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December 2011 Quarter Activity

Production and Cashflow

The Company produced 502 million cubic feet of gas equivalent (“MMcfe”) in the December 2011

quarter (September 2011: 416 MMcfe) and a total of 2,277 MMcfe for the 2011 year. The Marathon

#2 well in the Marathon gas/condensate Field was brought into production in November 2011 at a

restricted rate of 10 MMcfe per day (“MMcfpd”). Current available capacity in the third party sales

pipeline for the Marathon field is 10 MMcfpd consequently the #1 well has been temporarily shut-in.

The well was producing 24 MMcfpd prior to the pipeline restriction. A third well and new facilities are

planned for the second quarter to allow optimum production considered to be of the order of 25

MMcfpd per well.

The Main Pass 270 A-3 well remained shut-in (since April 2011) pending a decision of the operator to

effect a work-over of the well.

Petsec Energy received an average gas equivalent sales price of US$4.62/Mcfe (including hedging)

for the December 2011 quarter. This was 18% lower than the US$5.61/Mcfe realised for the

September 2011 quarter, largely due to the effect of lower gas prices received on unhedged

production volumes in combination with a lower percentage of hedged production for the current

period. The Company received an average price of US$3.61/Mcf and US$112.09/bbl during the

December 2011 quarter (September 2011 quarter: US$4.56/Mcf and US$104.84/bbl) for unhedged

gas and oil/condensate production volumes.

December 2011 quarter net revenues of US$2.3 million were in line with net revenues reported for the

September 2011 quarter. The benefit of increased production for the quarter was offset by the impact

of lower gas prices.

As a result of the lower realised gas prices, EBITDAX for the December 2011 quarter was negative

US$0.4 million (September 2011: negative US$0.7 million). The higher production volumes for the

quarter and lower operating costs resulted in lower unit lease operating expenses of US$1.93/Mcfe

and geological, geophysical & administrative expense of US$3.25/Mcfe (September 2011:

US$2.46/Mcfe and US$4.36/Mcfe, respectively). EBITDAX margin for the December 2011 quarter

was negative US$0.69/Mcfe (September 2011: negative US$1.63/Mcfe).

In the low natural gas price environment, the Company’s EBITDAX will likely remain negative until the

capacity constraints in the Marathon Field are remedied, production from the Main Pass 270 A-3 well

is restored, and natural gas prices improve.

Acquisition, exploration and development expenditures incurred in the December 2011 quarter

totalled US$1.2 million in connection with the Company’s share of completion costs of the Marathon

#2 well and costs incurred in the technical evaluation and lease investigations of the Company’s shale

oil project.

Cash Position

At 31 December 2011, the Company had no debt and held total cash deposits of US$41.6 million –

equivalent to A$40.8 million using the period end closing rate of 1.0208 (30 September 2011:

US$44.5 million or A$45.5 million at 0.9777). This amount includes US$6.6 million of cash deposits

held in an escrow account to partially secure US$7.4 million of operator bonds that are on issue to

the Bureau of Ocean Energy Management, Regulation and Enforcement (“BOEMRE”).
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December 2011 Quarter Activity (continued)

Gas Price and Hedging

The NYMEX 12 month forward strip price for US natural gas at the close of business on 19 January

2012 was approximately US$2.70/MMBtu and the 36 month forward strip price for gas was

approximately US$3.34/MMBtu which compares with US$4.01 and US$4.51/MMBtu respectively on

the 11 October 2011 as reported in the September 2011 quarter report and US$4.87/MMBtu and

US$5.09/MMBtu respectively in the 20 January 2011.

Mild winter weather in the U.S. coupled with continued strong gas supply predominately from shale

gas operations has resulted in historically high gas storage levels and consequently very soft gas

prices. According to statistics released by the U.S. Energy Information Administration, U.S. working

natural gas in storage stood at 13 January 2012 stood at 3,290 Bcf, 19.6% higher than the level

recorded for the corresponding period last year (2,751 Bcf) and 20.8% above the 5-year average

(2,724 Bcf).

At 31 December 2011, the Company had no outstanding natural gas hedges in place.

Operations

USA Gulf of Mexico/Onshore Louisiana and Texas

Production

Main Pass 270

Petsec: 22.5% working interest (18.75% net revenue interest)

The Main Pass 270 A-3 well, which ceased producing in April 2011 due to an influx of sand, remains

shut-in until a work-over to restore production from the well can be undertaken. The Company is

waiting on a proposal from the operator regarding the future well operations.

Main Pass 18/19

Petsec: 100%/55% working interest (83.33%/45.83% net revenue interest)

The Main Pass 18 G-6 well and the Main Pass 19 G-1 and G-4 wells ceased production from the

completed zones during the third quarter. The G-1 well was recompleted to an up-hole zone during

the fourth quarter and recompletions to up-hole zones in the G-6 and G-4 wells were completed in

early January 2012.The three wells are producing at a combined rate in excess of 3 MMcfpd.

Marathon Field –Atchafalaya Bay

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

The Marathon #2 well (the second well drilled in the Marathon gas/condensate Field) located

approximately 2,950 feet (900 metres) from the successful #1 well, reached TD of 21,160 feet (6,450

metres) in August 2011.The #2 well confirmed the productive reservoirs found in #1 well, and

extended the known field pays across the structure. The #2 well commenced production in

November 2011 at a restricted rate of 10 MMcfpd due to third party pipeline constraints. Production

from the #1 well has been temporarily shut in because the third party sales pipeline cannot

accommodate the production from both wells. The well was producing at a rate of 24 MMcfpd prior to

pipeline restrictions.

A third well is planned to be spud in March 2012 and during its drilling and completion the operator of

the field plans to install additional facilities to allow for alternative delivery options and increased

production handling that will allow current and future planned wells to produce at optimum rates.



4

December 2011 Quarter Activity (continued)

Operations (continued)

Exploration

Shale Oil

The Company has initiated lease acquisition in its shale oil project area. For competitive reasons, the

location of the project and leasing activities will need to be held confidential until lease acquisition has

largely been completed.

Financial Summary and Production Data

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

2011 Financial Results Guidance

Petsec Energy periodically reviews the carrying values (i.e. book value) of its oil and gas properties

and, in accordance with accounting standards and the Company’s policy, is required to demonstrate

the carrying value of its properties are no less than, the estimated future discounted cash flow to be

generated from the expected production from these properties.

Due to the effect of low gas prices at year end in combination with downward reserve adjustments on

certain fields the Company expects to recognise an impairment and abandonment expense of

approximately US$9.5 million for the six months to 31 December 2011 and approximately US$17.2

million for the year (a US$7.7 million impairment and abandonment charge was recognised in the first

half of the year).

Proposed Activities –March 2012 Quarter

The principal activities of the March 2012 quarter will be lease acquisition for the shale oil project,

commence drilling of the Marathon #3 well, and to commence development of facilities to increase

sales production capacity in the Marathon gas/condensate Field.

2012 Exploration, Development, Production and Revenue Forecast

Exploration/Development

The Company’s focus in 2012 will be on shale oil due to the anticipated soft US natural gas prices in

2012 and the increased regulatory burden for operating in the Gulf of Mexico. In 2012 Petsec Energy

expects to acquire a sizeable lease position and commence drilling in its shale oil project area. The

Company will seek to acquire further shale oil interests in other areas either directly or through

participation in third party projects, in order to form a balanced portfolio of unconventional oil assets.

Production

Forecast net production from the Company’s existing producing fields is expected to be in the order of

2 Bcfe in the 2012 financial year.
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December 2011 Quarter Activity (continued)

Dated: 24 January 2012

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.


