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June 2011 Quarter Activity

Production and Cashflow

Production in the June 2011 quarter was 547 MMcfe, 33% lower than the 812 MMcfe produced in the March

2011 quarter. The June quarter production was adversely impacted by shut-ins in three areas. Firstly, the A-3

well in the Main Pass 270 field ceased producing due to an influx of sand. Evaluation is underway to determine

the feasibility of a workover to restore production from the well. Secondly, the Main Pass 18/19 and Chandeleur

Area 31/32 fields were shut in for 25 days in June while annual maintenance was completed on the gas sales

transportation line that services the fields. Thirdly, the gas sales line that carries production from the Marathon

field was shut in by the owner for 28 days because of the fast flowing water in the Atchafalaya River as a result

of the extensive flooding from the diversion of the Mississippi River.

During the current quarter, the Company received an average gas equivalent sales price of US$6.41/Mcfe

(including hedging). This was 9% higher than the US$5.91/Mcfe realised for the previous quarter largely due to

the effect of higher oil and gas prices received on unhedged production volumes in combination with a higher

percentage of production for the quarter being hedged. The Company received an average price of

US$4.63/Mcf and US$115.79/bbl for the June 2011 quarter (March 2011 quarter: US$4.43/Mcf and

US$94.93/bbl) for unhedged gas and oil/condensate production volumes for the current quarter, respectively.

Net revenues of US$3.5 million were generated in the June 2011 quarter, 27% lower than the US$4.8 million

reported for the March 2011 quarter, largely due to the lower production.

EBITDAX of US$0.9 million for the June 2011 quarter was lower than the US$2.0 million achieved in the March

2011 quarter due to lower revenues.

The lower production volumes for the current quarter resulted in higher unit lease operating expenses of

US$2.27/Mcfe and geological, geophysical & administrative expense of US$2.97/Mcfe. This compared to

US$1.86/Mcfe and US$2.05/Mcfe, respectively for the previous quarter. As a result, EBITDAX margin for the

June 2011 quarter of US$1.65/Mcfe was lower than the March 2011 quarter margin of US$2.43/Mcfe.

Acquisition, exploration and development expenditures incurred in the June 2011 quarter amounted to US$2.0

million, primarily in connection with the Company’s share of drilling costs of the Marathon #2 well.

Cash and Debt Facilities

During the quarter, all outstanding amounts under the subordinated term loan owed by the US subsidiary,

Petsec Energy Inc. (“PEI”) were settled. The amount of the term loan of US$29.2 million was fully extinguished

in exchange for US$12 million in cash plus, a 2.5% working interest in the three Main Pass 270 producing wells,

a 2.0% working interest in the Company’s leases in the Atchafalaya Bay area (Marathon discovery), Louisiana,

and 25% of PEI’s working interest in 10 non-producing leases in the Gulf of Mexico, USA.

As announced in June 2011, the Company sold 100% of its working interest in Block 22/12 Beibu Gulf China, to

Horizon Oil Limited (ASX: HZN) for a A$38 million cash payment, plus options with a three year term and

exercise price of 37 cents per share over 15 million Horizon shares.

The proceeds received from the sale of the China interests together with the settlement of the term loan have

considerably strengthened the balance sheet and liquidity of the Company.
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June 2011 Quarter Activity (continued)

Cash and Debt Facilities (continued)

At 30 June 2011, the Company had total cash deposits of US$50.5 million –equivalent to A$47.2 million using

the period end closing rate of 1.0693 (31 March 2011: US$24.2 million or A$23.5 million at 1.0319). This

amount includes US$7.4 million of restricted cash deposits that guarantee certain of the Company’s future

rehabilitation obligations.

Gas Price and Hedging

At 30 June 2011, the Company had the following natural gas hedges in place:

Production period Hedge types Total MMBtu volume Weighted average US$
Price *

July –December 2011 Collars 246,000 6.00 –7.60

Total hedged volume 246,000 6.00 –7.60

* Floor/cap prices

Forward natural gas prices have been trading in the mid US$4.00 - US$5.00 range as above average summer

temperatures in the U.S. have helped to soften the effect of high U.S. gas production and ample natural gas

supplies in storage.

