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Initiation of coverage

Event: We are initiating coverage of Karoon Gas with a target price of
A$6.00 based on successful outcomes from the current Browse Basin
drilling programme. Karoon is a pure exploration play and must be viewed
within that risk context.

View: The stock is leveraged to exploration success by virtue of significant
equity interests in ‘company-transforming’ prospects, most immediately in
the offshore north-west of Australia and Brazil.

The investment thesis for KAR is drilling, with a programme of three wells
(minimum) having already commenced in its Browse Basin acreage, with
enormous leverage to the success case outcome, although we suggest the
potential LNG development scenarios look optimistic.

After significant recent capital raisings, KAR is now sufficiently financed to
participate through the exploration phase and follow up appraisal, however,
if successful the most likely development option will be as LNG. Although
long dated, this would require (almost certainly) a massive equity injection,
but let’s find some gas first.

Risks: The primary risk we see for KAR is the uncertainty associated with
exploration drilling. Even the most optimistic assessments would only ascribe
success probabilities in the order of 25% at best despite the favourable
acreage location. The company is in a ‘wildcat exploration phase’ and needs
discoveries to move to a higher investment level.

Valuation: We have chosen to use cash as the basis of indicative value,
either through farm-in terms (commercial transaction) or committed
expenditures. We calculate the NAV of the company at A$2.92/share, a 12%
discount to a share price of $3.30 (at time of writing).

Share price performance

Financial and valuation metrics
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The price relative chart measures performance against the
Australia S&P/ASX 200 index which closed at 3428.6 on
06/02/09

On 06/02/09 the spot exchange rate was A$1.53/US$1

Year 06/08A 06/09E 06/10E 06/11E
Production (mboe/d) — — — —
Revenue (A$mn) 0.0 — — —
EBITDAX (A$mn) -9.7 -10.0 -10.0 -10.0
EBIT (A$mn) -11.4 -10.0 -12.3 -11.0
Net income (A$mn) -6.1 -6.1 -7.6 -8.2
EPS (CS adj., Ac) -4.66 -4.36 -5.11 -5.52
Change from previous EPS (%) n.a. — — —
Consensus EPS (Ac) n.a. — — —

EPS growth (%) — — — —
P/E (x) NM NM NM NM
Dividend (Ac) — — — —

Performance Over M 3M  12M Dividend yield (%)
4 - _ _ _ _
les;'iﬂtee(%) g'g g?i 122'2 EV / EBITDAX (x) -40.52 -37.66 -41.49 -44.21
’ ' ' Net debt/equity (%) net cash net cash net cash net cash

Source: Company data, ASX, Credit Suisse estimates, * Adj. for goodwill, notional interest and unusual items. Relative P/E against
ASX/S&P200 based on pre GW in AUD. Company PE calculation is based on displayed EPS Currency
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Figure 1: Financial summary

09 February 2009

KAROON GAS AUSTRALIA LIMITED

Year ending 30 Jun

Share Price: $3.35

Profit and loss ($mn) 2007A 2008A 2009F 2010F 2011F Financial summary 2007A 2008A 2009F 2010F 2011F
Sales revenue 0.0 0.0 0.0 0.0 0.0 NPAT $mn -14.6 -6.1 -6.1 -7.6 -8.2
EBITDA -17.3 -11.0 -10.0 -12.3 -11.0 Credit Suisse NPAT $mn  -14.6 -6.1 -6.1 -7.6 -8.2
Depr. & Amort. 0.2 0.3 0.0 0.0 0.0 Credit Suisse EPS c -12.2 -4.7 -4.4 -5.1 -5.5
Goodwill amort. 0.0 0.0 0.0 0.0 0.0 EPS growth % -279.4 61.8 6.4 -17.1 -8.0
EBIT -17.5 -11.4 -10.0 -12.3 -11.0 P/E X -27.5 -71.9 -76.8 -65.6 -60.7
Net interest -2.9 -5.3 -3.9 -4.7 -2.8 P/Earnings Growth X na -15.3 -6.2 na na
Profit before tax -14.6 -6.1 -6.1 -7.6 -8.2

Income tax 0.0 0.0 0.0 0.0 0.0 Dividend payout ratio % 0.0 0.0 0.0 0.0 0.0
Profit after tax -14.6 -6.1 -6.1 -7.6 -8.2 Dividend c 0.0 0.0 0.0 0.0 0.0
Minorities na na na na na Yield % 0.0 0.0 0.0 0.0 0.0
Equity adjustment na na na na na Franking % na na na na na
Net profit after tax -14.6 -6.1 -6.1 -7.6 -8.2

