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Go fturther.

What defines Arrow Energy? In industrial terms, the company is one

of Australia’s leading producers of coal seam gas with significant assets
throughout eastern Australia and Asia. We hold equity interests in 80,000
square kilometres of acreage close to Queensland’s key markets. Since
listing on the Australian Stock Exchange in August 2000, the company’s
market capitalisation has grown from $20 million to over $1.5 billion.

But if that’s all you know about Arrow, then you're only seeing part of
who we really are. Go further is not just a theme for this year’s report,

it’s the battle cry that guides us, the corporate philosophy that defines us.
Our company is made up of people who understand that to build a great
company we must always go further - to convert challenges into successes,
stand apart from our competitors, create more value for shareholders,

and fulfil our mission to answer the call for cleaner energy.



Two became one

Arrow completed a merger
with CH4 Gas Limited in
August 2006 to create one
of Australia’s leading coal
seam gas players. The merged
company has a current
market capitalisation of
more than $1.5 billion

Power station
switched on

Arrow announced that
first power was generated
from the 27.4 megawatt
Daandine Power Station
and exported to the grid,
meeting the company’s

First sales from
Tipton West

First gas was sold from
our Tipton West field to
the Braemar Power Project
on 6 February 2007, two
months ahead of schedule.
Arrow will eventually
supply 9.5 petajoules

N

goal of first electricity
generation before the
end of calendar 2006.

CEE LR per annum for 15-years.

Going further
for increased performance

Arrow a top 200 company

In March 2007, Arrow was included in Standard and
Poor’s ASX 300 Index which comprises the top 300 listed
companies in Australia. Within the space of only 34 days,
the company entered the S&P/ASX 200 Index.

Liquefied-natural-gas (LNG) sales

In April 2007, Arrow agreed to supply 2 petajoules (PJ])
of gas per annum over 15-years from its Daandine field
to Liquegas Energy of Norway for use as a feedstock at

a proposed small-scale LNG plant. First gas supply is
expected during the first half of 2009. The following
month, the company signed a heads of agreement with
LNG International to supply at least 55 P] per annum for
12 years from 2011 to a proposed large-scale LNG plant.

ATTOW WIns green gongs

Arrow won finalist nominations in three categories of
the Banksia Environmental Awards — Prime Minister’s
Environmentalist of the Year, Eco Innovation Award
and Water Award.



ATTOW’S

global march

In October 2006, Arrow won three highly prospective
exploration blocks in Indian CBM III licensing round with

major Indian companies Tata Power and GAIL (India) and Energy
Infrastructure Group as partners. We continued to build our
international presence by signing commercial deals in Indonesia
and China throughout the remainder of the fiscal year.

Maiden profit

Arrow declared a maiden profit of

$8,698 for the half year to December

2006, and a profit of $17.83 million for
the full year to 30 June 2007.

Net reserves

$ 1 7. 8 3 m increase




Chairman’s letter

Top 10 performing stock

Arrow’s ten fold increase in net gas
production from less than 1 PJ to more
than 10 PJ over the year drew an increase
in sales revenue from $1.7 million to
$27.87 million in fiscal 2007. Our share
price tracked our improving production
and sales figures, closing the financial
year at $2.80. Arrow’s 374.5 percent share
price increase over fiscal 2007 made it
the second best performing stock on
Standard and Poor’s ASX 200 Index.

Our market capitalisation is now more
than $1.5 billion (as at 30 June 2007).

Record production and sales results

In July 2006, Arrow had one producing
field at Kogan North in the Surat Basin.
Since that time, we have increased our
number of producing fields to four and
improved the production at each of these
fields to consolidate our transition from
explorer to producer. First gas was sold
from our fields at Daandine and Tipton
West in the Surat Basin throughout the
year while the Moranbah Gas Project
in the Bowen Basin was added to our
portfolio following our merger with
CH4 Gas Limited. Arrow also realised
its ambition of bringing the electricity
market to the wellhead by generating
first power from the Daandine Power
Station and exporting it to the grid in
December 2006.

A clear strategic vision

Arrow’s enduring game plan has been to acquire
significant coal seam gas acreage close to existing

gas and electricity infrastructure and markets. The
company is now leveraging its world-leading technical
and commercial capabilities to optimise producing
fields and advance a long pipeline of development
projects as it makes giant strides in the vigorous search
for enhanced margins.

A strong corporate culture

At the heart of Arrow’s financial growth is a productive
corporate culture. An unrelenting focus on solutions
rather than processes has helped the company to

push for higher levels of quality and performance.
Time and again, our people have combined creativity,
inventiveness, and agility to respond to change and
deliver impressive results. At a time when business

is going well, our people continue to challenge the
status quo — working out ways to improve on the past
12 months and putting in place plans to get even better.
I'm proud to be part of the team.

Building a powerful future

Looking ahead, we’re well positioned to deliver strong
results through to the end of the decade. We’ve added
capacity and will continue to invest in new products
and new geographies. Our business strategy to secure
higher margin sales combined with a relentless push
for higher levels of operating and cost performance
will deliver long-term benefits to our investors. Arrow
Energy faces fiscal 2008 with confidence. We have the
strategy, capabilities and people. We will deliver strong
returns to our shareholders.

We thank you for your support.

John C. Reynolds

Chairman, Arrow Energy
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Cultural heritage and native title

Arrow Energy recognises and respects the long and
deep attachments that Aboriginal and Torres Strait
Islander peoples throughout Queensland have to the
land and water in this State. Some of the most obvious
expressions of this attachment are the values and
beliefs they hold for sites that contain evidence of
occupation, tool manufacture, certain flora, fauna and
fishes, and sites of continuing spiritual significance.

The company strictly adheres to a comprehensive and
cultural heritage and native title policy to meet its duty
of care for indigenous cultural heritage on land and
water affected by our ongoing operations. This policy
ensures we meet the requirements of the Aboriginal
Cultural Heritage Act 2003, the Torres Strait Islander
Cultural Heritage Act 2003, and the Commonwealth
Native Title Act 1993.

Further, Arrow also offers training courses for
community induction in indigenous cultural awareness
to staff, project contractors and service providers.

