue geochemical and coal seam characteristics to the targeted coal seams
(Wadloon Coa Measures and deep Permian cods).

Importantly, the petroleum wells and water bore data used by Xstract in its assessment all lie

sithir g 10 Lm vanding of Ledeslone™s lenementz, Farhermore, Xsirac U analvsis congidensd smly
depth and thickness il m withn Ladestsme’™s lenemeis with the mest dizlann paant
inleamimg XelvacUs analyvsiz of ATTTO20 Tving 80 km le the caxl ol the enement (ool within

[aondesione s lenemenls).

In order to identify the range of uncertainty and variability of each coal seam, a Low and a High
value was estimated for each parameter such as coa area, coa thickness, gas content and density
based on adjacent analogues within the Surat Basin. This allowed the identification of variations
in the data and improved analysis and optimisation options for probabilistic GIP estimation.

Xstract received the available data relating to water bore and petroleum wells drilled in and
around the ATP1020P (as specified above) to evaluate the coal thickness, gas content, density,
moisture and ash content of the coal seams. These parameters were then used to estimate the
conceptual GIP. Probabilistic estimation was aso used to assess the range of uncertainties and
ks amsncialal wilh Xatraer's delerminc=lic medal. Whilst the gas content and coal distribution
of the area remains to be adequately determined, Xstract considers that potential CSG
accumulations may be sufficient to support future commercial production.

Coal Inventory

A coal database was provided by Lodestone and existing petroleum well data were used to assess
the thickness of the coalsin proximity to ATP1020P. Datafor coa seams for this area are sparse
and poorly recorded and logged. Previous deep petroleum exploration programmes typicaly
bypassed shallow coal seams as they progressed towards the targeted deeper petroleum bearing
strata. As such thereis limited detailed documentation of the shallow coal seams in the available
well completion reports. Reported coa seams vary in thicknesses and are not accurately reported
within ATP1020P. However it is evident from the available documents that the coa seams are
presence in significant thicknesses and with considerable lateral extent.
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Assumptions

All assumptions are based on 1!’z evaluation criteria. Given that Lodestone had commenced
rraeteel drilling in Tane 2009 410w mlended thal Xsimels medels cold Te optimised with on-
going drill results. However the onset of early rains prevented such information becoming
available, namely coal thickness and gas content data which is crucial for accurate GIP
estimations.

Area

Halruel’s GIP estimates are based on definitive polygonal resource estimation techniques over the
extensive drill core and petrophysical database. As afirst stage, X stract identified prospect areas
where coal seams are present at depths of greater than 250 m (optimal CSG depth limits). The
largest uncertainty in ATP1020 is the extent of the coals and their distribution across the project.
Xstract therefore assumed that between 40% and 60% of the total area is prospective (worth drill
testing).

Thickness

Coal thicknesses are based on a density cut-off of 1.75 g/cc. Lack of density logs from previous
petroleum and coal wells makes thickness assessments difficult for ATP1020P. Coal thickness
varies in a broad range according to available data. Xstract has assumed a coa thickness of
between 2 and 15 m for its estimations.

Depth

Gas is absorbed in coas by physical absorption. This is only possible if there is a sufficient
pressure on the coal seams. The depth limit of 250 m is used for delineation of prospective aress.
It appears that most of the likely coal seams (more than 70%) are deeper than 250 m in ATP 1020.

Gas Content

There are no direct gas content measurements from the coals in ATP 1020. Gas contents for the
Walloon Subgroup within the Surat Basin reportedly range from 1.15 to 13.17 m3t ("DAF’? and
averages 5.18 m*/t. Wells shallower than 250 m have an average gas content of only 3.85m/t. In
this assignment, Xstract has assumed a gas content range of between 3 m*t and 8m*/t for its
estimations.

The following tables document the derivation of the GIP estimates.
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The GIP Equation was used in the following volumetric GIP estimation for the high side estimate
(Walloon Coa Measures).

