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Karoon Gas Australia (KAR)

Good reason to outperform as Browse
drilling approaches

KAR has outperformed the market as it enters the
S&P/ASX 200 Index and its eagerly awaited Browse
drilling program approaches. KAR is a well funded
exploration play with great potential upside to the
current share price due to its activities in the Browse
Basin, Brazil and Peru. As an explorer, risks are high
but so are the potential rewards.

Browse drilling soon to commence

The Sedco-703 rig is due to arrive on site this month which should allow
drilling to commence, weather permitting. The first prospect to be drilled will
be Poseidon, which spans the boundary of WA-315-P (KAR 49%) and WA-
398-P (KAR 40%). Poseidon has a P50 estimate of 7TCF and lies close to
WPL'’s Torosa field that has reserves of 18 TCF and 300mb of condensate.
The rig is contracted for up to 225 days with at least three very large target
wells to be drilled. This is a long and major program, consistent with the
exploration scope of the permit partner and operator ConocoPhillips (COP)

Indicative Poseidon value $8.00ps

SCE estimates an indicative value of success of Poseidon at around $8.00
per KAR share, representing a multiple of the current share price, on the basis
of 7TCF and just US$1.50/boe in place. Note that this is a very large target,
equivalent to 1.3 billion boe. Our valuation of KAR'’s portfolio of prospects are
summarised in the table below, which shows total risked value of $11.60 and
total unrisked of $42.20. Our price target further discounts the value of this
quality portfolio, indicating the risk to our target is clearly on the upside.

KAR Prospects Valuation Table

Gas Liquids Total Boe KAR's share NPV/boe Unrisked Value Risked Values
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Exploration fully funded

The total cost of the upcoming Browse program, including seismic, has been
estimated at US$270m of which KAR’s share would be US$72m. KAR has no
debt and available cash of A$135m. KAR has been able to manage its exploration
outgoings through well constructed joint ventures (with COP) while maintaining
significant interests in its permits. This is a model that stands to be applied
successfully in other areas such as South America.

Opportunities in the Santos Basin, Brazil

KAR has 100% of five highly prized permits in the Santos Basin. These are in
relatively close proximity to recent discoveries by Petrobras, of what is believed
to be in the 150mmb range. These discoveries, of Eocene age fields, enhance the
prospectivity of the same play type within KAR’s acreage. KAR’s early interest in
the Santos Basin has enabled it to secure these now valuable permits nearby the
major players, in particular Petrobras. The 2009 work plan for KAR will be to
acquire 3D seismic, with drilling timed at this stage for 2011.

Valuable prospects also in Peru

KAR has an interest in the large block Z38 offshore Peru’s Tumbes Basin, where
it can earn up to 60% equity from funding of 2D and 3D seismic. The plan is to
acquire 2D and 3D seismic in 2009 with drilling likely in 2010. This is an attractive
region as evidenced by Shell’'s recent US$300m farm in to BPZ’s adjacent Z1
permit.

Figure 1 - KAR'’s Browse Permits and Prospects - First target Poseidon (7TCF)
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B A 200-225 day drilling program is expected to start in December 2008, drilling at least one well each of the three permits.

B Total cost estimate US$ 270 million. Karoon share US$ 72 million.

B NB. With respect Karoon's Browses Basin Joint Venture, the disclosures presented in this review do not necesarrily reflect
the views of ConocoPhillips.

B Karoon will amend prospective reserve estimates as work on the prospects is completed.

SOURCE: COMPANY DATA
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Recommendation structure

Buy: Expect >15% total return on a
12 month view

Spec Buy: Expect >30% total return
on a 12 month view but carries
significantly higher risk than its
sector

Fair Value: Expect total return
between -15% and +15% on a
12 month view

Sell; Expect <-15% total return on a
12 month view
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This document is intended solely for the information of the particular person to whom it was provided by
Southern Cross Equities Limited and should not be relied upon by any other person. Although we believe
that the advice and information which this document contains is accurate and reliable, Southern Cross
Equities Limited has not independently verified information contained in this document which is derived
from publicly available sources, directors and proposed directors and management. Southern Cross Equities
assumes no responsibility for updating any advice, views, opinions, or recommendations contained in this
document or for correcting any error or omission which may become apparent after the document has been
issued. Southern Cross Equities Limited does not give any warranty as to the accuracy, reliability or
completeness of advice or information which is contained in this document. Except insofar as liability under
any statute cannot be excluded, Southern Cross Equities Limited and its directors, employees and
consultants do not accept any liability (whether arising in contract, in tort or negligence or otherwise) for
any error or omission in this document or for any resulting loss or damage (whether direct, indirect,
conseguential or otherwise) suffered by the recipient of this document or any other person.

This document has not been written for the specific needs of any particular person and it is not possible to
take into account each investors individual circumstances and that investors should make their adviser
aware of their particular needs before acting on any information or recommendation. Southern Cross
Equities Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the
Corporations Law may receive commissions, underwriting and management fees, calculated at normal
client rates, from transactions involving securities referred to in this document and may hold interests in the
securities referred to in this document from time to time.

Southern Cross Equities Ltd and its associates hold 909744 shares in KAR as at the date of this report. This

position is subject to change without notice.
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