We take pride in our many practical programs to
address traditional owner matters and to engage with
Aboriginal and Torres Strait Islander people in a spirit
of reconciliation.
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Community relations

Arrow’s licence to operate rests in part on our ability
to deliver mutual benefit for people living in the
communities in which we operate. In respect to
Community Relations, we have two goals: building
mutually advantageous relationships, and respecting
the quality of life and economic and social progress
of communities.

Arrow is committed to using local suppliers and
employing local workers wherever possible.

We believe in open and accountable engagement
processes and practices to empower people to genuinely
inform our decision making. Regular meetings with
local communities allow us to keep residents informed
while taking advantage of their local knowledge to
create better policies, programs, services and projects.

Arrow seeks to act as a good corporate citizen at all
times and undertakes contributions and sponsorship
programs as part of its partnership with the
community. In fiscal 2007, Arrow contributed more
than $35,000 in cash donations to a diverse mix of
nearly 30 organisations including Childhood Cancer
Support, Condamine Alliance, Dalby State School, and
the Moranbah Miners Junior Rugby League Club.

We are now working with a number of local government
and commercial agencies in Dalby and Moranbah to
finalise our sponsorship program for the 2008 fiscal
year. This $70,000 plus program will support a wide
range of cultural, educational, sporting, environmental,
and welfare initiatives.



Non-financial
performance review

(continued)

Environment

The challenge over the past 20 years and now moving
forward has been to identify and utilise energy sources
that have less impact on the environment.

Coal seam gas is considered as a greener energy source
despite being a carbon-based fossil fuel. It produces
less than half the greenhouse gases of coal when used
to produce electricity. On a scale that matters, gas can
also be less destructive than renewable sources of
energy. A natural gas combined cycle plant requires
only a fraction of the green space, concrete and steel
needed to generate the same amount of power from a
wind farm, biomass power plant or solar cell facility.

The Queensland Government Energy Policy: A Cleaner
Energy Strategy promotes the development of natural
gas as a significant component of our future energy
production needs. Targets are in place to have

18 percent of Queensland’s electricity produced

from natural gas by 2020, thus reducing greenhouse
emissions by millions of tonnes per year.

Arrow is helping to lead Australia to a more sustainable
future. The concept of sustainability — meeting the
needs of the present without compromising the ability
of future generations to meet their own needs — poses
many challenges. For Arrow, we see these challenges as
opportunities to develop new solutions that allow both
our company and our planet to prosper.

This viewpoint is underpinned by a belief that
operating responsibly in respect to the environment has
two levels. At its core it requires compliance with laws
and regulations. At a second, higher level, we seek to
act as a progressive operator by going further than the
law requires.

Arrow Energy operates in compliance with
Commonwealth, State and Local Government statutes
and Industry guidelines. We have gone another step
forward by implementing an Integrated Environmental
Management System (IEMS) that manages the
environmental issues linked with all of our ongoing
activities from exploration and development, through
operations to de-commissioning and rehabilitation.

Based on the IEMS, specific Environmental
Management Plans have been created for each

of our production fields to govern the conduct of
environmentally relevant activities specific to these
sites. Further, field environmental audits are conducted
by Arrow on an ongoing basis with direct feedback to
staff and subcontractors.

In fiscal 2007 Arrow extended its clean environmental
record past 10 years recording no reportable
environmental incidents. It’s a record of which we’re
extremely proud and committed to preserving. Our
Environment Manager was named by the Banksia
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Foundation as one of four finalists for the 2007
Prime Minister’s Environmentalist of the Year
Award — widely recognised as Australia’s highest
environmental honour.

Arrow was also a finalist in the 2007 Banksia Water
Award for developing recycling strategies for coal seam
gas water, and the Banksia Eco Innovation Award for
implementing new technology to degas coal mines and
reduce greenhouse gas emissions. No other company in
the history of the Banksia Awards has received three
finalist nominations in the one year.

Our work is proof that supporting sustainable
development can create value for our customers,
investors, the environment and the communities in
which we work.

Dalby drought relief

Arrow has played an important part in the development
of a new reverse osmosis plant at Dalby to treat coal
seam gas water from our nearby gas fields. The Federal
and State Governments have joined with Dalby Town
Council and Arrow to fund the $10 million plus project
which will supply up to five megalitres per day for
household, agricultural and industrial use.

Over 1,387 Olympic swimming pools of water will be
processed each year, providing drought relief to Dalby.
The project will spell the local upper aquifer and allow
it to recharge.

In the meantime, the water is currently being put to
good use in coal washing, cattle feedlots and even a
trial saltwater fish farm. In fact, 15,000 fingerlings have
been successfully raised over the past six months by the
Department of Primary Industries and Fisheries in coal
seam gas water at Bribie Island. The fingerlings, which
predominantly comprise Mulloway, Barramundi and
Mangrove Jack species, are due to be transplanted back
to Arrow’s Kogan North evaporation pond before the
end of calendar 2007 where the trial will continue.

Degassing technology at Moranbah North

Arrow Energy is utilising and selling coal seam gas
extracted from the Anglo Coal Australia-operated
Moranbah North Coal Mine prior to underground
mining. The gas would otherwise be released into the
atmosphere. Degassing the mine saves 120,000 cars’
worth of greenhouse gas emissions. What’s more, the
risk of coal mine explosions is dramatically reduced
due to lower gas levels.

We know that enabling sustainable development is an
ongoing journey, and we’re focused on being a leader
on this front. We have real contributions to make —
contributions that over the long term will benefit

our business, our customers and our investors while
helping to create a more sustainable world.
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Directors’ Report

Your Directors present their report on the consolidated
entity consisting of Arrow Energy N.L. and the entities
it controlled at the end of, or during, the course of the
financial year ended 30 June 2007.

Directors

The following persons were Directors during the whole
of the financial year under review and up to the date of
this report:

— Executive Director

— Chief Executive Officer and
Managing Director

— Non-executive Director

Stephen Bizzell
Nicholas Davies

Dr Paul Elkington

John Reynolds, Jeremy Barlow and David Williamson
were appointed as Directors of Arrow Energy N.L. on
15 August 2006 and continue in office at the date of
this report.

