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Commentary on results

GENERAL
The Appendix 4D results and the accompanying condensed consolidated interim final financial statements are prepared in accordance with Australian
Accounting Standards (AASBs) and International Financial Reporting Standards (IFRS) and are presented in United States dollars.

OPERATING PERFORMANCE

Unit revenue/cost analysis per Mcfe (US$)
Six months

ended
Six months

ended
Increase/

(decrease)
Twelve months

ended
June 2008 June 2007 % December 2007

Net Production (MMcfe) 7,804 3,268 139% 8,066

Average net sales price/Mcfe (US$) 8.77 8.33 5% 7.93
Other revenue (expense)/Mcfe (US$) (0.10) 0.04 0.04
Lease operating expense (incl. production taxes)/Mcfe (US$) (0.81) (0.88) (8%) (0.87)
Geological, geophysical and administrative expenses/Mcfe (US$) (0.92) (1.73) (47%) (1.41)
EBITDAX/Mcfe (US$) 6.94 5.76 20% 5.69
Depreciation, depletion, amortisation (incl. rehabilitation)/Mcfe (US$) 4.92 2.36 108% (3.44)

EBITX/Mcfe (US$) 2.02 3.40 (41%) 2.25

A substantial increase in production generated a comparable increase in revenue and operating cashflow. Operating cashflow (EBITDAX) remained high at
$6.94/Mcfe, a 79% margin, while the operating profit (EBITX) of US$2.02/Mcfe represented a 23% margin.

Net production
Production for the six months ended 30 June 2008 of 7,666 MMcf of gas and 23,061 barrels of oil (7,804 MMcfe) was 139% higher than the corresponding
period of 2007 (3,268 MMcfe).

This substantial increase in production in the USA reflected the commencement of production from the Mobile Bay gas fields in the Gulf of Mexico
(discovered in 2006/07) in November 2007 together with the fourth quarter 2007 acquisition of producing gas fields.

Revenues & sales prices
Net revenues after royalties of US$68.5 million were 152% higher than the previous corresponding period of US$27.2 million, reflecting higher production,
and a 5% increase in net average realised sales price for the period of US$8.77/Mcfe.

Operating Profitability
EBITDAX of US$54.2 million, up 188%, reflected higher production, lower unit lease operating expenses (US$0.81/Mcfe, 8% lower than the previous
corresponding period of US$0.88/Mcfe) and GG&A costs (US$0.92/Mcfe, 47% lower than in the previous corresponding period of US$1.73/Mcfe).

EBITDAX margin of US$6.94/Mcfe was 20% higher than the previous corresponding period.

DD&A of US$4.92/Mcfe was 108% higher than the previous corresponding period, reflecting the purchase price of reserves in November 2007
(US$4.25/Mcfe), as well as industry-wide higher finding and development costs as a result of increases in steel and service costs.

Exploration write-offs and impairments

Six wells were drilled during the half year. Of these, two wells were completed for gas and condensate production in the Moonshine Project area, onshore
Louisiana. Costs of US$14.2 million were written off for the four uneconomic wells, being two wells in China, one well in the Gulf of Mexico and one well
onshore Louisiana.

Impairments of US$18.7 million resulted from reserve revisions at Main Pass 20 and South Sunrise as well as downgrading of prospectivity for the
Moonshine Project. The three wells drilled on Moonshine have been disappointing and consequently leasehold and seismic costs at Moonshine have been
written down to US$3.0 million.
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Exploration write-offs and impairments (continued)

Prospect/Area of Interest US$ million

Exploration write-offs
Wei 6.12 W.1 & Wei 6.12 E.1A – Beibu Gulf, China 9.3
West Cameron 379 #1 well, Gulf of Mexico U.S.A 3.1
CL&F #30-1 well (Triple Play prospect), Terrebonne Parish 1.8

14.2
Impairment provisions
Moonshine leasehold & seismic costs 7.9
Main Pass 20 6.4
South Sunrise 1.6
E. Laurent #1 well (Moonshine Dickel) 1.4
Leasehold/prospect costs – unproved properties relinquished/to be relinquished 0.7
Other 0.7

18.7

32.9

PROFIT/ (LOSS)

Net loss after tax for the six months ended 30 June 2008 was US$18.1 million compared to a profit of US$2.9 million in the previous corresponding period.