Preferred dividends na na na na na Operating CFPS c 19 -0.2 -4.1 -3.6 -4.8
Net profit after tax -14.6 -6.1 -6.1 -7.6 -8.2 P/OCF X 172.4 -2222.3 -81.5 -94.2 -69.2
Unusual item after tax 0.0 0.0 0.0 0.0 0.0 EV/EBITDA X -24.3 -38.2 -42.1 -34.2 -38.3
Reported profit after tax -14.6 -6.1 -6.1 -7.6 -8.2 FCF yield % 0.0 -9.5 -15.2 -7.7 -5.5
Balance sheet ($mn) 2007A 2008A 2009F 2010F 2011F Financial ratios 2007A 2008A 2009F 2010F 2011F
Cash & equivalents 76.4 77.4 94.1 55.8 28.6 Profitability Ratios

Inventories 0.0 0.0 0.0 0.0 0.0 EBITDA margin % na na na na na
Receivables 0.2 0.2 0.2 0.2 0.2 EBIT margin % na na na na na
Other current assets 0.0 9.6 0.0 0.0 0.0 Return on equity % -18.0 -4.6 -3.6 -4.7 -5.3
Current assets 76.6 87.3 94.4 56.1 28.9 Return on assets % -240.4 -18.4 -8.5 -8.3 -6.6
Property, plant & equip. 0.5 0.3 0.3 0.3 0.3 ROCE % -158.1 -39.2 -15.4 -13.4 -9.4
Intangibles 0.3 0.2 0.2 0.2 0.2 Effective tax rate % 0.0 0.0 0.0 0.0 0.0
Other non-current assets 6.4 51.6 1174 1481 167.1

Non-current assets 7.1 521 1179 148,66 167.6 Balance Sheet Ratios

Total assets 83.7 1394 2123 2047 196.5 Net debt $mn -76.4 -77.4 -94.1 -55.8 -28.6
Payables na na na na na Net debt/Equity % -94.1 -59.2 -55.1 -34.2 -18.5
Interest bearing debt 0.0 0.0 0.0 0.0 0.0 Net debt/Capital % -1604.0 -145.2 -122.8 -52.0 -22.7
Other liabilities na na na na na Interest cover X 6.1 21 2.6 2.6 3.9
Total liabilities 25 8.6 41.5 415 415 Capex/Sales % na na na na na
Net assets 81.2 130.7 170.8 163.2 155.0 Capex/Depn % -11.2  -118.9 na na na
Ordinary equity 81.2 130.7 170.8 163.2 155.0 Working capital/Sales % na na na na na
Minority interests na na na na na

Preferred capital na na na na na Share Items

Total shareholder funds 81.2 130.7 170.8 163.2  155.0 Equiv. FPO (period avg.) mn 120 130 141 149 149
Cashflow ($mn) 2007A 2008A 2009F 2010F 2011F Share price performance (AUD) 52 week range: $1.67 - $4.75
EBIT -17.5 -11.4 -10.0 -12.3 -11.0 550

Net interest 2.0 5.3 3.9 4.7 2.8

Depr & Amort 0.2 03 0.0 0.0 00 @

Tax paid na na na na na 4.50

Working capital 2.3 3.4 10.5 -8.2 -3.3 400

Other 15.3 21 -10.2 10.5 4.3 250

Operating cashflow 2.3 -0.2 -5.8 -5.3 -7.2

Capex 25 -41.1 -658 -33.0 -20.0 300

Acquisitions & Invest 0.0 -1.0 0.0 0.0 0.0 2.50

Asset sale proceeds na na na na na 200 by

Other 0.0 -9.5 9.6 0.0 0.0

Investing cashflow 25 516 -56.2 -33.0 -20.0 150

Dividends paid na na na na na 100 - T T T T T T T
Equity raised 625 546 499 00 00 T ¢ § ¥ § 5§ £ & & 8 & § %
Net borrowings 0.0 0.0 0.0 0.0 0.0 = 8 8 & 8 S =7 & 8 5 8 8 %
Other 0.0 2.6 0.0 0.0 0.0 ——KAR S&P ASX 200 (XJO) ——— (S&PIASX 200 Energy XEJ)
Financing cashflow 62.5 57.2 49.9 0.0 0.0

Net cashflow 62.3 5.5 -12.1 -38.3 -27.2 Source: ASX

Source: Company data, Credit Suisse estimates
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Karoon Gas — it’s about holes in the
ground

We initiate on Karoon Gas Australia Limited (KAR) with $6.00/share target price and an
OUTPERFORM rating.

KAR is a traditional and conventional exploration play the scope of which is indicated by its
market capitalisation of A$430mn or about A$300mn (ex-cash). For a company with no
current production or reserves it already imputes a significant value, pre-drilling.

The investment thesis for KAR is drilling, with a programme of three wells (minimum)
having already commenced in its Browse Basin acreage, with enormous leverage to the
success case outcome, although we would suggest the potential LNG development
scenarios look optimistic.