William Stubbs and Dr Robert Day were Directors of
Arrow Energy N.L. from the beginning of the financial
year until their retirement from the Board on

15 August 2006.

Kerry Parker was appointed as Company Secretary on
15 August 2006 and continues in office at the date of
this report.

Paul Marshall was Company Secretary from the
beginning of the financial year until his resignation
on 12 January 2007.
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Principal activities

During the course of the financial year under review,
the principal activity of the consolidated entity was

the undertaking of gas exploration, development

and production activities in Australia and Asia.

The company also continued to review and acquire
opportunities to participate in gas exploration activities
in Australia and Asia.

Dividends
No dividends were paid or declared during the year
and none is recommended as at 30 June 2007.

Review of operations

Production operations

During the financial year ended 30 June 2007, the Group
produced 10.363 PJ of gas from its operations at
Moranbah, Kogan, Tipton and Daandine, with sales
volumes for the same period totalling 9.520 PJ.
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Net to Arrow

Quarter to 30/06/07

Year to 30/06/07

Sales Sales Sales Sales
Production Field TJ MWh TJ MWh
Daandine (100%) 117 17,233 284 20,929
Kogan North (50%) 264 - 897 -
Moranbah (50%) 1,920 - 7,764 -
Tipton West (60%) 480 - 575 -
Total AOE 2,781 17,233 9,520 20,929

Gross Sales

Quarter to 30/06/07

Year to 30/06/07

Sales Sales Sales Sales
Production Field TJ MWh TJ MWh
Daandine 117 17,233 284 20,929
Kogan North 528 - 1,794 -
Moranbah 3,841 - 15,528 -
Tipton West 799 — 959 =
Total 5,285 17,233 18,565 20,929
Moranbah Gas Project
PL 191/PL 196/PLA 222: Arrow 50%/AGL Energy 50%
Producing Wells: 82
Maximum single producing well flow rate: 2.10 mmcfd*
Current gross field production rate: 45.00 mmcfd
Kogan North CSG Development
PL 194: Arrow 50%/CS Energy 50%
Producing Wells: 40
Maximum single producing well flow rate: 0.83 mmcfd
Current gross field production rate: 7.00 mmcfd

Tipton West Project

ATP 683P Dalby Block/PL 198:
Arrow 60%/Beach Petroleum 40%
Producing Wells:

85 wells are currently dewatering

Maximum single well flow rate: 0.95 mmcfd
Current gross field production rate: 11.50 mmcfd
Daandine Project

PL.230: Arrow 100%

Producing Wells: 21
Maximum single producing well flow rate: 0.70 mmcfd
Current gross field production rate: 4.70 mmcfd

* mmcfd = million cubic feet per day
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Review of operations (continued)

Gas sales revenues (including GECS — Gas Electricity
Certificates under Queensland Government 13% Gas
Scheme; and TUOS — Transmission Use of System
Charges under Queensland 13% Gas Scheme) totalled
approximately $20.98 million, which was in line with
management expectations. Field operating costs were
tightly managed across all operating assets during the
year, and came in at, or under levels anticipated by
management.

During the financial year first electricity was generated
from the Daandine Power Generation Facility, achieving
the Group’s target of first electricity generated prior to
31 December 2006.

During the financial year ended 30 June 2007 there
were the following significant changes in the company’s
state of affairs:

- the Group proceeded with ongoing development
at the Moranbah Gas Project to meet increased
nominations for the 2007 contract year
(commencing 7 February 2007);

= commencement of gas production operations at
Tipton West (Arrow 60% and Beach Petroleum
40%) proceeding to achieve full contract delivery
volumes by August 2007; and

—  commencement of gas production at Daandine
and first electricity generated from Daandine
Power Station.

Acquisition of CH4 Gas Limited (“CH4”)

Arrow Energy N.L. and CH4 announced a merger of
their businesses during May 2006 to create a leading
Australian independent Coal Seam Gas company.

The merger was implemented by means of a takeover
bid by Arrow Energy N.L. for all of the issued capital of
CH4, under which CH4 shareholders received 2.15
Arrow Energy N.L. shares for each CH4 share and two
Arrow Energy N.L. listed options with an exercise price
of $0.75 and expiry date of 1 December 2006, for every
five CH4 shares.

The merged company owns a highly complementary
and diversified portfolio of CSG assets in the growing
Queensland gas market incorporating producing assets
and an exciting pipeline of development and
exploration projects. The merged company has access to
all of the significant gas markets in Queensland, being
Townsville, Gladstone, and the broader South East
Queensland market.

The merger was declared unconditional on 14 July 2006,
with Arrow Energy N.L. completing compulsory
acquisition of the remaining shares in CH4 on

1 September 2006.
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New projects

Arrow Energy N.L. has reached agreement on the terms
and conditions for the supply of gas from the Daandine
fields to AGR Group company, Liquegas Energy, for use
as feedstock to their proposed LNG plant. The agreement
establishes a commercial framework for Arrow Energy
N.L. to supply CSG from its Daandine field into the

LNG plant.

Liquified Natural Gas Limited and Arrow Energy N.L.
announced the execution of a Heads of Agreement
(“HOA”) for the supply of 150 TJ/day of gas,
commencing in 2010, to Liquified Natural Gas Limited’s
proposed first stage — one million tonne per annum
LNG plant to be built in Gladstone, Queensland. The
HOA also includes the option for a further 150T]/day

of gas, with delivery as early as 2011.

Acquisition of Global CBM

The company reached an agreement for the staged
investment in and acquisition by Arrow Energy N.L.’s
subsidiary, Arrow Energy International Pty Ltd (“Arrow
International”), of Global CBM Pty Ltd (“Global”).

Global was in the advanced stages of business
development for the acquisition of coal bed methane
assets in Indonesia, China, Vietnam and India. Under
the agreement between the two companies, Arrow
Energy N.L. and Global’s international business
development teams and opportunities have been
merged into Global which has been renamed “Arrow
Global CBM Pty Ltd”. Up to $2 million of business
development costs for Arrow Global CBM will be
funded by Arrow International. In return, Arrow
International has received an initial 50% shareholding
interest in Global, has appointed two Directors to the
four person Board and has a two year option to acquire
the remaining 50% shareholding from the existing
Global shareholders under agreed terms.

