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Increased oil prices (A$54.62/bbl vs A$40.33) and production CONTACT YOUR ADVISOR
levels (686.7mbbls vs 490.2mbbls) generated an increase of 83% in
revenue, ) with an _86% increase in operating profit, and a 94% H igh Volatility
increase in net profit after tax of A$16.3m (vs A$8.4m Dec 03 half). Absolute performance
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FYO3A FY04A FYO5F FYO6F FYO7F

Asset allocation

EBITDA (A$m) 18.0 40.4 59.4 52.2 44.8

Reported net profit (A$m) 9.07 20.1 32.9 28.2 23.8 0il & Gas

AdJustgd net profit (A$m)? 9.07 20.1 32.9 28.2 23.8 Australia
Normalised EPS (c)2 5.53 10.8 17.0 14.6 12.3

Normalised EPS growth (%) 7022.6 94.3 58.4 -14.2 -15.6 Price

Dividend per share (c) 0.00 0.00 0.00 0.00 0.00 A$2.00

Dividend yield (%) 0.00 0.00 0.00 0.00 0.00 .
Normalised PE (x) 36.2 18.6 11.7 13.7 16.2 Target price
EV/EBITDA (x) 21.9 9.18 5.14 4.68 4.16 A$2.20 A
Price/net oper. CF (x) 26.6 9.60 8.72 9.87 11.5 Market capitalisation
ROIC (%) 34.4 47.8 56.5 63.8 79.8 A$386.48m (US$302.89m)
Source: Company data, ABN AMRO Morgans forecasts year to Jun, fully diluted

Avg (12mth) daily turnover
A$0.85m (US$0.64m)

Reuters

ARQ.AX

1. Post-goodwill amortisation and pre-exceptional items
2. Pre-goodwill amortisation and exceptional items

Exploration, development, increased production
Increased production from the 50%-owned Hovea/Eremia oil fields (up 11%) and ARQ50228
the 33.1%-owned Jingemia oil field, as well as the increased equity in Jingemia (up

from 21.1% from 12 October) contributed to increased oil production of 686,703

Price performance

barrels of oil (490,220 December 2003 half). Gas sales were also stronger (1.71 P] am GM) (12m

vs 0.65 PJ). Oil production was up 40% and costs were up 80%, reflecting increased Price (A$) 187 1.32 0.93

unit production costs. However, this was offset by higher oil prices, which averaged Absolute % 7.0 51.5 115.1

A$54.62 per bbl, compared with A$40.33 in the December 2003 half. Rel market % 5.0 43.2 735
Rel sector % -1.4 48.1 91.7

The benefits of a strong oil price Source: Bloomberg

The increased oil production and higher price generated revenue of A$49.4m

(A$26.9m pcp), with EBITDA of A$30.0m (A$16.0m previously) reflecting cash flow Mar 02 Mar 03 Mar 04

from operations of A$30.3m (A$16.3m pcp). Unit D&A charges were higher, and oil z: |

production was up 40%, with total D&A charges up 72% at A$16.1m (A$8.9m pcp). 16 !

The tax rate remained marginally above 30%. Net profit after tax was A$16.38m 1.2 !

(A$8.45m pcp), or 8.2c per share. No dividend was declared. Arc Energy (ARQ) 0.8 |

reported net cash of A$20m at 31 December 2004, z: ‘W

IFRS - what it might mean ARQ.AX S&P/ASX200

A more rigorous 'impairment test' could result in additional writedowns, and it is Source: Bloomberg

likely that recognition of 'restoration costs' will increase depreciation charges. The 52-week range: 2.03-0.81

proposed tax sharing agreement transactions will be treated as equity transactions, S&P/ASX200: 4130.50

and retained earnings and intercompany balances will be affected. The current BBG AP Oil & Gas: 243.57

treatment of exploration and evaluation expenditure is broadly in line with the

requirements under IFRS. The sales contracts for oil and gas and the associated Analysts

currency hedges are also likely to prove 'complying hedges' with no implications fo
urrency g r ikely to prov plying ges' wi implicati r Chris Brown

aCCOUntlng treatment. ABN AMRO Morgans Limited
+61 7 3334 4885
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John Moorhead
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INVESTMENT VIEW