Application Area= ATP 1020 High
Motes=

Composition as CHi=

Coal thickness (m)=

| Area (km2)-

Density {ton/m3)=

Ash content (fraction)=

Moisture content (fraction)=
Avarage Gas Content (m3/1), DAF=

95| Area(m2) =|3,973,000 000
Acre=|981,728

[ 1a

GIP= 387.5 Bm3
GIP{CH4)=|  13,561.62 BCF 13.56 TCF

Total Energy (PJ)= 14239.70
Total GIP/km2=

3.58 PJ/km?2

The GIP equation was used in the following volumetric GIP estimation for the low side estimate
(Walloon Coa Measures).

Composition as CH4= 95| Arealm2) =|2 648 000,000
Coal thickness (m)= 2.00 Acre=|654,321
| Area {lm2)= 648,00
Density {ton/m3)= 1.45
Ash content {fraction)= 0.25
Moisture content (fraction)= 0.03
Avarage Gas Content (m3/1), DAF= 3.00
GIP= 15.8 Bm3
GIP(CHd)= 551.52 BCF 0.55 TCF
Total Energy (PJ)=
Total GIP/km2= 0.22 PJ/km2

The GIP Equation was used in the following volumetric GIP estimation for the high side estimate
(Permian Coals).

Application Area= ATP 1020 High-Permian Coals
Motes=

Composition as CHi=

Coal thickness (m)=

| Area (km2)=

Density [tnm‘m3]=

Ash content {fraction)=

Moisture content {fraction)=
Avarage Gas Content (m3/4), DAF=

95|| Area(m2) =|3,973,000,000
Acre=|981, 728

GIP= 187.1 Bm3
GIP(CH4)= 6,546.99 BCF 6.55 TCF
Total Energy (PJ)= 6874.34

Total GIP/kmZ= 1.73 PJ/km2
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Xstract notes that there is a large difference between its High and Low Volumetric Estimations
(using deterministic methods) due to the large variation in the reported thickness of the Walloon
Coals in the area. To reduce the risk associated with the various input parameters, Xstract also
conducted a probabilistic estimation for the Tambo CSG evaluation. Probabilistic Estimation is
widely used in CSG Resource/Reserve eval uations (see attached papers).

In its Probabilistic Model, Xstract assessed the following parameters individually and their
variations as discussed above.
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e. Summary of the key points that give a reasonable basis for the
assessment of quantities of gas underpinning the gas in place
estimation in section 3.3.5. of the Mineral Specialist’'s Report and
examples of comparable valuations where this methodology has
been used in this way.

In March 2007, The Society of Petroleum Engineers (“SPE™), along with sponsoring organisations
the World Petroleum Council ("WFC™1, the American Association of Poimlenm {fealindsis
AATCYT and the Society of Petroleum Evaluation Engineers ("SPEE™), approved the new
Petroleum Resources Management System (“PRMS”). The PRMS contains a set of definitions,
standards and guidelines for the classification of conventiona and unconventional petroleum
resources.

Unconventional petroleum resources require different evaluation and development techniques and
have their own uncertainty characteristics which can affect reserve estimation and reporting.

The PRMS is designed to provide a common reference for the international petroleum industry,
including nationa reporting and regulatory disclosure agencies to support petroleum project and
portfolio management requirements and to improve clarity in global communications regarding all
naturally occurring petroleum resources. To ensure the needs of stakeholders are met, it is of great
importance that the application of the PRMS to CSG projects be consistent with its intent
(Geoffrey J Barker, 2008).

Estimates of gas and coa exploration targets and resources depend directly on net-coal thickness,
gas content, coal density, and ash yield, and indirectly on coal rank, structure, hydrogeology, and
topography. The ternn et ezal tluckoe s refers to the cummlative thickness of strata ¢lossifisd as
coal.

Xstract used the methodology developed by the SPE. Gas content values are estimated based on
depth versus gas content type curves. Coal thickness is based on adensity cut-off of 1.75 g/cc. The
GIP cdculations are based on definitive polygonal resource estimation techniques over the
extensive drill core and petrophysical database.

Reserves are defined by PRMS as those quantities of petroleum anticipated to be commercially
recoverable by: application of development projects to known accumulations; from a given date
forward; and, under defined conditions. Reserves must satisfy four criteria in that they must be
discovered, recoverable, commercial, and remaining (as of the evaluation date) based on the
development project(s) applied. This means reserves must be determined in conjunction with a
specified commercialisation strategy (e.g., eminent contract/development, spot sales, third-party
infrastructure project, etc.). From there, reserves may be sub-classified based on project maturity
and/or characterized by development and production status.