International projects

The company announced that it had been awarded
three CBM exploration blocks (in consortium with
GAIL, Tata Power, and EIG) in the October 2006 CBM III
licensing round in India. Exploration work will
commence in October 2007.

Arrow Energy N.L. has reached an Agreement with
Sugico Graha, PT (“Sugico”), which provides Arrow
Energy N.L. with an option to farm-in to 12 of Sugico’s
tenements in South Sumatra, Indonesia to earn up to
65% interest in each.

Capital raising

In December 2006, the company completed a capital
raising in relation to its 1 December 2006 $0.75 listed
options, raising approximately $65 million (after
underwriting costs of approximately $2 million).



Matters subsequent to the end of the financial year
Share Placement

On 20 July 2007, the company successfully completed a
Share Placement raising of $125 million, via the issue of
approximately 53.2 million ordinary shares in the
company at $2.35 per share. The placement was
undertaken by way of a book-build with the issue price
of $2.35 at the top of the book build price range.

In conjunction with the Share Placement a Share
Purchase Plan was announced for all shareholders
registered on the Arrow Energy N.L. share register on
1 August 2007. Eligible shareholders are able to apply
for between $1,000 and $5,000 in new shares in Arrow
Energy N.L., in $1,000 increments. The Share Purchase
Plan is underwritten to the extent of $25 million by
Wilson HTM Corporate Finance and Citi.

International projects

A Letter of Intent (“LOI”) has been signed with major
Chinese Government owned oil and gas company,
PetroChina. The LOI is to negotiate a Production
Sharing Contract covering natural gas including coal
bed methane (“CBM”) over the 4,000km? Dajing block
in the Junngar basin of Xinjiang Autonomous Region,
North-West China.

Arrow Energy N.L. announced the signing of a HOA
with Shenyang Gas Company, the city gas company
supplying gas to the Greater Shenyang area. Following
completion of technical studies and final agreements,
Arrow Energy N.L. will drill and complete wells in
this field on behalf of Shenyang Gas and receive
revenue based on gas produced to surface at global
gas market prices.

Arrow Energy N.L. announced the signing of a HOA
with Liaohe Petroleum Development Company
(“LPDC”) to evaluate nine blocks in Liaoning Province,
covering an area of approximately 9,000km? of high
potential thick coal ranging from high volatile
bituminous to semi anthracite. Arrow Energy N.L. will
undertake an initial technical evaluation of the project
area and following successful evaluation Arrow will
finalise a Production Sharing Contract with LPDC to
develop some or all of these blocks.

The company signed a HOA with Bin County Coal. The
HOA is for Arrow to provide a degassing service ahead
of mining operations in a similar business model to
Arrow’s current Moranbah North Degassing Project in
Queensland, Australia in conjunction with the mine
owner, Anglo Coal. Arrow Energy N.L. will continue

its technical studies and draw up plans for a pilot
production program followed by the field’s development
if the pilot is successful.
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A Memorandum of Understanding (“MOU”) was signed
with Shaanxi Binchang Mining Company Limited
(“SBMCL”) to initially evaluate the potential for CBM
developments on their mining tenements and following
successful evaluation to form a Joint Venture
arrangement with SBMCL.

Likely developments and

expected results of operations

The company will continue its progress as a gas
exploration, development and production company in
Australia and Asia.

There are no further developments of which the
Directors are aware which could be expected to affect
the results of the company’s operations in subsequent
financial years other than information which the
Directors believe comment on or disclosure of, would
prejudice the interests of the company.

Environmental regulation

The consolidated entity is subject to environmental
regulation in relation to its exploration, development
and production activities. There are no significant
matters that have arisen in relation to environmental
issues during the course of the financial year under
review or up to the date of this report.
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John Reynolds
Chairman - Non-Executive

Qualifications
BSc (Hons) BBus DipEd

Age
64

Experience and expertise
John is a business and
strategic advisor to numerous
companies, professional firms,
universities and government
bodies in Queensland and
across Australia. John has over
30 years’ business and
corporate experience in
Australia and internationally.
John has previously held the
position of Chief Executive of
APN News and Media, West
Australian Newspapers and
David Syme. He has also held
senior executive positions with
Normandy Mining Limited and
Santos Limited.

Other current Directorships
Director of Bank of
Queensland Limited

(from 2003)

Director of Mater Health
Services Brisbane Limited
(from 2005)

Director of Brisbane
Powerhouse Pty Ltd
(from 2005)

Former Directorships
in last three years
CH4 Gas Limited
(from 2003 to 2006)

Queensland Cotton
Holdings Limited
(from 2003 to 2007)

Special responsibilities
Chairman of the Board

Chairman of the corporate
governance sub-committee

Member of audit and
compliance and of the
remuneration committees

Interests in shares and options
70,000 Ordinary Shares in
Arrow Energy N.L.

430,000 Unlisted Options at
$0.572¢

Jeremy Barlow
Non-executive Director

Qualifications
BE (Mining) MAdmin MAICD

Age
65

Experience and expertise
Jeremy has had over 40 years
of diverse technical and
commercial experience in the
petroleum and coal industries,
both as an executive in
operating companies in
Australia and overseas and

as a consultant to numerous
international clients. Until
recently Jeremy also held the
role of Non-executive Director
of Barlow Jonker Pty Ltd,
which provides wide ranging
consulting services in the coal
and energy industries.

Other current Directorships
None

Former Directorships
in last three years
CH4 Gas Limited
(from 2003 to 2006)

Special responsibilities
Member of the corporate
governance committee

Interests in shares and options
7,539,255 Ordinary Shares in
Arrow Energy N.L.

43,757 Unlisted Options at
$0.572¢

Stephen Bizzell
Executive Director

Qualifications
BCom ACA

Age
39

Experience and expertise
Stephen is a Chartered
Accountant and early in his
career was employed in the
Corporate Finance division

of Ernst & Young and the
Corporate Taxation division

of Coopers & Lybrand. He has
had considerable experience
and success in the fields of
corporate restructuring, debt
and equity financing and
mergers and acquisitions and
has over 14 years’ corporate
finance and public company
management experience in the
resources sector in Australia
and Canada with various public
companies. He is Chairman of
boutique investment banking
and funds management group,
Bizzell Capital Partners Pty Ltd
and has been an Executive
Director of Arrow Energy N.L.
since 1999.