The cost of the drilling programme will largely be borne by ConocoPhillips under a farm-in
agreement which sees KAR reduce to 49% in permits WA-314-P and 315P; and 40% in
WA-398-P for 80% of the cost of the programme.

After significant recent capital raisings, KAR is now sufficiently financed to participate
through the exploration phase and follow up appraisal; however, if successful the most
likely development option will be as LNG. Although long dated, this would require (almost
certainly) a massive equity injection, but let’s find some gas first.

On 15 September 2008, the company released a summary of an Independent Prospective
Resources Report compiled by DeGolyer and McNaughton.

The report suggested:

“Karoon has mean estimated risked prospective resources of 1.23bnboe in its 19
prospects in Australia and South America.”

Note that the prospective resource estimates were defined as those quantities of
petroleum estimated, as of a given date, to be potentially recoverable from undiscovered
accumulations by application of future development projects. Prospective resources have
both an associated risk of discovery and a risk of development.

We highlight this resource potential simply to demonstrate the leverage to the upside upon
success and imply no certainty at all to this scenario.

We see leverage to the upside of approximately $3.00/share through the initial drilling
phase based on the company’'s assessment of a likely commercial development
opportunity, but naturally dependent on the subjective assessment of the risk discount.

Within the remaining portfolio, we see opportunity in the company’s Brazil acreage of five
blocks (at 100%) in the offshore Santos Basin. Although there is no drilling commitment
within the primary three year lease term, the region is highly regarded for its prospectivity
and much sought after as an exploration address.

We believe the company is in a strong position to be able to attract a ‘farminee’ on
attractive terms and could fast-track a drilling programme within the primary term.

Although valuing exploration assets is a highly subjective exercise we have based our
NAV on capital transaction or comparative multiples where possible.

On that basis we value the company at $2.92/share with upside to be derived on a
success case—KAR is about “holes in the ground” through 2009.

09 February 2009
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The assets
Browse Basin Offshore (KAR 49%/40%)

KAR holds three permits in the Browse Basin, which lie immediately adjacent (to the East)
to the Torosa/Brecknock gas fields operated by Woodside.

In addition, some 80km further East is the large, Inpex gas/condensate field at Ichthys.

Although these discoveries are yet to reach a commercial go-ahead, planning is underway
for developments as independent LNG projects, note the indicative capital costs to first
gas would be around US$10+bn for each proposal.

As an exploration address, the location of the permits is favourable, with similar play types
and geology mapped through the areas that correlate well with existing discoveries.
Prospects sizes support a likely commercial threshold and success is likely to be relatively
liquids rich — KAR indicates a liquids stripping option is probably viable.

Figure 2: Browse permits location map
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The immediate drilling programme focuses on these permits and is scheduled to be
completed late in 3Q 2009.

The first well in the programme (Poseidon-1) spudded on 26 January.
Farm-out to ConocoPhillips

ConocoPhillips (CoP) is currently proceeding though a farm-in agreement, entered into in
October 2006 which give CoP the right to acquire up to a 60% interest in the WA-314-P
and -315-P permits in two tranches.

A 51% interest will be transferred after paying:

® 3 reimbursement to KAR of US$9.6mn being 80% of the Year 2 work expenditure
including all phases of seismic activity; and

09 February 2009

A favourable exploration
address and successful
exploration analogues
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m 80% of the cost of the Year 3 drilling programme of at least one well in each permit. The
cost of drilling is estimated to be in the range of US$60-80mn per well (100% basis).

CoP has the option to increase its interest to 60% in these permits by paying an additional:

®  80% of the next US$125mn of related costs (net US$100mn).

We speculate that CoP would need to see at least two drilling successes before exercising
its US$100mn option.

To LNG or not to LNG? That is the question

The location and potential discovery sizes of KAR Browse holdings support a LNG
development scenario, as indicated by the company’s analysis. The modelled cashflow
and development outlooks remain theoretical, particularly so as a well has not been drilled
yet, let alone a discovery made.

Although we agree that on success, LNG is the most logical commercial outcome we do
not share the company’s optimistic development scenario as modelled—a 5.5Mpta train,
starting up in 2014.

The development scenario is predicated on Conoco selecting (say) Poseidon as the
preferred gas source into a D-LNG expansion where the company holds the licence for up
to 10Mtpa of capacity.

Compared to Conoco’s alternate expansion options at Sunrise and Caldita/Barossa this is
probably not an unreasonable assumption if discoveries meet pre-drill expectations.

Figure 3: Conoco ‘other gas’

Field Equity CO2 Liquids (b/mmcf) Comments
Caldita/Barossa 60% 12-15% nil-low flowed 30-33mmcfd on test
no reserves definition
Sunrise 30% Low 35-40 8Tcf+300Mb
unspecified
Poseidon 60%* 7Tcf potential

Similar to Torosa but thicker sands

Torosa/Brecknock WPL 8-10% 15 waxy condensate

Ichthys Inpex 8.5% main reservoir 40
17% secondary

Source: Company data, Credit Suisse estimates; * Poseidon equity assume CoP exercise all farm-in rights

Most certainly, we think that CoP would use its best efforts to fast track a D-LNG
expansion given the competition for resources heading into a 2014-2015 development
window.