Table 1 : Arc Energy — summary data

Capital Profile Price Multiples

(Year to 30 June) 2002 2003 2004 2005 2006 2007
Share price - current $1.99 PROFIT ($m) after-abnormals 0.1 9.1 20.1 32.9 28.2 23.8
Share price - 52 wk range $0.81 $2.10 - EPS (c) 0.1 5.5 10.8 17.0 14.6 12.3
Number of shares (m) 193.2 - PE Ratio (x) 656.6 11.2 7.9 11.7 13.6 16.1
Market capitalisation $384.6 CASHFLOW ($m) 2.4 12.4 30.2 44.3 39.2 33.7
Avg monthly volume 14.2m $26.6m - CFPS (c) 1.6 7.6 16.2 229 20.3 17.5
- P/CF Ratio (x) 32.1 8.2 5.3 8.7 9.8 11.4
Recent capital changes DIVIDEND (c) 0.0 0.0 0.0 0.0 0.0 0.0
- Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
- Franking (%) 0.0 0.0 0.0 0.0 0.0 0.0
Qil 2P Reserves (mmbbl) 5.9 - Payout Ratio (%) 0.0 0.0 0.0 0.0 0.0 0.0
0il 3P Reserves (mbbl) 10.5 GROWTH - EPS (%) 7022.6% 94.3% 58.4%  -14.2% -15.6%
Gas 2P Reserves (Pj) 35.8 Production
Gas 3P Reserves (Pj) 60.2 Liquids mbbl 15.5 350.5 1108.0 1457.5 1361.3 1157.1
BOE 2P Reserves (mbbl) 11.6 Gas Tj 2048 1796 4757 3650 3650 3650
BOE 3P Reserves (mbbl) 20.0 Earnings Forecasts
A$ Lifting Cost/bbl 9.53 (Year to 30 June) 2002 2003 2004 2005 2006 2007
A$ Lifting & Compression Cost/Gj 1.10 Currency and commodities
2P Reserve Life (years) 4.0 A$/US$ 0.56 0.58 0.71 0.76 0.72 0.67
3P Reserves Life (years) 7.2 Oil Price (US$/bbl) 23.74 29.82 33.70 42.99 39.00 37.00
Gas Price (US$/Gj) 3.00 3.00 2.97 2.97 2.97 2.97
Profit & Loss (A$m)
Fair-Value $1.83 Total Sales 10.3 25.8 63.6 92.8 84.3 74.5
Price Target $2.20 Other Revenue 0.2 9.1 3.8 4.0 4.2 4.5
Upside/Downside 10.6% Total Revenue 10.4 34.9 67.5 96.8 88.6 78.9
*Methodology DCF Operating Costs 7.3 17.0 27.1 37.5 36.3 34.1
Assumptions Operating Profit 3.1 18.0 40.4 59.4 52.2 44.8
WACC 8.8% Depreciation & Amort 2.3 3.3 10.1 11.4 10.9 9.9
Beta 0.75 EBIT 0.8 14.6 30.2 48.0 41.3 34.9
Equity risk premium 6.0% Net Interest 0.7 0.7 0.3 1.0 0.9 0.9
Risk-free rate 5.25% Pre-tax Profit 0.1 13.9 30.0 47.0 40.3 34.0
Taxation 0.0 4.8 9.9 14.1 12.1 10.2
Asset $m $/Share Profit after Tax 0.1 9.1 20.1 32.9 28.2 23.8
Perth Basin 245.8 1.27 Minorities 0.0 0.0 0.0 0.0 0.0 0.0