Other current Directorships
Renison Consolidated Mines
N.L. (from 1996)

Bow Energy Ltd (from 2004)

Former Directorships
in last three years
CH4 Gas Limited (2006)

Special responsibilities
Executive Director Corporate

Member of audit and
compliance and of the
remuneration committees

Interests in shares and options
9,668,323 Ordinary Shares in
Arrow Energy N.L.

1,190,303 Convertible Notes
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Nicholas Davies
Managing Director and
Chief Executive Officer

Qualifications
BSc (Hons Maths/Eng)

Age
50

Experience and expertise
Nicholas joined Arrow in
January 2004 as Chief
Operating Officer and became
Chief Executive Officer in
September 2004. Nicholas
has over 25 years’ oil and

gas industry experience

in upstream development,
strategic planning, new
business development and
marketing. Prior to joining
Arrow, Nicholas was President
of BP’s Asia Pacific Gas and
Power business headquartered
in Tokyo and immediately
prior to that was President of
Atlantic Richfield Company
(ARCO) SE Asia based in
Singapore.

Other current Directorships
None

Former Directorships
in last three years
CH4 Gas Limited (2006)

Special responsibilities
Managing Director and
Chief Executive Officer

Interests in shares and options
3,131,819 Ordinary Shares in
Arrow Energy N.L.

999,999 Unlisted Options
at $0.290c¢c

999,999 Unlisted Options
at $0.390c

1,075,067 Unlisted Options
at $0.490c

500,000 Unlisted Options
at $0.500c¢

100,000 Unlisted Options
at $0.800c¢c
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Dr Paul Elkington
Non-executive Director

Qualifications
BSc (Hons) PhD FAICD

Age
63

Experience and expertise

Dr Paul Elkington has over 20
years of general management
and major project
development experience in the
Australian oil and gas industry
with emphasis over the last

10 years on coal seam gas
developments in Queensland.
He was formerly the General
Manager of Origin Energy
(CSG) Ltd with responsibility
for development, production
and marketing of a number

of gas production areas in
Queensland and was Project
Director for the successful
development of Origin’s Spring
Gully coal seam gas project.
Prior to this he was General
Manager and CEO of ASX
listed Oil Company of Australia
Ltd for eight years prior to its
takeover by Origin Energy Ltd.

Other current Directorships
None

Former Directorships
in last three years
CH4 Gas Limited (2006)

Special responsibilities
Chairman of the remuneration
committee

Interests in shares and options
300,000 Ordinary Shares in
Arrow Energy N.L.

David Williamson
Non-executive Director

Qualifications
BCom FCA MAICD

Age
57

Experience and expertise
David has been registered

as a Chartered Accountant

for approximately 30 years.

He is principal of his own firm
Williamson Chaseling Pty Ltd
and has gained a wide range of
experience covering business
management, finance, general
accounting, taxation and audit
assignments. He has had
considerable experience in the
resources sector being a Non-
executive Director of New
Hope Corporation Limited
since 1999 which operates coal
mines in Queensland and until
recently in Indonesia. David is
currently Chairman of the
Audit Committee of New Hope
Corporation Limited. David has
also been a Non-executive
Director since 2001 of
Australian Health and
Nutrition Association Limited
(Sanitarium Health Food Co)
including being a member

of the Finance and Business
Committee which reviews all
finance and business
proposals.

Other current Directorships
New Hope Corporation Ltd
(from 1999)

Australian Health and
Nutrition Association Limited
(from 2001)

Former Directorships
in last three years
None

Special responsibilities
Chairman of the audit and
compliance committee

Member of the corporate
governance committee

Interests in shares and options
10,000 Ordinary Shares in
Arrow Energy N.L.

Kerry Parker
Company Secretary

Qualifications
BBus (Acct) ACA

Experience

Prior to joining Arrow Energy
in August 2006, Kerry came
from the CH4 Gas Limited
group in the same capacity,
where he commenced

in July 2003. He is a chartered
accountant and has nearly

20 years’ experience in
various business advisory and
commercial roles. Kerry has
held senior finance positions
with listed resource companies
Downer Group (Roche Mining),
Ross Mining N.L. and Santos
Limited, with extensive
involvement in management
of the accounting and finance
functions including systems
implementation, debt and
equity raisings, treasury
management and commercial
negotiations.
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Meetings of Directors
The numbers of meetings of the company’s Board of Directors and of each Board committee held during the year
ended 30 June 2007, and the numbers of meetings attended by each Director are as follows:

Meetings of committees

Full meetings Corporate
of Directors Audit Governance Remuneration
A B A B A B A B
J Reynolds 12 12 5 1 1 5
J Barlow 12 10 * * 1 1 * *
S Bizzell 15 15 5 5 * * 5 5
N Davies 15 14 * * * * * *
P Elkington 15 15 * * * * 5 5
D Williamson 12 12 5! 5 1 1 * *
W Stubbs 3 8 * * * * * *
R Day 3 3 * * * * * *

A = Number of meetings held during the time the Director held office or was a member of the committee during the year.
B = Number of meetings attended.
* = Not a member of the relevant committee.

Retirement, election and continuation in office of Directors
John Reynolds and Dr Paul Elkington both retire in accordance with Article 40 of the company’s constitution at the
company’s Annual General Meeting to be held on 14 November 2007.

