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LETTER FROM THE CHAIRMAN 
 
Dear Shareholder 
 
When I wrote in last yearôs Annual Report, I expressed disappointment that Lakes Oil was in a position of being unable to carry 
out exploration activity within its onshore Victorian exploration acreage. Sadly, for both Lakes Oil and the people of Victoria, 
little has yet changed on that front. The last year was, for your Company, its most challenging since its re-listing in 1985, with 
almost desperate steps having to be taken to ensure survival. For the people of Victoria, the last year was one in which the 
consequences of the Governmentôs onshore exploration ban have started to bite, with energy prices skyrocketing, industry 
competitiveness under threat, energy supplies at risk and massive Royalty income forgone.   
 
Shareholders will appreciate that it has now been 5 years since Lakes Oil has been able to undertake exploration activity in 
Victoria. That is 5 years during which underlying costs, like office space, core-staff and exploration licence fees have still been 
incurred. It is also 5 years of lost time in terms of bringing much needed, competitively-priced gas to market. At the time of 
introduction of the onshore exploration bans Lakes Oil was, and still is, ready to move to commercial production of gas from 
the Wombat gasfield, in Gippsland, and from the Otway-1 gas well. The Companyôs preparedness to do this was the 
culmination of almost 30 years and $100 million worth of exploration activity onshore in Victoria.   
 
Despite the outstanding potential of the Lakes Oilôs Victorian exploration portfolio, five years of inactivity took its toll and, during 
the last year, the Company was taken to the brink of survival. It was only through successful implementation of tough corporate 
initiatives, particularly the acquisition of Navgas Pty Ltd from Dark Horse Resources Limited, that survival was ensured. It is 
fitting that I acknowledge the fierce support of Non-Executive Director, Nick Mather, who is himself involved with both Dark 
Horse (now the Companyôs single largest shareholder) and DGR Resources Limited (which has provided, and continues to 
provide, financial support to the Company), for these corporate initiatives. His belief in and personal commitment to the potential 
of your Company stand as a strong symbol for what we hope lies ahead.    
 
Looking ahead, we are increasingly confident of success in legal proceedings underway against the Victorian Government. 
While the Government enacted legislation in early 2017 in an attempt to give force of law to its onshore exploration ban and 
to retrospectively avoid liability for damages caused by its actions, it has emerged that the legislation is not intended to cover 
existing onshore exploration commitments, like those of Lakes Oil. At the time of writing this letter, proceedings to finally 
establish that this is the case are still several months away, even though Governmentôs own Defence in the legal proceedings 
concedes that the Companyôs interpretation is correct. Once these matters are settled, it is the Companyôs expectation that it 
will be able to resume onshore, conventional exploration activities, paving the way for a quick transition to production and 
income generation.    
 
In addition to the Wombat and Otway-1 prospects referred to above, the Company proposes to drill two proof-of-concept wells 
at its Portland Energy Project. The scale of this project, with an initial 3 trillion cubic feet of low-cost gas estimated to be 
recoverable by conventional means, means it will be a ógame-changerô not just for Victoria, but for southeastern Australian 
states generally.  
 
Further afield, and as a complement for its Victorian exploration activity, the Company has identified numerous compelling oil 
and gas exploration opportunities within its Queensland exploration tenement ATP 1183, which was acquired in January 2017 
through purchase of Navgas Pty Ltd.  The Queensland exploration opportunities are highly prospective, with almost 40% of 
exploration wells drilled on structure being historically successful, and capable of quick commercialisation, with processing 
and pipeline infrastructure in close proximity. 
 
In consideration of the challenges of the last few years and the opportunities that lie ahead, I am hopeful that 2018 will mark 
the beginning of a new and successful era for Lakes Oil. What hasnôt killed us has made us stronger! 
 
Finally, I would like to thank Lakes Oilôs small but dedicated staff, and my fellow Directors, for their continued input during 
challenging times. I also again thank all Shareholders for your patience and support. While patience is undoubtedly wearing 
thin, we continue to receive calls in support of our action against the Victorian Government and expressing confidence in the 
long term outlook for the Company. 
 