Xstract was provided with data for petroleum wells occurring within a 10 km sphere of influence
around ATP1020P to evaluate the coal thickness, gas content, density, moisture and ash content of
the coal seams. These parameters have been used to estimate the conceptua GIP. Due to range of
uncertainty and variability of each coal target, probabilistic calculations were used to assess likely
variations. Xstract notes that there is currently insufficient data for the project to estimate potential
resources rationally. However, although the gas content and coal distribution remains unknown in
the area, Xstract was requested to assess the potential CSG accumulations and determine whether
such quantities may be sufficient for commercial production on a conceptual basis.

Our estimations for the Tambo CSG project are based on the resource potential tempered by the
associated risk. In order to assess the likely variation and risk, Xstract used Probabilistic
estimations. This method is commonly used for unconventional ("CSG™) resource/reserve
estimations (see attached documents as references), and includes the following considerations:

+* Dataanaysisand adjacent analogue areas have been studied in detail

+ Arealimitations and possible recoverable areas have been identified
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* Thickness distribution has been studied in and around the area

*+ Gas content and composition data have been studied from adjacent analogue areas within the
Surat Basin

* Limitations on area, thickness, cod data, coal extent and gas content have been considered
= Standard SPE Guidelines have been used in estimations

# Data provided to us are limited for this area, assumptions have been made using correlations
and experience from similar areas

=« Monte Carlo Simulation-Probabilistic estimation has been used to reduce to risk of
uncertainty in resource estimation

s We are confident with our estimations with available data in this stage, however this model
can be optimised once more data becomes availabl e for the prospect area.

Examples of valuations that have applied a similar methodology to Xstract in this respect include
Deloitte’s valuation of ATP 688P and ATP 769P in Westsicle's Indepoenden| Faperl's [tersr. and
the Ataria appraisal asset and Paranui and Tilbrook projects in the Sunshine Gas Independent
Experts Report and the CRIF c=iimate in H}-[h'cy (i In[l.;pcnd-:nl I-Hcp.:rlr: Rul'um'l_

f. Summary of the key points which give a reasonable basis for the
valuation of EPC 1302.

The Moreton project tenements range from an early to advanced exploration status. EPCs 1299,
1313 and 1524 are al considered early stage exploration where coal drill targets have been
identified. EPC 1302 is more advanced as historical drilling has defined coal-bearing intervals at
the Veresdale Scrub deposit.

Importantly, there are currently no Coa Resources delineated within I ssdestome™s hateion Projol,
which meet the minimum reporting requirements of the 2004 JORC Code. There are however,
historical estimates of coal seams documented for EPC 1302. Xstract has placed considerable
reliance on these historical estimates for the target seams as a guide to understanding the future
exploration and mining potential of the Veresdale Scrub deposit.

Exploration by New Hope and Pacific Coal Pty Ltd in the 1980s and 1990s resulted in the
definition of numerous coal seams in the Beaudesert area. Based on this work New Hope
delineated target mineralisation in the order of 28.8 Mt at the Veresdale Scrub deposit.

The company has not applied for, nor been granted, a waiver under Listing Rule 5.6 by the ASX
enabling it to report historical estimates of the coal contained within EPC 1302. However, Xstract
considers that the contained coal within EPC 1302 is of importance for the following reasons:

= Thehistorica estimate for the Veresdal e Scrub deposit was generated by New Hope Energy, a
coal production company, from drilling commenced in 1978. The estimate and means by
which it was generated are documented in a New Hope Report dated September 1992 and
decimentsl az “Exploration Permit for Coal 221, Veresdale Scrub Area — Preliminary
Fralualtiem™.  This document is held by the Queensiand DME under Record number
<CR24297>.