Shares under option
Unissued ordinary shares of Arrow Energy N.L. under option at the date of this report are as follows:

Issue price Number

Grant date Expiry date of shares under option
19/07/2004 28/06/2008 $0.2900 999,999
19/07/2004 28/06/2008 $0.3900 674,999
19/07/2004 28/06/2008 $0.4900 999,999
22/12/2004 28/06/2008 $0.2900 499,998
22/12/2004 28/06/2008 $0.2900 350,001
22/12/2004 28/06/2008 $0.3900 499,998
22/12/2004 28/06/2008 $0.3900 350,001
22/12/2004 28/06/2008 $0.4900 325,000
22/12/2004 28/06/2008 $0.4900 499,998
22/12/2004 28/06/2008 $0.4900 350,001
22/12/2004 28/06/2008 $0.4900 694,608
06/10/2005 06/10/2008 $0.6000 660,000
14/10/2005 28/06/2008 $0.4000 200,000
14/10/2005 28/06/2008 $0.5000 500,000
14/10/2005 28/06/2008 $0.5000 200,000
14/10/2005 21/08/2011 $0.5518 1,903,837
14/10/2005 21/08/2011 $0.5717 2,247,832
25/11/2005 28/06/2009 $0.8000 2,147,740
31/05/2006 28/06/2010 $0.7500 240,000
31/05/2006 28/06/2010 $0.8500 240,000
31/05/2006 28/06/2010 $0.9500 240,000
31/08/2006 28/06/2010 $0.7500 443,000
31/08/2006 28/06/2010 $0.8500 444,000
31/08/2006 28/06/2010 $0.9500 443,000
16,154,011

No option holder has any right under the options to participate in any other share issue of the company or any
other entity.
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Shares issued on the exercise of options

The following ordinary shares of Arrow Energy N.L.
were issued during the year ended 30 June 2007 on the
exercise of options granted under the Employee Option
Plan. No amounts are unpaid on any of the shares.

Issue price of shares Number of shares issued

$0.390 325,000
$0.490 595,411
$0.800 309,555
$0.750 167,000
$0.850 166,000
$0.950 167,000
$0.572 1,499,500

3,229,466

This does not include 1 December 2006 listed options
that were open to all shareholders. For further detail
refer to note 25.

Remuneration Report

The remuneration report is set out under the following
main headings:

A Principles used to determine the nature and
amount of remuneration

Details of remuneration

Service agreements

Share-based compensation

Additional information — (unaudited)

mgaQw

The information provided under headings A to D
includes remuneration disclosures that are required
under Accounting Standard AASB 124 Related Party
Disclosures. These disclosures have been transferred
from the financial report and have been audited.

The disclosures in Section E are additional
disclosures required by the Corporations Act 2001
and the Corporations Regulations 2001 which have
not been audited.

A Principles used to determine the

nature and amount of remuneration (audited)

The objective of the Group’s executive reward

framework is to ensure reward for performance is

competitive and appropriate for the results delivered.

The framework aligns executive reward with

achievement of strategic objectives and the creation

of value for shareholders, and conforms with general

market practices for delivery of reward. The Board

ensures that executive reward satisfies the following

key criteria for good reward governance practices:

- all operations and works conducted with the
highest regard for safety;

—  competitiveness and reasonableness;

- acceptability to shareholders;

- performance linkage/alignment of executive
compensation;

—  transparency; and

= capital management.
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In consultation with external remuneration
consultants, the Group has structured an executive
remuneration framework that is market
competitive and complimentary to the reward
strategy of the organisation.

Alignment to shareholders’ interests:

—  has economic profit as a core component
of plan design;

—  focuses on sustained growth in shareholder
wealth, growth in share price, and delivering
constant return on assets as well as focusing the
executive on key non-financial drivers of value; and

- attracts and retains high calibre executives.

Alignment to program participants’ interests:

—  rewards capability and experience;

—  reflects competitive reward for contribution to
growth in shareholder wealth;

provides a clear structure for earning rewards; and
provides recognition for contribution.

The framework provides a mix of fixed and variable
pay, and a blend of short- and long-term incentives.

The Board has established a remuneration committee
which provides advice on remuneration and incentive
policies and practices and specific recommendations on
remuneration packages and other terms of employment
for Executive Directors, other senior executives and
Non-executive Directors. The Corporate Governance
Statement provides further information on the role

of this committee.

Non-executive Directors

Fees and payments to Non-executive Directors reflect
the demands which are made on, and the
responsibilities of, the Directors. Non-executive
Directors’ fees and payments are reviewed annually by
the Board. The Board has also considered the advice of
independent remuneration consultants to ensure Non-
executive Directors’ fees and payments are appropriate
and in line with the market. The Chairman’s fees are
determined independently to the fees of Non-executive
Directors based on comparative roles in the external
market. The Chairman is not present at any discussions
relating to determination of his own remuneration.

Directors’ fees

The current base remuneration was last reviewed with
effect from 24 November 2006 (date of last Annual
General Meeting). The Chairman’s remuneration is
inclusive of committee fees while other Non-executive
Directors who chair, or are a member of, a committee
receive additional yearly fees.

Non-executive Directors’ fees are determined within an
aggregate Directors’ fee pool limit, which is periodically
recommended for approval by shareholders. The
maximum currently stands at $450,000 per annum.



It should be noted that Dr Paul Elkington was an
Executive Director for a portion of the financial year
under review.

Retirement allowances for Directors

Other than in respect of specified circumstances
relating to change of control, no retirement allowances
for Non-executive Directors are paid. This is in line
with recent guidance on Non-executive Directors’
remuneration. Superannuation contributions required
under the Australian superannuation guarantee
legislation continue to be made and are added to the
Directors’ overall fee entitlements.

Executive pay
The executive pay and reward framework has four

components:

—  base pay and benefits, including superannuation
- retention incentives

- short-term performance incentives and

- long-term incentives

The combination of these comprises the executive’s
total remuneration.

Base pay
Structured as a total employment cost package which

may be delivered as a combination of cash and
prescribed non-financial benefits at the executives’
discretion.

Executives are offered a competitive base pay that
comprises the fixed component of pay and rewards.
External remuneration consultants provide analysis
and advice to ensure base pay is set to reflect the market
for a comparable role. Base pay for executives is
reviewed annually to ensure the executive’s pay is
competitive with the market.

There are no guaranteed base pay increases included in
any executives’ contracts.

Benefits
Executives receive benefits including car parking
allowances.

Short-term incentives

Each executive has a target short-term incentive (“STI”)
opportunity depending on the accountabilities of the
role and impact on the organisation or business unit
performance. The maximum target STI opportunity is
25% of base pay.

