EDISON
Drillsearch Energy

Exciting upside

Drillsearch Energy has a balance of near-term oil cash flow generation, a
multitude of wet gas opportunities as well as unconventional upside. As of
1 July 2015, Drillsearch had produced 3mmboe and had a 74% success
rate with the drill bit with 12 new discoveries. A diverse, but focused asset
set is encouraging for future shareholder value.

Excellent positioning

Even with the downturn in commaodity prices, Drillsearch generates a strong margin
on production, enhanced with hedging, realising a price of $97.2/bbl for the year
and as of 30 June had A$131.1m in cash and A$40m of undrawn working capital
facilities. Drillsearch has continued to hedge protection with 280mbbls hedged
across FY16/17 in the form of US$60-85 collars. It is targeting A$10-15m a year in
corporate and operational savings plus reduced 2016/17 capex expenditure of
around A$80m-110m while targeting similar production to 2015 of 2.8 to 3.2mmboe.

Growth prospects

The majority of cash flow is generated from its Western Flank Oil project where
over 12mb/d gross has recently been achieved. The project has production
capacity in excess of the export capacity and while new connections will increase
output potential, there is no rush to expedite these in the low oil price environment.
With currently just under 8mmbbl of 2P reserves, we expect these to be revised
upwards given recent drilling success and a healthy inventory. On the gas front,
JVs with Beach and Santos are focused on establishing early stage production. Of
note, the work with Santos has involved drilling eight wells (seven discoveries), with
first connection expected in H116. Drillsearch’s objective is to become a material
supplier to the East Coast and it is actively exploring short payback
commercialisation strategies.

Potential

Drillsearch’s unconventional assets are focused on the Patchawarra and
Nappamerri troughs. In the northern area, a JV with Santos should drill deep coals
in early FY16. A JV in the western area will test gassy coals in the Baird-1 well. In
the Nappamerri trough, four wells have been completed and two wells have been
shut-in post fracture for pressure build up. 2016 will be an active year with Western
Flank Qil driving cash flow with investment (and gas flow) in the Western Wet Gas
area to come online progressively during FY16. At present, Drillsearch plans on
drilling up to 22 wells across its portfolio, therefore, there is plenty of scope for
upside.

Historical financials

Year Revenue PBT EPS DPS Net assets OCF
end (A$m) (A$m) (c) (c) (A$) (A$)
06/13 102.2 17.8 1.1 N/A 286.6 19.2
06/14 387.0 179.4 16.6 N/A 3634 246.4

Source: Drillsearch Energy
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Share details
Code DLS
Listing ASX

Shares in issue 461.1m

Business description

Drillsearch Energy is an ASX 200 oil and gas
producer and explorer. The company is Australia’s
third-largest onshore oil producer focused on the
highly prospective Cooper-Eromanga Basin.

Bull
Balanced portfolio; East Coast opportunity.
Active 2016 program.

Domestic gas upside, oil cash flow.

Bear
Overall activity slowing.
Overall sector sentiment remains low.

Growing environmental pressures.
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EDISON

Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not
regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].
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Copyright 2015 Edison Investment Research Limited. All rights reserved. This report has been prepared and issued by Edison for publication globally. All information used in the publication of this report has been compiled
from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of
Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued in Australia by Edison Aus
and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to major US institutional
investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of investment adviser under Section
202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our
readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever
as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison's solicitation to effect, or attempt to effect, any transaction in a
security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are "wholesale
clients" for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities
mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this
document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to
any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does
not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this
report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and
sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future
performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known
and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA,
the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining
from acquiring or disposing) of securities. The distribution of this document is not a "personalised service" and, to the extent that it contains any financial advice, is intended only as a "class service" provided by Edison
within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent
permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information
contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited ("FTSE") (c) FTSE [2015]. "FTSE(r)" is a trade mark of the London Stock
Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability
for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express written consent.
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