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In 2011, Petsec Energy announced a new three-year
business plan to address declining U.S. natural gas prices
and changed operating conditions in the Gulf of Mexico
post the Macondo oil spill.

TN FERN
Chairman and Managing Director

Dear Shareholder,

In 2011, Petsec Energy announced

a new three-year business plan

to address declining U.S. natural

gas prices and changed operating
conditions in the Gulf of Mexico

post the Macondo oil spill. The plan
refocussed the Company’s exploration
and production business away from
its traditional, predominately gas
operations in the Gulf of Mexico shelf,
(where it had successfully pursued
small prospects with a high success
rate), to deeper, large potential
reserve gas and oil prospects in the
Louisiana Gulf Coast region and to

oil in the emerging unconventional
shale oil plays onshore North America.
It was considered that involvement in
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North American shale oil plays would
provide the Company with the highest
exposure to potentially large oil reserves
for the least risk and capital outlay.

Our conventional exploration has been
constrained by the U.S. natural gas
price which declined from an average
of US$9.16/Mcf in 2008 to a low of
US$1.80/Mcf in April of 2012. The
four year decline in gas prices
appears to have been arrested and
since mid 2012 the price has steadily
increased to US$4/Mcf, where it
appears to be stabilising in a
US$3.50-US$4.00/Mcf range.

In response to this strengthening

of the gas price the Company
concentrated on the development

of the Marathon gas/condensate

field, the deep, large (150-200 Bcfe)
discovery of late 2010. Two development
wells were drilled in 2012 and extensive
production facilities installed which
increased the production rate of the
field from 10 MMcfpd to over 120 MMcfpd
and 500 bopd in the fourth quarter

of 2012. A fifth well is expected to
spud in the third quarter 2013 which
has the potential to increase field
production by an additional 40 MMcfpd.
Also in the fourth quarter of 2012 the
Main Pass 270 field A-3 well, which
had been shut-in since April 2011,

recommenced production following
a major work-over. Production from
the well stabilised in excess of the rate
of 7 MMcfpd and 240 bopd produced
by the well just prior to the shut-in.

The Company ended the year in a strong
financial position. At 31 December 2012,
the Company had no debt and held
US$28.4 million in cash, and net daily
production had increased to 11.5 million
cubic feet of gas and 90 barrels of alil,
(equivalent to 12 MMcfepd) by year end,
more than doubling the average daily
rate of 5.7 MMcfe achieved in the first
nine months of the year. The Marathon
#5 well when completed will further
increase production. It is hoped that
with this well and through production
performance that the Company will
exceed the independently assessed 2P
reserves at year end of 10.5 Bcf and
93.4 Mbbl (equivalent to 11.1 Bcfe)
with a NPV10 value of US$31.8 million.

This solid position will be further
strengthened in 2013 as we continue
to progress the 2011-13 strategy.
Production from the existing Gulf

of Mexico and Louisiana Gulf Coast
leases is expected to be well in excess
of the January 2013 production
guidance of 2.9 Bcfe in the 2013
financial year, some 20% higher
than 2012 production.



If gas prices stabilise around
current levels of US$4.00/Mcf. | am
optimistic that we can begin to test
the Company’s large, deep gas/oil
prospect portfolio with a grossed
of mapped potential 400-750 Bcfe,
starting in 2014.

While our progress in U.S. shale

oil plays has been slower than |
would have wished, | still think that
successful unconventional shale

oil projects in North America will
provide the Company with substantial
oil reserves growth and through
that, a substantial increase in
shareholder value.

We have established strategic
alliances with experienced shale
players, and undertaken extensive
studies of a number of prospective
shale basins. Through these studies
we have identified areas where we
wish to acquire leases.

