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DIRECTORSOREPORT

Half year ended 31 December 2009

Your directors submit their report for the half-year ended 31 December 2009.

DIRECTORS

The names of the Company dthe hdfiygaeand until the date of this fepot @e ad ur i ng
below. Directors were in office for this entire period unless otherwise stated.

John Bishop (Chairman)

Stephen Bartrop (Non-Executive Director)
Paul Broad (Non-Executive Director)
George Miltenyi (Non-Executive Director)

David McDonald (Managing Director)

REVIEW AND RESULTS OF OPERATIONS

Operations Review

The Company has actively pursued its exploration programs in Tasmania and in Vanuatu during the 6 months
ended 31* December 2010. A summary of some of the key activities is included below:

Tasmania

The half year started with the major announcement by the Company on 14" July 2009 that an independent
assessment of the Companyds Chaadéntfiednan InfermedGebthemnal ®Résbuece ma |
of 260,000 petajoules (PJ) i t he f i r st such discovery identified for
stage of the Geothermal Resource Code resource classification. Whilst recognising that the company has
considerably more work to do before converting this early assessment into a proven reserve we are encouraged by

the apparent magnitude of the inferred resource estimate. Just 1% of this inferred resource could provide sufficient
energy to support a constant flow of 280MW of electricity over a 30 year period. This represents over 25% of
Tasmaniabds curr ent whkwalew fordnesamaum dtilisationdof the Bass Link interconnector to
supply green energy to the mainland National Electricity Market.

The company is focussed on the Charlton Lemont target but has also identified other prospective targets in its
Tasmanian tenement area that will be the subject of future investigation i see Figure 1.
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Figure 1: Potential geothermal target plays in KUTh tenements
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DIRECTORSOREPORT (CONTINUED)
Half-year ended 31 December 2009

Another very exciting discovery for the Company has been the results of the extensive magnetotelluric (MT) survey

that was conducted during the 6 months to 31% December 2009. Combi ned wi th data from K|
aeromagnetic surveys, these new data have revealed that the Tamar Conductivity Zone (TCZ) in the northern area

of the KUTh tenements extends much further south than initially thought. The Company made a major
announcement on 9" November 2009 notifying the market thatitcoul d now ficonf iionmof theh at
Tamar Conductivity Zone, a feature interpreted to be the geophysical signature of fluids along permeable fracture
zones has been observed beneath the Char |l t digurel2énighights | n
the interpreted surface projection of the TCZ intersecting the KUTh Charlton Lemont drill target zone.

The Company is now targeting a potenti al ANaturally Fr
Resource target zone. Figure 3 highlights the difference between a standard Hot Rock Play (Figure A) and
KUThbés target t o i nbeeringsfractute zqnes tinghistareaa The gompahyusindw carrying

out in-fill MT surveys to better target its next stage drilling program.
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Figure 2: Highlights southward trend of TCZ Figure 3: Comparison of Geothermal development
concepts (A) Hot Dry Rock where wells are drilled into
granite and a reservoir is created by artificial fracture
stimulation and (B) KUTh®é
Rock where an existing permeable fracture zone is
host to fluids heated by nearby hot rocks forming a
natural geothermal reservoir.
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Amongst all the positive announcements during the half year we were disappointed to have to announce on
14™ December 2009 that our application for the Commonwealth Government $7.0m Geothermal Drilling
Program (GDP) Grant was unsuccessful.

There is no doubt that the Directors and management had high expectations in this area and have had to
quickly re-group to seek out other options to replace this support funding to the project. We have entered into
discussions with parties who clearly recognise the prospective value of our Tasmanian project and as these
discussions are progressed we will inform the market on any firm commitments going forward.

Queensland

We are pleased to advise that our two Queensland tenements EPG7 and EPG 9 were formally granted on 1%
January 2010. See Figures 4 and 5
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Figure 4: EPG 7 permit area, Qld Figure 5: EPG 9 permit area, Qld

Now that we have these tenements we will proceed to implement the early stage geophysics programs under
the direction of Dr Fiona Holgate and to enter into early discussions with potential parties that may have
interest in an early stage role in these projects.

Pacific Region.

The Company has lodged geothermal exploration applications in Vanuatu, Fiji and Papua New Guinea. At
31% December the status of these applications were as follows:

Vanuatu

The Company has made good progress in developing the Vanuatu project during the 6 months ended 31
December 2009. The Company secured two geothermal licences in April 2009 and since that time has
engaged with all stakeholders who may eventually play a role in the project.