From a partnership perspective, Conoco offers the optimum outcome for Karoon with a higher
probability of being able to develop a timely LNG project than perhaps other companies.

However, in the current oil price environment, with a number of competing developments
(most notably Conoco’s CSG investment) timing would remain the greatest risk and we'd
suggest a 2014 start-up remains an ‘optimistic’ assessment of first production, particularly
when KAR would not be in a position to drive or accelerate a development agenda.

It's also worth noting the recent announcement by Conoco to reduce its 2009 capital budget.

Although initial scoping estimates have been conducted by WorleyParsons and steel
prices in particular have fallen significantly, we believe the cost estimate of US$7.5-8bn
(as proposed) looks skinny—even for a brownfields expansion opportunity and one
requiring a notional 900km pipeline.

09 February 2009
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Note that both Woodside and Inpex with adjacent discoveries, more reserves certainty, long
marketing led times and arguably equal or better ability to manage costs have struggled to
move these projects to FID...in fact, Woodside is still contemplating its preferred
development concept and will not commit to that option until end 2009 at the earliest.

The capital costs estimates associated with both the Woodside and Inpex options are
US$10bn at a minimum.

We see success in the programme as offering company transforming potential for KAR,
but cannot see a development evolving under the scenario as indicated at this stage.

Timor Sea — Offshore Bonaparte Basin (KAR 66%)

KAR holds a 66% stake in one permit (AC/P8) located in two parts adjacent to the
Laminaria-Corallina development.

The company has identified a number of leads and prospects, with the most advanced
being the Jania Prospect of circa 20Mb potential.

There is no drilling commitment until 2012 and the ground remains very much an early stage
exploration and assessment play. We ascribe little current value to the permit at this stage.

The immediate region contains a host of discoveries but few developments, even through
the recent peak of near $150/b oil. Few accumulations demonstrate the required reserves
to underpin a stand-alone development, which we see as the main risk to upside here.

A prospect size of 20Mb, in our opinion, barely provides sufficient reserves cover and
would require crude oil prices well over US$70/b, however, the play here is most likely to
be for tie-back potential into the underutilised Laminaria facility. On that basis, perhaps
there is some realistic development upside.

Figure 4: Timor Sea permit location map
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South America

The South American opportunities held by KAR look interesting and certainly worth the
exposure but with significant drilling commitments around 2011, it will require a farm-out,
in our opinion.

Ultimately, the value of these blocks will be determined by any farm-out deal, particularly
as KAR holds 100% in its Brazilian exploration blocks.

Offshore Santos Basin — Brazil (KAR 100%)

KAR holds 100% of five contiguous offshore blocks in the Santos Basin, Brazil.

Figure 5: Location map — Santos Basin exploration blocks

e A e

with a-rfiarket cap of = | \_LEE
USS20billion raising . -
PE53 billion. OGX has [1 Ty LA n—
21 blocks in four basins 1] Fedrs iihéo Area
in offshore Erasil with
fiva in the Santos Basin.

Prospactive resourda Tupi and Carioca
4.8 billion BOE | 7. multi billion barral oil

discoveries
(DG PUIBLIC DOMAIM DATA)

=

[
=

t 2 noew Patrobras oil
‘H""""'“-—--.._. discoveries. Eocene / i
Oligocena resarvoir estimated

1o contain 150 mmbls

Mew Petrobras gas discovery
{1-BRSA-617- SCS) targeting subsalt. [l 0GX Petrolec @ Gas
(wall tamporarily suspandad N Woodside Patroleum

above sub-zalt target)

Source: Company data, Credit Suisse estimates

The Santos Basin holds numerous recent hydrocarbon discoveries most notably the giant
Tupi and Carioca accumulations (notionally multi-billion barrels). However, the KAR blocks
lie at a relatively significant offsetting distance — about 100km from the nearest production
(to the South-West) and 50km on this trend to recent successes in Block BM-S-40.

Although the acreage is along the Caravella/Merluza trend as indicated, we assess the
blocks (at this stage) as wild cat and relatively high risk.

The permits have been granted for as initial three-year term with a drilling commitment in
2011 as part of an optional two year extension. KAR has indicated one well is scheduled
for each block in that period (so up to five wells over two years).

The capital commitment prior to drilling totals some US$15mn and consists mainly of G&G
and the acquisition of 510km of 3D seismic over 3 blocks. Drilling costs will be in the order
of US$50-60mn per well as advised.