To date we have announced
participation in a 26,080 acre shale
oil joint venture in Alberta, Canada,
with experienced shale oil partners.
Our 25% share is 6,434 acres
which hold potential of the order of
10-15 million barrels of recoverable
oil. To date we have drilled two
wells; one vertical science well and
one horizontal well which has been
hydraulically fractured and is in the
early stage of production testing.

| still think that successful
unconventional shale oil

projects in North America will

provide the Company with
substantial reserves growth

The Board and | would like to thank
you, our shareholders, for your
ongoing support and we look
forward to providing further details
of the Company’s progress and
expected success throughout the
coming year.

N

TN Fern
Chairman and Managing Director
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Texas, USA

Petsec Energy Gulf of Mexico and Louisiana Gulf Coast Exploration and Production Leases

PRODUCTION

Petsec Energy achieved net
production of 2,364 million cubic
feet (MMcf) of gas and 13,423 barrels
of oil in 2012 from the Company’s
four producing areas in the Gulf of
Mexico and Louisiana Gulf Coast

— Marathon (Atchafalaya Bay), Main
Pass Block 270, Main Pass Blocks
18/19 and Chandeleur Blocks 31/32.

EXPLORATION AND
DEVELOPMENT

Conventional

As U.S. natural gas prices began

to rise from a 10 year low of
US$1.80/Mcf in April of 2012, to

its level of US$4/Mcf at the end of
the first quarter 2013, the Company
concentrated on the development
of its existing reserves in the
Marathon gas/condensate field

and the Main Pass 270 gas/oil field,
in order to increase production.

OPERATIONS
REPORT

4

Gulf of Mexico

Louisiana, USA

Lafayette

@ Lease/Prospects
@ Producing Fields
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Production was increased from
an average of 5.7 MMcfepd in the
first 9 months of the 2012 year

to the rate of 12 MMcfepd by year
end 2012.

The Marathon gas/condensate field,
located in the shallow waters of
Atchafalaya Bay, Louisiana Gulf
Coast, USA, was discovered in late
2010. This 150-200 Bcfe field is
productive at geologic depths of
18,000 to 19,000 feet. A development
well was drilled in 2011 and brought
into production in November 2011.
In 2012, a further two development
wells were drilled and expanded
production facilities, including
pipelines, were completed in the
second half of 2012 allowing
production to increase from
approximately 10-20 MMcfpd to

the rate of 120 MMcfpd of gas and
500 barrels of oil per day from the
four producing wells. Additional
production facilities are being

built which will accommodate the
expected additional 40 MMcfpd

A ) Chandeleur 31, 32
Main Pass 18/19

#®)
42 @Main Pass 132
g . @)

Main Pass 270, 273, 274

of production from the fifth well
which is scheduled to be spud

in the third quarter of 2013 and
brought into production late 2013.

The Main Pass 270 A-3 well, which
had ceased producing in April 2011,
was worked-over in the third
quarter of 2012 and successfully
recompleted for production in
November. Production from the well
was restored to its pre shut-in rate
of in excess of 7 MMcfpd gas and
240 bopd. The well is located in
225 feet of water. A failure in the
downhole production equipment
had allowed sand to fill the well bore
and shut-in the well's production.
Operations to remove the sand,
replace the damaged equipment
and recommence production,
involved extensive subsurface
work at a measured depth

of approximately 11,600 feet

(3,535 metres) which required

the use of a large jack-up rig.



With gas prices appearing to

be stabilising in the range of
US$3.50-$4/Mcf, the Company

is reappraising its’ portfolio of
large, deep gas/oil prospects

on the Gulf of Mexico shelf with

a view to commence testing certain
of these prospects in 2014.

The Company holds a portfolio of
ten prospects, each ranging in size
between 20 and 200 Bcfe, with a total
gross mapped potential of 400 to
750 Bcfe.

Unconventional

Petsec Energy embarked upon

its onshore shale oil strategy
during 2011, to acquire a sizeable
leasehold in new and emerging
shale. Strategic alliances were
established with experienced shale
players, and detailed studies of a
number of prospective shale plays
were undertaken, which resulted in
areas of interest where “sweetspot”
areas were defined.