CASHFLOW AND NET DEBT
Net cash from operating activities of US$55 million was 179% higher than the previous corresponding period. Of this amount, US$36.2 million was applied to
repayment of debt and US$20.3 million was invested in exploration, development and lease acquisitions. Further debt repayment is expected to be made
during the second half of the year.

The cash position at the end of the current period was US$26.8 million and total outstanding debt was US$67.9 million.

Net debt at 30 June 2008 was US$41.1 million down 46% from US$76.8 million at 31 December 2007.
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Commentary on results (continued)

RESERVES REPORT – 30 JUNE 2008

Proved and probable reserves at the end of the period stood at 55.5 Bcfe (Petsec Energy estimate) comprising 3.6 million barrels of oil (or 21.5 Bcfe) in
China and 34.0 Bcfe in the USA. Downward reserve revisions of 6.9 Bcfe were booked mainly against the Mobile Bay area, South Sunrise and Main Pass 20
gas fields in the US in response to lower than predicted well performance. These resultant impairments have been recognised in the financial statements.

Other fields continue to perform as, or better than, expected.

Independent Assessment 1 Petsec Energy
Estimated

Recoverable

Gas Equivalent Bcfe
Proved

Reserves
Probable
Reserves

Proved and
Probable
Reserves

Proved and
Probable Reserves

USA
Reserves at 1 January 2008 36.1 10.0 46.1 48.1
Net additions - 1.0 1.0 0.6
Revisions 0.1 (4.7) (4.6) (6.9)2

Production (7.8) - (7.8) (7.8)
USA Reserves at 30 June 2008 28.4 6.3 34.7 34.0

China
Reserves at 1 January 20083 21.5
Net additions -
China Reserves at 30 June 2008 21.5

Total Reserves at 30 June 2008 55.5

1 million bbls is the equivalent of 6 Bcfe

Footnotes

U.S.A.
1. The independent reserve assessments at 1 January 2008 were estimated by independent petroleum engineers Ryder Scott Company and Netherland Sewell

& Associates Inc. The independent reserve assessments at 30 June 2008 were estimated by Ryder Scott Company.
2. Downward revisions of 6.9 Bcfe included 4.8 Bcfe, stated in the June 2008 Quarterly Report, primarily at Mobile Bay and South Sunrise, which were

experiencing premature water encroachment and 1.2 Bcfe in the Main Pass 20 B1 well which started making water and ceased production in late July 2008.
It is unlikely that remediation of the well could economically recover the remaining reserves.

China

Based on 12.25% net revenue interest after CNOOC back-in for 51%.
3. 12.8 West oil field: 1.25 million barrels of oil recoverable (or 7.5 Bcfe)

6.12/6.12 South oil fields: 2.33 – 3.31 million barrels of oil (or 14 – 20 Bcfe).
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Directors’ Report and Condensed Consolidated Interim Financial Statements
For the six months ended 30 June 2008

Contents Page

Directors’ report 6
Condensed consolidated interim financial statements 10

This condensed consolidated interim financial report does not include all the notes of the type normally included in an annual financial report.
Accordingly, this report is to be read in conjunction with the annual report for the year ended 31 December 2007 and any public announcements
made by Petsec Energy Ltd during the interim reporting period in accordance with the continuous disclosure requirements of the Corporations Act
2001.
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Directors’ Report
For the six months ended 30 June 2008

The directors present their report together with the consolidated financial report for the half year ended 30 June 2008 and the independent auditor’s review
report thereon.