09 February 2009

Offshore Brazil, in particular
looks interesting
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exploration address
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Given the necessity to secure to secure a farm-out, we could value the acreage at a
theoretical cost of the work programme submitted, assuming a two well drilling programme
is completed (with a farm-in partner), at an estimated cost of around US$125mn or
A$1.08/share.

As a counterpoint we could use OGX [OGXP3] as a comparable asset benchmark. The
OGX portfolio comprises 22 offshore blocks in Brazil (also in a pre-operational phase, with
drilling likely to start sometime this year and notional production in 2011), of which five
blocks are in Santos basin. The company is currently trading at around US$1/boe of risked
prospective resources (based on an average recovery factor of 27%).

KAR has noted that within its Brazil Blocks there are three main leads with 100 to 200Mb
oil potential (or multi TCF) based on existing 2D data. Using the low end-point of
approximately (say) 300Mb of resource potential and a risk weighting of 25% would
generate a theoretical value of A$0.69/share (A$109mn).

Assuming these two indicative values as the ends of the range and taking a conservative
view, we value the company’s Brazil holdings at A$109mn (A$0.69/share), the bottom of
our notional value range.

We acknowledge that our valuation remains a very subjective assessment.

The ascribed value is relatively high based on the commensurately high level of activity
within the basin and the potential upside from farm-in or discovery. But with exploration at
an early stage and a partnership deal still to be struck (at least), the realisation of this
upside could be long-dated.

Offshore Tumbes Basin — Peru (KAR 60%)

KAR is forming into the massive offshore Block Z38 in Peru, earning up to a 60% interest
for funding the acquisition of a 2B and 3D seismic programme over 2009.

Figure 6: Location map — Tumbes Basin exploration permit
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KAR has indicated the lead potential in the Block is 100-200Mb or multi-Tcf, which is
headline attractive, although the nearby existing discoveries are significantly more modest
(Albacora 7Mb, Corvina 700bcf and Piedra Redonda < 100bcf).

The geological play looks uncomplicated and with water depth of 50-80m, we estimate the
cost of a well to be US$40-60mn.

A well programme is scheduled for 2010.

We value the permit at the equivalent of committed capex pertaining to the farm-in and
drilling, being US$30mn or A$0.27/share.

Karoon has also been granted exploration rights within Block 112, offshore Peru (KAR
100%) but we understand the Block is still awaiting regulatory approval.

09 February 2009
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Valuation/target price

How to value an exploration play—a vexed question where no ‘one’ answer is more
appropriate than any other.

We have chosen, where possible and applicable, to use cash as the basis of indicative
value, either through farm-in terms (commercial transaction) or committed expenditures.

Although we acknowledge this valued methodology does not capture the notional upside,
its more tangible than assessing probability weighted potential discoveries, which remain
extremely subjective.

Post discovery, it would be more appropriate to use risk weighted development scenarios
or comparative EV multiples; but for KAR, we are not yet at that stage.

Figure 7: Valuation

09 February 2009

Asset A$mn cps Comments
Browse Basin Australia WA-15-P 49% 175 $1.12 We have used the mid point of the value of COP’s farm-
-14-P 49% in options
-398-P 40%

Bonaparte Basin Australia AC/P8 66% 3 $0.02 Based on the forward work programme and assuming a 2
well drilling schedule (farmed-out)

Gippsland Basin Australia EL-4537 100% We ascribe no tangible value to this holding at this time

Santos Basin Brazil 100% 109 $0.69 Forward work programme, pre-drilling. Value better
benchmarked should a farm-out deal be completed

Tumbes Basin Peru 60% 43 $0.27 Value of the farm-in deal currently being undertaken

Total 330 $2.10

Net cash/(debt) 129 $0.82 Based on end DecQ cash balance

Total 459 $2.92 On afully diluted basis

Source: Company data, Credit Suisse estimates

We value KAR'’s exploration assets at A$2.07 share and the NAV of the company at
A%$2.92/share a 12% discount to a share price of $3.30 (at time of writing).

Target price
More so than valuation, the difficult benchmark to set is the price target.

Given the company currently has no booked reserves, no discoveries, no development
projects and is simply a pure exploration play, it could be argued that the share price at
any time simply represents a risk weighted expectation of potential reserves (with a
discount on the cash at hand).

On that basis, we suggest the market is pricing in an approximate 2Tcf (2P) discovery
from this programme at the current share price as follows:

Figure 8: Implied discovery size

Share price $3.10 Mcap (A$mn) 491
Cash discount 50
Mcap (A$mn) Adj 441
Mcap range per boe $10 $15
Implied net boe 44.1 294
Grossed up 90 60 Assuming KAR at 49%
Gross bcfe 540 360 Multiplied by 6 for bcf equivalence
POS 25% Assuming a 25% Probability of success
Implied discovery 2,160 Dbcfe On a 7Tcf notional pre-drill target

Source: Company data, Credit Suisse estimates
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This still leaves significant share price upside on success as implied volumes grow and
POS weighting climbs.