Each year, the remuneration committee considers the
appropriate targets and key performance indicators
(“KPIs”) to link the STI plan and the level of payout if
targets are met. This includes setting any maximum
payout under the STI plan, and minimum levels of
performance to trigger payment of STI.

47

For the year ended 30 June 2007, the KPIs linked to

STI plans were based on group, individual business,
personal and safety objectives. The KPIs required
performance in reducing operating costs and achieving
specific targets in relation to return on assets and
shareholder value added (“SVA”), as well as other key,
strategic non-financial measures linked to drivers of
performance in future reporting periods.

The remuneration committee is ultimately responsible
for assessing whether the KPIs are met.

The short-term incentive payments may be adjusted up
or down in line with under or over achievement against
the target performance levels. This is at the discretion
of the remuneration committee.

The STI target annual payment is reviewed annually.

Long-term incentives

Long-term incentives are provided to all employees. The
annual assessment will be based on the performance of
the company against three-year performance targets

(i.e. rolling EBITDA targets set each year for the next
three financial year ends commencing with the
financial year ending 30 June 2007). The equity will
vest in three equal instalments over the following three
years commencing with the year just completed.

Retention incentives

Retention incentives (“RI”) are provided to all
employees. It is awarded in recognition of ongoing
commitment and service to Arrow and will be awarded
annually at 30 June each year. 5% of base salary is the
current entitlement. The equity awarded will vest in
three equal instalments over three years. Commencing
at the end of the financial year in which the RI shares
are granted.

B Details of remuneration (audited)

Amounts of remuneration

Details of the remuneration of the Directors and the key
management personnel (as defined in AASB 124 Related
Party Disclosures) of Arrow Energy N.L. and the Arrow
Energy N.L. Group are set out in the following tables.

The key management personnel of Arrow Energy N.L.
includes the Directors as per pages 42 to 44 and the
following executive officers who have authority and
responsibility for planning, directing and controlling
the activities of the entity:

—  Nicholas Davies, Chief Executive Officer.

- Stephen Bizzell, Executive Director.

- Andrew Purcell, Chief Operating Officer.

- Kerry Parker, Chief Financial Officer.

- Shaun Scott, Chief Commercial Officer.
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Remuneration Report (continued)
B Details of remuneration (audited) (continued)
The key management personnel of the Group are the Directors of Arrow Energy N.L. and those executives who
report directly to the Managing Director being:
- Stephen Bizzell, Executive Director.
- Andrew Purcell, Chief Operating Officer.
- Kerry Parker, Chief Financial Officer.
- Shaun Scott, Chief Commercial Officer.
- Neville Robinson, General Manager Exploration.
—  Mike Furminger, Human Resources Manager.
- Kent Anson, Country Manager — India.
Kev management personnel and other executives of the Group .

emploosyt— Long-
ment term Share-based
2007 Short-term employee benefits benefits  benefits payments
Cash Share- Non- Long Long-
salary based monetary Cash Super- service term

Name and fee; payment; benefits bonus annuation leave incentive Optionss; Tota$l
Non-executive Directors
J Reynolds® Chairman 85,474 - - - 7400 - - - 92,874
] Barlow™ 42,916 - - - 3,862 - - - 46,778
P Elkington 25,999 - - 56,881 82,367 - - - 165,247
D Williamson® 35,152 - - - 12,937 - - - 48,089
W Stubbs® 6,307 - - 86,567 567 - - - 93,441
R Day® - - - 78723 = = - - 78723
Total Non-executive Directors 195,848 - - 222,171 107,133 - - - 525,152
Executive Directors
N Davies” 379,548 - 5,460 217,967 34,108 942 - - 638,025
S Bizzell 135,000 - - 76,197 - - - - 211,197
Total Executive Directors 514,548 - 5,460 294,164 34,108 942 - - 849,222
Other key management
personnel
A Purcell™ 263,494 61,376 4,550 - 23,594 773 31,518 294,650 679,955
S Scott®* 280,866 187,767 5,460 - 2,770 - - — 476,863
K Parker®"# 201,197 51,081 2,238 - 16,744 294 25,517 - 297,071
N Robinson™ 199,933 111,146 - - 17,994 265 22,793 - 352,131
K Anson®"# 178,238 102,506 25,000 - 14,187 255 18,168 - 338,354
M Furminger®” 73,346 21,177 - - 6,601 230 4,221 - 105,575
Total key management
personnel compensation 1,197,074 535,053 37,248 - 81,890 1,817 102,217 294,650 2,249,949

(@) John Reynolds, Jeremy Barlow and David Williamson were appointed as Directors on 15 August 2006.

(2) William Stubbs and Robert Day were Directors from the beginning of the year until their retirement from the Board on

15 August 2006.

3) Kerry Parker was appointed as Chief Financial Officer/Company Secretary on 15 August 2006. The salary disclosed is for the
period 1 September 2006 to 30 June 2007.

“4) Mike Furminger was appointed as Human Resources Manager on 23 October 2006. The salary disclosed is for the period
23 October 2006 to 30 June 2007.

5) Shaun Scott resigned from his full-time employment position as Chief Commercial Officer on 1 September 2006 and
commenced a contract role with the company from that date in the same position.