1. Directors
The directors of the Company at any time during or since the end of the half year are:

Name Period of directorship
Non-executive
Mr David A. Mortimer AO Appointed in 1985
Dr Peter E. Power Appointed in 1999

Executive
Mr Terrence N. Fern Appointed as Director and Chief Executive Officer in 1987

Appointed Chairman in 1999

2. Operating results
Operating results were significantly higher than the six months to 30 June 2007 due to the November 2007 commencement of production from the six gas
discoveries in Mobile Bay, and the acquisition of producing gas fields in the USA.

Earnings before interest, income tax, depreciation, depletion, amortisation, rehabilitation, and exploration (including dry hole, impairment, abandonment and
seismic expense) of US$54.2 million, up 188%, reflected higher production, lower unit lease operating expenses (US$0.81/Mcfe, 8% lower than the previous
corresponding period of US$0.88/Mcfe) and GG&A costs (US$0.92/Mcfe, 47% lower than in the previous corresponding period of US$1.73/Mcfe).

DD&A of US$4.92/Mcfe was 108% higher than the previous corresponding period, reflecting the purchase price of reserves in November 2007
(US$4.25/Mcfe), as well as industry-wide higher finding and development costs as a result of increases in steel and service costs.

Earnings before interest, income tax and exploration (including dry hole, impairment, abandonment and seismic expense) of US$15.8 million up 42% on the
previous corresponding period of US$11.1 million, delivered US$2.02/Mcfe profit, a margin of 23%.

Six wells were drilled during the half year. Of these, two wells were completed for gas and condensate production in the Moonshine Project area, onshore
Louisiana. Costs of US$14.2 million for the four uneconomic wells were written off, comprising two wells in China, one well in the Gulf of Mexico and one well
onshore Louisiana.

Impairments of US$18.7 million resulted from reserve revisions at Main Pass 20, South Sunrise and the Mobile Bay area, and the write-down of land and
seismic costs for the Moonshine Project. The three wells drilled on Moonshine have been disappointing and consequently Moonshine carrying costs have
been written down to US$3.0 million.

The resultant after tax loss for the six months ended 30 June 2008 was US$18.1 million compared to profit after tax of US$2.9 million in the previous
corresponding period.

3. Cashflow
Net cash from operating activities of US$55.0 million, up 179% on the previous corresponding period (US$19.7 million), funded debt facility repayments of
US$36.2 million and exploration, development and lease acquisition expenditure of US$20.3 million.

The cash position at the end of the current period was US$26.8 million. Total debt of US$67.9 million was drawn at 30 June 2008 under available debt
facilities of US$98.9 million. Effective 1 July 2008 debt facilities comprise a US$63 million revolving borrowing base facility maturing in 2010 and a US$29.9
million subordinated term facility maturing in 2011. The revolving credit facility is currently reducing by US$6 million per month until the next borrowing base
redetermination at 1 November 2008.

The remaining balance on the short-term debt component of US$30 million was fully repaid on 8 April 2008.

Net debt at 30 June 2008 was US$41.1 million, down 46% from US$76.8 million at 31 December 2007.

Further debt repayment is expected to be made during the second half of the year.
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Directors’ Report (continued)
For the six months ended 30 June 2008

4. Liquidity
The group’s liquidity remains sound notwithstanding the 30 June 2008 position with current assets of US$48.1 million and current liabilities of US$79.6
million.

Accounting standards require the mark-to-market position at balance date in respect of all hedging contracts, including those that underpin the sales of
future production to be recognised on the balance sheet. Due to the high prevailing gas prices as of 30 June 2008 the Company recorded a net liability of
US$31.6 million (of which US$24.7 million is current) in respect of existing hedge contracts. On the 20 August 2008, this amount had been significantly
reduced to approximately US$2.6 million primarily due to the lower Nymex Henry Hub gas futures prices.