So the upside resides in drilling success.

Using the company’s own LNG development scenario based on:

= 2014 start-up;

®m  estimated US$7.5bn capex;

= commodity prices of US$50/b (condensate), US$40/b (LPG) and US$5/mmBtu (gas); and

B gpproximate 5.5Mtpa LNG capacity.

A notional LNG development would return an IRR of 22% and a NPV = US$5Bn (100%
basis).

On an assumed working interest for KAR of 40% (after Conoco exercises its option to go
to 60% interest) and a LT exchange rate of 0.73, this would indicate an upside value to the
company in the order of A$17.40/share un-risked, or A$1.73-4.34/share using a POS of
10-25% (approximately A$3/share using the mid point).

We have set our target price at A$6.00 based on the notional upside on success as
indicated above, noting that the downside on an unsuccessful drilling campaign could be
to a low around A$1.25-1.50/share.

Karoon Gas (KAR.AX / KAR AU) 11
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Financials

It is most appropriate to consider KAR in terms of its forward cashflow position rather than any
P&L outcomes as within the forecast period and till at least 2014 the company will not be
generating revenue from its existing asset portfolio (i.e. in the current context, the P&L is
irrelevant).

From a cash perspective, the company does have exploration commitments but there is
capacity to accelerate work activities depending on successful outcomes from both in-field
work and farm-in discussions.

Figure 9: Forecast Statements of CF (end of period estimates)
In A$mn, unless otherwise stated

06-07A  07-08A 1H 08-09F  09-10F 10-11F
Cashflow from operating activities 2 0 3 -6 -5 -7
Gross Operating Cashflow 0 -6 0 -10 -10 -10
Cashflow from investing activities -2 -52 -12 -56 -33 -20
CAPEX -2 -41 -12 -66 -33 -20
Cashflows from financing activities 62 57 50 50 0 0 A series of capital raisings over
a 14-month period
Net increase/(decrease) in cash held 62 5 38 -12 -38 -27
e/r movements -2 -4 19 19 0 0
Net Cash Balance 76 7 144 94 56 29

Source: Company data, Credit Suisse estimates, NB: 1H Cashflows are un-audited (from DecQ Report)

As at the 31 December 2008, the company held some A$130mn (net of security deposits)
to fund its exploration commitments through the forecast period.

On our assumptions the company will remain in a significant cash positive position over
the next three years, but assuming success leads to fast-tracking, either from the current
Browse Basin drilling programme or in Brazil, further capital raisings appear likely.

Figure 10: Forecast balance sheet
In ASmn, unless otherwise stated

06-07A 07-08A 08-09F 09-10F 10-11F
Current Assets 77 87 94 56 29
Non-Current Assets 7 52 118 149 168
Total Assets 84 139 212 205 196
Current Liabilities 3 9 16 8 5
Non-Current Liabilities 0 0 25 33 36
Total Liabilities 3 9 41 41 41
Net Assets 81 131 171 163 155

Source: Company data, Credit Suisse estimates

With no debt, the company’s balance sheet has significant borrowing capacity, but we
would suggest equity funding remains the critical risk through the drilling phase.

Karoon Gas (KAR.AX / KAR AU) 12
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Risks

As KAR is a pure exploration play the key risk is geological, all other factors become
irrelevant if the current drilling programme fails to delineate a substantial gas resource.

Geological

In terms of exploration addresses, the company’s Browse Basin holdings are very well
located between two large gas discoveries (Brecknock and Ichthys) in various stages
along the LNG development timeline.

In stratigraphic terms the risks should be relatively low, with the company chasing the
same play types which correlate well to existing discoveries. The risk is simply, the
vagaries of geology, not all prospects are commercially successful and the region does
contain some dry holes

Commercial risks

This is a moot point as a developable reserves threshold has to be discovered first,
however, assuming sufficient gas can be aggregated then the commercial risks have most
certainly strengthened in the past six to eight months.

The area contains numerous competing gas assets all dominantly looking for first LNG into
a 2014-16 development window.

We are seeing anecdotal evidence of gas buyers changing their criteria...pushing back
gas agreements and looking to revisit ‘S’ curve style pricing (and certainly seeking oil-
price-discounts).

Although we see few LNG proposals progressing to FEED, the queue of potential projects
remain deep and it's likely indicative construction capex, although ameliorating will remain
high—is the KAR estimate too low?

Growth beyond Browse

The asset of most interest ex-Australia remains in our view the offshore Santos Basin
acreage (Brazil).

We have assumed drilling be undertaken through the initial three year primary term but will
require a farminee. Notionally when a region or opportunity delivers the outstanding
success rates and discovery sizes seen through this area, attracting farminees is not
difficult and the likelihood is that a premium price would be negotiated for a partnership.