Exploration 91.6 0.47 Net Profit 0.1 9.1 20.1 32.9 28.2 23.8
Net Cash 27.0 0.14 Abnormal Items 0.0 0.0 0.0 0.0 0.0 0.0
Corporate & Other -10.0 -0.05 Net Profit after Abnormals 0.1 9.1 20.1 32.9 28.2 23.8
(Year to 30 June) 2002 2003 2004 2005 2006 2007
Margins - Pretax Profit/Sales 50.6% 47.9% 45.7%
3.50 - EBIT/Sales 51.7% 49.0% 46.9%
3.00 - Operating Profit/Sales 64.0% 61.9% 60.2%
2.50 Effective Tax Rate 30.0% 30.0% 30.0%
2.00 Growth - NPAT 63.7%  -14.2% -15.6%
150 - EPS 58.4%  -14.2% -15.6%
1.00 H H - Sales 45.9% -9.1% -11.6%
0.50 Return on Funds - EBIT/Assets 26.0% 20.2% 15.7%
0.00 - NPAT/Equity 38.1% 26.0% 20.8%
N £ N N N Balance Sheet Analysis
R ° " 2 2 (Year to 30 June) 2002 2003 2004 2005 2006 2007
‘” Balance Sheet - Debt 9.7 11.4 - - - -
- Equity 23.4 36.9 753 1265 1730 215.1
(Year to 30 June) 2005 2006 2007 - Assets 36.2 58.0 101.6 152.8 199.3 241.4
0il Sensitivity 10% 5.2 4.6 4.0 - Cash & Deposits 3.38 4.00 15.84 81.17 142.37 200.13
Gas Sensitivity 10% 0.8 0.8 0.8 Gearing - Net Debt/Equity 20.0%  -21.0%  -64.2%  -82.3% -93.0%
- Current Ratio 1.39 2.39 8.58 14.38 19.85
USD Sensitivity +10% -6.1 -5.4 -4.6 Interest Cover - EBIT/Interest 20.3 108.4 49.0 44.3 39.5
- Net Debt/Gr C/flow - 0.4 (0.4) (1.4) (2.7) (4.5)
Source: Company data, ABN AMRO Morgans forecasts
Financials, valuation and risks
ARQ'’s producing oil and gas fields are in decline, and its revenue is exposed to the oil
price in A$ terms. But ARQ provides good exposure to the junior oil and gas sector
with a strong cash flow, an ungeared balance sheet and a strong regional ground
position. The stock is on a PE ratio of 11.7x for 2005F, and the company has reported
net cash of A$20m. We believe the market is ascribing substantial value to ARQ’s
exploration programme, and exploration success is required to achieve our target
price of A$2.20, which is 20% above our current valuation of A$1.83. This valuation -
up from A$1.50 - reflects a stronger projected production profile.
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ARC ENERGY NL: KEY FINANCIAL D