Of the US$23.7 million of current liabilities relating to the Company’s credit facility, US$22.0 million is repayable by way of monthly instalments over the
period from November 2008 to June 2009. Since 30 June 2008, the Company has repaid a further US$10.0 million, reducing outstandings to US$28
million as at 28 August 2008, which is ahead of schedule and leaving unused bank borrowing availability of US$20.3 million.

5. Review of operations
During the six months to 30 June 2008, the Company invested US$20.3 million into oil and gas exploration and development projects within the Gulf of
Mexico and Gulf Coast areas of the USA, and in the Beibu Gulf, off the southern coast of China. Six wells were drilled in the USA and China in the half
year resulting in two economic gas/condensate discoveries in the USA. In the USA, an oil storage platform was constructed on Main Pass 19 and the
E.Laurent well was placed into production. In China, development plans for the 6.12 and 12.8 West oil fields progressed with the expectation of
development commencing later in the year.

Gulf of Mexico and Onshore Louisiana, USA
Production
Net production of 7.8 Bcfe was up 139% from the previous corresponding period, reflecting the contribution from the Mobile Bay gas fields brought into
production and the USA gas fields acquired in November 2007.

The Company expects to achieve production of approximately 13 – 14 Bcfe in 2008, slightly lower than the original forecast of 15 Bcfe.

The revised production outlook is primarily attributable to the shut-in of the Main Pass 270 gas field since April due to a damaged third-party pipeline which
is not expected to resume operation until December.

Operating cashflow for the 2008 year is still expected to exceed US$85 million.

Development
An oil storage platform with 3,000 barrels of oil capacity was constructed next to the Main Pass 19 platform to allow higher levels of oil and gas production
from the Main Pass 18 and 19 fields.

The E. Laurent well in the Moonshine Project was completed for production and facilities constructed.

Exploration
During the six months to 30 June 2008 four wells were drilled in the USA; two economic wells in the Moonshine project (Dickel and Crown Royal
prospects) and two uneconomic wells on West Cameron 379 in the Gulf of Mexico, and on the Triple Play prospect, Terrebonne Parish onshore
Louisiana,.

The E. Laurent #1 well (Dickel prospect) (80% WI: 59% NRI) was spud on 4 February and encountered 6.3 metres (21 feet) of net gas pay in the target
sand. The well was flow tested at a rate of three million cubic feet of gas (MMCFD) and 70 barrels of condensate (BCPD) per day on a 13/64” choke with
2,700 psi flowing tubing pressure, and was subsequently completed for production and linked to a sales pipeline. Production commenced on 1 July 2008
at an initial rate of 5,000 MCFD and 125 BOPD. Shortly after commencement of production, the well began making a significant amount of water. A
workover of the well is almost complete.

The West Cameron 379 #1 well drilled in March intersected insufficient gas for completion and was plugged and abandoned. The wells and associated
costs of US$3.1 million were expensed in accordance with Petsec’s successful efforts accounting policy.

In June, the CL&F#30-1 well (Triple Play prospect), originally drilled and temporarily plugged in September 2007) was re-entered and deepened a further
151 metres (500 feet), reaching a measured depth of 4,145 metres (13,680 feet), to test the target Hollywood #2 sand. The well was plugged and
abandoned after logs indicated thin laminated gas sands which were not commercial to develop. Drilling and related costs of US$1.8 million net to Petsec
were expensed.

The W.P. Miles Timber #1 well (Crown Royal prospect), in which Petsec Energy holds a 62% working interest (46% net revenue interest) and is operator,
was spud on 14 June 2008. The well reached the proposed total depth of 4,022 metres (13,274 feet) in late July 2008 and intersected five feet of net gas
and condensate pay. The well will be completed for production within the next few weeks.
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Directors’ Report (continued)
For the six months ended 30 June 2008

5. Review of operations (continued)
Of the three wells drilled on the Moonshine Project, two made modest gas and condensate discoveries which will be brought into production. However, an
impairment provision of US$7.9 million has been taken for land and seismic costs for the Moonshine Project, leaving a carrying value of US$3.0 million.