In Alberta, Canada the Company
participated in a joint venture (“JV”)
in February 2012, where it could
earn a 24.5% working interest in
leases covering 17,280 acres by
participating in up to four wells.

Horizontal drilling for shale oil, Canada

The initial vertical science well
was drilled in March/April 2012
and the results were sufficiently
encouraging for the Company to
elect to participate in production
testing of the well, and in acquiring
additional leases, and drilling a
horizontal well in a second area as
discussed below. Production testing
of the vertical well commenced in
November 2012 and is ongoing.

Additional leases covering

8,800 acres were acquired by the
JV in September 2012 in which the
Company could earn 2,200 net lease
acres by participating in the drilling
and completion of one horizontal
well to test for oil productivity

in the target shale oil reservoir.

The well was spud in November
2012 and in early January 2013
reached its total measured depth
of 3,754 metres, which included

a 1,000 metre horizontal section.

Multi stage hydraulic fracturing
and completion of the well for
potential production commenced

in March 2013. Testing will continue
through the second quarter of 2013.

The JV now holds interests in over
26,000 acres of which Petsec Energy
holds a net 6,434 acres which in turn
holds the potential for 15-20 million
barrels of recoverable oil. Success
in the testing of the vertical and
horizontal wells is expected to lead
to an expansion in the lease area
held by the Company.

Petsec holds a
net 6,434 acres
which holds the
potential for
15-20 MMbbl of
recoverable oll
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CONTINUED — the pathways for the oil to flow into the well.

Drilling Rig x

P Stcel and cement
surround the wellbore
to prevent leaks and
contamination of fresh
water zones

Hydraulic fracturing
solution of water, sand
and chemicals

Oil rich shale

Horizontal drilling for shale oil

Hydraulic fracturing This allows the oil to seep
cracks the oil rich shale out of the formation into
by injecting a mixture of the fractures and into the
water, sand and other wellbore where it is piped
fluids into the formation to the surface.

at very high pressure.

When the injected fluids

are pumped out, the sand

remains in the fractures

to keep them open.
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PROGRESS OF
THE 2011-13
BUSINESS PLAN

In 2011, Petsec Energy announced
to shareholders a three year plan in
response to an increasingly difficult
operating environment in the Gulf of
Mexico following the Macondo oil spill
and the loss of economic viability of
the Company’s traditional 5-20 Bcfe
gas prospects due to the decline of
the U.S. natural gas price in 2009 to
below US$4/Mcf, from an average of
US$9.16 in 2008 and an average of
approximately US$7.20/Mcf over the
period from 2003-2008.

The 2011-13 business plan
proposed to:

e Focus on North America.

= Redirect exploration away from the
Gulf of Mexico, USA, to the Gulf
Coast and onshore North America.

= Focus on oil rather than gas.

BUSINESS
PLAN
UPDATE

= Redirect exploration from small
(5-20 Bcfe), high success rate
(> 80%), gas prospects to large
(50-200 Bcfe), deep geologic
section (15,000 to 20,000 feet),
gas/oil prospects.

= Pursue unconventional shale oil
with large potential resources.

TARGETS: Shale Oil — Establish

an oil resource of the order of

100 million barrels and a 2P reserve
of 35 million barrels of oil.

TARGETS: Conventional — Target
reserves of 100 Bcfe in deep
geologic section.

To accomplish these targets the
Company would:

e Eliminate debt.

» Sell non-core assets to fund
the 2011-13 business plan.

= Focus on unconventional shale oil
in onshore North America and on
conventional large, deep geologic
section exploration prospects on
the Louisiana Gulf Coast of the
USA, whilst reducing its operational
exposure to the Federal waters
of the Gulf of Mexico shelf.