We caution that the initial discoveries are now entering a development phase with
Petrobras recently announcing a capex commitment of around US$175bn over the next
five years for construction and start-up, although we add these specific discoveries (Tupi,
Carioca) are in ultra-deep water and stratigraphic depth.

Currently, prevailing crude prices of around US$40/b are not conducive to enticing
partners in an environment where the discretion exploration dollar is being deferred, so
although we suggest the farminee potential remains high, it is likely to take longer and
perhaps not be as generous in fiscal terms.

It should also be noted that there are more opportunities for farm-ins the region that are
‘appraisal and development’ (so reserves based).

As a general comment we suggest that without the partnership of Petrobras, the intrinsic
value of any exploration acreage is diminished.

09 February 2009
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Companies Mentioned (Price as of 06 Feb 09)

ConocoPhillips (COP, $47.01, NEUTRAL, TP $50.00)

INPEX Corporation (1605, ¥720,000, NEUTRAL [V], TP ¥1,150,000, MARKET WEIGHT)
Karoon Gas (KAR.AX, A$3.35, OUTPERFORM, TP A$6.00)

OGX (OGXP3, $248.43, OUTPERFORM [V], TP $375.00)

Woodside Petroleum (WPL.AX, A$32.00, NEUTRAL [V], TP A$44.75)

WorleyParsons (WOR.AX, A$11.90, NEUTRAL [V], TP A$18.75)
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drilling program fails to delineate a substantial gas resource, all other factors are irrelevant. Risks around the commerciality of any gas resources
are moot until a gas discovery can be made. noetheless, we note that KAR's plan for an LNG project will compete with a queue of potential projects
in the region, and we highlight the company's clear need to raise equity before any type of commercial development can be made.

See the Companies Mentioned section for full company names.
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (KAR.AX) within the next 3
months.

Important Regional Disclosures

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (KAR.AX) within the past 12
months.

Credit Suisse certifies that (1) the ratings on Australian stocks and weightings on Australian GICS sectors expressed in this report accurately reflect
the Credit Suisse Equities (Australia) Limited (“CSEA”) rating methodology and (2) no part of the Firm's compensation was, is, or will be directly
related to the specific ratings or weightings disclosed in this report.

The CSEA rating methodology determines individual stock ratings using the projected excess rate of return on a stock relative to the broad market,
overlaid by an absolute required equity return measure. Analysts project a 12-month target share price for each stock. The capital gain or loss
implied by the 12-month target share price, along with the analyst’s projected prospective gross dividend yield, is compared with the projected total
return (i.e. capital gain or loss plus gross dividend yield) for the broad market. The projected total return for the broad market is a weighted
aggregation of the projected total return on each stock. The projected total return for each stock is also compared to the absolute required equity
return. Analysts do not directly determine a stock’s rating under this ratings system. A stock’s rating is automatically generated by our database
using the input variables outlined. CSEA applies a volatility cushion of 2.5% to the +/-7.5% excess return thresholds so as to minimise rating
changes caused by short-lived stock price movements. Accordingly, stocks must trade for more than 4 consecutive trading days below +5.0% or
above -5.0% excess return relative to the broad market/absolute required equity return before an automatic rating change to Neutral from either
Outperform or Underperform, respectively, is considered appropriate. As individual stock ratings are determined by reference to the expected
performance of the broad market/required equity return, by definition they necessarily span the ratings spectrum. Given the dynamic nature of share
prices and as expectations regarding earnings performance are adjusted for new information, it is possible these ratings could change with some
frequency.

The CSEA rating methodology assigns industry weightings at the GICS sector level. Individual GICS sector weightings are determined by the
projected excess rate of return for a GICS sector relative to the broad market. The projected total return for each GICS sector is a weighted
aggregation of the projected total return on each of its constituent stocks. Additional information about the CSEA rating methodology is available on
request.

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares;
SVS--Subordinate Voting Shares.

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.

For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit
http:/mww.csfb.com/legal_terms/canada_research_policy.shtml.

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report.

Karoon Gas (KAR.AX / KAR AU) 15



W
CREDIT SUISSE 09 February 2009

Principal is not guaranteed in the case of equities because equity prices are variable.
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that.

To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important
disclosures regarding any non-U.S. analyst contributors:

The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

+ Andrew Williams, non-U.S. analyst, is a research analyst employed by Credit Suisse Equities (Australia) Limited.

+ Jenny Wong, non-U.S. analyst, is a research analyst employed by Credit Suisse Equities (Australia) Limited.

For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683.

Disclaimers continue on next page.

Karoon Gas (KAR.AX / KAR AU) 16



09 February 2009
Asia Pacific/Australia

\ Equity R h
CREDIT SUISSE

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse, the Swiss bank, or its subsidiaries or its affiliates
(“CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of
the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All
trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates.