Lease Acquisitions
During the period, the USA Minerals Management Service (“MMS”) awarded Petsec Energy all three leases on which it was the highest bidder at the
March 2008 Central Gulf of Mexico Lease Sale 206. The leases were West Cameron 631 and 636 (100% working interest) and East Cameron 102 (54%
working interest). Petsec Energy now holds interests in 52 Gulf of Mexico leases.

On 20 August 2008, the Company was the sole bidder on two leases in the Western Gulf of Mexico lease sale: North Padre Island 929 and 934 (100%
working interest) at a cost if awarded by the MMS, of US$376,000.

China, Beibu Gulf
Exploration
During the period two wells were drilled in Block 22/12, Beibu Gulf, testing prospects within three kilometres of the Wei 6.12 South oil discovery. Both
wells failed to intersect commercial hydrocarbons and were plugged and abandoned. Drilling and related costs of the wells of US$9.3 million were
expensed in accordance with the Company’s successful efforts accounting policy.

Development
Work is continuing on the front-end engineering and design studies (FEED) and an overall development program (ODP) for the 6.12/ 6.12 South and 12.8
West oil fields for submission to Chinese authorities. The final stages of the work on the ODP are being conducted in conjunction with CNOOC. Gross
recoverable oil is estimated at 19 to 27 million barrels of oil for 6.12/6.12 South and 10 million barrels of oil for 12.8 West.

The development envisages two well head platforms delivering oil to a floating production storage facility (FPSO).

The joint venture anticipates making a final investment decision and commencing development during the second half of 2008.

6. Subsequent events
Subsequent to report date, the W.P. Miles Timber #1 well, which spud on 14 June 2008, reached total measured depth of 4,022 metres (13,274 ft) and has
intersected five net feet of gas and condensate pay. The well will be completed for production within the next few weeks.

The WP Miles Timber No. 1 well is located in Township 13 South, Range 17 East, Lafourche Parish, Louisiana, approximately 100 kilometres (60 miles)
west of New Orleans. Petsec Energy owns a 62% working interest (46% net revenue interest) in the WP Miles No. 1 Well, and is the operator.

The B-1 well in the Main Pass 20 gas field began making water in July and ceased production in late July. An impairment provision of US $6.4 million has
been taken as it is considered that the cost of remediation will render the remaining 1.2 Bcfe uneconomic.

7. Lead auditor’s independence declaration
The Lead Auditor’s Independence Declaration is set out on page 9 and forms part of the Directors’ Report for the half year ended 30 June 2008.

8. Rounding off
The Company is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and in accordance with that Class Order, amounts in the Financial
Report and Directors’ Report have been rounded off to the nearest one thousand dollars, unless otherwise stated.

This report is made with a resolution of the directors:

T N Fern
Director
Sydney, 28 August 2008
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Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

To: the directors of Petsec Energy Ltd

I declare that, to the best of my knowledge and belief, in relation to the review for the half-year ended 30 June 2008 there have been:

(i) no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in relation to the review; and

(ii) no contraventions of any applicable code of professional conduct in relation to the review.

KPMG Paul Zammit
Partner

Sydney

28 August 2008
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Consolidated interim income statements
For the six months ended 30 June 2008

Six months to
30 June 30 June

2008 2007
Note US$'000 US$'000

Revenues from sale of oil & gas and royalties 81,116 27,299
Royalties paid (12,655) (80)
Net revenues after royalties 68,461 27,219

Other income and expenses (823) 124
Lease operating expenses (6,316) (2,888)
Geological, geophysical and administrative expenses (7,156) (5,646)
EBITDAX 1 54,166 18,809
Depreciation, depletion, amortisation and rehabilitation (38,368) (7,726)
EBITX 2 15,798 11,083
Seismic expense (420) (245)
Dry hole, impairment and abandonment expense 5 (32,840) (6,267)
EBIT 3 (17,462) 4,571