= Lodestone directors believe that the historical estimates continue to be relevant because the
drilling pattern over the deposit is of a design and density that satisfactorily investigates the
coal seams. Exploration techniques used to acquire data and generate the estimates are
similar to those used today. Xstract concurs with I iadeslianes vicws,

= The historical estimates are considered reliable by Xstract because the available drilling and
log data indicates work of consistent reliable quality. The geological model is reportedly
based entirely on bore holes with reasonable recoveries, which were geologically and
geophysically logged to a maximum downhol e depth of 120 m below surface. The coa seams

P1109_AppendixG_20100517_Final.docx Page 20 of 23



-

are generally continuous between holes but demonstrate considerable splitting and are
typically thin.

s The resource calculation was based on M | lexpe’s mining experience of equivalent seams
evident at the Jeebropilly Mine, where coal seams and splits were commonly mined down to
10 cmiin thickness. Criteriaapplied for evaluation comprised: inclusion of seams greater than
0.12 min thickness, exclusion of partings grester than 0.10 m, application of 400 m maximum
extrapolation distance from known data points and default density of 1.5 t/m® applied to all
seams.

s Estimates were generated using a 250 m by 500 m drilling pattern to an average depth of 80
m. Informal calculations by Xstract from drilling data support Lodestons’s stated
exploration target.

+ At the time, New Hope classified the historical resource as Indizuleid wder e = Auzimalian
Code for Reporting of Indentified Coal Resources and Reserves™ {uzing the Feboiaw LU86
Code aprecursor to the 2004 JORC Code). The basis of this classification is not reported.
However, using guidelines effective at the time, Xstract understands that portions of the
resource defined by boreholes separated by distances of greater than 500 m were classified as
Inferred, whilst a borehole separations of between 250 m and 500 m were typically classified
as Indicated.

s |t was noted by New Hope that the so-callsl “Inferred Resources™ were not included in the
estimate above and there was considered to be good potential down-dip (to the southwest) and
for upgrading of the delinid “resource™ between 40 and 100 m depth.

= There are no estimates, other than the historical estimates, available to the company with
respect to the Veresdale Scrub deposit.

= A traverse of drilling completed by the company in 2009 to the south of the deposit
confirmed, in the {ssr-panx "< opinion, the width of the coal seam in the single section tested.

= The northern tenement boundary of EPC 1302 cuts through the centra portions of the
Veresda e Scrub deposit. Xstract estimates that approximately 60% of the deposit lies within
ladestome™s FRC 1302 As such, Lodestone consider that there is potentia for an exploration
target of between 15 and 20 Mt of in-situ raw coal within EPC 1302. Jeff Jamieson, CEO of
Lodestone Energy and a coal consultant with over 30 years experience, is the Competent
Person for this exploration target.

s+ Under section D16 of the VALMIN Code, the Veresdale Scrub deposit is a material asset
whose exclusion from the valuation islikely to understate the value of the Moreton Project by
more than 10%.

# Inils walualion o Leslestone’s inil-al 309 earn-in to the Moreton project, the Independent
Technical Specialist, Jeff Jamieson & Associates (“II47 - now a conflicted party as Mr
Jamieson is CEO of Lodestone), attributed considerable value to the Veresdale Scrub deposit
(providing the value basis for the entire transaction). Xstract considers that its report would
be materially deficient if the Veresdale Scrub deposit was either excluded or no vaue
assigned.

i the s hasis, Ksbael considers News Tlope's hisiene caimele provides o measenable relleelion of
the quantum of coal present within EPC 1302 and has inherent value. However we note that there
is no guarantee that the Veresdale Scrub deposit will be re-classified under the 2004 JORC Code
in the short term or at all.

g. Examples of valuations in other projects where the expert
considered there to be a low likelihood that the deposit would be
ultimately developed.

Arguably, the development of any exploration property may be considered to be of low likelihood
until the appropriate level of exploration activity and economic studies have been completed.
Certainly the rate of exploration success and conversion of exploration projects to actual operating
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mines over recent years would suggest that there are very few that are ultimately developed. Yet
such properties still have intrinsic value. This value may reside either in the in-situ minera
potential of aproperty or alternatively in the amount a property may be on-sold to a third party.

To alarge extent the amount that a third party may be willing to pay for such a property reflectsits
corporate strategy, risk profile and risk tolerance. If buyers have a positive view regarding the
risks associated with project development and consider that they have the relevant expertise to
overcome such risks, they may well place a high value on the project. If however they have a
negative view of the project and that development risks are significant or are unlikely to be
overcome through negotiation, then they would possibly value this deposit a alower level.