Income statement

A$m FYO3A FY04A FYO5F FYO6F FYOZ7F
Revenue 34.9 67.5 96.8 88.6 78.9
Cost of sales -17.0 -27.1 -37.5 -36.3 -34.1
Operating costs n/a n/a n/a n/a n/a
EBITDA 18.0 40.4 59.4 52.2 44.8
DD&A (ex gw) -3.35 -10.1 -11.4 -10.9 -9.91
EBITA 14.6 30.2 48.0 41.3 34.9
Goodwill amort (pre-EBIT) 0.00 0.00 0.00 0.00 0.00
EBIT 14.6 30.2 48.0 41.3 34.9
Net interest -0.72 -0.28 -0.98 -0.93 -0.88
Associates (pre-tax) 0.00 0.00 0.00 0.00 0.00
Other pre-tax items 0.00 0.00 0.00 0.00 0.00
Reported PTP 13.9 30.0 47.0 40.3 34.0
Taxation -4.83 -9.88 -14.1 -12.1 -10.2
Minority interests 0.00 0.00 0.00 0.00 0.00
Exceptionals (post-tax) n/a n/a n/a n/a n/a
Other post-tax items 0.00 0.00 0.00 0.00 0.00
Reported net profit 9.07 20.1 32.9 28.2 23.8
Exceptionals (total) 0.00 0.00 0.00 0.00 0.00
Adjusted net profit 9.07 20.1 32.9 28.2 23.8
Source: Company data, ABN AMRO Morgans forecasts year to Jun
Balance sheet
A$m FYO3A FY04A FYO5F FYO6F FYOZ7F
Cash and liq assets (1) 4.00 15.8 81.2 142.4 200.1
Other current assets 14.9 9.39 9.39 9.39 9.39
Tangible fixed assets 30.0 53.7 39.6 24.9 9.23
Intang assets (incl gw) 0.00 0.00 0.00 0.00 0.00
Oth non-curr assets 9.11 22.6 22.6 22.6 22.6
Total assets 58.0 101.6 152.8 199.3 241.4
Short term debt (2) 10.0 0.00 0.00 0.00 0.00
Trade & oth current liab 3.53 10.6 10.6 10.6 10.6
Long term debt (3) 1.40 0.00 0.00 0.00 0.00
Oth non-current liab 6.16 15.7 15.7 15.7 15.7
Total liabilities 21.1 26.3 26.3 26.3 26.3
Total equity (incl min) 36.9 75.3 126.5 173.0 215.1
Total liab & sh equity 58.0 101.6 152.8 199.3 241.4
Net debt (2+3-1) 7.40 -15.8 -81.2 -142.4 -200.1
Source: Company data, ABN AMRO Morgans forecasts year ended Jun
Cash flow statement
A$m FYO3A FY04A FYO5F FYO6F FYOZ7F
EBITDA 18.0 40.4 59.4 52.2 44.8
Change in working capital -0.07 8.70 0.00 0.00 0.00
Net interest (pd) / rec -0.72 -0.28 -0.98 -0.93 -0.88
Taxes paid -4.83 -9.88 -14.1 -12.1 -10.2
Other oper cash items 0.00 0.00 0.00 0.00 0.00
Cash flow from ops (1) 12.3 38.9 44.3 39.2 33.7
Capex (2) 0.00 0.00 0.00 0.00 0.00
Disposals/(acquisitions) -17.6 -27.5 9.29 10.3 12.3
Other investing cash flow 0.00 -6.54 -6.54 -6.54 -6.54
Cash flow from invest (3) -17.6 -34.0 2.75 3.75 5.75
Incr / (decr) in equity 2.88 18.3 18.3 18.3 18.3
Incr / (decr) in debt 3.70 -11.4 0.00 0.00 0.00
Ordinary dividend paid 0.00 0.00 0.00 0.00 0.00
Preferred dividends (4) 0.00 0.00 0.00 0.00 0.00
Other financing cash flow -0.12 0.00 0.00 0.00 0.00
Cash flow from fin (5) 6.46 6.87 18.3 18.3 18.3
Forex & disc ops (6) -0.27 0.03 0.00 0.00 0.00
Inc/(decr) cash (1+3+5+6) 0.90 11.8 65.3 61.2 57.8
Equity FCF (1+2+4) 12.3 38.9 44.3 39.2 33.7
Lines in bold can be derived from the immediately preceding lines. year to Jun
Source: Company data, ABN AMRO Morgans forecasts
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ARC ENERGY NL: PERFORMANCE AND VALUATION