Financial income 473 784
Financial expenses (4,673) (207)
Net financial income/(expense) (4,200) 577
Profit/(loss) before income tax (21,662) 5,148
Income tax benefit/(expense) 6 3,593 (2,238)
Profit/(loss) for the period (18,069) 2,910

US US
Cents Cents

Basic earnings/(loss) per share 7 (11.7) 1.9

Diluted earnings/(loss) per share 7 (11.7) 1.9

1 Earnings before interest (financial income and expense), income tax, depreciation, depletion, amortisation, rehabilitation and exploration (including dry hole,
impairment & abandonment) expense.

2 Earnings before interest (financial income and expense), income tax and exploration (including dry hole, impairment, abandonment and seismic expense).

3 Earnings before interest (financial income and expense) and income tax.

The income statement is to be read in conjunction with the notes to the consolidated interim financial report set out on pages 14 to 21.
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Consolidated interim statement of recognised income and expense
For the six months ended 30 June 2008

Six months to
30 June

2008
30 June

2007
Notes US$'000 US$'000

Foreign exchange translation differences 9 1,535 830
Cashflow hedges, net of tax 9 (22,824) (1,942)
Net loss recognised directly in equity (21,289) (1,112)

Profit/(loss) for the period 9 (18,069) 2,910

Total recognised income and expense for the period (39,358) 1,798

Other movements in equity arising from transactions with owners in their capacity as owners are set out in note 9.

The statement of recognised income and expense is to be read in conjunction with the notes to the consolidated interim financial report set out on
pages 14 to 21.
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Consolidated interim balance sheet
As at 30 June 2008

30 Jun 31 Dec
2008 2007

Note US$'000 US$'000

ASSETS
Current assets
Cash and cash equivalents 26,747 27,214
Trade and other receivables 17,290 18,368
Fair value of derivative financial instruments 1 535 5,404
Prepayments 3,532 1,627
Total current assets 48,104 52,613

Non-current assets
Other investments - 497
Property, plant and equipment 439 448
Exploration, evaluation and development expenditure – Tangible 135,220 170,581
Exploration and evaluation expenditure – Intangible 20,261 25,374
Intangible assets – Software 150 167
Deferred tax assets 21,553 4,713
Fair value of derivative financial instruments 1 184 271
Total non-current assets 177,807 202,051
Total assets 225,911 254,664

LIABILITIES
Current liabilities
Trade and other payables 29,155 14,074
Fair value of derivative financial instruments 1 25,282 256
Loans and borrowings 8 24,025 23,622
Rehabilitation provisions 1,000 -
Employee benefits provisions 139 147
Total current liabilities 79,601 38,099

Non-current liabilities
Trade and other payables 384 2,009
Loans and borrowings 8 42,149 78,144
Fair value of derivative financial instruments 1 7,030 409
Employee benefits provisions 365 311
Rehabilitation provisions 12,198 12,395
Total non-current liabilities 62,126 93,268
Total liabilities 141,727 131,367
Net assets 84,184 123,297

EQUITY
Issued capital 170,245 169,829
Reserves (17,134) 4,326
Accumulated losses (68,927) (50,858)
Total equity 1 9 84,184 123,297

The balance sheet is to be read in conjunction with the notes to the consolidated interim financial report set out on pages 14 to 21.
1 The out of the money mark-to-market position of the outstanding hedge contracts as at 30 June 2008 has contributed to the decline in the total equity position of the Company by an

estimated US$31.6 million. As at 20 August 2008, this amount has significantly reduced to approximately US$2.6 million primarily due to the lower Nymex Henry Hub gas futures
prices.
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Consolidated interim statement of cashflows
For the six months ended 30 June 2008