Xstract considers that most reasonable investors taking a balanced view of the project, would
consider there is a risk associated with the future development of this project given its proximity
to the Beaudesert residential area. However, that is not to say that the project does not have vaue,
as a company with a higher risk tolerance (than an average investor) may consider that it can
negotiate with the relevant parties such that it is able to develop the deposit. As such and based on
the methodologies outlined in our vauation report, Xstract expects that such a company would be
willing to pay up to $8.8 million (but with a preferred value of $5.3 million) for the Veresdale
Scrub deposit.

Importantly, under section 19 of the 2004 JORC Code, the declaration of Coa Resources requires
an asscsamenl as o wheher Mo are “reasomahle prospoel oo evenhisgd coomormic cshrclion™,
There is no such requirement for the assessment of exploration targets largely because these tend
to be at an early stage of assessment and there have been insufficient studies completed to
adequately assess whether such projects are economically viable or able to overcome any social or
political impediments.

As such, Xstract would refer to the valuation of any early stage to advanced stage exploration
project, where further studies are required to determine the impact on the project economics of
various competing economic, social and regulatory factors. Whilst not stated explicitly, all such
early stage projects carry a high risk regarding future development options and assumptions. Until
at least Measured and Indicated Resources are defined the likelihood of future income from the
project cannot be adequately assessed and hence cannot be assessed using valuation techniques
such as discounted cash flow analysis. Instead most such projects are largely assessed on the basi's
of geological prospectivity (including geoscientific rating and geological risk) and/or historic cost.

h. Significance of Queensland Government Policy

Strategic Cropping Land

The changes to the planning framework associated with the Queensland government's proposed
strategic cropping land policy have not been finalised. In particular, detailed mapping of strategic
cropping land across the state, which is proposed to be used as a trigger for assessment under the
proposed framework, has not been finalised.

A discussion paper released in February included a preliminary map showing "candidate areas for
strategic cropping land". The map does not include detail sufficient to identify whether the
tenements are likely to be affected or otherwise. A disclaimer accompanying the map confirms
that the map is likely to change during development of the strategic cropping land planning
framework.

If the tenements do fall within strategic cropping land, it will be necessary to review the new
planning framework (once that is finalised), to ascertain whether any proposed activities will be
subject to an assessment process.

Coal Seam Water Use

The CSG model conditions are suggested conditions to form the basis of a proposed
Environmental Management Plan {"I*I'%. An EMP is required when applying for an
environmental authority to facilitate the grant of a production tenement.
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The overarching guidelines include the model conditions, a guideline on preparing an EMP for
CSG activities, and a guideline on applying for beneficial use of CSG water.

The tenements are exploration tenements. If a future application is made for a producing tenement
out of the current tenements, then the guidelines and model conditions will need to be complied
with.

i. Additional information in relation to comments in Appendix C on
premiums payable in recent transactions

In Appendix C, Xstract has expressed its view regarding the general state of the market for coal
exploration and mining properties which have traded at a premium to analyst expectations over the
past few years, in part reflecting the overall trend in the coal price. These asset transaction
premiums are largely the result of the foreign entities entering into the Australian market to secure
adeguate supplies to meet their future production requirements. The Chinese, Indian, Japanese
and Korean are the most active foreign acquirers in the Australian mineral industry, however,
other major companies such as BHP Billiton, Peabody and Xstrata have aso recently made or
entered into coal acquisitions.

It is Xslrazl’s opinion that the current market in Australia may pay a premium over the technical
value for high quality mineral assets (i.e. assets that hold defined resources that are likely to be
mined profitably in the short-term or projects that are believed to have the potential to develop
into mining operations in the short term even though no resources have been defined). On the
other hand exploration tenements that have no defined attributes apart from interesting geology or
a “eond address™ may well made .o discount to technical value. Deciding upon the level of
discount or premium is entirely a matter of professional judgement. This judgement must of
course take account of the commodity potential of the tenement. Currently in Austrdia for
example, atenement may have an elevated value for its coal, gold or iron potential. There are of
course numerous factors that affect the value such as proximity to an established processing
facility and the size of the land holding.

The current Australian market in exploration tenementsis a so strongly impacted by the size of the
land holding. In our opinion a large consolidated tenement holding in an area with good
exploration potential attracts a premium because of its appeal to large companies.