(6) Kent Anson is provided with housing and other allowances whilst in India as Country Manager.
* Represents key management personnel of the Group. The Parent entity only employs current Directors.
&3 Represents five highest paid key management personnel of the Group, as required to be disclosed under the Corporations

Act 2001.
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Post-
employ- Long- Share-
ment term based
2006 Short-term employee benefits benefits benefits payments
Cash Non- Long
salary Cash  monetary Super- service

Name and fees bonus® benefit; Other* annuation Ieavg Options Tot§$l
Non-executive Directors
W Stubbs, Chairman 94,975 - 2,400 1,344 - - - 98,719
R Day 77,338 — — 1,344 — — — 78,682
R Prefontaine
(resigned 18/11/05) 35,287 - - 672 - - - 35,959
Total Non-executive Directors 207,600 - 2,400 3,360 - - - 213,360
Executive Directors
S Bizzell 123,750 79,950 — 2,016 — — — 205,716
N Davies® 223,624 92,300 77 2,016 20,126 - 89,507 428,346
1P Elkington 130,179 11,700 - 1,344 9,316 - - 152,539
Total Executive Directors 477,553 183,950 773 5,376 29,442 - 89,507 786,601
Other key management
personnel
K Anson S 217 - - 672 11,990 - 90,114 235,993
G Hines (resigned 08/05/06) 137,116 30,000 - 672 141,766 - 19,625 329,179
N Robinson 157,143 — — 672 14,143 — 88,762 260,720
S Scott 174,028 20,000 - 672 15,662 - 120,957 331,319
A Thompson 143,317 10,000 - 672 12,899 - 94,793 261,681
Total key management
personnel compensation 744,821 60,000 - 3,360 196,460 - 414,251 1,418,892

(©) N Davies was appointed as a Director on 15 December 2005. He was the Chief Executive Officer (“CEO”) for Arrow throughout
the financial year. The amounts shown above include all remuneration for the full year whether as Director or as CEO. Amounts
received in his position as a Director amounted to $281,185 made up of salary $128,352, cash bonus $92,300, other benefits

$419, superannuation $11,552, options $48,554 and insurance premium $1,008.

2) Bonus granted and paid in the financial year is 100% of the entitlement to a bonus for the 2006 financial year.
i Insurance premiums relate to Directors and Officers Insurance. Premiums have been allocated on a pro rata basis.

The relative proportions of remuneration that are linked to performance and those that are fixed are as follows:

Name remuner':ezlg(igg At risk RTI At risk STI At risk LTI
2007 2007 2007 2007
Executive Directors
N Davies 60.00% 5.00% 20.00% 15.00%
S Bizzell 100.00% - - -
Other key management personnel
A Purcell 60.00% 5.00% 20.00% 15.00%
S Scott 100.00% - - -
K Parker 60.00% 5.00% 20.00% 15.00%
N Robinson 60.00% 5.00% 20.00% 15.00%
K Anson 60.00% 5.00% 20.00% 15.00%
M Furminger 75.00% 5.00% 15.00% 5.00%

This incentive scheme was introduced during the 2007 financial year.
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Remuneration Report (continued)

C Service agreements (audited)

On appointment to the Board, all Non-executive
Directors enter into a service agreement with the
company in the form of a letter of appointment. The
letter summarises the Board policies and terms,
including compensation, relevant to the office of
Director.

Remuneration and other terms of employment for the
Managing Director and the other key management
personnel are also formalised in service agreements.
Each of these agreements provide for the provision of
performance-related cash bonuses, and other benefits
including car allowances. Other major provisions of the
agreements relating to remuneration are set out below.

Nicholas Davies, Chief Executive Officer

—  Employee of the controlled entity, Arrow Group
Services Pty Ltd.

- Term of agreement — 18 month period commencing
1 July 2007.

- Base salary, inclusive of superannuation, of
$490,500.

—  Short-term incentive and long-term incentives
reviewed and assessed annually. Short-term
incentives paid in the form of cash bonuses. Long-
term incentives paid either in the form of cash, or
in options over ordinary shares.

- Contract may be terminated by either party with
three months’ notice.

- Payment of benefit of change of control of
company equal to 12 months’ base salary plus one
month for every year of service to a maximum of
18 months.

Stephen Bizzell, Executive Director

—  Term of agreement ongoing.

- Base salary, inclusive of superannuation, of
$135,000.

- Agreement is a consultancy style agreement for
the provision of services as Executive Director.
Services are invoiced monthly at the rate of
$11,250 per calendar month.

Andrew Purcell, Chief Operating Officer

- Term of agreement — open ended agreement
commencing 1 August 2006.

—  Base salary, inclusive of superannuation, of
$312,000.

- Short-term incentive — 20% of base salary is the
maximum entitlement, with 50% of this amount
relating to the performance of Arrow (EBITDA
performance against approved annual budgets,
being the performance of Arrow as measured by
its earnings before interest, depreciation and
amortisation and taxes for the relevant period)
with the remaining 50% of this relating to
personal performance against an agreed
performance contract.
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—  Long-term incentive assessed on the performance
of the company against three-year performance
targets i.e. EBITDA targets set on 1 November for
the next three financial year ends. An amount
equivalent to 15% base salary is the maximum
entitlement. The equity will vest in three equal
instalments over the following three years.

—  Retention incentive — awarded in recognition of
ongoing commitment and service to Arrow. 5% of
base salary is the maximum entitlement. Awarded
in the form of fully paid shares or some other form
of equity instrument in Arrow. The equity
awarded will vest in three equal instalments over
the following three years.

- Contract may be terminated by either party with
three months’ notice.

—  Payment of benefit of change of control of
company equal to 12 months’ base salary plus one
month for every year of service to a maximum of
18 months.

Shaun Scott, Chief Commercial Officer

- Term of agreement — Independent Contractors
agreement commencing 1 September 2006 and
ending 31 August 2007.

—  Paid day rate of $1,500/day.

- No payment on termination or in event of change
of control.

Kerry Parker, Chief Financial Officer and Company

Secretary

- Term of agreement — open ended agreement
commencing 1 August 2006.

—  Base salary, inclusive of superannuation, of
$252,597.

- Short-term incentive — 20% of base salary is the
maximum entitlement, with 50% of this amount
relating to the performance of Arrow (EBITDA
performance against approved annual budgets,
being the performance of Arrow as measured by
its earnings before interest, depreciation and
amortisation and taxes for the relevant period)
with the remaining 50% of this relating to
personal performance against an agreed
performance contract.

—  Long-term incentive assessed on the performance
of the company against three-year performance
targets i.e. EBITDA targets set on 1 November for
the next three financial year ends. An amount
equivalent to 15% base salary is the maximum
entitlement. The equity will vest in three equal
instalments over the following three years.

—  Retention incentive — awarded in recognition of
ongoing commitment and service to Arrow. 5% of
base salary is the maximum entitlement. Awarded
in the form of fully paid shares or some other form
of equity instrument in Arrow. The equity awarded
will vest in three equal instalments over the
following three years.