30 June 30 June
2008 2007

Note US$'000 US$'000

Cashflows from operating activities
Cash receipts from customers 80,803 27,401
Cash payments for royalties (11,784) (80)
Cash payments to suppliers and employees (9,915) (8,364)
Interest received 474 784
Interest paid (4,549) (44)
Income taxes paid - -

Net cash from operating activities 55,029 19,697

Cashflows from investing activities
Payments for property, plant and equipment (100) (239)
Payments for exploration, evaluation and development expenditure 1 (20,253) (21,031)
Payments for investments (36) -
Proceeds on disposal on investments 442 -

Net cash from investing activities (19,947) (21,270)

Cashflows from financing activities
Debt facility repayments (36,150) -
Debt facility establishment fees (181) -
Proceeds from share options exercised by employees 12 82
Proceeds from issue of share capital, net of equity raising costs - 8,879

Net cash from financing activities (36,319) 8,961

Net increase/(decrease) in cash and cash equivalents (1,237) 7,388
Cash and cash equivalents at 1 January 27,214 26,541
Effects of exchange rate changes on cash held 770 901

Cash and cash equivalents at 30 June 26,747 34,830

The statement of cashflows is to be read in conjunction with the notes to the consolidated interim financial report set out on pages 14 to 21.

1 Non-cash investing activity: During the previous corresponding period, an interest in leases and production facilities at Mobile Bay 952, 953 and 955 was acquired in a non-cash
transaction in which the Company assumed the rehabilitation obligation on the leases. The Company has since abandoned the Mobile Bay 955 field at an estimated cost of
US$1,213,000 and currently estimates the fair value of its remaining rehabilitation obligation for the Mobile Bay 952 & 953 fields to be US$906,000.
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Condensed notes to the consolidated interim financial statements
For the six months ended 30 June 2008

1. Reporting entity
Petsec Energy Ltd (the “Company”) is a company domiciled in Australia. The consolidated interim financial report of the Company for the six months ended
30 June 2008 comprises the Company and its subsidiaries (together referred to as the “consolidated entity”).

The consolidated annual financial report of the consolidated entity for the year ended 31 December 2007 is available upon request from the Company’s
registered office at Level 13, 1 Alfred St, Sydney NSW 2000 or at http://www.petsec.com.au.

The financial report is presented in United States dollars which is the consolidated entity’s choice of presentation currency.

2. Statement of compliance
The consolidated interim financial report is a general purpose financial report which has been prepared in accordance with AASB 134: Interim Financial
Reporting and the Corporations Act 2001. The consolidated interim financial report also complies with IAS 34 Interim Financial Reporting as issued by the
International Accounting Standards Board.

The consolidated interim financial report does not include all of the information required for a full annual financial report, and should be read in conjunction
with the consolidated annual financial report of the consolidated entity as at and for the year ended 31 December 2007.

This consolidated interim financial report was approved by the Board of Directors on 28 August 2008.

The consolidated entity is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and in accordance with the Class Order, amounts in the
financial report have been rounded off to the nearest thousand dollars, unless otherwise stated.

3. Significant accounting policies
The accounting policies applied by the consolidated entity in this consolidated interim financial report are the same as those applied by the consolidated
entity in its consolidated financial report as at and for the year ended 31 December 2007.

4. Estimates
The preparation of the interim financial report requires management to make judgements, estimates and assumptions that affect the application of accounting
policies and the reported amounts of assets and liabilities, income and expense. Actual results may differ from these estimates.

In preparing this consolidated interim financial report, the significant judgements made by management in applying the consolidated entity’s accounting
policies and the key sources of estimation uncertainty were, except as described below, the same as those that applied to the consolidated financial report as
at and for the year ended 31 December 2007.

Change in estimate – assessment of estimated remaining useful life
Effective 1 January 2008, the consolidated entity increased its estimate of the remaining useful life for production phase areas of interest. The increase in
estimated useful life reflects an adoption of 2P (proved and probable) rather than 1P (proved) reserves as the estimate of the remaining useful life for an area
of interest.