Xstract notes that other valuers have considered market premiums of between 50% and 300%
based solely on spot price increases throughout 2009 (refer to Aprcels s valualion ol M ek
Energy and Polaris, respectively). In the context of the on-going thermal and coking coa price
increases, Xstract considers a 50% premium to the technical value to be realistic and appropriate.
Xstract notes that it applied a 30% market premium in its valuation Bowen Energy in late 2009
(refer to Bowen Energy valuation report). Coal prices and the market for coal properties have
improved since thistime.

Jeames M cKibben
General Manager — Corporate Services, Principal Consultant
Xstract Mining Consultants
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APPENDIX H - Glossary of Terms

Abbreviation or Term
2P

3D

3P

A3
A$/G]
AIG
ARC
ASIC
ASX
ATP
AusIMM
BAC
CSsG
Cydonia
daf
DEM
DME
Domgas
EPC
EPCA
EPS

EV

FOB
Galilee
GIP

GJ

IC
Indicated Coal Resources

IRTM

JBMS

JIA

JORC Code

km
km?
Lodestone
m

m3/t

MBA

Muir

mD

Measured Coal Resources

MEE
MICA

Meaning
2P (Proved + Probable) reserves

three dimensional

3P (Proved + Probable + Possible) reserves
currency, Australian dollar

Dollar value per gigajoule

Australian Institute of Geoscientists
Application and Retention Cost

Australian Securities & Investments Commission
Australian Securities Exchange

Authority to Prospect for Petroleum or Gas
Australasian Institute of Mining and Metallurgy
base acquisition cost

coal seam gas

Cydonia Resources Pty Ltd

dry and ash free

digital elevation model

Queensland Department of Mines and Energy
domestic gas

exploration permits for coal

Exploration permits for coal application(s)
specified mineral exploration permit
Enterprise Value

free-on-board

Galilee Coal Pty Ltd

gas-in-place

gigajoule

Identification Costs

That part of a Mineral Resource for which tonnage, densities, shape,
physical characteristics, grade and mineral content can be estimated with
a reasonable level of confidence.

DME's interactive resaurce and tenure maps
JB Mining Services Pty Ltd
Jeff Jamieson & Associates

2004 Edition of the Australasian Code for Reporting of Exploration Results,
Mineral Resources and Ore Reserves

kilometre(s)

square kilometre(s)
Lodestone Energy Limited
metre(s)

cubic metres per tonne
MBA Petroleum Consultants
Muir and Barrenger

milliDarcy = unit of measurement of the permeability (ability of a fluid to
flow through) (of) a rock.

That part of a Mineral Resource for which tonnage, densities, shape,
physical characteristics, grade and mineral content can be estimated with
a high level of confidence.

multiple of exploration expenditure method
Mineral Industry Consultants Association
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Abbreviation or Term
Moreton Coal/UCG Project
Moreton Energy

MRA

Mt

Mtpa

Nash

Orbit Capital

P&G

P10

P50

P90

PJ

PRMS

Red Sky

SHE

SRTM

Surat Resources
Tambo Coal & Gas
Tambo Project

Tambo CSG Project
Tambo exploration project
TCF

UCG

Us$

VALMIN Code

WHK
Xstract

Meanin

The Moreton exploration project

Moreton Energy Pty Ltd

Mineral Resources Act 1989

Million tonne(s)

Million tonnes per annum

Colin Nash and Associates Pty Ltd

Orbit Capital Pty Ltd

Petroleum and Gas (Production and Safety) Act 2004
Prospective Resource estimates from Low
Prospective Resource estimates from Best
Prospective Resource estimates from High
petajoule

Petroleum Resource Management System
Red Sky Energy Limited

safety, health, and environmental

Shuttle Radar Topography Mission

Surat Resources Pty Ltd

Tambo Coal & Gas Pty Ltd

The Tambo Coal /UCG project

Tambo CSG exploration project

Tambo Coal/UCG Project

trillion cubic feet

Underground coal gasification

Currency - US dollar

2005 edition of the Code for the Technical Assessment and Valuation of
Mineral and Petroleum Assets and Securities for Independent Expert

Reports
WHK Howarth Corporate Finance Limited
Xstract Mining Consultants Pty Ltd
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