Standard ratios

Arc Energy NL

Australian Worldwide Exploration

Roc Oil Company

Performance FYO3A FY04A FYOS5F FYO6F FYO7F FYO5F FYO6F FYOZ7F FYO4F FYOS5F FYO6F
Sales growth (%) 151.4 146.7 459 -9.14 -11.6 195.7 298.7 155.9 -33.2 -99.360196.3
EBITDA growth (%) 472.8 1249 47.0 -12.1 -14.1 n/a 562.2 181.2 -58.8 n/a n/a
EBIT growth (%) 1660.4 107.0 58.6 -14.0 -15.4 n/a 1640.3 214.1 n/a 1264.3 n/a
Normalised EPS growth (%) 7022.6 94.3 58.4 -14.2 -15.6 n/a 653.2 219.6 73.2 167.1 n/a
EBITDA margin (%) 69.6 63.5 64.0 61.9 60.2 44.1 73.2 80.5 26.2 -5343.7 77.9
EBIT margin (%) 56.7 47.6 51.7 49.0 46.9 9.91 43.3 53.1 -2.76 -5443.7 51.2
Net profit margin (%) 35.2 31.6 354 335 32.0 14.1 28.7 36.0 -62.4 18053.2 28.5
Return on avg assets (%) 20.3 254 264 164 11.1 0.44 6.16 16.5 -9.56 14.7 10.7
Return on avg equity (%) 30.1 35.8 32,6 189 123 1.39 9.07 24.4 -11.4 17.1 13.6
ROIC (%) 344 47.8 56.5 63.8 79.8 0.88 10.4 25.7 -0.49 -5.98 23.2
ROIC - WACC (%) 25.6 39.0 47.7 550 71.1 -7.33 2.21 17.5 -10.7 -16.2 13.0
year to Jun year to Jun year to Dec
Valuation
EV/sales (x) 15.3 5.83 3.29 290 250 23.3 6.36 1.82 6.59 989.6 1.16
EV/EBITDA (x) 21.9 9.18 5.14 4.68 4.16 52.9 8.69 2.26 25.2 n/m 1.49
EV/EBITDA @ tgt price (x) 24.1 10.1 5.79 542 5.02 62.7 10.2 2.78 36.9 n/m 2.43
EV/EBIT (x) 27.0 123 6.36 5.91 5.34 235.4 14.7 3.43 n/m n/m 2.27
EV/invested capital (x) 8.89 6.23 6.74 7.97 125 2.01 1.72 1.58 1.50 1.07 0.86
Price/book value (x) 8.88 4.96 3.06 2.23 1.80 1.99 1.81 1.42 1.29 1.07 0.93
Normalised PE (x) 36.2 18.6 11.7 13.7 16.2 157.1 20.9 6.52 n/m n/m 5.83
Norm PE @tgt price (x) 39.8 20.5 129 151 17.8 185.3 24.6 7.70 n/m n/m 7.90
Dividend yield (%) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Dividend Franking (%) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
year to Jun year to Jun year to Dec
Per share data FYO3A FYO4A FYOSF FYO6F FYO7F Solvency FYO3A FYO4A FYOS5F FYO6F FYO7F

Tot adj dil sh, ave (m) 163.9 186.9 193.2 193.2 193.2 Net debt to equity (%) 20.0 -21.0 -64.2 -82.3 -93.0
Reported EPS (c) 553 10.8 17.0 14.6 123 Net debt to tot ass (%) 12.7 -15.6 -53.1 -71.4 -82.9
Normalised EPS (c) 5.53 10.8 17.0 14.6 12.3 Net debt to EBITDA (%) 41.2 -39.2 -136.7 -272.7 -446.5
Dividend per share (c) 0.00 0.00 0.00 0.00 0.00 Current ratio (x) 1.39 239 8.58 144 19.8
Equity FCF per share (c) 7.53 20.8 22,9 20.3 17.5 Operating CF int cov (x) 249 175.9 60.6 56.1 50.7
Book value per sh (c) 22.5 40.3 654 89.5 111.3 Dividend cover (x) 0.00 0.00 0.00 0.00 0.00
year to Jun year to Jun

Source: Company data, ABN AMRO Morgans forecasts
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DISCLAIMER - ABN AMRO MORGANS LTD