Accordingly, as of 1 January 2008, exploration, evaluation and development expenditure in the production phase will be amortised on the units-of-production
method based on a ratio of actual production to remaining estimated 2P reserves. Remaining 2P reserves are estimated at the lower of 2P reserves
estimated by external independent petroleum engineers and internal estimates. The change in estimate had a benefit of reducing the current period
depreciation and amortisation expense from US$42.6 million to US$38.4 million. It is not practical to estimate the impact of this change in estimate in
individual future periods.

The change in estimate to a 2P useful life is consistent with industry practice in Australia.

5. Dry hole, impairment and abandonment expense
For the six months ended 30 June 2008, the consolidated entity recognised US$32,840,000 in dry hole, impairment and abandonment expense. The
expenditure relates to exploration write-offs associated with two wells drilled in Block 22/12, Beibu Gulf, the West Cameron 379 #1 well drilled in the Gulf of
Mexico, USA, the CL&F#30-1 well (Triple Play prospect) drilled in the Terrebonne Parish, onshore Louisiana USA totalling US$14,212,000; and impairment
provisions recognised mainly in relation to the Moonshine Project, South Sunrise, Main Pass 20 and E. Laurent fields totalling US$18,628,000.

During the previous corresponding period, the consolidated entity expensed US$6,267,000 in dry hole and impairment costs in relation to the Eugene Island
310 #1 well, Bowie Lumber & Associates #1 well (Skywagon prospect) and part of the costs incurred in respect of the CL&F28 #1 well (Acapulco prospect),
which had spud in mid June 2007.
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Condensed notes to the consolidated interim financial statements (continued)
For the six months ended 30 June 2008

6. Income tax expense
The consolidated entity’s reported a tax benefit of US$3,593,000 for the six months ended 30 June 2008 mainly reflecting the loss incurred for the period.

During the previous corresponding period, the consolidated entity reported a tax expense of US$2,238,000 predominantly in relation to its USA operations.
Whilst the USA operations reported a tax expense, no income tax was paid due to the existence of carried forward tax losses.

7. Earnings per share

The Company has only one type of security, being ordinary shares, included in the basic earnings per share calculation.

In addition to the ordinary shares, the Company has 5,426,500 options outstanding under the Employee Option Plan. In determining potential ordinary shares
5,419,500 are not dilutive.

During the current period, 90,000 options were granted, 38,000 options were exercised and converted to ordinary shares and 712,500 options were forfeited.

Basic earnings/(loss) per share

The calculation of basic earnings/(loss) per share at 30 June 2008 was based on the loss attributable to ordinary shareholders of US$18,069,000 (HY2007:
Profit of US$2,910,000) and a weighted average number of ordinary shares outstanding during the half year ended 30 June 2008 of 154,169,423 (HY2007:
152,940,000), calculated as follows:

Profit/(loss) attributable to ordinary shareholders
Consolidated

Six months to 30 June
2008

US$’000
2007

US$’000

Profit/(loss) for the period (18,069) 2,910

Weighted average number of shares (basic)
Consolidated

Six months to 30 June
In thousands of shares 2008 2007

Issued ordinary shares at 1 January 154,151 148,684
Effect of shares issued during the half year 18 4,256
Weighted average number of ordinary shares at 30 June 154,169 152,940

Weighted average number of shares (diluted)
Consolidated

In thousands of shares 2008 2007

Weighted average number of ordinary shares (basic) at 30 June 154,169 152,940
Effect of share options on issue 2 110
Weighted average number of ordinary shares (diluted) at 30 June 154,171 153,050

Earnings per share
Consolidated

In USD cents 2008 2007

Basic earnings/(loss) per share (11.7) 1.9

Diluted earnings/(loss) per share (11.7) 1.9