During 2012, the Company focussed
its exploration efforts entirely on
advancing its unconventional shale

oil project areas, having established
joint ventures with parties expert

in shale oil exploration, conducted
detailed analyses in four shale project
areas in the U.S. and Canada,
acquired leases in two areas

and drilled in these two areas.

In the year a vertical science well
and a horizontal well, which has
been hydraulically fractured and
completed for potential production,
were drilled in the Company’s joint
venture areas in Alberta, Canada,
where the Company holds a 25%
interest in over 26,000 acres in
Alberta. Extensive testing of the
wells will occur in the second
quarter of 2013.

The Company is approaching this
new involvement in shale oil with
caution, ensuring significant data
analysis is completed, taking
upwards of nine months for each
area, before extensive leasing
commences. This inevitably led to
a number of areas being rejected.
Consequently progress towards the
Company’s desired goal of securing
leases which hold the resource
potential of 100 million barrels

has been slower than wished.
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BUSINESS
PLAN UPDATE
CONTINUED

The table below highlights the Company’s progress towards achieving these objectives.

Strategy

Corporate

Eliminate debt and sell
non-core assets to fund
new plan.

Conventional: Oil & gas/condensate; high potential prospects

2011 Achievements

« Eliminated US$29 million
debt.

* A$38 million raised from
disposition of China oil
interests.

Marathon Field

* Drilled two successful
wells on the large gas/
condensate Marathon field.

2012 Achievements

2013 Goals

= 11.1 Bcfe (2P) reserves; PV10 US$31.8 million at 31 Dec 2012.
* US$28.4 million cash at 31 Dec 2012.

= No debt.

= Further two development
wells drilled on the
Marathon field.

= Installation of new pipeline
and facilities.

= Estimated gross reserves
of the Marathon field:
150 to 200 Bcfe with
upside potential (Petsec
share: 8-12 Bcfe).

Gulf of Mexico Lease Prospects

= Fifth well planned for the
Marathon field.

* Production from four
wells on the field in excess
of 120 MMcf of gas per
day and 500 barrels of oil
per day.

= Further expansion of
production facilities
underway.

= 10 mapped prospects with gross potential: 400 to 750 Bcfe (67 to 125 MMboe);

(20 to 200 Bcfe each).

Unconventional: Shale Qil

Establish a net resource
of 100 MMbbl (4P)
recoverable; secure
farm-out partners for
reserves drilling and
further lease acquisition;
establish net 2P reserves
of > 35 MMbbl; monetise.

Alberta, Canada

USA

= Established joint venture
with experienced shale oil
partners.

« Confirmation well drilled.
= First horizontal well drilled.

« Gross lease position of
26,080 acres.

= Net lease position of
6,434 acres holds potential
for 10 to 15 million barrels
of oil recoverable.

= Production testing of
confirmation well ongoing.

= Completion of horizontal
well for production.

= Acquire additional lease
acreage.

« Drill a number of vertical
and horizontal wells.

= Established joint ventures with experienced shale oil partners.

= Regional area — 4 study areas selected.

= Determination of “Sweet Spots” in 2 areas: > 2,000 bbl of oil recoverable per acre.

= Lease acquisition and the seeking of farminees initiated.

2013 EXPLORATION AND DEVELOPMENT PROGRAMME

Petsec Energy’s exploration and development programme for 2013 will continue to advance the Company’s shale oil
objectives in North America, where it is intended to expand the current lease holding of 6,434 acres, and to increase
the tempo of horizontal drilling.

The Marathon gas/condensate field will continue to be developed to increase production.

Preparation for drill testing in 2014 of a number of the Company’s large, deep gas/oil prospects.

Conventional:
Gas/Condensate

Marathon #5 well

= Expected to spud third quarter 2013

« Production late 2013

Further expansion of production facilities to accommodate well flows of the order

of 40 MMcfe/day per well

Unconventional:
Shale Oil

Lease acquisition: 2-3 areas

Drilling: Vertical/horizontal wells


































































































































































































