The NYMEX 12 month forward strip price for gas at the close of business on 18 July 2011 was approximately

US$4.76/MMBtu and the 36 month forward strip price for gas was approximately US$5.09/MMBtu.

According to statistics released by the U.S. Energy Information Administration for the week ending 8 July 2011,

U.S. working natural gas in storage stood at 2,611 Bcf, 7.7% lower than the level recorded for the

corresponding period last year (2,829 Bcf) and 2.0% below the 5-year average (2,663 Bcf).

Operations

USA Gulf of Mexico/Onshore Louisiana and Texas

Exploration

Marathon #2 well

Petsec: 8% working interest (5.84% net revenue interest)

The Marathon #2 well was spud on 5
th

April 2011 in the shallow waters of the Atchafalaya Bay along the

Louisiana Gulf Coast, USA with Phoenix Exploration as operator.

The 21,000 feet (6,500 metres) Marathon #2 well is a follow up to the successful #1 well and is situated in

approximately 8 feet (2.4 metres) of water and is located approximately 900 metres from the #1 well location.

The #2 well is designed to serve as a development well for the field and also to test deeper exploratory reserve

potential on the Marathon structure.

As of 25 July 2011, the well had reached a measured depth of 19,446 feet (5,929 metres) and was drilling

ahead to its total target depth of 21,000 feet.

Further details relating to the Marathon #2 well are contained within the media release made to ASX on 13 July

2011.
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June 2011 Quarter Activity (continued)

Operations (continued)

Shale Oil

The Company continues to work with its joint venture partner on the technical evaluation of its shale oil

opportunity.

Financial Summary and Production Data

A “Financial Summary and Production Data”table is provided on page 5.

Financial Results Guidance –30 June 2011 Half-Year

In accordance with Australian Accounting Standards and Company policy, the Company periodically reviews

the carrying values of its oil and gas properties and is required to demonstrate that the carrying values are no

less than, the estimated future discounted cash flows to be generated from the expected production from these

properties.

Based on a preliminary review by the Company of these values, it is expected that an impairment provision of

approximately US$7.7 million will be recognised due to the performance of certain producing wells and the

further softening of natural gas prices since the beginning of the year. This amount is unaudited.

Also, an accounting gain is likely to be recognised in the financial results for the half year on the settlement of

the term debt (US$11 million), and on the sale of the Beibu Gulf asset (US$28 million).

Proposed Activities –September 2011 Quarter

The principal activities in the September 2011 quarter will be to drill the Marathon #2 well to target depth of

21,000 feet and complete the well for gas and condensate production and to continue with technical evaluation

of the shale oil project.

2011 Production and Revenue Forecast

As a consequence of the shut-ins noted above , the Company has lowered its forecast of production and net

revenue for the 2011 year from existing producing fields to 2.5 Bcfe and US$14 million, respectively (previous

forecast: 3.0 Bcfe and US$15 million).
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June 2011 Quarter Activity (continued)

Dated: 26 July 2011

For further information, please contact:

Paul Gahdmar Ross A Keogh

Company Secretary & Group Financial Controller President

Petsec Energy Ltd Petsec Energy Inc.

Level 13, 1 Alfred Street 3861 Ambassador Caffery Parkway, Suite 500

Sydney NSW 2000 Lafayette, LA 70503, USA

Tel: 612 9247 4605 Fax 612 9251 2410 Tel: 1 337 989 1942 Fax: 1 337 989 7271

Certain statements in this report regarding future expectations and plans of the Company may be regarded as “forward-looking statements”. Although the Company believes that its

expectations and plans are based upon reasonable assumptions, it can give no assurance that its goals will be met. Actual results may vary significantly from those anticipated due to

many factors, including oil and gas prices, operating hazards, drilling risks, environmental risks and uncertainties in interpreting engineering and other data relating to oil and gas

reservoirs, as well as other risks.