Chris Tonkin 
Chairman
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Exploration and Corporate Operations Report 
 
1. Exploration 
 

Lakes Oil holds petroleum and mineral exploration rights in Victoria, Queensland, South Australia and the United States 
of America. Owing to the impact upon the Company of the Victorian Governmentôs onshore Victorian exploration ban, it 
was no possible to carry out any exploration activity during the year. Further information regarding the Victorian exploration 
ban is provided in section 2 of this report, while information regarding the Companyôs exploration portfolio is provided 
below. 

 
i) Victoria 

 
Lakes Oil has tenure to the most prospective of Victoriaôs onshore petroleum exploration acreage, and is poised to 
move quickly to commercial production of natural gas for the benefit of Victoria, and south-eastern Australia more 
generally, as soon as the Victorian onshore exploration restrictions are overturned or renounced.  
 

Figure 1: Lakes Oilôs Victorian Petroleum Exploration Interests 

 
 

 
Petroleum Retention Lease 2 (PRL2):  
 
Lakes Oil has 100% interest in PRL2, with the exception of the Trifon and Gangell blocks where Lakes Oil has a 
57.5% interest and Jarden Corporation Australia Pty Ltd has a 42.5% interest. Armour Energy Limited has a right to 
earn a 15% interest in PRL2 subject to agreement being reached regarding a $10m programme of exploration work 
to be undertaken by Armour. Armour Energy earned this farm-in right through exercise of an entitlement to match 
farm-in rights previously held by Beach Energy Limited and Somerton Energy (now Cooper Energy) Limited. Beach 
and Somerton withdrew from the farm-in agreement in August 2013, at which time they had a right to earn a net 15% 
interest in PRL2 by funding a $10m programme of work. Since performance of the originally agreed programme of 
work is no longer possible (owing to the Victorian Governmentôs permanent ban on fraccing) a new programme will 
need to be agreed if the farm-in is to proceed. Armour Energyôs intentions are not presently clear, and the parties 
have therefore reserved their rights in relation to the possible farm-in. 
   
While exploration activity is not presently possible within PRL2, Lakes Oil has made preparations for and has sought 
approval to undertake two important developments within PRL2. The first of these is drilling of the Wombat-5 well, a 
conventional directionally-drilled well that is to target the upper, more permeable section of the massive Strzelecki 
Formation. Based upon independent modelling Lakes Oil is optimistic that the Wombat-5 well will flow gas a rate of 
around 10 TJ/d, rendering both the well and the Wombat gas field commercial. 
 
Given the onshore location of the Wombat gasfield, close to existing gas pipeline infrastructure, the gasfield could be 
brought on line quickly (circa 18 months) and at low cost. With a gas production potential of around 20 PJ/a, 
development of the Wombat gas field could provide quick relief for both the present Victorian gas supply shortfall and 
the high gas prices that have resulted from it. Drilling of the Wombat-5 well is a compelling initiative that will be 
undertaken by the Company immediately the Victorian exploration ban is overturned or renounced.     
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The second proposed development within PRL2 involves insertion of a pump into the existing Wombat-3 well to test 
that wellôs potential for production of oil, evidence of which was seen when the well was drilled. This initiative is also 
ready for immediate implementation. 

 
Figure 2: Schematic Cross-Section Across the Wombat Field Showing the Existing Wells and Proposed Wombat-5 

 
Petroleum Retention Lease 3 (PRL3): 
 
Lakes Oil has a 100% interest in PRL3. As a consequence of the Victorian Governmentôs onshore exploration ban, 
no exploration activity was undertaken within PRL3 during the financial year and no work is planned. 

 
Petroleum Exploration Permit 166 (PEP166): 
 
Lakes Oil has a 75% interest in PEP166 with Armour Energy holding the remaining 25% interest. As a consequence 
of the Victorian Governmentôs onshore exploration ban, no exploration activity was undertaken within PEP166 during 
the financial year and no work is planned.  

 
Petroleum Exploration Permit 169 (PEP169): 
 
Lakes Oil has a 49% interest in PEP166 with Armour Energy Limited holding the remaining 51% interest. Operatorship 
of the permit has been delegated by Armour Energy to Lakes Oil. As a consequence of the Victorian Governmentôs 
onshore exploration ban, no exploration activity was undertaken within PEP169 during the financial year.  