This report was prepared as a private communication to clients and was not intended for public circulation or publication or for the use of any third party, without the approval of
ABN AMRO Morgans Ltd ("ABN AMRO Morgans”). While this report is based on information from sources which ABN AMRO Morgans considers reliable, its accuracy and
completeness cannot be guaranteed. Any opinions expressed reflect ABN AMRO Morgans judgment at this date and are subject to change. ABN AMRO Morgans has no obligation
to provide revised assessments in the event of changed circumstances. ABN AMRO Morgans, its directors and employees do not accept any liability for the results of any actions
taken or not taken on the basis of information in this report, or for any negligent misstatements, errors or omissions. This report is made without consideration of any specific
client’s investment objectives, financial situation or needs. Those acting upon such information without first consulting one of ABN AMRO Morgans investment advisors do so
entirely at their own risk. It is recommended that any persons who wish to act upon this report consult with an ABN AMRO Morgans investment advisor before doing so. This
report does not constitute an offer or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever.

DISCLOSURE OF INTEREST
ABN AMRO Morgans and/or its affiliated companies may make markets in the securities discussed. Further, ABN AMRO Morgans and/or its affiliated companies and/or their
employees from time to time may hold shares, options, rights and/or warrants on any issue included in this report and may, as principal or agent, sell such securities. ABN
AMRO Morgans affiliates may have acted as manager or co-manager of a public offering of any such securities in the past three years. ABN AMRO Morgans affiliates may
provide or have provided banking services or corporate finance to the companies referred to in the report. The knowledge of affiliates concerning such services may not be
reflected in this report.

The Directors of ABN AMRO Morgans advise that they and persons associated with them may have an interest in the above securities and that they may earn brokerage,
commissions, fees and other benefits and advantages, whether pecuniary or not and whether direct or indirect, in connection with the making of a recommendation or a dealing
by a client in these securities, and which may reasonably be expected to be capable of having an influence in the making of any recommendation, and that some or all of our
Proper Authority holders may be remunerated wholly or partly by way of commission. The Directors of ABN AMRO Morgans advise that the author/s of this report and/or their
associates hold an interest in securities mentioned in this report.

RECOMMENDATION STRUCTURE

For stocks which do not fit neatly into a sector paradigm, we show a target price and an absolute recommendation based on the implied upside/downside. A Buy/Sell requires
upside/downside of 15% or more; an Add/Reduce requires upside/downside of between 5% and 15%; a Hold implies less than 5% upside/downside. Given the volatility of share
prices and our predisposition not to change recommendations frequently, these performance parameters should be interpreted flexibly. Performance in this context only reflects
capital appreciation and the horizon is 6 to 12 months.

The target price is the level the stock should currently trade at if the market accepted the analyst's view of the stock, provided that the necessary catalysts are in place to effect
this change in perception within the performance horizon. In this way, therefore, the target price abstracts from the need to take a view on the market or sector. If it is felt that
the catalysts are not fully in place to effect a re-rating of the stock to its warranted value the target price will differ from 'fair' value.

For large-cap stocks where there is a clearly defined, broadly-based sector universe our primary recommendation is relative to the sector universe.

Each stock has been assigned a Volatility Rating to assist in assessing the risk of the security. The rating measures the volatility of the security's daily closing price data over the
previous year relative to other stocks included in either the S&P/ASX200 Index (large caps) or the Small Ordinaries Index (small caps) of which it is a member. This rating is a
quantitative (objective) measure provided as an additional resource and is independent of the qualitative research process undertaken by our research analysts.

A rating of Low indicates very little movement in price over the previous year (Coefficient of Variation < 4 for small caps or < 5 for large caps). A Moderate rating implies
average price movement over the previous year (Coefficient of Variation of 9 - 21 for small caps or 7.25 - 15 for large caps). A High rating implies significant price movement
over the past year (Coefficient of Variation greater than 25 for small caps or 35 for large caps).
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