The Company has succeeded in signing a Memorandum of Understanding (MOU) with the power utility
company in Vanuatu and this announcement was released to the Australian Stock Exchange on 16" October
2009. The purpose of the MOU was to establish the basis of cooperation between KUTh and the exclusive
power supplier in Port Vila and to set out the broad framework for how any future power pricing agreements
will be calculated. The Company has also been involved closely with the Vanuatu government on the
prospects of the geothermal opportunity in Vanuatu and has also engaged closely with multilateral
development banks concerning future funding support for the project.
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In November 2009 the Company landed a specialist Magneto telluric (MT) team on the ground in Port Vila to
carry out our first stage MT Survey. The purpose was to identify the target location, depth and size of the
geothermal reservoir that is contributing fluid to a 2km2 thermal area containing hot springs in our northern
tenement area.

KUTh/UNELCO i signing MOU Earth temperature measured at 50 cm depth
during the MT survey at Takara, Vanuatu.

During the survey the KUTh team measured temperatures of 100°C at 0.5 metres depth in warm ground and
spring water temperatures up to 61.5°C which is encouraging for the future development potential.

The MT Survey was concluded in late December and data collected will now be reviewed and interpreted with
first results not expected before March 2010.

Fiji and Papua New Guinea

The Company continues a dialogue with the authorities in these countries in a bid to resolve outstanding
questions about the KUTh geothermal exploration licence applications. During the period ended 31
December 2009 very little progress has been made on either of these applications although the Fiji Mines
Department has promised a response early in 2010.

In respect to Papua New Guinea there appears to be some dispute between the Mining Act and the
Petroleum Act as to which is responsible for administering geothermal licences and as such until we have
some clear position on this we are unable to advance our applications.

Financial Result

The net financial result after applicable income tax for the half year was a loss of $627,707 (2008 -
$465,162). The Company increased its management strength at the beginning of calendar year 2009 and
these additional costs are reflected in the comparative results for 31* December 2009, when compared with
31"December 2008. The Companyds main focus during
and the emerging Vanuatu project opportunity. Capitalised exploration expenses during this period amounted
to $337,656.

The Company also undertook a capital raising program in December raising an additional $1,329,000 through
a share placement and share purchase plan which closed on 23" December 2009. As at 31% December
2009 the company had $2,722,266 in the bank. The Company also has $891,515 in undrawn funds available
under the Commonwealth Government REDI Grant Scheme. These funds can be drawn by the company on
a dollar for dollar basis against expenditures identified against the Tamar Conductivity Zone project.
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On 29" September 2009 the shareholders approved the issue of 750 000 shares to Non Executive Directors
covenng Directors Fees payable for the period 1% July 2009 to 30" June 2010. These shares were issued on
30" September 2009 and the value of the Shares issued have been recognised as expenses in the financial
statements resulting in an increase in Directors Benefits expense of $105,000 for the December 2009 half
year.

Subsequent Events

The Directors are not aware of any significant changes in the state of affairs of the Company occurring since
the end of the half year ended 31 December 2009.

Auditors Independence Declaration

The auditords i ndepen iesl onder Sedtiorc307&L nfahe Cavporatians Act 20@fL us
attached to this report.

Signed at Sydney, 26th February, 2010, in accordance with a resolution of the directors.
Fs /
W
/ A7

DAVID McDONALD

Managing Director

The information in this report that relates to Geothermal Exploration Results is compiled by the staff of KUTh Energy Ltd
and its respective consultants and supervised by Dr Roger Lewis an employee of Liddington Technology Pty Ltd. Dr
Lewis and associates hold a financial interest in KUTh Energy Ltd.

Dr Lewis has sufficient experience in the style of geothermal play under consideration to qualify as a Competent Person
under the Australian Code for Reporting of Exploration Results, Geothermal Resources and Geothermal Reserves
(2008 Edition) and is a member of the Australian Institute of Geoscientists and abides by the Code of Ethics of that
organisation. Dr Lewis has consented in writing to the public release of this report in the form and context in which it
appears.

The information in this report that relates to Geothermal Resources is based upon a report compiled by Dr Graeme
Beardsmore, an employee of Hot Dry Rocks Pty Ltd. Dr Beardsmore has over 15 years experience in the determination
of crustal temperatures relevant to the style of geothermal play under consideration, is a member of the Australian
Society of Exploration Geophysicists and abides by the Code of Ethics of that organisation.

Dr Beardsmore is a Competent Person as defined by the Australian Code for Reporting of Exploration Results,
Geothermal Resources and Geothermal Reserves (2008 Edition). Dr Beardsmore has consented in writing to the public
release of this Report in the form and context in which it appears.
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