 
The Company has plans to drill the Otway-1 well, a conventional well to be located adjacent to, but on the opposite 
side of a fault from, the Iona Gas Field. The well will be drilled to a depth of 1,500 metres and will target both the 
Warre Sands and the Eumeralla Formation. The Warre Sands are the basis of historic gas production from the Iona 
Gasfield and, at the Otway-1 location, are uplifted relative to the Iona Gasfield. While the deeper Eumeralla Formation 
has not historically been developed for gas production it is considered to be highly prospective and is a key target of 
the Otway-1 well. This is because, wherever that Formation has been historically penetrated, it has been gas charged 
and, at nearby locations, has historically flowed gas at commercial rates.  
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Figure 3: Location of Proposed Otway-1 Gas Well 

 
The Company will be able to drill the Otway-1 well as soon as requisite approvals are received. Given the wells 
location, adjacent to existing gas processing facilities, it can be brought on line immediately to contribute to relieving 
the present Victorian gas supply shortfall and the consequent high gas prices that are a burden on households and a 
threat to industry competitiveness.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 4: Seismic Cross-Section Showing Proposed Otway-1 Location and Target Reservoirs 

Otway-1 Well Site 

Source: 
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 Petroleum Exploration Permit 163 (PEL163): 
 
Lakes Oil has a 100% interest in PEP163. As a consequence of the Victorian Governmentôs onshore exploration ban, 
no exploration activity was undertaken within PEP163 during the financial year and no work is planned.  
  
The Company was prepared to consider relinquishment of PEP163 pursuant to special provisions set out the 
Resources Legislation (Fracking Ban) Act 2017 (see section 2 of this report for more information). However, the 
Victorian Government has not yet expressed any interest in this prospect. 

   
Petroleum Exploration Permits 167 and 175 (PEP167, PEP175): 
 
Lakes Oil has a 100% interest in PEP167 & PEP175, which were acquired in September 2014 and form the basis of 
the companyôs óPortland Energy Projectô. The Portland Energy Project is based upon a Focus Area in the southwestern 
corner of PEP175, to north of Port Fairy, selected for investigation in view of the availability of historic seismic and 
drilling data, and the potential for production of gas by conventional means. As is evident in Figure 3, there has been 
considerable historic drilling activity in and around the focus area, all of which has confirmed beyond doubt the 
presence of natural gas within the thick Eumeralla Formation. While gas was demonstrated to exist, the potential for 
its production was not historically tested since the search, at that time, was for oil, there was no market available for 
gas and no gas pipeline infrastructure was present. These circumstances have of course now all changed. Pipeline 
infrastructure is available and the Victorian gas market (indeed the eastern Australian gas market) is desperate for 
increased supplies of gas to curtail prohibitive gas price increases.   
 

 
Figure 5: Portland Energy Project 
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Figure 6: Composite Seismic Line Running Through the Proposed Portland Energy-1 & Greenslopes-2 Well Locations 
 

With independent expert assistance, the company has identified preferred locations for drilling of two proof-of-concept 
wells, Greenslopes-2 and Portland Energy-1. Both wells are to be conventional wells, drilled to a depth of around 
1,500 metres with the specific purpose of demonstrating that gas can be produced by conventional means from the 
Eumeralla Formation.  
 
Lakes Oil has commissioned independent assessments that confirm the gas-in-place potential of the Eumeralla 
Formation. The estimated (50% probability) gas resource of the Focus Area is 11.4 trillion cubic feet, of which the 
Company considers around 3 trillion cubic feet should be recoverable by conventional means. The Portland Energy 
Project has the potential to fundamentally change the landscape of gas supply into the eastern Australian gas market. 
 
Source of Estimate: ñIndependent Specialist Report on the petroleum assets of Navgas Pty Ltd and Lakes Oil NLò, 

SRK Consulting (Australasia) Pty Ltd, December 2016. 
 
The Company is not aware of any new information or data that materially affects the information included in the 
relevant market announcement and confirms that all the material assumptions and technical parameters underpinning 
the estimates in the relevant market announcement continue to apply and have not materially changed. The estimated 
quantities of petroleum that may potentially be recovered by the application of a future development project(s) relate 
to undiscovered accumulations. These estimates have both an associated risk of discovery and a risk of development. 
Further exploration appraisal and evaluation is required to determine the existence of a significant quantity of 
potentially moveable hydrocarbons.  

 
Petroleum Exploration Permits VIC/P43(V) and VIC/P44(V): 
 
Lakes Oil has a 100% interest in these Gippsland Basin permits, which are located offshore in Victorian waters. Both 
permits are considered to have potential for production of oil and gas. Airborne gravity data and seismic mapping 
indicate that offshore structuring within VIC/P43(V) is continuous with that of the Wombat Field, onshore in PRL2. 

 
Lakes Oil has a commitment to carry out seismic work within VIC/P43(V) and VIC/P44(V). Although offshore 
exploration activity is not prohibited, in the interest of cost management Lakes Oil does not envisage carrying out 
seismic work until the work can be coordinated with other, onshore activities.  
 
 












































































































