The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an
offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred to in this report are suitable for
any particular investor. CS will not treat recipients as its customers by virtue of their receiving the report. The investments or services contained or referred to in this report may not be
suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this report
constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise
constitutes a personal recommendation to you. CS does not offer advice on the tax consequences of investment and you are advised to contact an independent tax adviser. Please
note in particular that the bases and levels of taxation may change.

CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the report
were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available upon
request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability arises
under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in
the future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock ratings reflect investment
recommendations based on expected total return over a 12-month period as defined in the disclosure section. Because trading calls and stock ratings reflect different assumptions and
analytical methods, trading calls may differ directionally from the stock rating. In addition, CS may have issued, and may in the future issue, other reports that are inconsistent with, and
reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them and CS is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. CS is involved in many businesses that relate to
companies mentioned in this report. These businesses include specialized trading, risk arbitrage, market making, and other proprietary trading.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice. The
price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject
to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as ADR's, the
values of which are influenced by currency volatility, effectively assume this risk.

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and
assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and
forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a
structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a purchase.
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in
such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make
the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may
prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.

This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed the linked
site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided solely for your
convenience and information and the content of the linked site does not in any way form part of this document. Accessing such website or following such link through this report or
CS's website shall be at your own risk.

This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is regulated in
the United Kingdom by The Financial Services Authority (“FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt am
Main regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States by Credit Suisse Securities (USA) LLC ; in
Switzerland by Credit Suisse; in Canada by Credit Suisse Securities (Canada), Inc..; in Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A.; in Japan by Credit Suisse
Securities (Japan) Limited, Financial Instrument Firm, Director-General of Kanto Local Finance Bureau (Kinsho) No. 66, a member of Japan Securities Dealers Association, The
Financial Futures Association of Japan; elsewhere in Asia/Pacific by whichever of the following is the appropriately authorised entity in the relevant jurisdiction: Credit Suisse (Hong
Kong) Limited, Credit Suisse Equities (Australia) Limited , Credit Suisse Securities (Thailand) Limited, Credit Suisse Securities (Malaysia) Sdn Bhd, Credit Suisse Singapore Branch,
Credit Suisse Securities (India) Private Limited, Credit Suisse Securities (Europe) Limited, Seoul Branch, Credit Suisse Taipei Branch, PT Credit Suisse Securities Indonesia, and
elsewhere in the world by the relevant authorised affiliate of the above. Research on Taiwanese securities produced by Credit Suisse Taipei Branch has been prepared by a registered
Senior Business Person. Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities (Malaysia) Sdn. Bhd., to whom they should
direct any queries on +603 2723 2020.

In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which will vary
from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements. Non-U.S. customers
wishing to effect a transaction should contact a CS entity in their local jurisdiction unless governing law permits otherwise. U.S. customers wishing to effect a transaction should do so
only by contacting a representative at Credit Suisse Securities (USA) LLC in the U.S.

Please note that this report was originally prepared and issued by CS for distribution to their market professional and institutional investor customers. Recipients who are not market
professional or institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for
any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA or
in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case
are available upon request in respect of this report.

Any Nielsen Media Research material contained in this report represents Nielsen Media Research's estimates and does not represent facts. NMR has neither reviewed nor approved
this report and/or any of the statements made herein.

If this report is being distributed by a financial institution other than Credit Suisse, or its affiliates, that financial institution is solely responsible for distribution. Clients of that institution
should contact that institution to effect a transaction in the securities mentioned in this report or require further information. This report does not constitute investment advice by Credit
Suisse to the clients of the distributing financial institution, and neither Credit Suisse, its affiliates, and their respective officers, directors and employees accept any liability whatsoever
for any direct or consequential loss arising from their use of this report or its content.

Copyright 2009 CREDIT SUISSE and/or its affiliates. All rights reserved.

CREDIT SUISSE EQUITIES (Australia) Limited
Australia: +61 2 8205 4400

KAR initiation.doc



	Karoon Gas Œ it™s about holes in the ground 
	The assets 
	Browse Basin Offshore  KAR 49%/40%  
	Farm-out to ConocoPhillips 
	To LNG or not to LNG? That is the question 


	Timor Sea Œ Offshore Bonaparte Basin  KAR 66%  
	South America 
	Offshore Santos Basin Œ Brazil  KAR 100%  
	Offshore Tumbes Basin Œ Peru  KAR 60%  
	
Valuation/target price 
	Target price 

	
Financials 
	
Risks 
	Geological 
	Commercial risks 
	Growth beyond Browse 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.2
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 72
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Subsample
  /GrayImageResolution 250
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 72
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [300 300]
  /PageSize [612.000 792.000]
>> setpagedevice


